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From the President’s Desk

he NDA Government led by the Prime Minister Narendra
Modi is just about to complete 100 days of its tenure – the
proverbial honeymoon phase is getting over! We would
probably have the official report card of its performance by the
time this monthly Digest reaches its avid readers. Indeed, such
an exercise is believed to be an integral part of government’s
commitment to ethos of good governance.
At the same time, we are sure many keen observers from
divergent spectrum of public opinion would be busy in drawing
up their own score-cards of government’s promise-performance balance sheet. So
many hopes were aroused and so much was expected from the new government!
Surely, several critiques are bound to find series of shortcomings – and this is quite
legitimate in a national democratic discourse.
For us at the MEDC, what transpires is that significant positive developments are
overwhelming the negative perceptions about government’s performance! Several
dispassionate observers are also solicitous about a host of socio-economic compulsions
confronting the government; and hence, their rightful willingness to endorse the
current incremental approach to the reforms process. The general tenor is that it is
imperative to wait for a relatively longer period for the government to deliver on its
tough promises.
We believe that it is not just the pace, but decisive direction and substance of the
government’s economic policies and programs. And towards this end, the most
significant event of the month gone by is the PM’s maiden Independence Day Speech.
It has been widely acclaimed as inspirational, wherein he has sought to unfold a vision
for India, which is truly multi-dimensional. In particular, we welcome his clarion call
on three crucial counts. To quote in his own words: First, “Come, make in India. Sell
anywhere, but manufacture here. We have the skill and the talent.” Second, “Let us
take a pledge to defeat poverty”. Third, “Digital India is our dream for the nation – it
is not meant for the rich but for those who are poor”.
And there are several other meaningful thoughts and programs including the one
immediately being launched on the financial inclusion. We also welcome a longawaited replacement of the Planning Commission with National Development and
Reforms Commission – the new high-powered strategic think tank at the national
level!
Each one of these propositions can turn out to be a powerful game changer, which
would shape the future of our country. But what we certainly now need are the specifics
and details of framework for their implementation, including financial planning,
organizational structure, and time-lines to be pursued relentlessly. Hopefully, there
would be concerted efforts made over the next few months towards this end.
MEDC also perceives “green shoots of recovery” in the economy manifesting as they
are in some encouraging trends in industrial growth with a surge in capital goods
sector; softening of WPI inflation and its likely positive impact on interest rates policy;
containing of imbalances in the current account of external sector; moderating global
oil prices; renewal of investment decisions of the corporate sector; and better comfort
with respect to budgetary target of fiscal deficit. The recently released Annual Report
of RBI confirms the possibility of economy moving from “a slow bumpy lane to a faster
highway” given “greater political stability and a supportive policy framework”.
All such positive trends will certainly go a long way in strengthening the hands of the
NDA government. Surely, so much is yet to be done … … but the vote of confidence
of the people at large, and business and industry in particular, should augur well and
inspire it to move forward with greater authority and vigor ……

Cdr. Dipak Naik, President
Maharashtra Economic Development Council, Monthly Economic Digest

September 2014

3

4

September 2014

Maharashtra Economic Development Council, Monthly Economic Digest

Edit Page
CONTENTS
► President Page

03

► Editorial Page

05

y

Of Too - Muchers and Not-Enoughers

► Economic Reforms - What Determine
Their Course
y

Reforms Revisited

07

y

A Reflection on Economic Reforms in India

y

Economic Reforms in India: Constituents

- Dr. Shreekant Sambarani

12

and Drivers
- Dr. Tulsi Jayakumar
A Reflection on Economic Reforms in India

16

- Dr. R.K. Pattnaik
y

A Reflection on Economic Reforms in India

18

- Mr. Sunil Bhandare
► Global Trade and Investment Trends

22

- Dr. Prakash Hebalkar
► Down Memory Lane.....
y

Badaun and The Case of Toilet Rape

24

- Mr. Jagdish Joshi
► PM’s Independence Exhortation
y

25

India’s Moral Balance Sheet
- Dr. Shreekant Sambarani

► Expert Opinion
y

27

Environmental Impacts of Land
Reclamation
- Cdr. Dipak Naik

►

Banking & Finance
y

Current Topics

P

aul Krugman’s recent column in the New York Times with
the title “US crisis not over; America should learn from
Europe’s experience” makes one think, and one is tempted
to draw parallels to the Indian scenario.

Mr. Chandrashekhar Prabhu

09

- Seetha Parthasarathy

y

Of Too- Muchers and Not-Enoughers

30
- Mr. V.T. Pai

MEDC Economic Digest Editorial Boardrd
Chairman & Consulting Editor
Mr. Chandrashekhar Prabhu
Editorial Advisory Committee :
Dr. Prakash Hebalkar, President, ProfitTech
MEDC Research Team :
Mr. V.T. Pai - Director (Fin), MEDC
Mr. Sunil Bhandare - Chief Economist
Ms. Dhara Tolia - Economist
MEDC Marketing Team :
Mr. Suresh A. Ghorpade - Dy. Gen. Manager
Mr. Asim Charania - Sr. Manager
Address :
MEDC Research Centre, 3rd floor, Y.B. Chavan Centre,
Nariman Point, Mumbai - 400 021.
Tel. : 2284 2206/09 ; Fax : 2284 6288
email : medc@medcindia.com

Contact for advertisement in this Economic Digest
DGM, MEDC, Tel.: 22846288 ; 2284 2206/09
Fax : 2284 6394 ; email : sureshg@medcindia.com

Krugman believes that the worst economic crisis since the 1930s
Consulting Editor
is by no means over. According to him, the so called recovery
is far from complete, and the wrong policies could still turn economic weakness into
a more or less permanent depression and warns that all should learn from Europe’s
experience.
He chooses to simplify the two school of thoughts by naming the view point holders
as the too-muchers and the not-enoughers.
According to him, the too-muchers in the USA have warned incessantly that the things
governments and central banks are doing to limit the depth of the slump are setting
the stage for something even worse. Asset purchases by the Federal Reserve would,
according to this school of thought, “risk currency debasement and inflation.”
The not-enoughers have warned that inadequate fiscal stimulus and a premature turn to
austerity could lead to more of economic depression, and that the Fed should be doing
even more to boost the economy, and also that deflation, not inflation, was the great
risk facing the Western world.
Krugman felt that the too-muchers have had much more influence in Europe than in
the United States, while the not-enoughers have had no influence at all. The European
Central Bank, or ECB, actually raised interest rates in 2011 to head off the risk of
inflation, and reversed course when Europe slid back into recession. The European
economy did start growing again last year, but growth has been stalled, while inflation
has fallen far below the ECB’s target of 2 percent. While Europe failed to create more
jobs, The USA showed better results on the job front.
In India, however, we have a relatively high rate of inflation, and although the talk of
taming it is heard in the corridors of power, experts have opined that we have to wait
and watch. Though we have been lucky that the international prices of crude are low,
the increase in diesel prices will affect the rate of inflation, at least in the short term.
Continuity of policies will also have a role to play. For instance, 49% FDI in insurance,
which was opposed by those presently in power, is now with the select committee of
the Rajya Sabha. Ms Sushma Swaraj’s vehement opposition to the nuclear policy on
behalf of the BJP, through parliamentary debates, interventions and publications, has
now been converted to the government’s support to the nuclear program, especially
since the Russian chief has been invited to visit the nuclear power plants. These are
just a couple of the several examples that can be given to affirm that if the continuity of
the decision making processes have to be maintained, views will change, individually
and collectively.
The commitments made for curtailing expenditure, like forming the Expenditure
Management Commission still awaits the terms of reference for the committee.
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One school of thought is that there is
unnecessary expenditure on mundane
things which can be best avoided. The
other feels that most of this expenditure
is absolutely essential, especially if it
has anything to with empowerment and
inclusive growth.

it is a result of fresh initiatives, UPA
gives examples to show that they were
also working on it. Here too there are
experts who feel that the 1000 crores
sanctioned may not be utilized in the
given timeframe and others who feel
that the amount is too little.

