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MEDC Governing Board
From the President’s Desk

There are always some moments of great glory in the affairs 
of every nation – and, we in India are witness to one such 
at the present moment! The recent smooth transition of power is doubtless the 

triumph of our democracy. The Indians have finally given their mandate towards stable 
government and in this election people have voted for the issue of economic development 
rising above the polity of caste and religion. It is now time for Mr. Narendra Modi to 
Walk the Talk. 
A common man, Mr. Narendra Modi, has achieved an uncommon feat of becoming the 
Prime Minister of India. Will the new successor be able to replicate his accomplishment 
and plot a successful script for the India growth story? Will Modinomics reinvigorate 
the Indian economy from a sleeping giant to a thundering roar? Fortunately Mr. Modi 
is not tied down by the coalition compulsions politics and can independently call the 
shots. 
Will the new government be able to deliver and implement its motto ‘less government 
and more governance’? Does the new government mark the end of 5 year hibernation 
for the Indian economy ? The need of the hour is to build transparent governance and 
address the priority issues with unprejudiced opinion which will require an enormous 
will power on the part of the new leader.  The initial steps and signals from the new 
government are quite promising. The compact size of the Ministry gives credence to the 
sincerity of commitment towards “less government and more governance”.
From ELECTION to SELECTION of the new government at the centre it has been a 
roller coaster ride for the Indian capital market with the Sensex gaining nearly 3,600 
points and Nifty edging up by more than 1,000 points since January 2014 till the poll 
results on 16 May, 2014.  The Modi mania also witnessed the market cap of Sensex and 
Nifty combined surpassing Australia and South Korea to emerge as the tenth biggest 
in the global top 10 list in terms of market capitalization as on 20 May, 2014 – the day 
when President of India announced Mr. Narendra Modi as the Prime Minister of India.  
Post the election hoopla, the focus has  shifted towards delivery of policy measures to 
kick-start the investment phase to bring the economy back to high single digit growth 
from the current sub-5 percent. Will he or will he not bite the bullet concerning precarious 
labour laws, land reforms, stalled infrastructure projects, persistent inflation, goods and 
service tax (GST), coal and mining issues, et al. delivering on this front will prove his 
commitment towards economic development and rolling out reforms would have to be 
at a heightened pace.  
We at MEDC believe that there are four key elements of growth of Indian economy. 
• Restorations of Confidence in the system of policy making and its implementation.
• Ensuring effective fiscal management. 
• Improve India’s status of ease of doing business.
• Providing knowledge and skill based education to create enabled young man power 

to work in all sector. 
Will the Modi-led policy reforms turn out to be a growth impetus for the Indian economy? 
Let us wait and watch at the sidelines while Mr. Narendra Modi takes the centre stage.  
The countdown for ‘Achche Din’ has already begun for Modi sarkar…
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The people of India have spoken, and the new cabinet 
has been sworn in. It is a mandate given to one party. 
The era of the compulsions of coalition is over. The 

party which has been successfully voted to power will now 
have to get down to business and deliver what they have 
promised to the people of India. A lot has been said and 
written about the challenges the new government will face. We have decided to go 
a bit further and give our readers an overview of the situation.  Here is an attempt 
to analyse some of the portfolios allotted to the new team and the task before the 
concerned minister.

Since the expectations are very high and the portfolio of the department of public 
grievances is with the prime minister his office will have to cater to the peoples 
grievances. This is no easy task. The crucial portfolio of atomic energy has been 
retained by the prime minister. Our readers may recall that during the earlier 
BJP regime a conscious decision was taken for testing our nuclear capabilities. 
There was an atomic blast which brought in sanctions against India. It is in this 
background that Mr Modi’s retaining the portfolios related to nuclear security has 
to be seen. The options are many. The department can be hawkish and take India 
towards a more comprehensive nuclear program or take a moderate view of the 
emerging situation. We could also have a generally moderate view and yet a firm 
stand on furthering the nuclear agenda. The issue of Kudankulam nuclear power 
station in Tamil Nadu and Jaitapur nuclear plant in Maharashtra will have to be 
tackled by the prime minister himself. Considering that the BJP’s prime ally, the 
Shiv Sena has been opposing the Jaitapur power plant tooth and nail, this issue 
may pose a challenge. It still has to be seen whether Mr Modi will accept the Shiv 
Sena’s point of view or continue to encourage generation of nuclear power, not just 
in Jaitapur, but also in other parts of the country.  

The second minister in the union cabinet is Mr Rajnath Singh, the home minister. 
Singh has obviously been rewarded for making Mr Modi’s way to the prime 
ministerial chair easy. He will soon have to deal with the insurgency movement in 
the north east, and the growing influence of the Naxalites.

The law and order situation in UP has always been a cause of concern. It is to 
be seen whether Mr Rajnath takes a firm stand against the UP government and 
seeks dissolution of the state assembly or goes ahead and gives the chief of the 
Samajwadi Party, Mr Mulyam Singh and his son, the UP Chief Minister Mr 
Akhilesh Yadav a long rope to hang themselves. Mr Rajnath will also decide on 
the issue of continuance of the existing governors. Whether he would replace some 
of them or all of them, whether he will bring about the changes in a phase wise 
manner or take crucial decisions at one go is something which political observers 
are keenly watching. He would also have to take a fresh look at the CBI cases 
against the former UP chief Minister, and the Bahujan Samaj Party supremo Ms 
Mayavati, the chief minister of Tamil Nadu, Ms Jaylalita and Mr Mulayam Singh . 
He has his hands full with work which shall keep him busy in the near future.

Ms  Sushma Swaraj has been given the portfolios of External affairs. The decisions 
taken by her will have an effect on India’s role among the SAARC nations and 

Mr. Chandrashekhar Prabhu

Consulting Editor
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may redefine the relationship with 
Pakistan. The beginning has been 
made by inviting the heads of all the 
neighbouring countries to come for 
the swearing in ceremony. This needs 
to be followed up with concrete steps 
towards consolidation of friendship. 
The earlier experience with the then 
prime minister of Pakistan Mr Nawab 
Sharif’s visit to India and then the 
Kargil war is still fresh in the mind of 
political observers. Mr Nawab Sharif’s 
presence at the swearing in ceremony 
may have broken the ice but the real 
test would come when they sit on 
the negotiating table. The issue of a 
permanent seat for India in the security 
council of the United Nations could be 
taken up seriously and Pakistan’s stand 
would be watched. Sushma Swaraj 
has also been given the portfolio of 
Overseas Indians Affairs. The overseas 
Indians have had a significant role 
to play in the victory of the BJP and 
further liberalisation of the laws for the 
NRIs is expected. 

Mr Arun Jaitley becomes the key 
person of the Modi ministry and 
the role assigned to him is perhaps 
stronger than the one which Mr 
Promod  Mahajan played at one point 
in time. As a defence minister he will 
have to set aside funds for the country’s 
defence, and decide on whether India 
should encourage the arms race or 
otherwise. As a finance minister he’s 
expected to exercise restraint and 
control expenditure within the union 
government. It is to be seen whether the 
finance minister in him will overrule the 
defence ministry, which is also headed 
by him. The promise to unearth black 
money stashed abroad by the Indian 
corporates and politicians and bring it 
back will perhaps be the foremost on 
his agenda. This issue has been coming 
up during the elections and his stand 
will be watched by one and all. On the 
financial front there are several bold 
initiatives expected including further 
opening up of the economy. However 
the BJP has taken stand against foreign 
direct investment in the retail sector.  It 

is to be seen how Mr Jaitley handles 
the situation and whether he can 
achieve the 10% growth mark which 
has eluded earlier finance ministers. 
Mr  Arun Jaitley has also been awarded 
the portfolio of corporate affairs. His 
popularity amongst the corporates is 
by now well known, but  whether he 
would use it to generate funding for the 
government, or will he go easy on tax 
issues is something which needs to be 
seen.

Mr Venkaiah Naidu has been allotted 
the portfolio of urban development and 
housing. All throughout his campaign 
Mr Narendra Modi has been talking 
about building 100 new cities to 
accommodate the aspirations of the 
people and provide them infrastructural 
facilities. We have been emphasizing 
on the need to have new cities but the 
key to the success of these new cities 
is indeed the speedy connectivity and 
availability of adequate infrastructure 
and also creation of jobs. In the past 
few decades our new cities have only 
been dormitories as they are satellites 
to the existing cities. Unless the new 
cities have new industries which create 
jobs and the people who are employed 
live in these cities and work there 
as well, the success of urbanisation 
policies would be limited. The success 
or otherwise of the urban development 
department would depend on the 
effective coordination between this 
department and other departments 
which provide infrastructure. If Mr 
Naidu can coordinate  effectively, he 
can be a successful minister. 

Mr Nitin Gadkari has the experience of 
heading the PWD ministry in the state 
of Maharashtra when he made special 
efforts to provide fly overs and express 
ways. He was the president of the BJP 
before Mr Rajnath Singh took over. Mr 
Gadkari has been taking a keen interest 
in organising agricultural meets. It 
was felt that he would be choosing 
the agriculture portfolio. However his 
love for the transportation sector and 
experience in running the PWD may 
have weighed in favour of getting him 

the portfolio of transportation. He’s 
also the minister of shipping.  Our 
coast line is long and there could be a 
chain of ports which can not only create 
jobs, but also initiate the processes for 
setting up cities in the coastal belt. 
The Delhi - Mumbai freight corridor 
has already been started and there are 
several townships coming up. The 
Dahej port has created several jobs and 
people shuttle between Navsari and 
Surat to work in Dahej. If more such 
cities are encouraged then the industry 
of shipping will see better days. 

Mr Sadanada Gowda former Chief 
Minister of Karnataka has been given 
the portfolio of railways. With his 
knowledge of Karnataka and the 
southern region the focus on Konkan 
railway will be high on the agenda. It has 
long been felt that the Konkan railway 
lines should be quadrupled. With Mr 
Gowda at the helm, it would be easy to 
increase the frequency of trains along 
the coast. We have always maintained 
that Bullet trains between large metros 
must be commissioned with a view to 
reduce the time spent on commuting 
between cities. Mr Sadanand Gowda 
will have to take decisions on faster 
means of rail commuting.

Ms Uma Bharti has been given the 
portfolio of water resources. The 
program of connecting of rivers, was 
initiated by the government when Mr 
Atal Bihari Vajpayee was the prime 
minister. He had constituted a separate 
authority under the Chairmanship 
of Mr Suresh Prabhu to examine the 
whole issue. Now too, a comprehensive 
plan to link rivers  would perhaps be 
the focus. Efforts the clean Ganga have 
been made in the past but have not been 
very successful. It is generally expected 
that the Ganga would be cleaner if the 
pollutants would be stopped from being 
dumped into the river. Ms Bharti can 
surely initiate this process, especially 
since states like UP and Bihar through 
which the Ganga flows have given the 
BJP a clear cut mandate.

Contd. to Page No.  9
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Dr. Prakash Hebalkar

Global Trade and Investment 
Trends......

The past month has seen U.S. 
Exports Climb 2.1%, and Trade 
Deficit Narrows. Meanwhile 

the loud OECD protestors about 
India’s restrictive foreign investment 
policies bared their hypocrisy: the  UK 
finance minister said he was ready for 
‘negotiation’ with Pfizer regarding its 
proposed takeover of Astra Zeneca, 
just as the French Set “Conditions” for 
G.E.’s proposed Takeover of Alstom. 
Vietnam saw violent protests against 
Chinese imperialism in the exclusive 
economic zone of Vietnam. Europe saw 
a development that emphasizes to a 
somnolent India the strategic importance 
of China using a 2,000-year-old trade 
route to deliver electronics goods faster 
and cheaper by a new rail corridor. No 
wonder the growing Chinese railway 
industry sought more growth equity as a 
Chinese Train Maker Seeks Up to $1.5 
Billion in Hong Kong I.P.O
The U.S. economy continues to hum 
along. U.S. exports climbed 2.1% and 
the US trade deficit narrowed.

WASHINGTON — The United 
States trade deficit narrowed in 
March as exports rebounded to the 
second-highest level on record, led 
by strong gains in sales of aircraft, 
autos and farm goods.
The deficit declined to $40.4 billion, 
down 3.6 percent from a revised 
February imbalance of $41.9 billion, 
the Commerce Department reported 
on Tuesday. The February trade gap 
was the biggest in five months.
American exports rose 2.1 percent to 
$193.9 billion, with exports to Canada 
and South Korea hitting highs. 

Imports also rose, but by a slower 1.1 
percent, to $234.3 billion, reflecting 
increased shipments of cellphones, 
clothing and other consumer goods, 
and increased demand for heavy 
machinery and other capital goods.
Source: New York Times May 7, 
2014

Half way around the globe, Vietnam 
strong violent public protests against 
Chinese imperialism in imposing its 
view of sea rights over the accepted 
international law and convention 
regarding the continental shelf and 
exclusive economic zones by drilling in 
Vietnam’s EEZ.
More poignantly the hypocrisy of the 
OECD countries regarding their demands 
from India for opening up of foreign 
investment and freeing it of restrictions 
was exposed by the actions of the 
U.K. and France when US companies 
threatened to take over British and 
French companies, respectively.

LONDON: Britain is ready for ‘hard 
negotiation’ to ensure Pfizer sticks 
to specific promises on jobs and 
science under the US drugmaker’s 
proposed takeover of AstraZeneca, 
its finance minister said. “I think 
it would be extraordinary not to 
engage with AstraZeneca or Pfizer,” 
George Osborne told BBC radio on 
Saturday.
He stressed Britain was an open 
economy ….AstraZeneca itself had 
grown by taking over foreign firms.
“We are an open economy, we benefit 
from that. But our national economic 
interest when it comes to a very big 
takeover like this is who’s going 
to be providing the science and 
the jobs and the manufacturing,” 
Osborne said.

Pfizer’s past record of cutting jobs 
after swallowing smaller rivals such 
as Wyeth, Warner-Lambert and 
Pharmacia has stirred up a political 
storm and fuelled concerns among 
scientists about the impact of any 
deal on British science.
Pfizer has already given a five-
year commitment to complete 
AstraZeneca’s new research centre 
in Cambridge, retain a factory in 
the northwestern English town of 
Macclesfield and put a fifth of its 
research staff in Britain if the deal 
goes ahead. But the US firm has also 
said it could adjust its promises if 
circumstances change “significantly”, 
prompting demands for more water-
tight pledges.
The British government has not ruled 
out the idea of subjecting the Pfizer 
takeover plan to a formal “public 
interest test”, although competition 
lawyers believe the European 
Commission would probably block 
any such attempted intervention
Reuters May 10, 2014, 
French Set Conditions for G.E. 
Takeover of Alstom - NYTimes.com 
May 6, 2014
It is not clear whether the government 
has the power to stop the deal, but 
its disapproval would be a clear 
deterrent. Asked whether he would 
seek to block a deal he did not agree 
with, Mr. Montebourg declined to 
“discuss a hypothesis.”
The French government, Mr. 
Montebourg said, is not protectionist 
and is willing to see French companies 
absorbed into multinationals. But he 
said he wanted to set the terms to 
help France’s economic standing 
and protect its sovereign interests.

Global Economic Monitor
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That is particularly important 
with companies like Alstom, 
Mr. Montebourg said, because it 
engages in a “sovereign activity” 
by manufacturing equipment for the 
nuclear energy industry.
The government intervention is 
merely “economic patriotism,” he 
said, adding that other countries 
do the same. He described it as 
part of a new government strategy 
to revive investment and stimulate 
the economy while preserving 
needed jobs. “We are taking the bull 
by the horns,” he said

The shrewd and self-centered  Chinese, 
in the meantime proceeded to run circles 
around the naïve Americans by building 
a rail route to Europe via former CIS 
countries to escape a potential US Navy 
blockade of the Malacca Straits.

The electronic gizmos churned out 
by China’s factories have long been 
delivered to western consumers by giant 
seagoing vessels filled with shipping 
containers or, in the case of particularly 
high-value products, by air.
But new rail networks that stretch 
across Kazakhstan, Russia, and 
Belarus—in essence, the Silk 
Road trading route that dates back 
millennia—let Foxconn ship products 
for its customers, which include 
Apple, Sony, and Nokia, along a 
10,000 kilometer (6200 mile) land 
route to Europe. This journey takes 
about 15 days, roughly half the travel 
time by sea.
Freight trains from the Chinese city 
of Wuhan, home to a major Foxconn 
facility, started delivering shipping 
containers to the Polish city of Lodz 
this month. That’s where the transport 
and logistics firm Haran’s—part of 
the Chinese-Polish joint venture 
YHF Logistics—has its hub, enabling 
onward travel to the rest of Europe. 
Related rail links also tie together 
the Chinese city of Zhengzhou to 
Hamburg in Germany, and  from the 
Chinese city of Chongqing to the 

German port of Duisburg.
Aside from the appeal of getting 
electronic gadgets to market quickly 
and cheaply, reviving the Silk Road 
will also have major  implications. As 
Quartz contributor Paragon Khanna 
has explained, the new version of the 
trade route is constructed with iron 
railroad tracks, as expanded networks 
tie together markets from Scotland to 
Singapore. China in particular is keen 
to work with its neighbours to build 
these westward-bound transport links, 
ensuring a steady flow of exports 
and natural resources that avoid the 
circuitous sea route through the pirate-
infested and US Navy-dominated 
Straits of Malacca.
Source Quartz.com

Given this daring feat of infrastructure 
building prowess, it is not surprising that 
Chinese train makers want to take over 
the world by expanding their operations 
globally.