There are other pronouncements made
which are likely to affect the economic
growth. For instance, the intention
to take “effective steps” to revive
the investor sentiment in SEZs was
announced, but has to be followed up
with specific initiatives and incentives.
The promoters of SEZs on one hand
have been complaining that promises
made earlier have remained unfulfilled,
while the administration feels that the
progress in most SEZs is slow and
tardy.

The promise to encourage the
strengthening of the value chain
by building excellent warehouse
infrastructure so that the wastage of food
can be reduced to the bare minimum
and setting aside a fund of Rs 5000
Crore for the same is being cited by the
NDA as one of its flagship schemes in
the food and agriculture sector. There
are economists who feel that enough is
not done since the announcement.

Commitment to the amendments to the
constitution for the GST was made,
but the process of building consensus
with the states has not moved far. The
UPA blamed the NDA ruled states for
the slow progress of the GST and the
NDA attributes the slow progress of the
GST to the policy paralysis of the UPA
period.
The 2000 +Crore plan for the Ganga
conservation is being prepared. While
efforts to cleanse the Ganga were
made earlier, they received limited,
or no success at all since the dumping
of effluents and sewage in the Ganga
remained uncontrolled.
Plans are being worked out for the
revival of closed urea units and to
establish petrochemical hubs. The
UPA claims that these were a part of
the development strategy during their
period; NDA government has termed
it as fresh initiatives to revive the
economy.
Details for the scheme to improve access
to irrigation in rain fed areas announced
by the Prime minister are still being
worked out. Here too the NDA feels that
6
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Whether it is the proposal to amend
the Mahatma Gandhi National Rural
Employment
Guarantee
Scheme,
[MGNREGS] with a view to enhance
agricultural productivity, to or the
extension of the provision of bank
loans for women self help groups at 4%
interest rate to a hundred more districts,
there are experts who feel that such
expenditure could be wasteful especially
citing corruption in such schemes,
while there are others whose views
are quite the opposite as they feel that
enough is not done for the employment
opportunities of the poor.
While illegal mining and the issues
relating to corrupt practices when it
comes to allotment of lands for mining
have been in the news for some time
now, the government announced that
a fresh policy regarding the mines and
minerals development will be worked
out. The apex court has held that the
allotment was illegal. Some feel that
the whole issue has to be seen afresh;
others feel that this may hurt investor
sentiment.
On the Urban development front as well,
the details for providing housing for all,
100 smart cities, new urban renewal

mission are being worked out. Some
experts feel that giving houses to all
will be a tall order; others feel that it can
be done, and in a transparent manner.
One section feels that the allotment of
Rs 7060 Crores for the 100 smart cities
is too little, the other feels that since
money has been set aside, more will
come and hence this is a welcome move.
Similarly one opinion is that a new
urban renewal scheme must be drawn
out the other feels that the existing
scheme, if implemented properly and
strengthened, could produce the desired
results.
On all these issues we have our own
share of the too-muchers and notenoughers. Those who were vocal
critics of the Urban Renewal Mission
or the Employment Guarantee Scheme
are now busy to find better ways of
effective implementation.
While a section of the industry is
pushing for lower interest rates, those
who believe that inflation needs to be
controlled first, feel that the decision
can wait.
We can enlist many more issues which
can be debated by the too-muchers and
the not-enoughers in India. However that
would not solve the problem. National
problems require thoughtful solutions,
and they will emerge if a new breed
of citizenry, with the help of experts
will assist nation building processes
by coming out with problem solving
exercises. A consensus can emerge from
such exercises, and this would be the
best solution, and in national interest.
It is only when national interest is held
as supreme and all other considerations
are taken as secondary, that our path
towards higher equitable and inclusive
growth will be easier. We must apply
ourselves to build this consensus and
see the country prosper.
chandrashekharp@hotmail.com
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Reforms Revisited
Shreekant Sambarani

I

n his Independence Address to the
nation, Prime Minister Narendra
Modi alluded to an old structure,
having served some purpose but now
dilapidated. He said it is often better
to replace it with a new one as the
trouble and cost involved in repairing
and renovating may be high. He was
talking about the soon-to-be-replaced
Planning Commission (more about this
later), but he did provide a good way to
define reform.
Ever since 1991, the term economic
reform has gained great currency. The
sweeping changes in the industrial
licensing policy announced by the then
finance minister Dr Manmohan Singh
were rightly hailed as momentous
reforms of Indian economy. Since
then not just policy changes but
every economic announcement by
the government of the day has been
seen through the prism of reform.
Unfortunately, not much clarity exists
as to what constitutes reform and what
is mere incremental change.
The noted economist and one of the
chief economic architects of the United
Progressive Alliance (UPA) regime, Dr
C Rangarajan recently wrote, “There
is a need to evaluate and restructure
every organisation as circumstances
change... Restructuring an organisation
can be of two types. One approach
takes the functions of the organisation
as a given and proceeds to restructure
it to make it more effective to fulfill
those functions. The second approach
is more fundamental. It questions

the very basis of the organisation
and focusses on the relevance of the
basic functions it has been performing
(“Needed, a growth commission,” The
Hindu, 28 August 2014)
When Mt Chidambaram returned to the
finance ministry two years ago, a series
of measures were announced as steps
to get out of what came to be known
as “policy paralysis” affecting the
government. Dr M S Ahluwalia, then
the Deputy Chairman of the Planning
Commission said in an interview that
one of these, the creation of a cabinet
committee for co-ordinating project
clearances and monitoring under the
chairmanship of the prime minister, was
a true reform measure (It is altogether
a different matter that nothing much
came off it, and the good ship SS
Indian Economy continued to flounder
between the Scylla of mounting Budget
and trade deficits and the Charybdis of
tapering growth).
Questioning the way of doing things
and replacing it with a new, more
effective way if required is the point
of convergence among M/s Modi,
Rangarajan and Ahluwalia. That is
in effect the basic definition of true
reform. Other changes are of the first
type mentioned by Rangarajan, and are
merely incremental.
Thus, when the new National
Democratic
Alliance
(NDA)
government raised railway fares
soon after assuming office, it did not
usher in any reform. Nor did the first

Maharashtra Economic Development Council, Monthly Economic Digest

Budget of Mr Arun Jaitley, the new
finance minister, for much the same
reason. I have called it old wine in
an old bottle with a new label in these
pages earlier. The two new big bang
announcements in the Independence
Day Address, the financial inclusion
scheme imaginatively called Jan Dhan
Yojana, and the proposed replacement
of the Planning Commission by a
new body, have the potential to bring
about paradigm shifts in the economic
landscape and fully deserve to be
treated as reform steps.
When Dr Singh announced far-reaching
tax changes in the 1993 budget or
when Mr Chidambaram overhauled
the indirect tax regime four years
later, they were talking reform. But
not so Mr Pranab Mukherjee when he
announced myriad schemes with token
allocations or tinkered with excise
duty rates on specific goods in 2011
and 2012. Mr Jaitley followed suit in
2014. The one major change that Mr
Mukherjee wrought, the retrospective
tax amendment, was so retrogressive
that it deserves to be called a deform
step!
The incantation of the reform mantra
or a change of guard at the top with the
new regime swearing its fealty to reform
do not by themselves result in reform.
The noted Polish economist Michael
Kalecki had perspicaciously expanded
on what he called intermediate regimes
as far back as the late 1950s. His basic
point was that mere change of decisionmaking elites does not automatically
September 2014
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bring in reform, as long as the dominant
economic interests remain unchanged.
The late Mr E M S Namboodiripad
and Dr K N Raj argued persuasively
from doctrinaire and economic points
of view that the governing structures
of Independent India were in effect
intermediate regimes.
That situation has not changed much
since independence. Despite changes
in government and even ruling
political formations from time to time,
there has been a remarkable political
continuity. More importantly, business
and economic interests have held their
own all through the period. If the
Bombay Club of the 1940s effectively
demanded protection from imports,
the new Bombay Club of this century
(some members of it being descendants
of the original Bombay Club) has
been no less effective in demanding
level playing field against foreign
competition. Despite the many reforms
of the last two decades or more, India
is not exactly easy for foreign-owned
firms to do business in.
The latest change of regime also does
not represent as clear a break from the
past as the new ruling dispensation
might claim to be. For one, the
decision-making structures including
the civil service and processes as well
as the legal framework within which the
decisions are made have not changed
as yet. For another, at least so far, Mr
Modi seems to be following a “don’t
fix it if it ain’t broke” policy inasmuch
as he has tried to replicate at the centre
his Gujarat experience of the preceding
12-plus years, as I had observed
recently (“Modi’s true Gujarat Model in
practice,” Business Standard, 4 August
2014). In effect, even as we have had
several different administrations so far,
they are nonetheless revised editions of
the basic intermediate regime.
8
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But even as intermediate regimes
continue, economic realities and
compulsions lead to reform. The
overhaul of land holdings and abolition
of zamindari of the early years of free
India and its subsequent transition to a
planned, statist economy in which the
socialist pattern espoused by the ruling
party required the state to capture the
commanding heights of economy (even
if this meant state enterprises making
not just virtually all capital goods but
also soaps and bread) were reforms for
those times. And the dismantling of the
more egregious aspects of what came
to be called the license permit raj as the
country found itself in dire economic
straits due to those very constructs is a
reform of more recent origin.
Yet the most urgent current priority is for
more, not less, economic reforms and
rightly so. Economies are all dynamic,
evolving over time, at times rapidly
so. These in turn demand matching
changes in the processes and structures
governing it. More importantly, the
arteries of the governing beast harden
over time, reducing its responsiveness
and effectiveness. Interests of specific
groups and individual entities push
them into searching for spaces for
own advancement. That in turn leads
to seeking exceptions favouring them.
Politicians and administrators facilitate
this exercise, often, but not always for
pecuniary gains. The once-transparent
mechanisms become increasingly
opaque as the exercise of discretion
creates a veil of secrecy.
When decision-making by rules
transforms increasingly into decisionmaking by exceptions, those who
make exceptions enjoy influence
disproportionate to their formal status.
Exercising power is never a zero-sum
game: your gain is someone else’s
loss. Rank does not define one’s place

in the hierarchy, but the power one
wields does, especially the kind that
constricts others. The unctuous bada
babu was the presiding deity in most
Calcutta offices. His counterpart today
is the section officer who initiates
notings in government files. That
compleat entrepreneur Dhirubhai
Ambani famously remarked that he
was prepared to salaam anyone in the
government as long as his work got
done.
The much discussed policy paralysis
was the most visible, but not the only,
manifestation of turf battles within the
previous government. A rogue telecom
minister flouted the collective will of
the cabinet and the law of the land. The
environment ministers were against
everyone else, the highways minister
against the Planning Commission
and the Planning Commission against
state governments, forcing down their
throats tried, trusted and failed schemes
as part of its belief in one-size-fits-all
solutions.
So, as in the bad old pre-liberalisation
days, individual-centric exceptionmaking remains the decision rule
even now, notwithstanding the greater
availability of goodies. Belated and
possibly inadequate correctives such
as fuel price hikes and foreign direct
investment in multi-brand retail are
hailed as ‘reforms’.
Creating the
National Investment Board would have
been a true reform, a different way of
doing things, because it would have
led to decisions based on dialogues on
issues of the greatest concern, taking
everyone along.
Narendra Modi as the chief minister of
Gujarat shined by contrast. He brooked
no contradiction in his fiefdom; his
decisions were virtually engraved in
contd..on page no. 9
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A Reflection on
Economic Reforms in India
Seetha Parthasarathy

W

hen finance minister Arun
Jaitley, in his maiden
budget speech, mentioned
the tem `neo-middle class’ four times,
it sent out an unambiguous signal – this
is the class that the Narendra Modi-led
National Democratic Alliance (NDA)
was going to make the focus of its
economic policies.
This was probably the first time that
a budget speech so specifically and
overtly targeted a particular socioeconomic class. It is not as if particular
classes were not mentioned by other
finance ministers in their respective
budget speeches, but these were
largely token nods to the poor and the
middle class when announcing some
measures in their name.
Have previous Indian governments
consciously catered to particular
classes when framing economic
policy? Not always.
In the years immediately after
Independence, caught up as the
government was in the daunting task
of nation-building, there was no
question of intentionally focussing on
any particular for policy interventions.
The priority was to put the economy
on the growth path through rapid
industrialisation and agrarian reforms
and to address the problem of food
security and rising prices. The focus
on land reforms and redistribution
was less about wooing the peasant
class as a vote bank and more about
addressing what was perceived to be
a hurdle to agricultural productivity

(whether that was the right approach
is a different matter).
It was only when Indian economic
policy making, under Indira Gandhi,
turned far more to the left than under
Jawaharlal Nehru that one socioeconomic group – the poor - became
an overt focal point. It is not that they
were overlooked earlier. But the focus
on the poor now became much more
in-your-face, culminating in Gandhi’s
now-famous Garibi Hatao slogan.
The Garibi Hatao mantra became the
raison d’etre of every economic action
of the government – from anti-poverty
programmes to nationalisation to high
levels of taxation. Later non-Congress
governments also adopted this
narrative, which continued through
the 1980s.
1991 saw the first directional shift
in economic policy making. But the
economic reforms that were initiated
that year were not focussed on any
particular constituency; they were a
response to a macro-economic crisis.
The token genuflection to the poor
continued - especially when reform
measures were being rolled back or not
being taken at all - but the dismantling
of the licence-permit-quota raj edifice
was about giving businesses more
freedom. What impact that would
have on different sections of the
population was not something those
who were driving the reforms process
really factored in.
That consciousness started to come
only when global consultants talked