China CNR Corporation, one of 
the nation’s and the world’s biggest 
manufacturers of trains, is planning 
to raise up to $1.5 billion in a Hong 
Kong stock offering this month, a 
person familiar with the deal said on 
Wednesday.
The stock offering for CNR, which 
makes high-speed locomotives, 
passenger coaches and freight cars, 
will be the biggest attempt to tap the 
Hong Kong market since WH Group, 
the world’s biggest pork producer, 
scrapped plans for a $1.9 billion initial 
public offering on April 29, citing 

deteriorating and volatile market 
conditions.
The state-owned train maker plans 
to raise between 9.1 billion Hong 
Kong dollars, or $1.2 billion, and 
11.3 billion dollars, or $1.5 billion, 
by selling 1.8 billion shares in a price 
range of 5 dollars to 6.20 dollars per 
share, the person familiar with the 
deal said, declining to be identified 
because the information was not yet 
public. The company tentatively plans 
to set the final price for its I.P.O. on 
May 15 and start trading on May 22, 
the person added.
CNR is seeking to capitalize on 
China’s expansion of a nationwide 
high-speed rail network. The country’s 
rail industry has grappled in recent 
years with high debt levels, a deadly 
accident in 2011 and corruption 
sentences for former top railway 
officials. Despite this, China’s rapidly 
growing network of high-speed or 
bullet trains, which can travel at more 
than 300 kilometres per hour, or about 
185 miles per hour, is proving to be 
increasingly successful.
CNR, which has been listed in 
Shanghai since 2009, is one of the 
biggest suppliers of high-speed 
locomotives and other railway cars to 
China Railway Corporation, the entity 
formed last year after the Ministry of 
Railways was dismantled. CNR also 
makes subway and light rail cars and 
has supplied the trains for 48 urban 
rapid transit lines in 13 cities across 
the country
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On the technology front, the inventive 
Swiss have demonstrated how to add 
1150% value to a commodity by suitable 
application of technology.

Drought in Brazil, combined with 
a crop-harming fungus in Central 
America (paywall), have sent 
wholesale coffee prices to above 
$2 per pound for only the second 
time in the last fifteen years on the 
InterContinental Exchange in New 
York. But the prices paid on the 
commodity markets for unroasted 
beans are still dirt-cheap compared to 

what the Swiss are charging the rest of 
the world for their roasted beans.
+
In 2013, the average price paid 
for roasted coffee exported out of 
Switzerland was $18.75 per pound, 
according to data compiled by the 
International Trade Centre. Other top 
exporters shipped their coffee for 
around $4 per pound.
+
The premium paid for roasted Swiss 
coffee is likely a result of the Espresso 
pods, which are manufactured in three 

Nestlé factories in Switzerland. The 
few grams of coffee contained in each 
of those single-serving brewing cups 
end up selling for a retail price of 
around $50 a pound—though they are 
marketed at a more palatable $0.60 to 
$0.70 a cup.
Source: Quartz magazine MAY 10, 2014 

The author is the President of ProfiTech 
Consulatant and Member of the 

Economic Digest Committee. 
profitechconsultants@gmail.com

Contd. from Page No.  6

Mr Gopinath Munde has given the key 
portfolio of Rural development Panchayati 
Raj, drinking water and sanitation. The 
implementation of the employment 
guarantee scheme, MNREGA, will now 
be under Mr Munde.  Drinking water has 
been a problem which many politicians 
have attempted to crack. Their efforts 
have not achieved the desirable results. 
Mr Munde comes from a region which 
has had droughts in the past and hence is 
well versed with the problems. Out of the 
box thinking and the desire to implement 
new ideas will deliver results. 

Mr Ravi Shankar Prasad has been 
given the portfolio of Communications 
and information technology. Besides 
this,  he is also the Minister of Law 
and justice. The aftermath of the 2G 
spectrum scam, the issue of taxation 
on telecom companies and the rising 
demand for better  connectivity are 
the challenges he will face. Judicial 
reforms and the quest for speedy justice 
will also be at the top of his agenda. 

Mr Ashok Gajpati Raju has been given 
the portfolio of Civil Aviation. The 
closing of airlines such as Kingfisher 
and losses suffered by the government 
owned Air India will be the challenges 
before Mr Raju. Unless some bailout 
package is given, Air India seems to be 
on its way to a closure. It is to be seen 
how much the finance ministry would 
be willing to back the government 

owned Airline, and we should not be 
surprised if disinvestment measures 
are accelerated and the public airline is 
privatised. 

Mr Dharmendra Pradhan has been given 
independent charge of Petroleum and 
Natural Gas, the decisions regarding 
the pricing of gas in reliance industries 
would be amongst his immediate 
challenges. Making gas available 
through fracking and the entire range 
of issues involved in the production 
of shell gas will come up before him. 
While the United States of America has 
converted itself from a net  importer of 
gas to a country which is self-sufficient 
and would soon be a net exporter of 
gas and petroleum products we have 
remained a mute spectator.  Will India 
follow the same path which America 
chose to follow? Mr Pradhan will have 
to find answers. 

Mr Prakash Javadekar has been given 
independent charge of information 
technology and environment, both 
key portfolios. While information and 
broadcasting is important because the 
Ministry virtually controls the rules 
made for the media the issues of moral 
policing and freedom of expression 
will take up a lot of his time. While 
Environmental  clearances have become 
a major bone of contention between the 
government and the industry, speedy 
environmental clearances would make 
the corporate world happy. However 

the balance between development and 
protection of environment has to be 
maintained. Mr Javadekar has been the 
spokesman of the BJP so far. Observers 
have been watching him closely and 
will track every move initiated by him. 
His responsibility therefore increases 
multifold. 

Mr Piyush Goyal has been given 
independent charge of Ministry of 
Power and Coal. While Mr Goyal is 
considered to be the financial consultant 
to the new set up and will have to 
handle the aftermath of the coal scam. 
New allotments for coal mining need 
to be done and the new policy which 
would govern such allotments has to 
be formulated. These are issues which 
he would have to tackle. Power has 
been one of the most crucial Ministries 
in recent times, and the issue of power 
was raised in UP and Bihar and the 
promise was “uninterrupted power for 
twenty four hours throughout the year”. 
Mr Goyal would be responsible for 
implementing this promise and hence 
will be a key person in the cabinet.  

We could go on to outline the duties 
of every minister, but we are restricting 
ourselves to the above portfolios. We 
only hope that the new government 
will positively implement the promises 
made to the people.

chandrashekharp@hotmail.com 
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‘Modi’fying Indian Economy 
(Part - I)

- Ms. Urvashi Ved
Sr. Economist, MEDC

“A leader is a dealer in hope.” 
—Napoleon Bonaparte

The ‘NaMo’ tsunami that swept 
the Indian political scape 
vindicates the faith in the largest 

democracy and Indian constituency 
which elected an ‘outsider’ with 
humble beginnings thereby reversing 
the dynasty politics for its laxity. As the 
drama unfolds with the new ministries 
being appointed it will be a daunting 
task for Mr. Modi to redeem the trust 
bestowed by the huge Indian electorate.  

After a thumping win it’s time to script a 
blockbuster by the Modi-led government 
to reinvigorate the Indian economy. The 
newly-appointed Finance Minister Arun 
Jaitley has his task cut out and we will 
have to wait and watch how he does the 
balancing act. The new FM has to fine 
tune the policies to be in sync with the 
positive measures undertaken by the 
Reserve Bank of India (RBI) Governor 
Raghuram Rajan to stabilize rupee and 
restrain inflation. 

Regaining business confidence – 
No red-tape instead red carpet 
To propel the engine of economic 
growth, the new government will have 
to target the corruption channels and 
restore the image of the country. For this, 
the government has to work in tandem 
with the industry players, a la Public-
Private-Partnership (PPP) model.   

Will the Modinomics awaken the Indian 
economy out of its 5-year hibernation 
through its motto ‘less government and 
more governance’? The need of the 
hour is to build transparent governance 
and address priority issues pertaining 
to subsidies, rigid labour laws, stalled 
infrastructure projects and goods 

and service tax with an unprejudiced 
opinion which will require enormous 
will power to implement on the part of 
the new leader. Delivering on this front 
will prove his commitment towards 
economic development and rolling 
out reforms would have to be at a 
heightened pace.  

Emphasise on Foreign Policies to 
Enhance Trade Opportunities 
Inviting SAARC leaders for the 
swearing-in ceremony of the Modi-led 
government seemed far from aberration 
from reality for many however, Mr. 
Modi has given peace a chance. It 
marks a positive development in 
terms of promoting trade opportunities 
with the neighbouring countries. The 
intra-SAARC trade presently is lower 
compared to other regional groups like 
Association of South East Asian Nations 
(ASEAN) and European Union (EU).   

The euphoria surrounding the Indian 
Election and the likelihood of Modi-led 
government at the centre which would 
roll out economic reforms resulted in 
bulls taking the Indian stock market in 
the front. The BSE Sensex gained nearly 
3,600 points and Nifty surged by more 
than 1,000 points since January 2014 till 
the poll results on 16 May, 2014. The 
BSE Sensex closed at 24,121.74 before 
reaching an all-time high of 25,375.63 
whereas, the Nifty, which echoed a 
similar trend closed at 7203.00 before 
skirting an all-time high of 7563.50 as 
on 16 May, 2014.

The NaMo mania sentiments witnessed 
the market cap of Sensex and Nifty 
combined surpassing Australia and 
South Korea to emerge as the tenth 
biggest in the global top 10 list in 

terms of market capitalization as on 20 
May, 2014 – the day when President 
of India announced Mr. Narendra 
Modi as the Prime Minister of India. 
Further, the BSE Sensex has been the 
best performing equity index in Asia for 
2014 with 23.4 percent returns.

The Indian rupee also joined the 
bandwagon and on strong foreign 
inflows bounced back against the 
greenback to reach 58.86 on 16 May, 
2014 from its all-time low of 68.85 
touched on 28 August, 2013, almost a 
16% gain.
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Although the countdown for ‘Ache Din’ 
has already begun for Modi-led sarkar, 
the electorate would be itching for the 
report card after its completion of 100 
days in the office, a la “honeymoon 
period”. 

The Prime Minister has already set the 
ball rolling with the announcement of 
10-point plan to unlock the potential 
economic growth. These include:
• Measures to build confidence in 

bureaucracy
• Reforms in infrastructure and 

investment arena
• Promoting innovative ideas
• Health, water, education, roads, 

energy to be treated as priorities
• To enhance transparency through 

e-auction
• Mechanism to resolve inter-

ministerial issues
• To provide stable and sustainable 

government policy
• Policies to be executed in a time-

bound mode
• To utilize social media for public 

interaction and to improve efficiency 
and social effectiveness 

• To propose a people-oriented system 

Taming inflation – Fiscal policy 
measures solicited 

So far, it has been the prerogative of 
the RBI to wield monetary measures to 
tame inflation however, it is now high 
time for the new government to tap 
fiscal policy measures to rein in supply-
side inflationary trend.

Inflationary Trend

There is no rocket science involved 
in fathoming the requirement of fiscal 
measures to tame persistent inflation 
and thereby bolster economic growth. 
The government should review rigid 
labour laws, dismantle regulatory trade 
barriers, create effective tax structure 
and disinvestment.

A glass half-full or half-empty

The Modi-led government inherits 
breeding corruption, persistently high 
inflationary trend, 
myriad scandals, 
shrinking business 
c o n f i d e n c e , 
b u r e a u c r a t i c 
tangles, courtesy 
the apathy of their 
predecessors. This 
has done a colossal 
damage to the 

GDP Growth Rate – Dwindling

economic growth. 

The GDP growth has been reeling 
under five percent mired by stalled 
projects, persistent inflationary period 
leading to demand slowdown, elevated 
interest rates leading to contraction in 
manufacturing sector and lack of major 
reforms pressing a pause button for the 
economic development. The slowdown 
in the Indian economy persisted as the 
GDP grew at 4.7 percent in FY 2014, 
slightly higher than the 4.5 percent 

growth recorded in the previous year. 
The sub-5 percent growth in the past 
few years indicate worst slowdown 
in the last 25 years thereby exerting 
greater pressure on the new government 
to hasten the pace of reforms. The 
GDP for the fourth quarter of 2013-14 
grew at 4.6 percent. The deteriorating 
GDP growth rate for 2013-14 is in line 
with the growth projections revised 
downward by different agencies. 
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However, there is some silver 
lining for the new FM as the 
slew of measures undertaken 
by Mr. P. Chidambaram, who 
was roped in by the previous 
government to act as a savior, 
along with the RBI Governor 
Mr. Raghuram Rajan’s efforts in 
taming the inflation have started 
bearing the fruits. The WPI 
inflation has been restrained to 
6.0 percent levels in 2013-14 
from 7.4 percent in 2012-13. 
The trade balance improved 
as exports increased by 5.3 
percent and imports declined 
by 15.0 percent, in US dollar 
terms, during April 2014 over 

Table 2 : Forecasters outside the Reserve Bank expect modest growth recovery and inflation persistence in 2014-15
Median forecasts of select macroeconomic indicators by professional forecasters 2013-14 and 2014-15

Actual 
2012- 

13

Annual forecasts Quarterly Forecast

2013-14 2014-15 2013-14 2014-15

Q3 Q4 Q1 Q2 Q3

E L E L E L E L E L E L E L

1 2 3 4 5 6 7 8 9 10 11 12 13 14 15 16

1. Real GDP growth rate at factor 
cost (%) 5.0 4.8 4.8 5.8 5.6 5.0 5.0 5.0 5.2 5.6 5.3 5.8 5.6 - 5.6

a. Agriculture and Allied Activities 1.9 3.7 4.1 3.0 2.9 4.1 5.0 4.4 4.8 3.0 3.4 3.0 3.0 - 3.0

b. Industry 1.2 1.3 1.5 3.8 3.6 1.4 1.5 2.1 2.0 3.4 3.0 3.3 3.2 - 3.7

c. Services 6.8 6.2 6.2 7.0 7.0 6.5 6.2 6.5 6.3 6.9 6.5 7.0 6.8 - 7.2

2. Gross Domestic Saving (% of 
GDP at current market price) - 30.0 30.5 31.0 31.0 - - - - - - - - - -

3. Average WPI-Inflation 7.4 6.0 6.4 5.5 6.0 6.5 - 6.5 6.6 6.5 6.8 5.8 6.0 - 5.5

4. Average CPI-Combined 
Inflation* 10.2 - 9.9 - 8.5 -  - 9.7 - 9.5 - 8.9 - 8.0

5. Exchange Rate (`/US$ end 
period) 54.4 - - - - 62.0 - 60.8 61.9 60.9 61.5 61.0 61.5 - 61.0

6. YTM of Central Govt. 
Securities with term to 
maturity of 10-years (%-end 
period)

8.0 8.3 8.5 7.9 8.1 - - - - - - - - - -

7. Merchandise Export (growth 
rate in %)! -1.0 3.8 6.3 8.9 8.9 - - - - - - - - - -

8. Merchandise Import (growth 
rate in %)! 0.5 -1.9 -3.7 6.4 7.6 - - - - - - - - - -

9. Trade Balance (US$ billion) -195.7 - - - - -45.6 -36.3 -42.5 -36.9 -46.0 -41.7 -47.6 -38.3 - -41.6

10. Current Account Deficit (% 
of GDP) 4.8 3.5 2.7 3.3 2.8 - - - - - - - - - -

11. Central Government Fiscal 
Deficit (% of GDP) 4.9 5.0 5.0 4.7 4.7 - - - - - - - - - -

E: Previous Round Projection. L: Latest Round Projection. -: Not Available. !: US$ on BoP basis. 
*: The forecast for CPI-Combined has been incorporated from 26th round only i.e. the current round. 
Note: The latest round refers to 26th round for the quarter ended December 2013, while previous round refers to 25th round for the quarter ended September 2013. 
Source: Survey of Professional Forecasters, Third Quarter 2013-14.  Source : RBI

April 2013; Oil and non-oil imports 
declined by 0.6 percent and 21.5 percent 
respectively, in April 2014 over April 
2013.   

Further, the World Bank and IMF have 
recently projected GDP growth rate for 
India exceeding 5 percent for the fiscal 
year 2014-15. The World Bank, in its 
latest edition of ‘South Asia Economic 
Focus’ has projected growth rate in India 
to accelerate to 5.7 percent in fiscal year 
2014 due to competitive exchange rate 
and heightened pace of clearance for 
important investment projects.

The IMF has also forecasted recovery 
in Indian economic growth from 4.4 
percent in 2013 to 5.4 percent in 2014. 

Cover Story Cover Story
Table 1: GDP growth rate for 2013-14 

in line with forecasts

Agency Latest Projection Earlier Projection
GDP 

Growth 
%

Month/
Year

GDP 
Growth 

%

Month/
Year

1 2 3 4 5
Finance Ministry 5.0-5.5 Sept. 2013 6.1-6.7 Feb. 2013

PMEAC 5.3 Sept. 2013 6.4 Apr. 2013

IMF* 4.6 Jan. 2014 4.3 Oct. 2013

World Bank 4.8 Jan. 2014 4.7 Oct. 2013

OECD** 3.4 Nov. 2013 5.3 May. 2013

ADB 4.7 Dec. 2013 4.7 Oct. 2013

NCAER 4.8-5.3 Nov. 2013 5.9 Aug. 2013

*: IMF’s projection in factor cost corresponding to 4.4 percent in market prices.
**: GDP at market prices.                                                               Source: RBI
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“While recent policy initiatives have 
reduced vulnerabilities, the policy 
space remains strictly circumscribed 
because of high deficits and debt, and 
elevated inflation,” IMF said, indicating 
resolution of these issues for growth to 
revive. For fiscal consolidation, the IMF 
has also acknowledged the need for a 
comprehensive package of measures, 
comprising both tax and subsidy reforms, 
to ensure the quality and sustainability 
of consolidation. Rationalising fuel and 
fertiliser subsidies and introducing the 
goods and services tax are essential to 
create fiscal space, while safeguarding 
priority capital spending and targeted 
social programs, particularly health and 
education, IMF highlighted. 