Maharashtra Economic Development Council, Monthly Economic Digest

about the burgeoning Indian middle
class (the most quoted figure being a
400 million-strong segment), leading
to foreign investors queuing up to
enter India.
And yet this realization did not get
factored into policy in a systematic
manner. The direct tax rationalisation
measures through mid and late nineties
were seen as attempts to woo the
middle class by putting more money
in their pockets. They were not. The
logic behind them was the Laffer
curve, not limitless shopping. It was
about addressing fiscal stress and
increasing the tax-GDP ratio through
improving tax compliance.
Yes, the opening up of the economy
and the simplified tax regime increased
prosperity. Poverty levels started to
decline and the ranks of the middle
class started to swell. There was a
very perceptible feel good factor. But
this was not a consciously-targetted
consequence.
The first National Democratic
Alliance government’s India Shining
advertisement campaign ahead of the
2004 elections appeared to be the
first sign of a political party speaking
to the middle class, especially the
urban middle class. But was this a
conscious targeting of this group by
the Bharatiya Janata Party (BJP) or
just another unintended consequence
of a spin given by the advertisement
agency whose only brief was to
highlight the achievements of NDA
1? That will never be clear.
September 2014

9

Cover Story
But what the India Shining campaign
did set off was a well thought-out
focus on a socio-economic category.
The Congress, in order to stand apart
from the BJP mocked what it called
was the latter’s urban middle class
centric approach and rode to power
by positioning itself as speaking for
the aam aadmi. Liberalisation with a
human face became the credo of the
United Progressive Alliance (UPA)
government and the rights-based
entitlement approach that this became
the ideological foundation for was
touted as a reforming of the economic
reforms. While there was no backpedalling on market-based reforms
(barring the privatisation programme
and decontrol of oil prices), there was
a definite slowing down on this front.
The poor once again became the focal
point, as fiscally and economically
ruinous dole-centric programmes
guaranteed to keep people in poverty
rather than lifting them out of it, were
rolled out one after the other. The
return to power in 2009 only seemed
to validate this approach.
But as the 2014 elections approached,
the limitations of the pure welfare
model started to become evident. The
nature of the poor has also changed
– people started demanding jobs
and better living standards. The old
poverty narrative had to change.
Scarred by its defeat in the 2004 and
2009 elections, the first attributed
(wrongly) to the hollowness of the
India Shining campaign and the second
to the Congress wresting the pro-poor
narrative, the BJP started looking for
a constituency to woo. It had to be a
section which fell between these two
categories. It was Modi who, as early
as 2012, during the Gujarat assembly
election consciously courted this
section that he called the neo-middle
class. The Congress woke up to the
10

September 2014

need to address this group rather
late – late in 2013 - and only when
it became obvious that the BJP had
tapped into the angst of this section
very successfully.
Who exactly comprise the neo-middle
class, also known variously as the
sandwiched class and the intermediate
class?
Its estimated 70 crore members are
those who have managed to cross
the poverty line but cannot quite
call themselves the middle class.
Rahul Gandhi aptly described them
as not rich, not middle class not BPL
(NRMB). They are constantly in
danger of relapsing to the BPL status
at the slightest economic shock. In
the urban areas, they include the
army of street vendors, daily wage
labourers, carpenters auto-rickshaw
drivers and domestic workers; in the
rural areas, they are largely casual
labourers on farms as well as nonfarm enterprises.
The frustration of this group is very
real. In the rural areas, 45 per cent of
them are not literate and this group
accounts for 45 per cent of rural
labour. Similarly in urban areas, 25
per cent of this class is illiterate and
form 35 per cent of the casual labour
force. The work participation rates
for this group is a mere 37 per cent in
rural areas and 34.5 per cent in urban
areas. Of those employed, over 50 per
cent is self-employed in the rural areas
and 40 per cent is engaged in casual
labour. The picture in urban areas is
only slightly better – close to 45 per
cent is self employed. However, there
is a larger proportion of regular wage
workers here (33 per cent) than casual
labour (21 per cent). How employable
they are is a bigger question – in the
15-29 age group in both rural and
urban areas, only 2 per cent received
formal vocational training. Of these, a

majority were unemployed.
But this is also the class which is
politically aware and vocal and
exercises its franchise to show its
anger. This is the class which put the
Aam Aadmi Party in power in Delhi.
Parties can ignore it only at their
peril.
The budget speech showed that the
Modi government is alive to this
and that it had decided to make
this group central to its economic
strategy for the nation. The focus on
domestic manufacturing in Modi’s
Independence Day speech was also
perhaps with this section in mind.
But designing policies and programmes
for this class will be tricky. A sizeable
chunk of this group comprises the
youth and it is not comfortable with
merely being recipient of charity in
the form of government doles; those
belonging to this group want to be
part of the development story. They
are aspirational and recognize that
rural job guarantee programmes and
food security doles alone will not help
them move up the socio-economic
ladder as fast as they want to. This is
the mistake Rahul Gandhi made during
the election campaign; his tone when
speaking of them was paternalistic,
about the government doing things
for them instead of promising to help
them improve their lives.
So how are the aspirations of this
class to be realised? They want more
than anything else jobs or at least the
freedom and resources to set up their
own ventures. For this the country
needs more reforms, not less. But
what kind of reforms? There is now
no getting away from the second
generation of reforms. All that this
intermediate class wants can be given
only if these are carried through.
Rigid labour laws are clogging the
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employment pipeline; they need to be
eased to allow factories to refresh their
workforce with new talent. Labour
law reforms have been blocked using
this class as an excuse when, in fact,
they are the reason the changes need
to be speeded up.
Reforms are needed in the entire skill
development edifice. As Modi asked
in his Independence Day speech,
why don’t we have good plumbers,
electricians and carpenters? This
class needs avenues for picking up
skills and honing them; that alone
will insure them against falling
back below the poverty line. The
government has taken a good first
step in bringing all skill development
and vocational education programmes
scattered across ministries under one
umbrella; how this shapes up remains
to be seen.
This section needs access to finance
but face huge problems because of the
lack of collateral which banks insist
on. Some measures need to be taken

on this front as well to enable them
to get easy access to credit (a promise
Jaitley did make in his speech).
Along with this, this section needs
freedom from the state which kills
their entrepreneurial spirit with a slew
of clearances that are tied up with
miles of red tape. They do not have
the time, energy or ability to navigate
this minefield. Reforms aimed at
improving the ease of doing business
are far more important for this section
than any other.
That is why, more than anything else
what this section needs is governance
reforms. They also want education,
affordable health care and better
living conditions, including potable
water and toilets. Each of these is a
problem today because governance
systems have failed this class. The BJP
did not lose the 2004 elections because
of the India Shining campaign; it lost
because distortions in governance
structures blocked the benefit of
liberalisation from reaching these

sections. It is not as if this class does
not need financial support at all, but
the manner in which financial support
is given needs to change. They need
to have bank accounts and so reforms
that will further financial inclusion are
necessary.
The Modi government seems to have
understood the importance of the
intermediate class. It has understood
what this class wants. It now has to
concentrate on delivery – not through a
welfarist approach but an empowering
approach. This class is going to remain
important for many years from now, as
more and more people hopefully come
out of poverty. Any future government
has to design its policies for this class
and political parties that are now not in
power would do well to see that they
do not cussedly block actions that the
government takes to help this group.
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stone. That offered immense comfort
to investors, domestic and foreign,
who flocked to him in droves. He drew
enormous mileage from this and would
like to continue to do so for a long
time. But a bulldozer also leaves a lot
of wreckage even as it clears a path.

why the direct tax code bill, a goods
and services tax, a new national
commission to facilitate investments
and a review and streamlining of the

True reform requires transparency in
and demystification of processes. It
also severely restricts discretion or the
power to make exceptions. Expedient
decision-making, but not at the cost of
fairness and equity is an overarching
consideration. All these apply to all the
interfaces between citizens, corporate
entities and the government, be it the
matter of taxation or the ease of doing
business or preserving environment or
the timely settling disputes. That is

Let us not be naïve and expect that
the reforms will be easy or painless.
They seldom are. Let us also not
expect that there will be a clean break
with the past, much though the new
government might like to think about
it. In a functional democracy that is
neither feasible nor desirable. But
basic change it must be. It cannot be
just more of the same, a little nudge
and a tuck here and there. Nor should
dissenting voices be silenced in the

laws and the judiciary all become
integral parts of a desirable reforms
package..
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name of expediency. That is the right
measure of reform.
Growth and development, inclusive
or otherwise, require the pursuit of
win-win strategies and simultaneous
abandonment of zero-sum games
as preconditions. We need to look
not to the next election, but to the
next generation and perhaps the one
thereafter, putting aside concerns
of who comes out on top. That was
beyond the UPA’s grasp. Hope springs
eternal that this would not be the
case of the new dispensation that has
replaced it.
shreekant.sambrani@gmail.com
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Economic Reforms in India:
Constituents and Drivers

T

Dr. Tulsi Jayakumar

he global economy has
witnessed large changes in
the aftermath of the global
financial crisis. With Advanced
economies continuing to experience
sluggish growth even in 2014 and with
the actual Gross Domestic Product
falling about 13 percent relative to precrisis growth trends, there are prospects
of a ‘Secular Stagnation’ in Advanced
Economies (AEs) (Canuto, Nallari and
Griffith, 2014). In the face of such AE
stagnation, the economic transformation
of Emerging Market and Developing
Economies (EMDEs), chiefly India and
China, has emerged as a critical factor
in global economic growth (Canuto,
2011). The vista of opportunities that
such a global scenario presents for
India is predicated on the assumption
of successful economic and structural
reforms.
However, what are the essential
conditions for successful economic
reforms? Who are the constituents of
such reforms and what are the drivers
of such reforms? Section I of the
paper considers these questions in the
context of the economic reforms as
have been undertaken in the past- their
constituents and the drivers of such
reforms. In doing so, we study the entire
period of post-Independence India in
the form of five phases and look at the
compulsions and drivers of economic
reforms in these phases. Based on such
an understanding, the next section
considers the fate of economic reforms
under the present new government
before concluding comments.
12
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Economic Reforms in
Post-Independence India:
Constituents and Drivers
The history of the politics of economic
reforms can be divided into five distinct
phases. The policy focus in each of these
phases was driven by a distinct political
orientation. The manifestation of such
political orientation was witnessed
in the approach to economic reforms
as also the macro-economic goals
pursued by successive political parties/
leaders in each of these phases. The
change in such political orientation was
consistent with a shift in the balance of
power of various classes in India, with
the steady growth in the size and power
of Indian business interests, as also an
urban middle class. Economic reforms,
through much of the period, have been
dominated by a state-business alliance.
Despite socialist pretensions, the
dominant theme of economic changes
introduced throughout the period
has remained growth rather than redistributive justice. At the same time,
since the 1980s, the poor (the numbers
of which have been dwindling), have
been co-opted into the development
model followed with the notion of a
‘trickle-down’ from a ‘Growth First’
policy.

PHASE I: THE NEHRUVIAN
ERA (1951-1967)
The Nehruvian Era, which witnessed
the commencement of planning in
India, was based on the acceptance
of the ‘socialist pattern of society’.
The guiding political philosophy of

Nehru was Fabian Socialism. While
Gandhi had mobilized segments of
the Indian peasantry into the Indian
nationalist movement, Nehru’s social
commitments helped in strengthening
the Congress’ social base further.
The two major changes associated with
the Nehruvian era were-a) The abolition
of the Zamindari and b) Centralized
planning and focus on industrialization
with its heavy-industry , pro-public
sector bias. While the former sought
to initiate land reforms in agriculture,
the latter was seen as a means of
enunciating the growth path that India
would follow.
The abolition of Zamindari , was driven
less by a genuine desire to create
conditions for growth and mobility of
the classes of land tillers in the countryside and in fact, was more a political
phenomenon. It reflected the need
of the Congress to restrict the power
of the pro-British Zamindars, who
posed an obstacle to building its own
power in the periphery. While partially
successful, the abolition of Zamindari,
did not have the effect of changing
power relations in the countryside and
improving the lot of the tiller. With
the “lower gentry”- beneficiaries of
this move- being co-opted as pillars
of political support in the countryside;
the growth of a bureaucracy that was
easily influenced by the rural powerful
and land redistribution being left to
state governments dominated by landed
classes, it comes as no surprise that this
‘reform’ had no significant effect on
reducing inequalities in the rural sector.

Maharashtra Economic Development Council, Monthly Economic Digest

Cover Story
The era also saw the emergence of a
dirigiste state based on the notion of
‘achieving the Commanding Heights of
the economy’ with its pro-public sector,
pro-heavy and basic industry bias.
The private sector was consequently
restricted through a regime of industrial
licensing (Kochanek, 1985).
A liberal import regime in the initial
years to spur the domestic economy led
to the foreign exchange crisis in 1957,
which led to a heavy cut back in the
public expenditure envisioned in the
Second Five Year Plan. The result was
the ushering in of foreign exchange
controls, which survived for several
decades.
Macroeconomic
management,
characterized by high tax regimes and
a squeeze on the private corporate
sector, then was representative of the
political ideology of the Nehruvian era,
with its focus on adopting public sector
industrialization, with its capitalintensive bias. The effects of such a
pattern of industrialization on poverty
were largely minimal- there weren’t
enough jobs created to make sufficient
dent on the numbers of poor.
PHASE II : THE INDIRA GANDHI
ERA (1967-1984)
This second phase can be further
subdivided into two phases, namely
the pre-Emergency vs. the postEmergency era.
The Pre-Emergency Era (1967-1980)The
pre-Emergency
era
was
characterized by a Rhetoric Socialist
political orientation which culminated
in the populist ‘Garibi Hatao’ Andolan
in 1971. The food crisis of 1966-67,
the growing unemployment, as also the
alignment of businesses with parties
such as the Swantatra Party and the Jan
Sangh- parties that were representative
of the growing urban middle class and
the trading community -led Mrs. Gandhi
to adopt hugely populist socialist

•

The passage of the Monopolies and
Restrictive Practices Act in 1969 which ostensibly was to restrict the
monopoly power of big businesses,
but was really used as a device by
which “the money power of the
large business houses could be kept
on a short leash so that it could be
utilized to the benefit of the ruling
party” (Marathe , 1986)

•

The nationalization of banks in
1969- which ostensibly was to take
banking to the poor, but was really
set to curb the power of the private
banks, most of which were owned
by private businesses.

•

Increase in the list of industries
delineated for the small scale
sector.

of factors were responsible for
this shift from a “left-leaning state
intervention that flirted with socialism
to a right-leaning state intervention in
which the ruling elites recommitted
themselves to a more sharply capitalist
path of development” (Kohli, 2006).
Some of these factors included: a
growing realization that redistributive
possibilities were increasingly limited,
the alienation of the big-businesses that
had resulted from the harsh rhetorical
stance that had been adopted in the
previous era, the low economic and
industrial growth, as also Mrs. Gandhi’s
confidence in the support of the rural
poor. This era then represented the
growth of a state-business alliance
which was increasingly dominated
by large capital. The axis of power
shifted from labour to capital for the
first time.

•

Highly expansionary fiscal policies
dominated by free power and free
fertilizer to support the farmers,
especially in the context of the
Green revolution; loan melas;
and food subsidies to consumers;
employment generation programs
aimed at poverty alleviation.