However, for 2014-15 the survey shows 
professional forecasters expect modest 
growth.

Further, the Business Confidence Index 
surveys highlight improvement in 
business outlook. 

Implementing Banking Reforms - 
A Tall Order for FM 
The next crucial task for the new FM 
is to refurbish the Banking sector. The 
daunting task for the FM is to walk a tight 
rope in dealing with the deteriorating 
bank balance sheets of the public sector 
banks. Public sector banks (PSBs), due 
to the nature of their structure, have 

Table 3: Expectations surveys show improvement
Business expectations surveys

Period Index

NCAER- 
Business 

Confidence 
Index Jan 2014

FICCI Overall 
Business 

Confidence 
Index Q2:
2013-14

Dun & 
Bradstreet 
Business 

Optimism Index 
Q1:2014

CII 
Business 

Confidence 
Index Q3:
2013-14

1 2 3 4 5
Current level of the 
Index

122.3 59.3 157.2 54.9

Index as per previous 
survey

100.4 49.0 134.9 45.7

Index level one year 
back

119.7 62.4 146.8 49.9

% change (q-on-q) 
sequential

21.8 21.0 16.6 20.1

% change (y-on-y) 2.2 -5.0 7.1 10.0

Source : RBI

witnessed bloating non-performing assets 
(NPAs).  As per the RBI Report on Trend 
And Progress Of Banking In India 2012-
13, the gross NPA ratio at the aggregate 
level stood at 3.6 percent at end-March 
2013 up from 3.1 percent at end-March 
2012. The deterioration in asset quality 
was most perceptible for the SBI Group 
with its NPA ratio reaching a high of 5 
percent at end-March 2013.

The reasons are not far to seek, these 
include, ineffective administrative 
mechanism, public sector banks 
being treated as the private property 
of government, inferior technology, 
populist lending schemes affecting 
loan quality, volatility in global 
and domestic market environment, 
regulatory forbearance in the face of 
political economy considerations and 
government ownership weakening 
operating efficiencies of the banks. 

The success of the relationship between 
financial markets and economic growth 

is dependent on several factors including 
the institutional change and innovation, a 
strong financial regulator, transparency, 
effective legislation for implementing 
policies and political will to effect 
transition.   

To provide a level playing field to PSBs 
and make them competitive, the RBI 
panel on governance of Boards of Banks 
headed by P.J.Nayak has suggested some 

radical measures regarding governance, 
management and operational, and 
compensation flexibility to amplify the 
performance and become competitive so 
as to raise funds from the market rather 
than resort to re-capitalisation.

P.J. Nayak Committee Report – 
A Blueprint for reforming Public 
Sector Banks
Radical problems require radical 
remedies. In this context, the P.J. Nayak 
Committee, a panel constituted by the 
RBI to Review Governance of Boards of 
Banks in India, has recommended radical 
measures to improve governance. These 
draft recommendations include: 
• To lower the government stake in 

PSBs to below 50 percent.
• Privatise PSBs or merge state-run 

banks, or design a new governance 
structure to shun frequent requests 
for re-capitalization from the 
government. 

• It has proposed to form a Bank 
Investment Company (BIC) which 
would act like a passive alternative 
investment fund. All the government 
functions will have to be transferred 
to the BIC, which would act like a 
private equity fund that manages 
the asset and ensures returns to 
investors. 

These radical recommendations on 
reforming governance of banks would 
require a fire in the belly on the part of 
the Finance Minister to implement it. 

Disinvestment – A bitter pill

Management is doing things right; 
leadership is doing the right things. 

~ Peter Drucker

The process of disinvestment has 
acquired a negative connotation 
to an extent being considered as a 
necessary evil. However, the fears of 
unemployment and loss in management 
control as byproducts of disinvestment 
are exaggerated. In the long term, 
sick PSUs are neither restructured 
nor revived mainly because of 
lack of funds at the disposal of 

Cover Story Cover Story
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government. This does more damage 
than disinvestment, where at least 
the sick units are resuscitated and, in 
some cases, additional employment 
created. Besides, disinvestment 
promotes transparency, good corporate 
governance, development of the 
capital market and also results in 
technology transfer and the subsequent 
enhancement in productivity. 
Further, the disinvestment proceeds 
can be utilised to trim the flab, 
enhance institutional and structural 
competencies and to improvise on the 
social costs emerging as a result of 
disinvestment. To attain a sustainable 
GDP growth target of 7-8% will require 
political will to implement divestment. 
Half-hearted measures will not amount 
to any long-term development and may 
hamper the growth momentum. 

The main intent behind disinvestment, 
which began in 1991-92 of PSUs, still 
finds relevance in the present scenario. 
These are:

Releasing large amount of public  y
resources locked up in non-strategic 
PSUs, firstly for debt repayment 
and then for redeployment in areas 
such as basic health, family welfare, 
primary education and social and 
essential infrastructure.

Stemming further outflow of scarce  y
public resources for sustaining the 
unviable non-strategic PSUs

Reducing public debt. y

Transferring the commercial risk, to  y
which the taxpayers’ money locked 
up in the public sector is exposed, 
to the private sector wherever the 
private sector is willing and able to 
step in.

Releasing other tangible and  y
intangible resources such as large 
manpower for redeployment in 
high priority social sectors that are 
short of such resources.

In the beginning, the government 

resorted to limited sales of equity by 
selling minority shares in 47 PSUs. 
This was carried out through the 
auction method, where companies 
were identified into “very good”, 
“good” and “average” categories. This 
method of bundling shares was later 
discontinued, but the auction system 
remained.

Over the years, the proceeding as 
well as the scope of disinvestment 
underwent a huge metamorphosis.

However, from the commencement 
of disinvestment till date, the Indian 
government has been able to raise 
only half of the targeted amount. The 
disinvestment target was slashed by 

Table 4: Market Capitalisation

Company Market Capitalisation
(Rs. Crore)

OIL & NATURAL GAS CORP.LTD. 2,73,775.68 

COAL INDIA LTD. 1,81,848.13 

NTPC LTD. 97,049.12 

INDIAN OIL CORP.LTD. 64,704.93 

NMDC LTD. 59,550.03 

POWER GRID CORP.OF INDIA LTD. 48,635.26 

GAIL (INDIA) LTD. 46,679.97 

BHARAT HEAVY ELECTRICALS LTD. 45,696.69 

BHARAT PETROLEUM CORP.LTD. 33,196.80 

STEEL AUTHORITY OF INDIA LTD. 29,491.95 

Source: Department of Disinvestment

Table 5  :  Kelkar Committee projections (% of GDP)

2012-13 Projections with 
reform

Budget No 
reform

Reform 2013-14 2014-15

Gross tax revenue 10.6 10.1 10.3 10.6 11.1

Total receipts 9.6 9.1 9.4 9.3 9.5

Subsidies 1.9 2.6 2.2 1.7 1.5

Plan expenditure 5.1 5.0 4.8 4.9 4.9

Total expenditure 14.7 15.2 14.6 13.9 13.4

Fiscal deficit 5.1 6.1 5.2 4.6 3.9
Source: Kelkar Report 

more than half to Rs 16,027 crore for 
the current financial year and pegged it 
at Rs 36,925 crore for 2014-15 by the 
ex-Finance Minister P Chidambaram.

To meet the target the government should 
go for some big-ticket disinvestment 
in public sector enterprises (PSEs) and 
the recent stock market rally provides 
a perfect milieu for the increased 
realisations from the government 
stake sale. As on 30 April 2014, the 
50 Central Public Sector Enterprises 
(CPSEs) listed on the stock exchanges 
contributed about 15% of the total 
market capitalization. 

Cover Story Cover Story
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Table 6  :  SUMMARY OF RECEIPTS FROM DISINVESTMENT: 1991-92 TO  31.03.2014

Year

Budget 
ed 

receipt
(Rs.

crore)

Receipts 
through sale 
of minority 

share holding 
in CPSEs
(Rs. crore)

Receipts 
through sale of 
majority share 

holding of 
one CPSE to 

another CPSE
(Rs. crore)

Receipts 
through 
Strategic 

sale
(Rs.crore)

Receipts 
from other 
related tran 

sactions
(Rs. crore)

Receipts from 
sale of residual 
share holding 
in disinvested 

CPSEs /
companies
(Rs. crore)

Total receipts
(Rs.crore) ransactions

1991-92  2,500.00 3,037.74 - - - - 3,037.74 Minority shares sold in Dec, 1991 and Feb, 1992 by auction method in bundles 
of "very good", "good" and "average" companies

1992-93  2,500.00 1,912.51 - - - - 1,912.51 Shares sold separately for each company by auction method.

1993-94  3,500.00 - - - - - - Equity of 6 companies sold by auction method but proceeds received in 94-95.

1994-95  4,000.00 4,843.10 - - - - 4,843.10 Shares sold by auction method.

1995-96  7,000.00 168.48 - - - - 168.48 Shares sold by auction method.

1996-97  5,000.00 379.67 - - - - 379.67 GDR -VSNL

1997-98  4,800.00 910.00 - - - - 910.00 GDR -MTNL

1998-99  5,000.00 * 5,371.11 - - - - 5,371.11 GDR-VSNL; Domestic offerings of CONCOR and GAIL; Cross purchase by 3 
Oil sector companies i.e. GAIL, ONGC and IOC.

1999-00  10,000.00 ** 1,479.27 - 105.45 275.42 - 1,860.14 GDR-GAIL; Domestic offering of VSNL; capital reduction and dividend from 
BALCO; Strategic sale of MFIL.

2000-01  10,000.00 - 1,317.23 554.03 - - 1,871.26 Sale of KRL, CPCL and BRPL to CPSEs; Strategic sale of BALCO and LJMC.

2001-02  12,000.00 - - 3,090.09 2,567.60 - 5,657.69 Strategic sale of CMC, HTL, VSNL, IBP, PPL, hotel properties of ITDC and 
HCI, slump sale of Hotel Centaur Juhu Beach, Mumbai and leasing of Ashok 
Bangalore; Special dividend from VSNL, STC and MMTC; sale of shares to 
VSNL employees.

2002-03  12,000.00 - - 2,252.72 1,095.26 - 3,347.98 Strategic sale of HZL, IPCL, hotel properties of ITDC, slump sale of Centaur 
Hotel Mumbai Airport, Mumbai; Premium for renunciation of rights issue in 
favour of SMC ; Put Option of MFIL; Sale of shares to employees of HZL and 
CMC.

2003-04  14,500.00 12,741.62 - 342.06 - 2,463.73 15,547.41 Strategic sale of JCL; Call Option of HZL; Offer for Sale of MUL, IBP, IPCL, 
CMC, DCI, GAIL and ONGC; Sale of shares of ICI Ltd.

2004-05  4,000.00 2,700.06 - - 64.81 - 2,764.87 Offer for Sale of NTPC and spill over of ONGC; sale of shares to IPCL 
employees.

2005-06  No target 
fixed

- - - 2.08 1,567.60 1,569.68 Sale of MUL shares to Indian public sector financial institutions & banks and 
employees

2006-07  No target 
fixed

- - - - - -

2007-08  No target 
fixed

1,814.45 - - - 2,366.94 4,181.39 Sale of MUL (Rs.2366.94 cr)shares to public sector financial institutions, public 
sector banks and Indian mutual funds and sale of PGCIL (Rs.994.82 cr) and 
REC (Rs.819.63 cr) shares through Offer for Sale.

2008-09  No target 
fixed

- - - - - -

2009-10  No target 
fixed

23,552.93 - - - - 23,552.93 Rs.2012.85 - NHPC, Rs.2247.05 OIL , Rs. 8480.098 NTPC , Rs.882.52 REC, 
Rs.9330.42 NMDC

2010-11  40,000.00 22,144.21 - - - - 22,144.21 Rs.1062.74 SJVN , Rs. 959.65 EIL, Rs. 15199.44 COAL INDIA , Rs. 3721.17 
PGCIL, Rs. 618.75 MOIL ,Rs. 582.45 SCI

2011-12  40,000.00 13,894.05 - - - - 13,894.05 Rs.1144.55 PFC,Rs. 12749.5 ONGC

2012-13  30,000.00 23,956.06 - - - - 23,956.06 Rs. 124.97 NBCC,Rs. 807.03 HCL, Rs. 5973.27 NMDC, Rs. 3141 OIL, Rs. 
11456.78 NTPC,Rs.310.15 RCF,Rs.627.84 NALCO,Rs. 1514.50 SAIL

2013-14  40,000.00 15,819.45 - - - - 15,819.45 Rs.571.71 MMTC, Rs.259.56 HCL, Rs.101.08 NFL, Rs.30.17 ITDC, Rs.4.54 
STC, Rs.358.21 NLC, Rs.2131.28 NHPC, Rs. 1637.32 PGCIL,Rs.497.32 
EIL,Rs. 1886.77 BHEL, Rs. 5341.49 IOCL, Rs. 3000 CPSE-ETF

Grand Total 1,34,724.70 1,317.23 6,344.35 4,005.17 6,398.27 1,52,789.72

* Out of Rs.5371.11, Rs. 4184 crore constitute receipts from cross purchase of shares of ONGC, GAIL and IOC. ;    ** Out of Rs.1479.27, Rs.459.27 crore constitute receipts from cross 
purchase of shares of ONGC, GAIL and IOC. ; Source: Department of Disinvestment

The story of disinvestment scenario will continue in the next issue i.e. July 2014
The dominant issues that would gauge the barometer of economic growth trajecory would be the monsoon scenario, RBI’s stance on 
key policy rates to tame inflation and policy imperatives towards reforms. 
Will the Modinomics be a turning point for the Indian growth story?
A journey of a thousand miles must begin with a single step. - Lao Tzu 
It is high time for Mr. Narendra Nodi and his team to implement the dream plan.
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India is at the cusp of a major 
transition. Within a generation 
a society predominantly of low 

income rural agriculturists will become 
a one of middle income, urban, 
industrial and service workers. The 
absolute size of the rural population 
will start declining in a decade or so and 
a massive occupational and spatial shift 
will move a 100 million people from 
rural and agricultural work to factories 
and service establishments in cities.
There are other transitions that will 
accompany this. One is the so called 
demographic dividend -the bulge in 
working age population in the North. 
The South on the other hand will see a 
rising proportion of aged retirees from 
the work force and face labour shortages, 
which are already evident in current 
migration trends. All this will happen 
in a global environment where new 
technologies that replace skilled labour 
with computer controlled machines will 
dull the edge of comparative advantage 
of low cost labour.
The transition will be reflected in the 
macroeconomic numbers for sure. The 
already declining share of agriculture 
in GDP will fall even more, though the 
shift of population out of rural areas will 
help to maintain a reasonably healthy 
rate of increase in per worker income 
in agriculture. The share of industry 
and services will zoom up to 90% or so 
in a matter a few decades and sustain 
a sharp rise in per worker incomes in 
urban areas. But the transition that 
will transform Indian society is better 

expressed in terms of people and their 
livelihood. For it is the change in the 
mindset from rural to urban, from the 
seasonal variations of agricultural work 
to the de-seasonalised work in industry 
and services, from subsistence living 
to one where discretionary spending is 
possible. 
It is a transition that will affect not just 
the economy but also politics and social 
relations. None of this is cast in stone. It 
does not have to happen. It depends on 
whether our economic policies are able 
to maintain growth at the 6-8% rate, 
which is the current potential, given 
the 33-34% investment rate. But to do 
that the present orientation of policies 
in several areas will require substantial 
changes and these are outlined in the 
agenda for development that follows.

Ensuring Macro - 
Economic Stability
The experience of East Asia has 
established that a long period of 
sustained high growth requires well 
managed fiscal systems, low inflation 
and buoyant public revenues to kick 
start infrastructure development. 
Unfortunately all three elements have 
been missing for the past several years. 
Fiscal profligacy for financing huge 
hand-outs in the name of inclusive 
growth are the rule at present and 
also the immediate prospect given the 
competitive populism between the 
parties vying for power in the States and 
at the Centre.
The transition outlined above will never 

take place if policies focus more on 
doles and subsidies rather than on the 
only thing that can truly reduce poverty 
which is constructive investments to 
raise the productivity of the few assets 
that the poor can command – their land 
and their skills. Nor will high rate of 
inflation help. Present policies are self-
defeating and there must be a reversal to 
the sort of fiscal rectitude that prevailed 
in the 2003-08 high growth period.
The structural simplification of the tax 
system has already begun with the 10-
20-30% tax bracket structure in the 
income tax surviving for a long time 
and the impending implementation of a 
general sales tax (GST). But much more 
needs to be done to rationalise the tax 
breaks, simplify tax codes and bring in 
greater accountability and probity in tax 
administration. The rationalisation of 
the tax system should not lead to over 
centralisation of spending authority.
Prudent fiscal management also requires 
a closer look at the present arrangements 
for revenue raising and revenue sharing 
between different levels of government. 
Fiscal resources should be available as 
fungible, untied resources to the entity 
that will make choices and spend the 
resources, whether it be a municipality, 
a district panchayat, a State government 
or the Centre. The present arrangement 
that requires large discretionary 
transfers downwards from the Central 
and State budgets does not encourage 
responsible approaches to revenue 
raising and spending. A closer look at 
how a substantial measure of fiscal 
autonomy can be granted to each level 
of government is very necessary.