Mrs. Gandhi embraced the private
sector and prioritized economic growth
in this era, downplaying redistributive
concerns, although she continued
to don the mask of a ‘Leader of the
Masses’ with the continued call for
‘Garibi Hatao’.

Thus, the policy focus in this era was in
part dictated by the constituency of the
rural poor who formed the political base
of the Indira-Gandhi led Congress. At
the same time, such policies sought to
suppress large businesses that constituted
the political base of the opposition - Jan
Sangh and Swatantra Party.

Economic reforms in this period
included the dilution of the MRTP
Act and allowing the private sector to
enter into areas hitherto restricted for
them, providing an investment climate
conducive for big businesses to expand
private investment by allowing them to
raise finance directly from the public,
as also reducing the harsh tax rates;
and an anti-labour stance to enable big
businesses to grow.

measures. The orientation throughout
this period was anti-urban, anti-big
business, reflected in the economic
policies of the time-

Macro-management in this era was
characterized by a redistributive stance,
with a tight control over inflation
in keeping with the interests of the
political constituency supporting the
ruling party.
The Post-Emergency Era (19801984)
Indira Gandhi’s return to power in 1980
marked a distinct change in the Indian
model of development. A constellation
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That there was a 180 degree change in
the stance towards big businesses and
the private sector was visible in the
government’s stance towards foreign
competition in this era. The government
in 1981 had made some feeble attempts
towards import liberalization. However,
the cheap imports flooding the markets
and the greater consumer interest it
September 2014
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might have represented (by way of an
increasing variety of cheaper goods
available) was put aside when faced
with a sharp call for protection from
Indian businesses. It was clear that the
political constituency of reforms had
undergone a remarkable change. Such
reforms as import liberalization could
not withstand the onslaught of the
political interests which dictated such
changes. As Kohli (2006) puts it, “ the
model…… was more pro-business than
pro-market.”

PHASE III: THE RAJIV
GANDHI ERA (1984-1991)
The Rajiv Gandhi era marked a
continuance of the state-business
alliance and a populist political
orientation aimed at increasing the
political base among big businesses.
Industrial delicensing, a deregulation
of the industrial sector and a promodernization bias marked a radical
shift from the earlier semblance of
socialist stance that Indira Gandhi
had continued to maintain in her
post-Emergency avatar. India, under
Rajiv Gandhi, had largely given up
any pretensions of being a Socialist
state. The ‘Growth-first’ model was
continued. A reduction in taxes to the
middle classes generated demand for
consumer durables, and led to private
sector investments in such industries.
The period saw the growth of old
industrial houses such as the Tatas and
the Birlas, as also the growth of new
firms. Thus, for instance, Reliance
Textile Industries in 1985 renamed
itself as ‘Reliance Industries Ltd.’ and
started aggressive expansion. At the
same time, while there was an attempt
to open up the economy, it was always
clear who would take precedence in any
conflict of interests between domestic
industry/ business interests and foreign
capital.
The fiscal profligacy that this era was
marked by culminated in the financial
14
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crisis of 1991, leading to the ‘Economic
Reforms’ of 1991. Throughout this era,
there was the rise of the urban middle
class.

PHASE IV: COALITION
POLITICS AND “THE PHASE
OF REFORMS’ (1991-2014)
The period 1991 is termed as a watershed
year, with an official recognition of the
commencement of structural reforms.
The reforms that were undertaken
under the Narasimha Rao government
are well-known, with the acronym
LPG – Liberalization, Privatization and
Globalization – used to describe these
structural reforms. The Liberalization
and Privatization measures aimed
at the domestic industrial sector,
including simplification of investment
rules, abolition of the Licensing Raj,
reduction in the scope of the public
sector etc. – did go down well with the
established business class constituting
the political base of the time. Yet, the
success of the Globalization measures
undertaken in the 1990s owes partial
explanation to the peculiar dynamics
in the global as well as domestic arena,
and not just to the diktats imposed by
the IMF in the wake of the crisis.
As Kohli (2006) has remarked, the
decline of the Soviet Union both as a
trading partner and political ally, the
availability of investible resources in
the form of foreign exchange (through
increasing portfolio investments), as
also the anticipation of the formation
of the World Trade Organization
(WTO) with its lower tariff and other
barriers, were the significant global
developments which accelerated the
need for globalization, despite it being
anti-Indian business interests. At the
same time, the growth of an exportoriented business lobby, as opposed
to businesses based on an importsubstituting industrialization model
also explains the economic reforms
directed towards greater openness.

The new alliance was between the
Confederation of Indian Industry (CII)
– representing modern export –oriented
industries - and the Indian bureaucracy,
with its obvious preference for a
more open and competitive economy.
Thus, as pointed out by commentators
(Kochanek, 1996; Kohli, 2006), Indian
capital itself split – each with its own
political and policy preferences. The
nationalist elements in the Indian
businesses were naturally swayed
towards and got aligned with the
swadeshi politics of the Bhartiya Janata
Party.
The political parties that occupied power
in this era (1991-2014) also reflect
the growing importance of coalition
politics in India. While the Congressled coalition ruled much of this period,
the economic changes in this periodespecially in UPA-II- were constrained
by such coalition politics. On the one
hand, regional parties had an important
role in forming the government at the
Centre, while on the other, there was
growing fiscal dependence of the states
on the centre. The result was muddlethrough politics, with economic
policies dictated by regional satraps,
big Indian businesses and the growing
urban middle class at the same time.
The growth of an urban middle
class in the last decade- with its high
consumerist tendency- was responsible
for several liberalizing reforms in
this era. Thus, the telecom sector
revolution, the opening up of the civil
aviation sector to the private sector as
also the banking sector privatization
etc. need to be understood in the
context of the change in the political
constituency of the reforms. Erstwhile
strong constituencies of public sector
workers and trade unions, which may
have challenged the opening up of
such sectors in the past, were rendered
ineffective due to the rise of an urban
middle class, with its demands for
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better and cheaper services, effectively
encouraging competition.
The political orientation of neo-liberal
populism based on coalition politics
resulted in fiscal sops, especially in the
aftermath of the global financial crisis.
At the same time, accommodative
monetary policies to appease domestic
business were followed. Such profligacy
and the resultant dip in economic
growth rates were followed by attempts
at consolidation.
What about the constituents among
the masses? At one level, the UPA
government’s programs such as the
MNREGA and the Food Security Bill
represent instances of perceived populist
sops aimed at retaining low income
groups and rural voter bases. At the same
time, a muddle –through as also pressures
exerted by contradictory constituencies
appears to be visible in reforms such
as the Land Acquisition Bill. Domestic
business interests were increasingly
swayed by the swadeshi politics stance
adopted by the BJP. Investment rates
plummeted and so did growth.
The lack of confidence in the Indian
economy, a general rise in pessimism,
as also the political mismanagement in
the final years of UPA-II rule heralded
the change in the political power in the
2014 elections.