Innovating India 
ROAD MAP 2014 -19

- PUNE INTERNATIONAL CENTRE

MEDC has taken the approval to reproduce substantial part of the PIC Report. Accordingly, we have incorporated 
the important portion from Section 2 – “Policy Recommendations: Road Map 2014 – 19” last issue of the 
economic digest i.e. May 2014 . The remaining part of Report is covered in this issue.

An Agenda for Development
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India Review India Review
Shifting the focus of 
growth to the North 
The South, West and the North-West 
have been the high growth regions so far. 
The States in the North and East have 
been left behind, though there are some 
signs of acceleration in agricultural 
growth in the past few years. However 
they are still at the periphery of the 
industry and services growth story. This 
will have to change.

Sustaining high growth in India over 
the next few decades does depend on 
making the most of the demographic 
dividend – the bulge in the working age 
population that will arise as population 
growth slows down. The bulk of this 
dividend will accrue in five Northern 
States – UP, Bihar, Rajasthan, Madhya 
Pradesh and Jharkhand. 

The demographic dividend can be an asset 
only if we shift the locus of job oriented 
nonagricultural growth decisively to 
the Northern states. This will require a 
concerted effort by the Centre and the 
concerned States.  Revisiting the fiscal 
transfer arrangements, as demanded by 
Bihar, is but a small part of this. The real 
challenge is not just resources but effective 
planning and implementation at the 
ground level for logistical improvements 
in transport, communication, information 
linkages and credit flows. Though the big 
corporates will have to be tempted to go 
there, the initial boost will have to come 
from public enterprises in the region and 
from the promotion of small and medium 
enterprises which should get as much or 
more attention than corporate growth. 
The Centre can help by giving higher 
priority to developing infrastructure 
along the Gangetic corridor, for instance 
by duplicating with genuine vigour what 
they are attempting along the Delhi 
Mumbai corridor. 

A successful effort at boosting non-
agricultural growth in the North will 
affect the South and the West where 
growth will slow down as the flow of 
surplus labour from the North diminishes. 

This more than anything else will bring 
the private corporate sector to the North. 
Moreover the sort of tensions that we 
have seen in Mumbai lately about Biharis 
will become less frequent.

Ensuring high growth in 
industry and services
Industry and services will be the primary 
source of jobs and income growth in 
the decades to come. Sustaining high 
growth in these sectors will require three 
things – continued outward orientation 
so that we do not slip into stagnation 
behind protective walls, promoting a 
competitive environment locally so that 
successful companies outpace laggards 
and technological dynamism.

India is fortunate in the entrepreneurial 
base it has in the public and private 
sector. But it is less than fortunate 
in a policy system that, despite de-
licensing and liberalisation, continues 
to constrain options for development. 
Political interference even in so-called 
deregulated sectors is rife and crony 
capitalism is the order of the day, both 
in the Centre and the States. This has 
to change.  We need a genuine free 
enterprise system where the law and the 
regulatory authorities intervene in an 
objective and transparent manner when 
required to protect the public interest. 
This requires a change not just in the 
political class but also among corporate 
leaders who are as responsible for crony 
capitalism as the politicians. 

One of the most potent ways of 
reducing crony capitalism is to promote 
professionalization of corporate 
management. This requires a process 
of gradual transformation of family 
owned and managed corporations to 
professionally managed corporations 
where the separation of ownership and 
management is clear and management 
accountability is to the whole share-
holding body with boards that are truly 
independent from management. This 
is even more true of public enterprises 
where capricious political interference 

is rife.  Some pressure of this sort 
has already surfaced from foreign 
institutional investors. If the domestic 
financial intermediaries who will handle 
the savings of a burgeoning middle class 
also join in instead of taking orders from 
bureaucrats and politicians, this very 
necessary transition can be secured.

The key to corporate accountability is 
to make incumbent managements open 
to displacement. A transparent market 
for corporate control so that incumbent 
managements face real threats of 
takeovers will go a long way towards 
this. Of course it also needs better 
accounting and disclosure standards. A 
market for corporate control that is less 
concerned about protecting incumbent 
management will also go a long way 
towards the consolidation required in 
many sectors. There is no reason why 
public sector entities should not also be 
potential targets for takeovers, though 
the concerns of crony deals will have to 
be recognised and respected. 

Within the manufacturing sector 
the greatest challenge is that of 
technological dynamism. Indian 
industry has established its competence 
at cost-cutting innovations and reverse 
engineering. But as a middle income 
country with a growing share of 
global markets and a growing global 
presence, it will have to compete with 
new products, processes and business 
models to hold its own.  Supply driven 
technology development mainly in 
government labs is not enough. We 
need corporate research centres driven 
by market demands, a replication of 
the sort of development that has taken 
place partially in pharmaceuticals. This 
requires a change not just in official 
policies but also in the corporate mind-
set. Public procurement, particularly 
for defence needs, can become a potent 
stimulus for corporate R & D and 
technological dynamism.

Technological dynamism requires 
more than money. It requires human 
resources of adequate quality. The 



Maharashtra Economic Development Council, Monthly Economic Digest 
18  June 2014

assessments about the employability of 
Indian engineering graduates are truly 
depressing. This has to change and this 
will not happen if we fail to address the 
quality of education and research in our 
universities and other teaching institutes. 
The infrastructure sector is badly in need 
of liberalisation. A lot has taken place on 
paper, and also in reality in sectors like 
telecommunications. But much more 
can be done even when we recognize the 
inherently monopolistic characteristics 
imposed by available technologies. 

For instance, even if power transmission 
has to remain a monopoly we can allow 
consumers a choice of suppliers and 
encourage private or cooperative local 
mini-grids for distributing decentralised 
power generated in wind mills or solar 
farms. We also need more competition 
in primary energy supplying industries 
like coal and petroleum and if this 
means looking at the possibility of 
denationalization we should do so. The 
big change is in the orientation of the 
public sector monoliths that run the power, 
energy supply, rail and road systems.

Corporate growth will be the primary 
engine of industrial growth. But both 
industry and services require a vibrant 
non-corporate sector. From the point of 
view of the economy they are crucial 
for two reasons - the jobs that they 
provide and their role as start-ups that 
experiment with new products, processes 
or business methods. The challenge is 
to allow the successful ones to flourish 
and grow to scale. Our existing policies 
of reservations for small industries are 
barriers that can be removed by making 
all such concessions time bound (not 
exceeding FY 2018-19) for each entity so 
that it has to develop to a point at which 
it can compete without the concession.

For this we need better institutions 
for early stage financing to incubate 
new ventures and enterprising funds 
that focus on taking promising ones 
to scale. The link between agriculture 
and organised services will become 

much stronger than at present. By 2050 
the number of persons dependent on 
agriculture will be less than one per 
hectare of gross cropped area as against 
the present worker area ratio of 1.5 
with a consequent increase in average 
farm size as well as an increase in 
mechanisation. 

Given how demand is evolving there 
will have to be a shift from food-
grain oriented farms to more complex 
enterprises that grow a variety of 
higher value products like fruits and 
vegetables and animal husbandry 
products. This cannot be driven by 
technology extension and the driving 
force will come from the marketing end 
as was the case with milk cooperatives. 
This will not happen without major 
changes in the regulatory environment 
for agricultural marketing which tie 
farms to local mandis .

Promoting an energy 
transition
India is not a fossil fuel rich country, 
despite its large coal reserves. The 
key deficiency is in the availability of 
petroleum resources as it is central to 
the development of a motorised urban 
economy and is the preferred source of 
household cooking fuel. India’s energy 
policy will inevitably be driven by the 
need to expand access to modern energy, 
ensuring security of supplies from overseas 
and, increasingly, by environmental 
concerns about local air quality and, 
globally, about carbon emissions and the 
risks of climate change.

At present our energy policy is living 
in the past and addressing yesterday’s 
challenges. The central challenge 
looking at the decades ahead is to develop 
a mix of primary energy that promotes 
access, ensures security of supplies and 
protects the environment. Coal and 
nuclear may offer a measure of security 
of supply. But they are suitable only for 
power generation and have their own 
environmental challenges. Moreover 

coal has a huge carbon price unless 
there are major breakthroughs in clean 
coal technology and carbon capture 
and storage.  Petroleum and natural 
gas have a lower carbon footprint and 
are the preferred fuel for mobility and 
household use. But they mean a high 
degree of import dependence. For all of 
these reasons India must look to a much 
larger contribution from renewables 
like hydel, solar and wind power. Along 
with ambitious demand management, 
they must become the centre piece of 
a low carbon energy strategy that can 
help to widen access, ensure energy 
security and reconcile energy use and 
environmental protection. Given this 
perspective, energy technologies, 
particularly for energy efficiency, 
nuclear power, renewables and clean 
coal may be far more important in 
determining a country’s place in the 
world power structure than ownership 
or control over oil.

Such changes in primary energy mix 
will imply that a much larger proportion 
of energy use will be mediated 
through electricity for example by 
the replacement of liquid fuel based 
vehicles by electric or fuel cell based 
cars. But the electricity system will 
have to be very different from the 
centralised monolithic systems of 
today. Open access, already permitted 
by law, must become a reality so that 
consumers have a choice of suppliers. 
Decentralised mini grids run privately 
or cooperatively should be encouraged 
to ensure better use of decentralised 
renewable energy resources. Smart grids 
that involve two way communication 
between using appliances and electricity 
supply sources so that adjustments to 
cope with demand and supply balances 
at both ends will be essential.

Coping with the urban 
challenge
The challenge of rapid urbanisation is 
perhaps the one we are least equipped 
to meet. Between 2010 and 2050 India 
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is expected to add about 500 million 
to its 2011 urban population of 377 
million. Our development priorities 
are dominated by the demands for 
rural infrastructure and rural poverty 
alleviation. Looking ahead, these 
priorities will have to change with 
vastly larger sums being made available 
for urban infrastructure and affordable 
housing and a start made on poverty 
alleviation schemes in urban areas.

Resources for urban investment are 
important. But the central challenge 
is more about urban institutions than 
about money. Three major changes are 
required to cope with the challenge 
radical reform of the urban land market, 
comprehensive reconsideration of 
building codes and planning restrictions, 
and decentralisation and empowerment 
of city administrations. 

Our urban land markets do not 
encourage the optimal use of land. 
Planning restrictions often work 
against urban forms that are more 
compact and less energy and transport 
intensive. Land transactions are mired 
in corruption because so much of the 
value of the land depends on planning 
restrictions and how they are interpreted 
or, for suitable sums, modified by 
the local authorities. In major metros 
much of the vacant or underused land 
is held by urban authorities or some 
public sector entity like the railways, 
the port trust or the defence ministry. 
Private developers are forced to move 
beyond city limits into peri-urban areas, 
where, with the connivance of corrupt 
politicians and bureaucrats, they make 
a fortune by buying at the agricultural 
rate and securing a change in land 
use that allows them to get the rates 
that prevail for urban residential and 
commercial space. They too often sit on 
land banks, so that new entrants move 
even further out.  We end up with high 
housing costs, a patchwork of sprawling 
development with vast vacant areas in 
between, leading to unnecessary costs 
for infrastructure and transport. 

The key lies in unfreezing the 
developmental uses of publicly 
controlled land. Innovative ways of 
doing this in partnership with the 
private sector can be developed if the 
process can be put at arm’s length from 
politics, made open, transparent and 
accountable.

At present our city administrations are 
virtually powerless and the ministries 
at the State capitals take all the 
crucial decisions on finance, spending 
and planning. State level politicians 
are unwilling to let go of the huge 
opportunities for money making that 
arise from planning decisions. This has 
to change. We need fully empowered 
local governments with full authority 
over planning and spending and the 
fiscal capacity to finance this spending 
- an entrepreneurial mayor (possibly 
directly elected), local committees to 
give a more direct voice to citizens 
at the community level, transparency 
in decisions about land use changes 
that alter values, open information on 
contracts and so on.

Establishing a structured 
social security system
Rapid growth will lead to a reduction 
in the incidence of poverty. But there 
are regions that get left behind and 
individuals who, if not assisted by the 
State will remain mired in poverty. Of 
course the challenge of reaching left 
out regions can be addressed much 
more easily if the locus of growth shifts 
towards the Northern states where the 
bulk of poverty is concentrated. 

An important question that we have 
to face is whether poverty is a group 
phenomenon or an individual one. At 
present we have designed many policies 
on the assumption that a whole group, 
defined on caste or religious lines, 
needs special treatment with positive 
discrimination. It could be argued that 
such a group orientation will not reach 
the poor as benefits may be captured 
largely by the creamier layers in the 

group. Hence positive discrimination in 
favour of such groups may be justified 
on grounds of historical injustice, but is 
not necessarily the best way of tackling 
the core goal of poverty reduction.

Many of the schemes designed in this 
fashion have another failing – they 
do not address the core challenge of 
raising the productivity of the poor and 
often just hand out doles that corrupt 
intermediaries can capture. Hence 
we will require policies that bring the 
poor into the high growth economy 
by raising the productivity of the few 
assets they have, improving their access 
to acquiring new assets and enhancing 
their skills to allow them to profit from 
new opportunities offered by a fast 
growing economy.

Along with this, we will need safety nets 
to protect people near the poverty line 
(on both sides of it) from vulnerability to 
sudden demands like catastrophic health 
expenditures or recovery from disaster. 

Social security in an urbanised India 
will have to look beyond anti-poverty 
programmes as traditional structures of 
support in times of adversity break down. 
India will need a system of social insurance 
covering health care, unemployment and 
old age needs. Schemes for low cost or 
subsidised health insurance, education 
scholarships, old age pensions and even 
some form of unemployment protection 
have been put in place in a piece meal 
and ad hoc manner. We now need to 
work towards a structured family 
support system that brings together all 
welfare entitlements under one umbrella 
using the Aadhaar system as the base 
for doing this. A unified social security 
administration can be set up to deliver all 
such entitlements.

Health insurance is a more complex 
challenge. At present less than 20% of the 
population has such coverage and most of 
them are in the public or organised private 
sector. Catastrophic health expenditures 
are one of the major factors leading to 
families falling into poverty. We still have 
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a great deal of work ahead of us in terms 
of establishing a geographically dispersed 
health care system. But assuming this is 
done we will also have to make a start on 
a health insurance system that, in time, 
ensures universal coverage, at least for 
major illnesses.

Conserving the 
environment
The pollution load and resource 
pressures we will experience with 
growth are directly related to material 
throughput and energy use in the 
economy. With 6-8% growth this will 
be six to ten times larger than at present. 
Considering the fact that we already 
face major environmental and resource 
pressures, managing these pressures has 
to be an integral part of development.

Indian planners have shown some 
sensitivity to what could be described 
as rural environmental problems with 
special schemes for ecologically stressed 
areas.  With the stabilisation of rural 
population by the middle of the next 
decade and the subsequent absolute 
decline, the focus of environmental 
concerns will shift to the consequences of 
a more rapid pace of industrialization and 
urbanisation. Thus the management of 
urban air pollution, congestion, chemical 
hazards, congestion, sound pollution will 
become increasingly important.

The management of urbanisation and 
industrialisation related pollution 
problems will pose major challenges 
for public administration and create yet 
another window for collusion between 
corrupt politicians and bureaucrats and 
irresponsible private sector managers. 
We need an independent environmental 
agency charged with implementing 
the law and, at the other end, engage 
city administrations more fully in the 
enforcement of the law. 

On the resources front the two big issues 
will be freshwater and forests. India is 
blessed with ample rainfall. However 
50% of the annual precipitation falls on 

just 15 days and 90% of the country’s 
rivers only carry water for four months 
in the year. A substantial part of North 
and East India falls in the Ganga-
Brahmaputra basin and the Indus basin 
that originate in the Himalayas and are 
partly snow fed.  The big challenge 
however is that this supply will not go up 
with rising population and growing urban 
and industrial demands. We are already 
facing ground water stress in many areas 
and most of our big cities face water 
shortages. The only way to manage this 
growing mismatch between demand and 
supply is water conservation on a scale 
and urgency that we sometimes see in 
energy conservation. 

Forest protection will remain a major 
source of friction between growth 
advocates and environmentalists 
and between local communities and 
corporates. In fact the accelerated pace 
of urbanisation and industrialisation 
will aggravate these pressures.  There 
is no easy answer except to say that, 
like other densely populated countries, 
India too should seek to obtain minerals 
and other resources from the more 
sparsely populated resource-exporting 
countries and conserve its own forest 
base even if it means leaving some 
valuable mineral resources lying 
beneath the forests unutilised.

India will also face global pressures to 
contain its carbon emissions. It has so 
far avoided this on the grounds of the 
historical culpability of the developed 
world for causing the global warming 
problem and the necessity of energy for 
development. However there is growing 
pressure, not just on India but also on 
other large developing countries like 
China to do the same on the ground that 
without that the global goal of containing 
climate risks cannot be attained even if 
the developed world were to roll back 
their emissions drastically. Moreover 
concerns about the impact on competitive 
strength reinforce the pressure from the 
developed countries. India has to see this 
as an opportunity and try and gain a first 

mover advantage in energy efficiency 
and renewable energy technologies that 
will be the growth element in the world 
energy economy.