THE POLITICAL BASE OF
THE NEW GOVERNMENT
AND ITS IMPLICATIONS FOR
REFORMS
The BJP led government won the 2014
elections in a decisive manner and
emerged as the single largest party.
What constitutes its political base and
what is the significance of such a base
for future economic reforms?
The picture that emerges is that
of economic changes having been
dominated largely by a statebusiness alliance in much of the postIndependence era, especially after the

1980s, though the composition of the
constituent business has undergone a
change.
At the same time, the decrease in the
numbers of the poor, the growing
urbanization and the growing urban
middle class has created a new segment
driving the direction, as well as pace of
such reforms. According to a McKinsey
report, the size of this middle class has
been estimated to be 200 million (about
20% of the population) by 2015,
The new government can thus count
among its political base – domestic
business interests, as also the large
urban middle class. The series of
economic reforms announced by the
Modi government, viz. opening up
the railways infrastructure sector
and defence to FDI corroborate the
hypothesis that the government may
wish to maintain status quo with
regard to initiatives (such as FDI in
retail) regarded as politically more
contentious. In this sense, the orientation
of the current BJP government towards
reforms can be seen as a mere extension
of its Congress predecessors, though
accused of being tinged in the rhetoric
of saffron.

CONCLUSION
It is true that much of the postIndependence era has been dominated
by ‘elite politics’. While the
development agenda in the past has
been seen largely as the response
of the Indian elite to placate the
‘clamouring masses’ (Bardhan, 1984)
through unleashing the entrepreneurial
forces from shackles and regulations
in the hope of a ‘trickle-down’, this
constituency may no longer be the
dominant constituency. Through much
of the 1980s and later, the urban middle
class and the domestic business interest
emerged as the strongest constituents
and drivers of economic reforms.
The last few years has however
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witnessed interesting developments.
The emergence of an educated urban
global middle class along with the
electronic media has manifested itself in
the rise of a new form of ‘mass politics’.
Political parties such as the AAPnotwithstanding their recent internal
problems- point to the increasing
restlessness among the educated urban
global middle class regarding the nature
of growth, as also their growing sense
of entitlements. Such mass politics has
transferred the scene of debates from
the institutionalized settings of the
Parliament to the streets or TV studios.
What are the implications of such
emergence of a new constituency
of reforms? While the earlier era of
liberalizing reforms were pushed at
times by a narrow ruling coalition in
a “stealthy” manner1 (Jenkins, 1999)
aimed at circumventing nationalist
and popular opposition, such reforms
increasingly will be debated and
decided on streets and/or in televised
debates. Whether reforms such as
FDI in retail, labour reforms etc. go
through will depend on the outcome
of such ‘mass politics’. What of propoor policies aimed at redistributive
justice? If the history of the politics
of economic reforms is anything to go
by, we may have said goodbye to even
a hint of pro-poor policies well in the
1970s. And in that hangs a sad tale!
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The reduction in fertilizer subsidies
and increase in petroleum prices in
September 1992, for instance, were
introduced after the Parliament went
into recess.
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A Reflection on
Economic Reforms in India
Dr. R.K. Pattnaik

Ms. Samarpita Banerjee

Backdrop:

I

n economic theory it is well
recognised that the essence of
economics is to acknowledge the
reality of scarcity and then figure out
how to organise society in a way which
produces the most efficient use of
resources. Furthermore, every economy
in the world is guided by three central
questions- What to produce? How
to produce? For whom to produce?
However, these three questions are
dealt with differently by different types
of economies. While in a ‘market’
economy, most economic questions are
settled by the market mechanism, on the
other end of the continuum, all decisions
regarding production and distribution are
taken by the government in a ‘command’
economy. No contemporary economy/
society falls completely within any of
these two polarities. Rather, what exists
are more of ‘mixed economies’, which
are guided by the market forces while
allowing some degree of government
intervention.
In the above context, it is pertinent to
note that no economy functions optimally
with perfect allocation of resources and
perfect maximisation of stakeholders’
interests. History has been a witness
to “market failures’ and ‘government
failures” necessitating paradigm shifts
in policy interventions resulting in
economic reforms with the objectives of
allocative efficiency, economic stability
and redistributive justice.
Against the above backdrop., the
remainder of the present article is
organised as follows; Section 1 presents
the determinant of economic reform
reforms, Section 2 focuses on the present
16
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reform processes and limitations, the
way forward policy priorities on reforms
are set out in section 3. Concluding
observations are in section 4.

and an eye on the electoral ballots! The
answer is simple- these are only short
term remedies to long term problems.

1. Determinants of economic
reforms

2. The present reform processes
and limitations

Economic reforms may be crisis
driven( India) or voluntary( China).
Crisis driven reforms are essentially
guided by the Washington Consensus
mostly aligned with the objective of
macroeconomic stability. In this type of
reform the qualitative aspect is ignored.
Hardly any emphasis is given to issues
related to improving the quality of life
for the people for whom these reforms
are meant.
In a crisis driven reform process
the
determinants
are
economic
compulsions. However, in a voluntary
reform, the determinants are sociopolitical pressures. The focus on the
drivers of growth and financial inclusion
gets priorities. Political factor plays
an important role so also the political
leadership. There is a pressure built up
from the electorate forcing the political
leaders to take populist measures.
In the above context it is important to
note that the determinants of economic
reforms, in a democratic setup like
India are likely to be the general public,
thereby providing some logic to the
populist measures- increasing subsidies,
free water schemes, increased annual
limits on subsidised LPG and so on
and so forth. But, if such is the case,
it is time to question ourselves, has
there been a significant impact on the
lifestyles of these people, or are these
just implemented with a myopic view

In India, (as against China where
reforms were undertaken voluntarily)
, the economic reforms were driven
by Balance of payment (BOP) crisis
of 1991 under a threat to sovereign
default, where we were forced to open
up our economy, liberalise our trade
norms and privatise our industries to be
able to come out of the extreme levels
of debt and debt servicing obligations.
On the financial sector front, banking
and financial sector reforms have not
only improved the asset quality but
also brought about a sense of market
discipline. Similarly on the external
front, the economy has opened up and is
reaping the benefits of rich capital flows
in the form of investments to and from
the rest of the world, thereby coming
out of the perpetual ‘reserve crunch’.
In our two decades of reform we have
focussed both on the quantitative and
qualitative aspects.. However, the
quality of reforms have questioned more
often than not. It is pertinent to note that
the quality of reforms critically hinges
on the political will and clear mandate
from the constituents (voters).
We have missed out the very notion
of sustainable growth i.e. inclusive
growth and distributive justice. With
a high poverty ratio of near 26 percent,
inadequate growth in employment
generation and about a quarter of the
entire population in the tight grip of
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poverty, what real growth are we talking
about? In light of this, it is important to
answer one important question- Who
are the determinants and focus of the
economic reforms?
The 2009 polling verdict demonstrated
the fact that the only way to beat an
anti-incumbency stride, is performance
of the government on the economic and
developmental front. Performance to
some and riding on the benefits of the
global economic boom to some other,
whatever be the case, it is seemingly
apparent that economic development
has, over the years emerged as a key
driver of the election mandates. May
2014, went ahead to reiterate the
corollary, just that this time the tables
had turned! And how!
In an environment where our biggest
competitor-nation, China, is focussing
its policies on liberalisation of exchange
rates and interest rates and speeding up
of reforms in property and consumption
taxes, thereby accelerating the pace
of economic reforms to contain its
slowdown, the pace of Indian reforms
need to be stepped up. Bold reforms are
welcome and long overdue!