Reforming politics
The reform of public administration 
is something that the Government 
attempts and abandons at regular 
intervals. This reflects the persisting 
dissatisfaction with the efficiency and 
integrity of public services. Lately 
the issue of corruption has acquired 
political salience. There is also some 
evidence to suggest that the electorate 
rewards performance. But the emphasis 
on public administration misses the 
point. The core problem of governance 
is the way our political system has 
evolved to encourage corruption and 
even criminalisation. That in turn is a 
product of deeper social forces that 
have shaped the party system.

Today our parliamentary democracy 
is dominated by regional and caste 
interests and the national parties that 
try to rise above them are yielding 
ground. The tenor of our polity is very 
rural with panchayat politics stretching 
all the way from the village to the 
regional and national level. One major 
political challenge is to ensure that the 
delimitation of constituencies keeps 
pace with urbanisation and ensures that 
rural areas are not over represented in 
the Central and State legislatures.

An urbanising and industrialising India 
requires a different type of politics, one 
based on class and economic interests 
rather than on inherited identities of 
region or caste. Right wing parties that 
reflect the interests of the propertied 
classes exist in embryo. What we are 
missing is a true social democratic 
party that can speak for the industrial 
proletariat that will rise rapidly in 
numbers. The present left parties have 
become marginalised into being just 
regional entities. A diverse and sprawling 
country like ours needs a left force that 
is less rigid ideologically, more capable 
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of absorbing diversity of views and that 
provides an avenue of upward political 
mobility to young men in a hurry. It 
must also keep a significant proportion 
of the middle class on its side and that 
means that it must be far less prone to 
corruption than our present parties. Can 
this political transition be secured?

In the last quarter of the nineteenth 
century USA had a high growth 
economy which rested on an alliance 
between robber baron industrialists, 
land speculators and pliable and corrupt 
politicians who preserved privilege 
by exploiting ethnic vote banks. If 
this sounds familiar it is because the 
India of today has a lot in common 
with America in the Gilded Age when 
great fortunes were made and venal 
politicians reigned. Land transactions, 
resource concessions and their version 
of what could be called public-private 
partnerships for infrastructure were the 
route to quick riches and at the root of 
the rot in the political system. In India 
today they are a part of the corrupt 
politics of exploitation that combines 
high growth and civic decay.

In the US it changed when a wave 
of public anger brought a couple of 
reforming Presidents to power who 
promised ‘a square deal’ for ordinary 
citizens and started the process of 
breaking the power of the cartels. 
Can this happen here even though we 
do not have a presidential system and 
the public voice is articulated largely 
through political parties? Will mounting 
street protests see the emergence of 
a political leader who can articulate 
forcefully the political transformation 
that a rapidly growing, urbanising 
economy needs? Or will we go the 
British and Continental route of a trade 
union movement spawning the birth of 
a social democratic alternative?

Only time will tell how our polity 
evolves, but evolve it will as the mind-
set of people changes with urbanisation 
and industrialisation. Hence one seeks 
comfort in the poet Seamus Heaney’s 

view:

“History says, Don’t hope

On this side of the grave.

But then, once in a lifetime

The longed for tidal wave

Of justice will rise up,

And hope and history rhyme”

In order to give the transitions ahead 
a positive orientation, in the following 
section we present a roadmap of sector-
wise recommendations. While the 
issues taken up in this section have 
been dealt with in detail, there are some 
crucial areas highlighted here such as 
natural resource management that have 
not been included, but will be taken 
up in subsequent papers. The specific 
recommendations aim to guide the 
next government towards setting India 
on a smooth path for high growth and 
inclusive development.  

Nitin Desai

POLICY 
COMMENDATIONS 
– The Road Map 2014-19

Health Care for All

The challenge of providing 
health care to 120 crore 
people is a formidable one that 

calls for an overhaul of our delivery 
systems. Since good health is not just a 
precondition for economic growth, but a 
goal of economic growth, the following 
recommendations put together the 
measures needed to provide quality 
health care to every Indian.

Implement Universal 
Health Coverage:
A programme of Universal Health 
Coverage (UHC) must be implemented 
such that every citizen is assured of a 
cashless access to essential health care. 
In addition to UHC, the individuals will 
be free to directly seek private health 
care if they choose and pay for it. The 

programme should build on the existing 
primary health care system and should 
be comprehensive, of good quality 
encompassing prevention, promotion, 
cure and rehabilitation.

The measures include:
1. Every community (approximately 

1,000 people) to be served by two 
full-time community health workers 
- ‘Asha’ (female) and ‘Ashok’ 
(male).

2. Increase in the number of doctors 
to one for every 1,000 people 
and introduction of a three year 
Bachelor’s degree course- B.Sc. in 
Community Health.

3. Health sub-centres, PHCs, CHCs, 
and district hospitals to be upgraded 
so that the 95% of necessary health 
care is available in the vicinity, at 
the most, in the district.

4. The upgraded district hospitals 
should be associated with a District 
Health Knowledge Institute to 
train the required human resource. 
This will include, for an average 
district with 25 lakh population, 
one medical college, one nursing 
college, one ANM (Auxilary 
Nurse Mid-wife) training school 
and one training school for B.Sc 
in Community Health. In addition, 
for training the community health 
workers (200-300 per Taluka) one 
CHW (Community Health Workers) 
training centre per two talukas will 
be necessary.

Increase financing on 
health:
Upto 70% of the UHC budget should 
focus on primary health care and 
financing should come from taxes, 
whose share of GDP should rise till the 
level of 3% by 2022.

Community participation:
There must be active involvement of 
communities in planning and grievance 
redressal such that the programme 
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stays aligned to the needs of the 
communities.
Focus on key states and 
districts:
While a national rollout of Universal 
Health Coverage will be the long term 
goal, the first steps could include the 
following:
1. Introducing the programme in states 

that are financially better prepared 
(Maharashtra, Tamil Nadu, Delhi, 
Goa, Himachal Pradesh, Haryana, 
Mizoram, Arunachal Pradesh)

2. Targeting 100 districts with worst 
health indices

3. Using Aadhaar card for enrolment
4. Ensuring free medicines through 

rational procurement and drug 
guidelines

5. Encouraging companies to adopt 
districts under CSR activities

6. Directing government policies on 
tobacco, pollution and safe drinking 
water for better health.

Using Technology for Good 
Governance

Good governance is the 
cornerstone of sustained 
effective policy reform. 

There are various facets to improve 
governance that will usher in a stable 
macro-economic climate and encourage 
investment across all sectors, taking 
India onto the double digit growth path. 
Improvements in governance will also 
impact poverty alleviation, such that 
the fruits of growth are shared with all 
segments of the society.

Transparency forms the template for 
good governance. The measures to be 
taken to increase transparency include:
1. E-tendering for all government 

licences/contracts to discourage 
corruption. Data on contracts 
awarded should be provided through 
comparative search across cities, 
states and central government by 

common words.
2. Publication of the work flow of all 

government processes, the status of 
various applications and the ability 
to drill data online, for example in 
case of civic services like building 
permissions.

3. All government data with financial 
implications should be published on 
a dedicated website like the US and 
other OECD countries. For example, 
The United States has launched 
www.USASpending.gov to make 
publicly available information on 
spending relating to all federal 
contracts and www.Recovery.gov to 
provide information specifically on 
stimulus spending.

4. A simplified version of government 
budgets (Central, State and Local) 
should be set up online for citizens 
to better understand how their tax 
money is being spent. It will allow 
for all sorts of analysis including 
comparative analysis.

5. All corruption related information 
should be provided online as was 
done by Mr. N. Vittal, the former 
CVC, regarding civil servants whose 
integrity was suspect.

6. There should be a strong check 
against arbitrary use of powers by 
the government and administration, 
a law on the lines of the section 297, 
299, 300 and 301 of Companies 
act should be enacted mandating 
disclosure of interest by the elected 
representatives and civil servants in 
specific transactions.

7. All members of the parliament, state 
assemblies and local bodies should 
disclose the source of business 
income for self and family members 
and this information should be 
available on the website of Election 
Commission.

Accountability is another key ingredient 
for good governance.

1. Outcome budgeting process should 
be started at all levels of government 
in keeping with internationally 
accepted norms.

2. Key performance indicators 
and systems for performance 
measurement for political and 
administrative personnel should be 
set up, with the information made 
available on a dedicated website.

Participation by the community, 
the ultimate stakeholders for good 
governance needs to be assured in an 
effective and democratic manner.
1. A minimum of 10% of the budget 

should be set aside towards 
participatory budgeting for urban 
local bodies across the country. 
There should be transparency in 
the decision making in accepting 
proposals for implementation.

2. The Right to Information should 
be made more effective and easily 
accessible to all by launching mass 
scale awareness campaigns and 
making it easier for people to file 
RTI applications online.

3. A Public Service Delivery Guarantee 
Act should be made mandatory for all 
State governments and Urban Local 
Bodies. The Act will ensure delivery 
of time bound services to the public. If 
the officer responsible for the service 
fails to provide the service in time he 
will have to pay a fine.

4. All functions that legitimately 
belong to the Panchayats and Urban 
Local Bodies under the 73rd and 
the 74th constitutional amendments 
should be transferred to them and 
institutional capacities should be 
built-up to perform the functions 
effectively.

Assuring Internal Security

Increasingly there is blurring of 
difference between external and 
internal security. This is due to 
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various reasons such as the cross-
border, state sponsored terrorism, covert 
external funding to extremists and 
militancy resulting into many heinous 
acts. Apart from arms and explosives, 
smuggling of narcotics and counterfeit 
currency as well as cyber support for 
facilitating such acts is the increasing 
dimensions of nexus between traditional 
and non-traditional security. The 
solutions therefore have to be multi-
dimensional and comprehensive.

Predictive Intelligence:
There is a need for gathering Predictive 
Intelligence to thwart the acts of 
terrorism, instead of being reactive 
to such situations. This should be 
facilitated by use of latest technology, 
human intelligence and by ensuring 
synergy between various Intelligence 
agencies at the central and state level, 
as well as at the international level.

National Identity Card and 
Register:
While ‘Aadhaar’ and PAN cards 
are being used for various financial 
transactions, there is a need to broaden 
their use for individual identification 
to allow use by security agencies in 
tracking antinational elements.

Upgradation of Security 
Agencies:
This calls for various measures including 
pre-employment psychological 
screening in the selection process for 
officers, constant updating of training 
using tools such as high fidelity 
simulators and mock drills, smart 
technology, better protective gear etc.

Implementing the Supreme 
Court directions on Police 
Reforms:
The Supreme Court had (in 2006) 
given seven-point directions on police 
reforms including, setting up of State 
Security Commission, selection and 
tenure of director general of police, 
tenure of other police officers, 

separation of investigation wing from 
law and order duties and setting up of 
police establishment board and police 
complaint authority. These reforms 
would give functional autonomy, 
increase accountability and minimise 
political interference in policing.

Replacing archaic Indian 
Police Act of 1861:
The central and state level variants 
should be replaced with the ‘Model 
Police Act’ already drafted by Sorabjee 
Committee.

Administrative Reforms:
Implement recommendations of the 
numerous Administrative Reforms 
Commissions so that corruption and 
other retrograde practices, which 
impede transparency and people 
participation, are eliminated. There is a 
need to increase the role of professionals 
in the functioning, decision making and 
supervision of the security agencies.

India’s Foreign Policy

The external environment in 
which foreign policy is shaped 
has markedly transformed in 

the recent years as the world has moved 
from the bipolar world during the Cold 
War to a unipolar world in the nineties 
to a multi-polar state now. The rise of 
emerging economies such as China, 
India, Brazil, and N11 (the next eleven 
countries), emergence of G-20, BRICS, 
East Asia Summit (EAS), Shanghai 
Cooperation Organization (SCO) and 
various Regional Trading Agreements 
(RTAs) suggests that the terms of global 
governance especially relating to the 
global commons, international finance 
and security cannot be determined or 
commanded by a select few. India’s 
policy has changed towards one of 
‘Strategic Partnership’ and its high 
economic growth and rapidly expanding 
market along with its more confident 
military power has led to an increasing 

acceptance of India as an equal partner.
Sustaining these partnerships will 
largely depend on our own ability to 
provide meaningful substance in them 
for which India’s domestic performance 
will be the key. The main points in the 
agenda for foreign policy in the coming 
years can be listed as follows:

Through the lens of security:
Upgrading our defence capabilities 
and reducing dependence on foreign 
countries for equipment is key to 
reducing our vulnerabilities. Here the 
private sector should be allowed to play 
a much larger role.

Through the lens of trade:
Economic integration through bilateral 
FTAs or regional trading arrangement 
such as the Regional Comprehensive 
Economic Partnership (RCEP) 
under the East Asia summit (EAS) is 
important. India should seek support 
of Southeast and East Asian countries 
for its membership of APEC or the 
proposed Trans Pacific Partnership 
(TPP) currently under negotiation. 
Adherence to global standards and not 
just tariff reduction seems to be the new 
watchword in the mega trade blocks 
like TPP or Trans-Atlantic agreement. 
India can ill afford not to keep pace 
with these developments.

Through the lens of energy 
needs:
Energy security will determine the need 
for growing partnership with Central 
Asian countries in their socio-economic 
development, infrastructure etc.

Through the lens of bilateral 
investment:
In development partnership, the acid test 
for India is the efficient implementation 
of programmes and projects. Here, 
the effective functioning of the new 
full-fledged office for Development 
Partnership Administration in Ministry 
of External Affairs will play an 
important role.
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Through the lens of trade:
Economic integration through bilateral 
FTAs or regional trading arrangement 
such as the Regional Comprehensive 
Economic Partnership (RCEP) 
under the East Asia summit (EAS) is 
important. India should seek support 
of Southeast and East Asian countries 
for its membership of APEC or the 
proposed Trans Pacific Partnership 
(TPP) currently under negotiation. 
Adherence to global standards and not 
just tariff reduction seems to be the new 
watchword in the mega trade blocks 
like TPP or Trans-Atlantic agreement. 
India can ill afford not to keep pace 
with these developments.

Through the lens of energy 
needs:
Energy security will determine the need 
for growing partnership with Central 
Asian countries in their socio-economic 
development, infrastructure etc.

Through the lens of bilateral 
investment:
In development partnership, the acid test 
for India is the efficient implementation 
of programmes and projects. Here, 
the effective functioning of the new 
full-fledged office for Development 
Partnership Administration in Ministry 
of External Affairs will play an 
important role.

Electoral and 
Political Reforms

1. Context

India is a unique democratic republic 
of modern times, since it adopted 
universal adult franchise from the 

very beginning. In fact the republic 
itself was born one day after the setting 
up of the Election Commission, a body 
whose responsibility is the conduct 
of free and fair elections. In 2014 the 
nation will engage in yet another large-
scale exercise of the peaceful transfer of 
power to a new Union government, for 

the sixteenth time since independence.

For an extraordinarily diverse modern 
nation state, this survival in one-piece 
itself is a miracle, apart from the 
largely peaceful churn of power of the 
past seven decades. India’s democratic 
longevity, despite relatively low per-
capita income, is a modern miracle. This 
democracy’s strongest face is on display 
during elections. National and local 
elections are in some sense festivals of 
India’s democracy, its precious and most 
sustained asset. Yet the most essential 
requirement of elections is that they 
be free and fair, and truly reflect the 
will of the people. The former implies 
freedom from fear, coercion, bribery 
and any form of intimidation. The latter 
implies fairness of the playing field, of 
the process, of the electoral campaign, 
and of equal access to voters. 

The EC’s job is to ensure these conditions 
amidst fierce political competition. 
Till date there are more than 1400 
registered political parties in India and 
their numbers are growing. They enjoy 
double tax benefits, in that both the donor 
and the parties are exempt from paying 
income tax on the donation. But the 
proliferation of parties and the intense 
political competition between them is 
not an unmixed healthy indicator of 
India’s democracy. This is especially so 
in light of the opacity surrounding party 
financing and expenses. Hardly one 
fourth of the parties have ever fielded a 
candidate in any election. Of those that 
did, many have only a tiny fraction of 
the vote.

The biggest concern is the increasing 
influence of money and muscle power 
on the electoral process, and the rising 
share of elected representatives who 
have serious criminal charges against 
them. There is very little transparency 
on the state of finances of parties. The 
internal functioning of political parties 
is also an area of concern. Political 

parties play an important role in the 
functioning of India’s democracy, 
but often they themselves do not 
function democratically. The process of 
candidate selection during elections is 
based on winnability, money, heredity 
and intrigue, but not always on public 
service record or popular support. 

Elections themselves are multipolar 
contests, and are won with wafer thin 
margins, often with less than one 
fourth of the total vote. The issue of 
narrow margin of victories is a serious 
concern considering that there are 
often substantial errors in the voter 
rolls, especially in urban areas. The 
ship of India’s democracy is sailing in 
extremely choppy waters and there are 
dangers of extreme disaster unless some 
preventive action is taken. In this paper 
we confine ourselves to the agenda of 
electoral and political reforms.

2. Diagnosis

Criminality: On an average, 
thirty percent of all elected 
representatives in Parliament 

and state Assemblies have pending 
criminal charges against them. 
These are charges, which if proved, 
would disqualify them from even 
becoming candidates. Section 8 of the 
Representation of People’s Act (RPA) 
prohibits persons from contesting 
elections if they are convicted of 
certain crimes, as defined in the Act. 
But candidates are not disqualified 
if cases for the very same crimes are 
pending. Pending cases wend their way 
through various levels of court appeals, 
a process which is much longer than the 
electoral cycle. 

It is for this reason that criminally 
charged candidates must be prevented 
from contesting. An analysis of 62800 
candidates who have stood for elections 
at centre or state levels between 2004 
and 2013 reveals that 23% of candidates 
with criminal charges win elections, as 
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against only 12% “clean” candidates. 
The percentage of such tainted winners 
in elected legislatures is even larger, at 
around 30%. Since early 1990’s there 
have been various committees and 
commissions which have examined this 
issue of criminality, and have mostly 
recommended some restriction on 
candidates.

One of the most comprehensive 
reports on electoral reforms is the Law 
Commission Report of 1999. It too asks 
for debarment of criminally charged 
persons. The Election Commission 
wrote to the Prime Minister in June 2004 
giving a detailed list of pending reforms, 
which need Parliament’s assent. Despite 
periodic initiatives since then, including 
country wide consultation convened by 
the Law Ministry, not much has been 
done about the recommendations of the 
Election Commission.

Finances:
Elections have become a very 
expensive affair. Candidates spend 
anywhere between 100 to 1000 percent 
of the prescribed limits on electoral 
expenses as per EC guidelines. In 
a public speech, a senior Member 
of Parliament admitted to having 
spent Rs 8 crore on his election in 
2009, a statement he later retracted. 
Candidates routinely complain about 
the inadequacy of official limits. Yet 
the official expense reports, filed 
mandatorily by all candidates, reveal 
none of them breaching their official 
limits. In fact a very large proportion 
of the candidates claim that they spend 
only 50% of the permissible limit. This 
is a paradox. Clearly there is need 
for increasing the caps on election 
expenses (something that only the 
government and / or parliament can 
authorize), and greater transparency in 
the fund flow of elections.

RTI on Political Parties:
Parties play a vital role in the 

functioning of India’s democracy. Yet 
there is very little legal framework to 
regulate the functioning of political 
parties. At the very least, there must 
be greater transparency about their 
finances, and they must be democratic 
in their internal functioning. Recent 
RTI queries revealed that 80% of party 
funds came from “unknown sources”. 
Parties enjoy tax-exempt status, which 
is contingent on their filing tax returns. 
But non-filing attracts no penalty. 

The EC can only register parties, but not 
de-register or de-recognize them. Hence it 
is imperative that, first of all, all political 
parties be subject to RTI. They are 
“public authorities”: even if you interpret 
section 2(h) of the RTI law literally. 
This is because parties receive funding 
from Government of India through tax 
exemption on donations, allotment of 
land in prime areas of national and state 
capitals, allotment of accommodation / 
bungalows, free air time on Doordarshan 
and All India Radio. 

If you broaden the definition to go 
beyond “literal” interpretation of 
section 2 (h), we see that parties 
perform a public duty. They have a 
public function. They have legal and 
constitutional basis. They compete in 
elections to receive a mandate from the 
public to form the government. Hence 
they are very different from ordinary 
NGO’s or media houses or indeed any 
other private associations.

Parties are worried that busybody 
NGO’s will start enquiring nosily with 
questions around party strategy, choice 
of candidates, making of manifestos etc. 
But surely Section 8 of the current RTI 
law has enough provisions to deny such 
information. In any case the Information 
Officer who will be appointed will be a 
member of the political party, and can 
make his or her own assessment about 
the bonafides of RTI queries.

Most importantly if political parties 

are to play a critical role in improving 
governance, they themselves must submit 
to higher standards of transparency and 
accountability. It is of utmost importance 
that financing and expenses of parties be 
completely transparent.

3. Recommendations

It is therefore important that the 
list of electoral reforms submitted 
by the Election Commission to 

the Prime Minister in July 2004 should 
be implemented. (This is available at 
http://eci.nic.in/eci_main/PROPOSED_
ELECTORAL_REFORMS.pdf).  In 
general the attempt of these reforms is 
to curb the role of money and muscle 
power in the conduct of elections, and to 
ensure a greater degree of transparency 
and democracy in the functioning of 
political parties.

The following is a list of 
recommendations on electoral and 
political reforms.

1. Any person against whom a charge 
has been framed by a court of law, 
in a criminal case for which the 
punishment is imprisonment of two 
years or more, should not be allowed 
to contest elections and any political 
party that gives a ticket to such an 
individual should be deregistered 
and derecognized forthwith.

2. The NOTA button should be made 
more effective. If NOTA gets 
maximum number of votes, then a 
fresh election should be called and 
all earlier candidates should not be 
allowed to contest. In the second 
round a winner must secure 50% 
+1 of the votes cast. If that does not 
happen, then a third round runoff 
between top two candidates must 
be held. The NOTA option forces 
political parties to field candidates 
who are cleaner, more acceptable to 
a wider section of the electorate.

3. Political parties should be required 
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to maintain transparent and 
comprehensive statement of finances 
for elections. These should be put 
up on website and be available 
for public scrutiny. Financial 
statements should be subjected to 
audit, as per guidelines set by the 
Institute of Chartered Accountants. 
Non compliance should attract strict 
penalty from the EC.

4. State funding of political parties 
or elections must be preceded by 
financial transparency and internal 
democracy in the functioning of 
political parties; and a comprehensive 
regulatory framework legislation 
which governs the functioning of 
parties.

5. The ceiling for expenses on elections 
should be revised from time to time, 
and this privilege should be given to 
the Election Commission.

6. Political parties should be declared 
as public authorities (as already 
done for 6 national parties by the 
Central Information Commission) 
and be subject to the RTI law.

7. Section 125A of the Representation 
of People Act should be amended 
to provide for stringent punishment 
for concealment of information, 
submitted on nomination form and 
affidavits. Filing of false affidavits 
during election nomination 
should lead to disqualification of 
candidacy.

8. Affidavit information should be 
sought in electronic form, like tax 
returns, for easy dissemination to 
voters prior to elections.

9. A person should not be allowed 
to contest from more than one 
constituency at a time.

10. A common voter roll should be used 
for all elections, be they national, 
state or local.  Voter registration 
must be made voter-friendly and 
additional outlets like post offices 

should also be used for this process. 
A clean voter roll is the starting 
point and basis of a well functioning 
democracy.

11. The autonomy of the Election 
Commission must be ensured. All 
functions concerning the Secretariat 
of the Election Commission, 
consisting of officers and staff 
at various levels, such as their 
appointments, promotions, etc. 
should be exclusively vested in the 
Election Commission on the lines 
of the Secretariats of the Lok Sabha 
and Rajya Sabha, Registries of the 
Supreme Court and High Courts 
etc. The budget of the Election 
Commission should be treated as 
charge on the Consolidated Fund of 
India. The Election Commissioners 
should not be eligible for any office 
after retirement for a period of at 
least 5 years. They should also not 
be allowed to join any political party 
for a further period of 5 years after 
retirement.

Imperatives of 
Implementation

While setting out the 
recommendations for 
getting India on the 

path of sustainable high growth and 
inclusive development is an important 
first step, implementing these 
recommendations is the more crucial 
task for any government. There are 
many recommendations in the lists of 
the previous section that have been oft 
repeated and long overdue; whether it 
is the Goods and Services Tax or Police 
reforms, the crux lies in a consensus 
towards speedy implementation. Given 
India’s federal polity, arriving at such a 
consensus can be a challenge, yet, there 
are many countries whose experiences 
can guide India towards making 
progress on the ground. In this section, 
two instances have been highlighted, the 

Pact for Mexico and the Performance 
Management and Delivering Unit 
(PEMANDU) in Malaysia, to illustrate 
possible models for overcoming the 
challenges for implementing these 
reforms.

The Pacto por México, or Pact for 
Mexico is an agreement signed by three 
major political parties in December 
2012. The ruling Institutional 
Revolutionary Party (PRI), the leftist 
Party of the Democratic Revolution 
(PRD) and the conservative National 
Action Party (PAN) came together on 
95 common goals, ranging from a tax 
regime to changes in the school system. 
They were joined in January 2013 by 
the Green Party. With support from all 
levels of government and across all 
political parties, the agreement aims to 
break the deadlock on reforms that has 
been in force since the nineties, due to 
political wrangling.

The pact has three central themes: the 
strengthening of the Mexican state, 
political and economic democratization 
and the application and expansion of 
social rights. The 95 goals fall within 
five categories:

Democratic governance1. 
Transparency, accountability and 2. 
combating corruption
Rights and liberties3. 
Security and justice4. 
Economic growth, employment and 5. 
competitiveness

The actual implementation of these 
reforms is conducted through a 
governing council that oversees 
negotiations, working groups as well as 
laws to be submitted to Congress. This 
council consists of representatives from 
all parties and the presidency is rotated 
monthly among the three national party 
leaders. There is a committee in charge 
of technical coordination of the pact 
that is responsible for following up on 
the agreements of the governing council 
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Mr. Sunil Bhandare

Perspectives on the 
Forthcoming Budget......

Why is the forthcoming 
budget going to be of such 
decisive importance for the 

country? First, it will be the maiden 
budget of the new government, wherein 
the BJP dominating the coalition with 
its own absolute majority, would like 
to carry strong imprint of its economic 
philosophy and strategy. Admittedly, 
everything that needs to be told on this 
score has already been enshrined in its 
election Manifesto. Secondly, it will 
also be the maiden budget of the new 
FM, who combines in him the additional 
responsibility of other powerful portfolio 
of Defence Ministry. Historically, this is 
unprecedented and unique development. 
Thus, it would be extremely difficult for 
those running defence establishments to 
argue that the FM has not given them 
adequate attention or has not made 
enough financial allocations for defence 
preparedness of the country. 

Third, it is expected to unfold critical 
report cards – the performance status 
of various Ministries - which would 
reveal where does the economy truly 
stands in terms of fiscal, financial and 
economic health. The burden will be 
more equitably placed on all economic 
ministries to make genuine and realistic 
demands of their programs/ projects. 
Last, it is expected to envision the 
strategy for putting the economy back 
on track of sustainable high growth 
within the shortest time possible. The 
substantive point is that aspirations of 
all the stakeholders of the economy 
are inextricably tied up with what the 
ensuing budget proposes to unravel. 

It is also important to recognize that the 

new PM is going to practice what he has 
been preaching all along – minimum 
government and maximum governance. 
The fact that his government is smallest 
in size, and very compact in its frame, 
bears adequate testimony of his solemn 
proclamation! It is, indeed, remarkable to 
observe that he has already restructured 
17 related ministries into seven different 
groups, including some infrastructure 
departments, in an apparent bid to 
ensure synergy and better results. This 
would augur so well for improving both 
administrative and fiscal governance, 
which have been adrift over the last four 
or five years. Not just the expenditure 
and fiscal numbers, but the strength and 
quality of emerging governance system 
are now also going to be of crucial 
significance.

Economic Challenges
The incumbent government has 
been greeted with a powerful vote 
of confidence by the stock markets 
– the SENSEX scaling new heights 
ever since the election results were 
being announced! But psychological/ 
sentimental “positivism” can be only 
one side of the story. What is of even 
more vital importance is negotiating 
rapid turnaround in the economy’s 
growth and stability parameters. Surely, 
the new government does not have the 
luxury of time. It has to reconstruct fiscal 
foundations on a solid footing. This 
will be the only panacea for creating 
what the incumbent PM has said “a 
strong, developed and inclusive India 
that actively engages with the global 
community to strengthen the cause of 
world peace and development”. 

Let us then briefly reflect on the key 
immediate economic challenges. First, 
Indian economy can not be allowed to 
perform the dubious hat-trick of less 
than 5% real GDP growth in the current 
financial year. The bar has to be raised 
gradually, but firmly – 6 to 6.5% growth 
rate now and going up to 8 to 9% over 
the next three years. This is doable – 
stretching the limits of potential growth. 
Restoring high growth momentum 
is so vital not just for good fiscal 
management, but also for dealing with 
challenges of employment generation 
and poverty reduction. There can be 
distinctive compatibility of high growth 
with its inclusive characteristic. Second, 
while the external sector of the economy 
has shown remarkable turnaround over 
the last six to nine months, there is so 
much to be done to improve India’s 
export competiveness and in reducing 
import dependency on energy, defence 
and capital goods. Import substitution 
in the latter areas can reenergize India’s 
manufacturing sector as much as strong 
export orientation seeks to do.

Third, since we are on the crucial issue 
of manufacturing stagnation of the last 
two or three years, confidence building 
of Indian entrepreneurs – across all the 
industrial segments and sub-sectors 
– will be one of the toughest tasks 
before the new government. Instead 
of reinventing wheel, the forthcoming 
budget must relook and revive some of 
the most promising initiatives of the UPA 
II; for example, the New Manufacturing 
Policy, which may have to be reformed, 
but should not be reversed. So, also 
the Delhi-Mumbai Industrial Corridor 
and building up of several industrial 
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townships surrounding it! If the budget 
sets out the goal of accelerating industrial 
growth to at least 7 to 8% in the current 
year, it would go a long way in (a) better 
utilization of industrial capacity; (b) 
enhancing tax buoyancy; (c) improving 
corporate profitability; and (d) relieving 
the burden of non-performing assets of 
the banking sector. 

Fourth, as an integral part of economic 
stabilization, new government cannot, 
but has to accord top priority to 
inflation control. The BJP manifesto has 
many interesting policy prescriptions 
for breaking the vicious cycle of high 
inflation. It promises series of policy 
measures like (a) Special Courts to 
stop hoarding and black marketing; (b) 
setting up a Price Stabilization Fund; 
(c) unbundling FCI operations into 
procurement, storage and distribution 
for greater efficiency; (d) evolving a 
single ‘National Agriculture Market’; 
etc. It is imperative now for all 
concerned ministries to initiate the 
process of policy implementation. 
Equally important is to prepare an 
Action Plan to deal with the possible 
threat of El Nino, and its likely adverse 
impact on agricultural performance and 
food inflation. 

Fifth, as an adjunct to macro 
stabilization efforts, the forthcoming 
budget must give strategic thrust to 
restoring domestic savings [GDS] and 
investment [GDCF] ratios. Over the last 
six years, there has been sharp erosion 
in India’s GDS/GDP and GDCF/GDP 
ratios from their respective best levels 
of 36.8% and 38.1% in 2007-08 to 
29.8% and 32.3% in 2013-14. This loss 
of about 6% points in the investment 
rate means substantive loss of current 
as well as future potential growth of 
the economy. The budget must set out 
a three-year action program to raise 
savings and investment ratios by 2% 
points of GDP every year. This action 
plan must cover measures that would 
stimulate financial savings of the 
household sector and create conditions 

that are conducive to raise the capacity 
to save of the private’s corporate sector 
through their increased profitability. 
Finally, steady improvement in public 
sector savings is a sine qua non of solid 
fiscal foundations. This is possible to 
achieve, if the new government, right 
since its inception, decides to set tough 
performance standards/targets for 
ministries, departments as well as for 
all the PSUs – and promises to carry 
out rigorous supervision and periodic 
evaluation. 

What More Strategic Thrust the 
Budget Must Offer?

Against this overall perspective, it is 
imperative for the NDA government to 
use the opportunity of its first full-fledged 
budget to present to the nation a true 
picture of country’s fiscal health. One 
needs to recall that the Interim Budget 
presented by the previous government 
created considerable confusion on the 
issues of sound fiscal management. So 
much was discussed about “window-
dressing” of its budgetary arithmetic; 
and also, the manner in which the revised 
estimates of fiscal deficit to GDP ratio 
turned out to be well below the budget 
estimates of 4.8% of GDP for 2013-14. 
All this was accomplished despite (a) 
huge shortfalls in tax revenues under the 
adverse impact of industrial stagnation; 
(b) inadequate disinvestment efforts; 
and (c) government’s social sector 
extravaganza – National Food Security, 
enhanced subsidies for LPG, increased 
wages under NREGA, etc. Apparently, 
this was made possible by drawing 
down hugely from surpluses of the 
RBI; extra dividends from PSUs profits; 
postponing payment of oil subsidies to 
oil marketing companies, etc. 

Surely, such creative accounting should 
have no place in the system of good 
fiscal governance. Equally importantly, 
we expect the budget to reaffirm its 
commitment to the Fiscal Responsibility 
and Budget Management Act, based on 
revised targets and timelines as set out 

in the last Kelkar Committee Report. 
As an integral part of this effort, it is 
imperative for the Finance Ministry to 
chart out a Strategic Framework for 
various Departments/ Ministries for 
adhering to their own commitments 
to the budgetary allocations/ targets. 
Herein, even Center-States coordination 
would be very useful. 

Once there is a clear message about 
the new government’s commitment 
to good fiscal governance, an Action 
Plan for restoring high growth, 
revival of manufacturing sector and 
implementation of projects that have 
already been cleared by the previous 
government can be set in motion. 
We would also expect the budget to 
emphasize that the new government 
would behave responsibly, and not 
be tempted to reverse or amend 
economic policies taken by the 
previous government that are patently 
in the long-term interest of our country. 
Having so said, it would not be 
inappropriate to bring about desirable 
changes in the new Land Acquisition 
Policy, which most industrialists 
believe would adversely affect 
competitiveness of manufacturing and 
viability of infrastructure development. 
Amendments to such important pieces 
of legislation must be based on national 
consensus build through more effective 
States’ participation. 

The budget must also indicate what 
should be future role of the Planning 
Commission. As things stand, the 
implementation of the Twelfth Plan 
is virtually in doldrums without any 
official declaration of an effective plan 
holiday. The budget must seek to reassess 
the relative role of public and private 
investment in the process of economic 
development, as soon as it decides to 
revisit the Twelfth Plan. It must also 
vigorously pursue disinvestment and 
strategic privatization of PSUs. 

The budget’s other major thrust area 
would obviously be concerned with clear-
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cut formulation of essential features of 
tax reforms, including the long-pending 
implementation of GST, DTC, etc. It 
needs to assure the investors that there 
would no retrospective amendments; 
tax rates and tax administration would 
be rationalized and simplified; some 
meaningful reliefs would be provided 
for low income and middle income 
tax payers; and like-wise, some reliefs 
would be extended to the worst affected 
manufacturing industries – automobiles, 
capital goods and consumer durables.  

Finally, it is imperative to give a major 
thrust to (a) employment generation; (b) 
basic education reforms with emphasis 
on vocational training and development; 
(c) higher level education reforms 

with focus on creating institutions of 
excellence, research and development; 
etc. Further, strengthening of Center-
States relationship, which has 
been high on the agenda of BJP’s 
election manifesto, needs careful and 
comprehensive articulation in the 
budget. Such strategy is of upmost 
importance if the Central Govt. expects 
more inclusive development going 
forward. Last but not the least important, 
the new government through its maiden 
budget must envision and promise 
more autonomy to various regulatory 
institutions. In particular, the financial 
sector requires to be strengthened and 
for which there must be proclamation 
of non-interference in the monetary 

and banking policy of the RBI. So 
also, SEBI needs to be strengthened to 
deal with challenges of capital markets 
reforms. 

In summing up, there are huge and 
multiple challenging tasks before the FM, 
while he moves on with the formulation 
of full-fledged budget, 2014-15. Will it 
usher in new era of economic policies 
for a strong, developed and inclusive 
India?  ……… 

The author is the Chief Economist in 
MEDC

sunil.bhandare@gmail.com

and working groups, as well as sharing 
communication with the public about 
progress and achievements gained via 
the pact. This body also has members 
from all parties. In addition, the pact’s 
coordinators involve stakeholders from 
civil society at critical points during the 
implementation of the reforms.

According to the pact, all reforms must 
be completed by mid-2018, and there has 
been considerable progress on all fronts 
so far. After successfully implementing 
reforms in education, banking, telecom 
and taxation in 2013, the year ended with 
allowing foreign and private investment 
into the oil sector for the first time in 70 
years. While the Mexico model brings a 
wave of optimism to a country by giving 
a political consensus on major reforms, 
Malaysia has put in place another model 
for implementing the agenda for change. 
Here, the responsibility for ensuring 
that the reforms take place rests with the 
Performance Management & Delivery 
Unit (PEMANDU), a unit under the 
Prime Minister’s Department. 

This unit, that comprises people 
from the civil service and the private 
sector, aims at facilitating and driving 

the progress of the Government 
Transformation Programme and the 
Economic Transformation Programme. 
While the responsibility for end-to-end 
delivery of National Key Results Areas 
and Ministerial Key Results Areas 
outcomes ultimately rests with the 
respective ministries and the success of 
the National Key Economic Areas rests 
with the private sector, PEMANDU 
works to catalyse changes in public 
and private sector delivery, support 
the ministries in the delivery planning 
process and provide an independent 
view of performance and progress to 
the government.

The Government Transformation 
Programme, whose aim is to transform 
the very functioning of the government 
to achieve Big Fast Results, comprises 
the National Key Results Areas and the 
Ministerial Key Results Areas. What is 
interesting about the Malaysian model 
is that the National Key Results Areas 
were identified through seeking public 
opinion to ensure that the priorities are 
set by the people. Further each of the 
seven key results areas are detailed to 
specific ministries, and the progress 
under each is placed online for the 

people to scrutinise themselves. 

The Economic Transformation 
Programme aims to ensure that Malaysia 
is transformed into a high-income nation 
by 2020; towards this 12 National 
Key Economic Areas were identified 
through intensive consultations with 
representatives of the private sector. 
These sectors offer maximum potential 
to contribute to national income and 
create multiplier effects across the 
economy. While the model in Mexico 
seems appropriate at the national 
level, local governments may adopt 
the Malaysian model, keeping them in 
sync with the needs and aspirations of 
the people. With the national elections 
ahead of us this year, it is clear that 
the political parties sense the need for 
change as well as the mood amongst the 
people for increased participation in the 
process of change. 

There are various models being used 
successfully across the globe, what 
is crucial now is the political will to 
get the reforms going for an overall 
transformation of India’s polity and 
economy.

Contd. from Page No.  24
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Dr. R.K. Pattnaik
“EVERYTHING ELSE CAN WAIT 

BUT NOT AGRICULTURE”

Pandit Nehru

Agriculture is the mainstay of 
Indian economy due to its 
large share in employment 

coupled with livelihood dependency 
despite its reduced contribution to the 
nation’s GDP. Some analysts argue that 
agriculture cannot be a concern from 
an overall growth perspective because 
it accounts for less than 15 per cent of 
GDP, and that the share will further 
decline as the economy matures. This 
argument is flawed. Even as its share 
may be small and declining, agriculture 
still accommodates 53 per cent of the 
labour force. Besides, agriculture has 
very vital supply demand linkages with 
other sectors of the economy. Raising 
agricultural production and productivity 
is, therefore, important for containing 
price pressures, raising rural incomes 
and making growth more inclusive. The 
recent experience of persistent food 
inflation has added a new dimension 
to India’s agriculture. It is important 
to recognize that in terms of economic 
growth as also macroeconomic stability 
agricultural growth is a pre requisite 
for inclusive growth, reduction of 
poverty levels, and development of the 
rural economy and enhancing of farm 
incomes.

Against the above backdrop, the 
remainder of the present article has been 
organized thus. Section 1 presents an 
overview highlighting the stylized facts 
relating to growth, employment, food 
inflation and agricultural credit. The 

emerging issues are set out in Section 
2. A few policy options are flagged in 
Section 3. Concluding observations are 
in Section 4.

1. Overview

While the share agriculture in India’s 
economy has progressively declined 
to less than 15 per cent due to the high 
growth rates of the services sectors, 
the importance of agriculture in India’s 
economic and social  front needs to be 
appreciated. First, nearly three-quarters 
of India’s families depend on rural 
incomes. Second, the majority of India’s 
poor (some 770 million people or about 
70 percent) live in 
rural areas. Third, 
India’s food 
security depends 
on producing 
cereal crops, as 
well as increasing 
its production of 
fruits, vegetables 
and milk to meet 
the demands 
of a growing 
population with 
rising incomes

1.1 Agricultural 
s e c t o r : 
Growth and 
share in 
E c o n o m i c 
activity

The share of 
agriculture in 
real GDP has 
fallen given its 
lower growth 

rate relative to industry and services. 
However, what is of concern is that 
growth in the agricultural sector has 
quite often fallen short of the Plan 
targets. A glance through the plan wise 
growth reveals that from first Plan 
(1951-1956) through sixth Plan (1980-
1985) the agricultural growth was in line 
with overall economic growth varying 
on an average in the range of -0.3 per 
cent (during third Plan) and 5.8 percent 
( during the sixth plan).  Thereafter, the 
growth not only decelerated but also 
was volatile. The share of agricultural 
sector in the GDP has recorded a secular 
decline over the plan period (Table 1).

Table 1: Planwise Real  Growth Rates & Share
 in GDP of Agriculture

(in percent)

Plan
(Average)/Year

Econo 
-mic 

Growth

Agricul-
tural 

Growth

Share of 
Agriculture 

in GDP
1 2 3 4

First Plan(1951-56) 3.6 2.9 51.4

Second Plan (1956-61) 4.3 3.3 48.6

Third Plan (1961-66) 2.8 -0.3 43.7

Annual Plans (1966-69) 3.9 4.4 40.8

Fouth Plan (1969-74) 3.4 2.8 40.2

Fifth Plan (1974-79) 4.9 3.6 38.1

Annual Plans (1979-80) -5.2 -12.8 33.9

Sixth Plan (1980-85) 5.5 5.8 34.9

Seventh Plan (1985-90) 5.7 3 31.1

Annual Plans (1990-92) 3.4 1 29

Eighth Plan (1992-97) 6.5 4.8 27.4

Ninth Plan (1997-2002) 5.7 2.5 23.4

Tenth Plan (2002-2007) 7.6 2.4 19

Eleventh Plan (2007-2012) 8 3.7 15.2

Twelfth Plan (2012 - 2017)    

(2012-13) 4.5 1.4 13.9

(2013-14) 4.9 4.6 13.9

Source: Ministry of Agriculture & Central Statistical Office, Govt. of India

Emerging Issues in Indian 
Agriculture......
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It may be also noted that, the share of 
agriculture in the total gross capital 
formation (GCF) in real terms has been 
declining in recent years mainly on 
account of steady erosion in the share 
of public investment (Table 2).

The inadequacy of private investment 
in fulfilling the capital requirements of 
agriculture has raised concerns about the 
state of the rural infrastructure, which 
could turn into a binding constraint on 
growth.

1.2 Agricultural Production

The performance of agriculture showed 
that even though the sector in recent 
years has become more resilient, the 
whimsical monsoon still affects its 
output. Only 45.0 per cent (2009-10) of 
the total cropped area is under irrigation, 
while around 16 per cent of the country’s 
geographic area, mostly arid, semi-arid 
and sub humid, is drought-prone. Rain-
fed agriculture accounts for around 56 
per cent of the total cropped area, with 
77 per cent of pulses, 66 per cent of 

Table 2: Planwise percentage share of Public & Private sector in real Gross 
Capital Formation 

(in percent)
Plan/Year Share of Public 

Sector Average
Share of 

Private Sector 
Range

Share of Private 
Sector (Average)

Share of 
Public secotor 

(Range)
1 2 3 4 5

Third Plan (1961-66) 41.2 38.9-44.6 58.8 55.4-61.1

Annual Plans (1966-69) 29.9 27.9-32.7 71.1 67.3-72.1

Fouth Plan (1969-74) 33.8 28.4-39.8 66.2 60.2-71.6

Fifth Plan (1974-79) 37.8 32.7-41.9 62.2 58.1-67.3

Annual Plans (1979-80) 40.4  59.6  

Sixth Plan (1980-85) 50.5 48.1-54.7 50.5 45.3-51.9

Seventh Plan (1985-90) 38.6 31.0-46.6 61.4 53.4-69.0

Annual Plans (1990-92) 23.3 20.6-26.0 76.7 74.0-79.4

Eighth Plan (1992-97) 27.9 22.0-31.5 72.1 68.5-78.0

Ninth Plan (1997-2002) 17.5 14.4-22.1 82.5 77.9-85.6

Tenth Plan (2002-2007) 20.3 14.0-23.0 79.7 75.0-86.0

Eleventh Plan (2007-2012) 17.7 15.1-22.0 82.3 78.0-84.9

Twelfth Plan (2012 - 2017)     

(2012-13) na na na na

(2013-14) na na na na

na: Not Available

Source: Ministry of Agriculture, Govt.of India

Table 3: AGRICULTURAL PRODUCTION (2000-01 to 2012-13)
(Million tonnes)

YEAR FOODGRAIN COMMERCIAL CROPS
RICE WHEAT PULSES OIL 

SEEDS
SUGAR 
CANE

COTTON 
#

JUTE & 
MESTA ##

1 2 3 4 5 6 7 8
2001-02   93.34 72.77 13.37 20.66 297.21 99.97 116.78
2002-03   71.82 65.76 11.13 14.84 287.38 86.24 112.75
2003-04   88.53 72.15 14.91 25.19 233.86 137.29 111.73
2004-05   83.13 68.64 13.13 24.35 237.09 164.29 102.72
2005-06   91.79 69.35 13.39 27.98 281.17 184.99 108.40
2006-07   93.35 75.81 14.20 24.29 355.52 226.32 112.73
2007-08   96.69 78.57 14.76 29.76 348.19 258.84 112.11
2008-09   99.18 80.68 14.57 27.72 285.03 222.76 103.65
2009-10   89.09 80.80 14.66 24.88 292.30 240.22 118.17
2010-11   95.98 86.87 18.24 32.48 342.38 330.00 106.20
2011-12   105.30 94.88 17.09 29.80 361.04 352.00 113.99
2012-13   104.40 92.46 18.45 31.01 338.96   
2013-14 (Target) 105.00 92.50 19.00 310 340 350 120
2014-15 (Target) 106 94 19.5 33 345 350 112
# Lakh bales of 170 kgs. each
## Lakh bales of 180 kgs. Each
Source: Ministry of Agriculture, Govt.of India

oilseeds and 45 per cent of cereals grown 
under rain-fed conditions. Consequently, 

if there is a shortfall in rainfall, crop 
production is adversely affected. While 
agriculture output is still subject to 
vagaries of monsoon, it has become 
more drought resistant than in earlier 
decades. This has partly been the result 
of improved technology and irrigation 
and partly due to diversification of 
rural economic activities away from 
pure farm activity. Livestock, forestry 
and logging and fishery are important 
sub-sectors of the agriculture economy. 
Livestock contributes over one-fourth to 
the agricultural gross domestic product 
and engage about 9 per cent of the 
agricultural labour force. Forestry and 
logging contributed around 1.5 per cent 
of the total GDP and around 10 per cent 
of agricultural GDP, while fishery output 
was around 0.8 per cent of the GDP and 
5.5 per cent of agricultural GDP. Table 3   
and 4 present the trends in  production of 
food grains, commercial crop, livestock 
and fish.
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Table 4: Production of Major Livestock 
Products and Fish

(in percent)

Year Milk                           
(in Million 
Tonnes)

Eggs 
(in Million 
numbers)

Fish (in 
Thousand 

Tonnes
1 2 3 4

1970-71 22 6172 1756

1980-81 31.6 10060 2442

1990-91 53.9 21101 3836

2000-01 80.6 36632 5656

2005-06 97.1 46235 6572

2006-07 102.6 50663 6869

2007-08 107.9 53583 7127

2008-09 112.2 55562 7620

2009-10 116.4 60267 7914

2010-11 121.8 63024 8400

2011-12 127.9 66450 8700

Source: Department of Animal Husbandry, 
Dairying & Fisheries

1.3 Agricultral Prices: Recent 
phenomena of Food Inflation

It is of interest to note that the retail 
inflation measured in terms of Consumer 
Price Index remained at elevated levels 
with double digits during the period 
April 2012 to January 2014.food inflation 
which has a weight of 47.6 per cent in 
the index had contributed the largest 
share of headline inflation. As  RBI 
Governor Dr. Rajan has mentioned the 
contributory factors for this development 
were: (a) per capita food consumption 
has increased , particularly in rural 
areas,(b)shift in dietary pattern towards 
protein rich items, (c )higher minimum 
support price,(d) increase in select farm 
input prices such as fertilizer, fodder, 
tractor,  diesel, Electricity (agricultural) 
and wages.

1.4 Agricultural Credit

Agricultural credit has played a vital role 
in supporting agricultural production in 
India. 

According to former RBI Governor Dr. 
Subbarao the broad trends in agricultural 
credit are: (i) increasing share of formal 
institutional credit in total rural credit; 
(ii) increasing credit intensity (ratio 

of agricultural credit to agricultural 
GDP) of agriculture; (iii) increasing 
share of commercial banks in total 
institutional credit to agriculture; (iv) 
faster growth of indirect agricultural 
credit; (v) decline in the share of long-
term agricultural credit; (vi) skewed 
regional distribution of agricultural 
credit; (vii) importance of Kisan Credit 
Cards; and (viii) higher level of NPAs 
in the agriculture sector compared 
to the non-agriculture sector. As is 
clearly evident, some of these trends 
are positive and some negative.

2. Emerging Issues

2.1 Addressing Supply chain and 
marketing inefficiencies 

With the diversification in agricultural 
activity, as also the continued pressure 
on food prices, there is an urgent need 

to address supply chain and marketing 
inefficiencies. A substantial portion of 
the cereals and horticulture produce is 
lost every year due to inadequate post-
harvest facilities. Losses with respect 
to dairy and other animal husbandry 
and fish products are also substantial. 
These losses could be reduced along 
with intermediary costs by creating 
market at the doorstep of the farmers, 
both for input supplies and marketing 
of the product. With growing demand 
and the consumption pattern changing 
from cereal-based food to protein-based 
products, it is important to provide cold 
storage facilities for these products..

2.2   Stepping up agriculture production 
and productivity. 

It is of interest to note that there has 
been a paradigm shift from chronic 
food shortages of the early years of 
independence to a food self-sufficient 
economy, because of investment in 
irrigation, improved farming practices 
and better technologies. However, in 
recent years there has been a concern 
regarding food self-sufficiency due to 
shift in dietary habits from cereal to 
protein based foods reflecting rising 

incomes, especially rural incomes. Thus, 
increasing the productivity of proteins 
and fruits and vegetables is the highest 
priority, not only from the perspective 
of economic development but also from 
the angle of inflation management

2.3 Expand employment opportunities

It is recognized that unemployment 
is one of the biggest problems  but 
analyzing the problem is a challenge 
because there are no reliable data. 
There is an enormous amount of 
unemployment and underemployment 
in the rural sector but the size and 
nature of the problem are unclear. As 
agricultural productivity goes up, it will 
release millions of surplus labour who 
will have to be found jobs outside the 
farm sector

2.4   Slowdown in agricultural growth

The slow-down in agricultural growth 
has become a major cause for concern. 
India’s rice yields are one-third of 
China’s and about half of those in 
Vietnam and Indonesia. The same 
is true for most other agricultural 
commodities. 

2.5 Enhancing the Productivity of 
irrigation

Enhanced productivity of irrigation 
(“more crop per drop”) is critical for 
agriculture growth. Further focus 
on farm management of water, drip 
irrigation, the use of groundwater may 
be of critical relevance.

2.6 Facilitating agricultural 
diversification to higher-value 
commodities

In order to enhance agricultural growth 
it is important to facilitate agricultural 
diversification to higher value 
commodities such as dairy products, 
live stocks etc. While diversification 
initiatives should be left to farmers and 
entrepreneurs, the Government may 
liberalize constraints to marketing, 
transport, export and processing. 
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2.7 Extensive government involvement 
in agricultural marketing

India’s legacy of extensive government 
involvement in agricultural marketing 
has created restrictions in internal and 
external trade, resulting in cumbersome 
and high-cost marketing and transport 
options for agricultural commodities. 
Even so, private sector investment 
in marketing, value chains and agro-
processing is growing, but much slower 
than potential. While some restrictions 
are being lifted, considerably more needs 
to be done to enable diversification and 
minimize consumer prices. 

2.8 Minimum Support Price ( MSP)

High MSP has contributed to high 
inflation. Furthermore, the gains from 
MSP increases have not been translated 
to the agricultural sector due to rising 
cost of inputs. It is pertinent to note that 
RBI governor, Dr. Rajan  has named 
this phenomenon as “ MSP is like a Dog 
chasing its tail- it can never catch it”.

3. Policy Options

First, policy measures should address 
to increase productivity by increasing 
yields, diversification to higher value 

crops, and developing value chains to 
reduce marketing costs.

Second, there is a need to initiate policy 
actions and public programs to shift 
the agricultural sector away from the 
existing policy and institutional regime 
that appears to be no longer viable and 
build a solid foundation for a much more 
productive, internationally competitive, 
and diversified agricultural sector.

Third, promoting new technologies and 
reforming agricultural research and 
extension is one of the most important 
needs for agricultural growth. 

Fourth, policy initiative may be further 
strengthened for agro-processing and 
building competitive value chains 
which include producers, urban centers 
and export markets. 

Fifth, milk production is constrained, 
however, by the poor genetic quality of 
cows, inadequate nutrients, inaccessible 
veterinary care, and other factors. 
A targeted program to tackle these 
constraints could boost production and 
have good impact on poverty.

Sixth, consideration may be given to 
examine the details of MSP in line with 

the cost increases. 

4. Conclusion

Agriculture will be increasingly more 
diversified and not confined to food 
crops. Scientific agriculture is and 
will be the key for the future. There 
are several initiatives necessary to 
launch the second Green Revolution - 
larger public investment, greater input 
efficiency, soil conservation, improved 
farming practices, developing resilience 
to rainfall variations and climate 
change effects, to name just a few. In 
order to build forward and backward 
linkages, there is need to invest in rural 
infrastructure and the supply chain. 
Thus, improving productivity becomes 
imperative to balance the needs of 
producers for higher prices and the 
demand of consumers for low prices. 

Dr. R.K. Pattnaik is a Professor at SP Jain 
Institute of   Management and Research, 
Mumbai. The technical assistance provided 
by Shri  Dattatray B Yadav is gratefully 
acknowledged.

Appeal to the Members for the Payment of
Annual Membership Fee for the year 2014 - 2015

Dear Members

The MEDC is grateful to its Associate and Constituent Members, who have paid their Membership Fee for 

the current financial year (2014-2015)

The MEDC requests its Associate and Constituent Members (those who have not yet paid their membership 

fee), to make the payment at an early date before  30th June 2015  to enable us to update the data of 

members for the year 2014-2015.

Your early action in this regard will be highly appreciated.

for more information pl. contact : 

Dy. Gen. Manager, MEDC,  3rd Floor, Y B Chavan Centre, Nariman Point, Mumbai – 400 021.; 

Tel.: 22819198 ; 22842206/09 ;  Fax.: 22846394 ; Email : sureshg@medcindia.com 
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Highlights :

Government to gain from PSU bank reforms y

Tenure of CMD to be minimum 5 years and that of E.D be 3 years. y

Listing only on stability. In the past, HDFC got listed within a year of full operation. y

Rajan is the first person to call on Shri Arun Jaitley- Finance Minister y

Mr. V. T. Pai

Preamble: 
• Government to gain from PSU Bank 

Reforms. Recently banking indices 
have recorded highest growth than 
any other indices.

• Government has to pump in funds 
every year to make good huge 
looses. Alternate is to form a holding 
company wherein the government 
can park the shares. Holding 
company can raise money from the 
open market.

• Reduction in Holding company to be 
less than 50%

• Remuneration in PSU Banks lower 
than that of smaller banks in private 
sector.

• Tenure for CMD to be minimum 
of 5 years and that of E.D. to be 3 
years. This is so that they can gauge 
their actions and result thereof. 
For introspection and correction 
wherever necessary.

• Authorized Banks to hold as low as 
20%

• Ownership holding to go up to 25% 
from 10%

• Listing only on stability. In the pas,  
HDFC got listed within a year of full 
operation. As such there need not be 
unnecessary hurry as for listing.

• Sharing of bank details will give a 
lot of information to the government 
as to how the money generated in the 
country is diverted out of India. And 
works as a force to reduce the same 
in the future.

• Rajan is the first person to call on 
Shri Arun Jaitley- Finance Minister 
and the latter is in tune with Rajan’s 
stand on reviving the economy and 

curbing the inflation i.e. a good 
beginning indeed.

• This certainly is indication of Dr. 
Rajan continuing at Mint Street, 
we at MEDC wish and pray it will 
materialize sooner.

In the following paragraphs we have 
made a sincere attempt to capture them 
in a nut shell. Those interested in further 
details may please write to us directly.

1. Government to gain the most from 
PSU bank Reforms

A Reserve Bank of India (RBI) panel 
set up to review the governance of bank 
boards suggested that the government—
the majority owner of public sector 
banks that account for at least 70% of 
the industry—should drastically change 
the governance structure at these banks. 
The objective is to make the banks 
competitive, push up their market value, 
and free the government from the burden 
of pumping in capital into these banks 
every year, despite a high fiscal deficit. 

Put up on the RBI website for public 
comments, the 111-page report of the 
panel, constituted under the chairmanship 
of P.J. Nayak, former Axis Bank Ltd 
chairman and Morgan Stanley India Co. 
Pvt. Ltd head, clinically dissected the 
reasons behind inherent inefficiency of 
the public sector banking industry that 
has been piling up bad assets.

Incidentally, weeks after the Nayak 
committee was constituted in January, 
RBI wrote a long letter to then financial 
services secretary Rajiv Takru on what 
ails the public sector banks. Many of 
the issues that have been raised by the 
Nayak panel—ranging from tenure of 
the chairman to composition of a bank 

board and government ownership—were 
highlighted in the RBI letter. Takru got 
back to RBI, defending the government’s 
stance on almost each and every issue. 
He even took the blame for rising non-
performing assets of the public sector 
banks as the government pushed these 
banks to give many project loans in the 
wake of the North Atlantic financial 
crisis in 2008-09.

The timing of the release of the report 
and the exchange of letters between 
RBI and the government is interesting. 
Clearly, the Indian central bank wants 
the new government to appreciate the 
problems that have been plaguing the 
sector and remedy them on a war footing 
before public sector banks see more value 
erosion in the market. The industry’s 
expectations from the Narendra Modi 
government are very high. This is why 
the banking indices of both BSE and 
National Stock Exchange in the past one 
month have risen the highest among all 
indices.

There is no surprise in most of the panel’s 
recommendations. They are predictable 
and much discussed. For instance, it has 
suggested creation of a bank investment 
company to hold equity stakes in banks, 
currently held by the government. In 
the past, there had been discussions on 
creation of a holding company where 
the government can park its shares in 
the public sector banks. This is to ensure 
greater freedom for banks. Besides, the 
government will also not need to pump in 
capital every year as the holding company 
can raise money from the market. Once 
the government interference in banks’ 
operations comes down, their valuation 
will rise and the holding company will 
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not face any difficulty in raising money 
from the market.

The panel has also suggested that the 
government should consider reducing 
its holding in banks to less than 50% 
to create a level-playing field for public 
sector banks vis-à-vis their peers in the 
private sector. Under current norms, 
the government stake cannot come 
down below 51%. Since the banks are 
majority owned by the government, their 
executives are subjected to probe by the 
Central Bureau of Investigation as well 
as the Central Vigilance Commission, 
and often genuine commercial decisions 
that go wrong come under this scrutiny. 
Besides, the government ownership 
also restrains the bank management in 
giving market-related compensation to 
executives. The chief of State Bank of 
India is possibly earning one-fifth of 
the salary of the chief executive officer 
(CEO) of a small private bank which is 
one-tenth of its size. This demoralizes 
public sector bank executives. 

The committee has also recommended 
minimum five-year tenure for bank 
chairmen and a three-year tenure for 
executive directors—something which 
RBI has been harping on for some time. 

It has proposed that a category of 
authorized bank investors (ABIs) be 
created that would be able to own as 
much as 20% in a private bank without 
regulatory approval. ABIs would include 
pension funds, long-short hedge funds, 
exchange-traded funds and private 
equity funds. In distressed banks, private 
equity funds, including sovereign wealth 
funds, should be permitted to take a 
controlling stake of as much as 40%. 
Under current norms, a single investor 
is allowed to hold 5% stake in a bank 
without regulatory approval.

The panel has also proposed that the 
ownership ceiling for promoter in a 
private sector bank should be raised (from 
10% to 25%) and RBI should not force a 
new bank to list within a short timeframe 
“as premature listing could be injurious 
to minority shareholder interests”. I 

doubt how many takers will be there for 
ideas like a higher promoter’s stake in 
private banks and longer timeframe for a 
new bank’s listing. HDFC Bank Ltd was 
listed even before it completed its first 
full year of operations and it is India’s 
most valued bank. A few promoters 
continue to hold stakes in banks higher 
than what is stipulated by the RBI, using 
regulatory loopholes. 

However, reforms in public sector banks 
at every level—from constitution of 
the board to tenure of the CEO—are 
imperative. The biggest beneficiary of 
such reforms will be the government 
itself as efficiency will raise their 
market value and, in turn, the value of 
the government’s shareholding in these 
banks.

2.   Switzerland may share bank 
details 

India may find it easier to track black 
money after 47 countries, including 
Switzerland, agree to share data

India moved a step closer to gaining 
access to bank account information 
of its citizens in offshore banks after 
several countries, including Switzerland 
and Singapore, committed to share 
all financial information with other 
governments.

This will not only help track unaccounted 
money but will also discourage tax 
evasion across borders.

Ending the practice of banking secrecy, 
all financial information will be shared 
between governments, including 
taxpayers’ bank balance, dividends, 
interest income and sales proceeds used 
to calculate capital gains tax, under the 
pledge signed by a total 47 countries, 
the Organization for Economic Co-
operation and Development (OECD) 
said on 8th May, 2014.

To be sure, the effectiveness of the 
agreement will depend on how each 
government, especially Switzerland’s, 
modifies domestic laws to facilitate the 
exchange of information, say analysts.

“It will depend on how the Swiss 
government amends its domestic laws 
and the safeguards and procedures 
they insist have to be followed,” 
said Rahul Garg, leader of direct tax 
practice at PricewaterhouseCoopers, 
an audit and consulting firm. “It will 
also determine whether they agree to 
exchange information retrospectively 
or prospectively.”

Switzerland has faced pressure from the 
US and India for sticking to its code of 
banking secrecy.

The finance ministers of India and 
Switzerland have exchanged a series 
of letters in the past couple of months 
over the European nation’s reluctance 
to share information from the so-called 
HSBC list. India wants Switzerland to 
provide information on bank accounts 
held by Indians that were part of an 
HSBC Holdings Plc list made available 
to India by the French government. 
France last year provided a list of 700 
Indian citizens who allegedly hold 
accounts with the bank in Geneva.

Switzerland characterizes this 
information as stolen data and says it 
is not required to share this information 
with India under Section 26 of the 
double taxation avoidance convention 
between the two countries.

“An international agreement will be 
more effective in pushing countries like 
Switzerland and Singapore to share bank 
data with countries,” Sunil Jain, a tax 
partner at law firm J. Sagar Associates, 
said. “This should help India access 
bank account information of its citizens 
from these countries.”

OECD will deliver a detailed 
commentary on the new standard, as 
well as technical solutions to implement 
the information exchanges, during a 
meeting of G20 finance ministers in 
September 2013, the organization said 
in its statement.

“Tax fraud and tax evasion are not 
victimless crimes. They deprive 
governments of revenues needed to 
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restore growth and jeopardize citizens’ 
trust in the fairness and integrity of the 
tax system,” OECD secretary-general 
José Ángel Gurría said in the statement. 
“Today’s commitment by so many 
countries to implement the new global 
standard, and to do so quickly, is another 
major step towards ensuring that tax 
cheats have nowhere left to hide.”

According to OECD’s common 
reporting standards that form the basis 
of automatic exchange of information, 
the countries will have to exchange 
information in relation to both new and 
pre-existing accounts. It remains to be 
seen how this will be enforced.

Last month, after being rapped by the 
Supreme Court for its inaction to bring 
back black money into the country, the 
government was forced to reveal the 
names of 18 people who had allegedly 
stashed black money with LGT Bank 
in Liechtenstein and against whom 
prosecution has been launched by the 
income tax department.

The government had got this information 
from German tax authorities in March 
2009 under the Indo-Germany Double 
Taxation Avoidance Convention. 
Coincidentally, black money has become 
a major poll plank in the ongoing 
elections, with the opposition accusing 
the Congress-led United Progressive 
Alliance of not doing enough to bring 
back black money into the country and 
take to task tax evaders.

News agency Press Trust of India 
reported on Wednesday that more than 
100 entities and individuals are under 
the scanner of the income tax department 
to detect possible rerouting of black 
money. Those being scrutinized include 
individuals named in the list of more 
than 700 Swiss bank account holders, 
and bankers and associates related to 
certain banks whose Switzerland based 
branches are under the scanner, the 
report said.

3.  Govt shouldn’t interfere in PSU 
banks: Raghuram Rajan

Reserve Bank of India (RBI) governor 
Raghuram Rajan said on 20th May 
2014 that the government should not 
interfere in the running of state-run 
banks, but there’s a need to privatize 
them to achieve this.

“Privatization is not necessary to 
improve the competitiveness of the 
public sector,” he said in an annual 
lecture organized by the Competition 
Commission of India (CCI). “But a 
change in governance, management and 
operational and compensation flexibility 
are almost surely needed in India to 
improve the functioning of most PSBs 
(public-sector banks), as the P.J. Nayak 
Committee has just reiterated.”

In its report submitted earlier this month, 
a central bank panel led by Nayak that 
reviewed governance of bank boards 
suggested that the government should 
either privatize or merge state-run banks, 
or design a new governance structure to 
allow them to compete better and avoid 
repeated requests for re-capitalization.

Rajan said banks will also be able to 
raise funds from the market more easily 
if they become more competitive.

“If public sector banks become 
competitive, and especially if they do 
so by distancing themselves from the 
influence of the government without 
sacrificing their public character, they 
will be able to raise money much more 
easily from the markets,” he said.

Better performing banks will be able to 
raise more, unlike the current situation 
where indifferent performers have a 
greater call on the public purse, Rajan 
said.

The lack of talent and the increased 
scrutiny on decisions of public sector 
banks may make it difficult for the banks 
to hire talent laterally, the governor 
said.

“Unfortunately, employee actions in 
public sector banks are constrained by 
government rules and second-guessed 
by vigilance authorities, even while 

pay is limited. It will be hard for public 
sector banks to compete for talent,” he 
said. “If, in addition, these banks are 
asked to make sub-optimal decisions in 
what is deemed the public interest, their 
performance will suffer more than in 
the past.”

While responding to a query on the right 
size of banks, Rajan said forced mergers 
may not be beneficial, compared with 
the voluntary ones because of cultural 
differences between two lenders.

Rajan also made a case for the proposed 
postal bank to operate as a payments 
bank to serve the needs of the under-
served.

Pitching for the concept of payments 
bank, as suggested by the Nachiket Mor 
committee, Rajan said a payments bank 
will take deposits and offer payment 
and remittance services but will invest 
all its funds in safe instruments such 
as government securities. The central 
bank will discuss this further with 
stakeholders, he said.

“If payments banks are successful, 
they will allow us to steadily reduce 
some of the obligations we impose 
on commercial banks,” he said. “For 
instance, as payments banks hold 
government securities for liquidity 
purposes, we can reduce the quantity 
of government securities we ask 
commercial banks to hold as part of 
SLR (statutory liquidity ratio).”

Views expressed are personal

vtpai@medcindia.com       

The author is Director- Finance, MEDC. Aptly 

assisted by Ms. Rashida Dohadwala member of 

MEDC Research Wing

“The modern corporation is a 
political institution, its purpose 
is the creation of legitimate 
power in the Industrial sphere”

- Peter Drucker
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