3. Way forward policy priorities
on reforms
So what is the road ahead?
First, it’s an old tradition for governments
to face huge political rage not only from
the opposition, but sometimes from its
own allies, when it wants to go against
the tide and take some tough decisions,
necessitated by market irregularities. Be
it FDI in multi-brand retail or reducing
the diesel subsidies due to soaring
market prices and inflated subsidy bills,
it is almost impossible for governments
to go through with such decisions.
Second, in an economic setup, where
the country is trying to emerge from
a slow-down and the central bank is
undertaking inflation targeting, to propel
growth and a revamp, the country needs
to focus on accelerating the pace of

bringing reforms in some key areas.
Third, India’s ambitious tax reform
replacing the indirect taxes levied by
the central and state governments with
a Goods and services Tax (GST) is
long due. This is expected to boost the
Indian economy by up to two percent
points, but again has faced political
resistance fearing loss of fiscal powers.
The manufacturing sector is eyeing this
reform to eliminate the multiple levels
of taxes, presently in effect. The removal
of excise duty on manufacturing, under
the GST regime, would boost the cash
flows and reduce the inventory costs,
thereby giving the much needed push to
the manufacturing sector.
Fourth, as an economy, driven by supply
side inflation, majorly food inflation, it is
imperative to drive up the performance
of the agricultural sector. With about
60% of the population engaged in this
sector, the development can reap into
cascading positive impacts through
reduction in poverty, faster increase in
rural incomes, rise in aggregate demand
and therefore more investment and
production. The growth momentum in
India’s agricultural exports is expected
to sustain in the times ahead. There
should be greater investment in this
sector to bridge the three key deficitsinfrastructure deficit, credit availability
deficit and information deficit.
Fifth, growth, in its truest sense
cannot be achieved if the foundation
is not strengthened- foundation in this
context referring to improvement in the
education sector and investment in skills
development. While there has been a
rapid expansion of primary education
in India, there is increasing evidence of
deterioration in the quality of education,
especially in the government-run
schools. This can only be achieved
through investment in teacher training
and improvement and up-gradation in
course materials. While the drop-out
rates in primary education have been
contained to a great extent, secondary
education has to be developed through
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significant investment in education
infrastructure, more so through the
PPP model. However, in the Indian
context, to put things into perspective,
education does not necessarily result in
employment opportunities. Therefore,
adequate emphasis and policies need to
be established on the skill development
front, with close participation of
industry, to ensure there is no gap
between the demand and supply of skill
sets.
Sixth, the next obvious question would
be - With a clear mandate by the nation
should the NDA government go for
continuity with change or a complete
paradigm shift. Evidences suggest
that continuity with change is a better
option. Around this time, the global
rating agency, Standard and Poor, are
evaluating the policies of the present
government for a sovereign rating
review for India, currently pegged at
the lowest investment grade. One can
only hope that the promises of the
government in power, translate into
the necessary economic reforms which
can raise India from its slowdown, and
put it back on an accelerated growth
trajectory.

4. Conclusions
Economic reforms ultimately are
efficient and effective customer service
to all stakeholders The fear of electoral
mandate in the political system distorts
the smooth functioning of reform
process however, strong leadership
could revert the situation. India is the
largest democracy in the world. Our
reform process should not be a big
bang approach. It should be gradual and
calibrated. Now the focus should be on
faster, sustainable and inclusive growth.

ranjitkpattnaik@gmail.com
Dr. R.K.PATTNAIK is a Professor and Ms.
Samarpita Banerjee is a MBA ( Finance)
student at SPJain Institute of Management
and Research, Mumbai
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Determinants of
Economic Reforms
Mr. Sunil Bhandare
Policy Paralysis & All That !
In the closing years of its tenure, the
UPA II government gained dubious
distinction for what was widely
pronounced as “policy paralysis” or
virtual stoppage of reforms. For a
variety of reasons [including sequence
of expose` of corruption and scams],
many important legislations, be it
with respect to pension, insurance,
FDI in mult-brand retail, banking
laws amendment bill, mining, fiscal
responsibility/ subsidy or labour
reforms, were held back or could not
be pushed through. So also, were
there series of obstacles even in the
normal [budgeted] pursuit of PSU
disinvestment program and policy/
project approvals of various Ministries,
especially those concerning auctioning
of valuable natural resources like coal,
telecom spectrum, etc. In a sense,
economic reforms became a victim
of erosion in its credible and decisive
political constituency.
In the speech delivered at the Carnegie
Endowment for International Peace,
the then Chief Economic Advisor,
Dr. Kaushik Basu observed very
perceptively that no big-ticket reforms
were possible till the 2014 elections,
which caused a flutter and a huge
confusion in the national political
forum. Indeed, those were challenging
times in our post-reforms economic
era, not just the future of reforms
process, but even the implementation
of exisitng policies and approval of
major infrastructure projects became
increasingly suspect.
18
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Political and economic space of
national discourse came to be
dominated primarily by issues of
corruption of all sorts and lack of
inter-ministerial and Center-States
coordination. Widespread perception
of nexus between “crony captalists”
and executive wings or regulatory
inistutions also undermined the
government’s authority in general, and
that of the PMO in particular. Equally
importantly, the focus shifted decisively
in favour of a host of social sector
programs in the name of entitlement
and empowerment of those at the
bottom of socio-economic pyramid,
minorities, backward communities, and
so on. The motivation for such policy
changes was driven by considerations
of poltical expediency and not by
economic or fiscal rationale. Constant
interventions in policy making
through the institution of National
Advisory Council – non-constitutional,
non-official body, led by the the
Congress Party President – caused
attrition of PM’s executive authority.
In the absence of unity of command, he
was found to be struggling to provide
the long overdue thrust to economic
reforms required for revival and
recharging of the growth momentum.
The damage caused to India’s
economic progress during this period
has been severe and well-documented
already: the loss of growth momentum;
deceleration of investment rate; fiscal
and external sector imbalances; high
inflation; stalling of infrastructure
projects; and so on. All such adversities

manifested in consumption, savings and
investment behvaiour of the economy.
What turned out to be even more
distressing was the growing sense of
despondency among most stakeholders
of the economy! People at large, and
votaries of reforms in particular – be
it the middle-class, professionals,
business and industry, economists or
planners – lost confidence in the ability
of the government to deliver fresh
stimulus to the reforms process.
In substance, the constituency of
economic reforms, especially in the
political spectrum, started shrinking
in the latter part of UPA II government.
Fortunately, this
situation since
has changed significantly with
the emergence of BJP led NDA
government, under the stewardship
of Prime Minister Narendra Modi.
Given its impressive majority in the
Loksabha, there is a renewed sense
of confidence about relatively longerterm political stability and restoration
of unity of command of the PMO –
the essential ingredients for putting
the reforms process back on track
and ushering acceleration of growth
momentum. One believes that the
constituency of liberal reforms would
once again start regaining its strength
and sustainability!
Determinants/ Drivers of Reforms
Based on experiences of our long postIndependence history of economic
planning and development, including
more than two decades of posteconomic reforms period [since
1991], two key issues are critical

Maharashtra Economic Development Council, Monthly Economic Digest

Cover Story
in the Indian context, namely, [a]
what drives economic reforms in our
complex
socio-political-economic
ethos? and [b] what forces influence
the constituency of economic reforms
or who steers its momentum? To a large
extent, these issues are inter-related.
Also, they are multi-dimensional in
nature, covering not only sociology,
politics and economics, but also
ideological influences of different
phases of history and competence and
caliber of politial leadership at the
helm during respective points of time.
Further, one also perceives a
phenomenon which is akin to phases
of business cycle. In a manner of
speaking, economic reforms seem to
follow a logic of business cycles –
expansion [drive for reforms] followed
by contraction [pause/ retreat from
reforms] and back to expansion or a
typical boom-bust cycle of economic
development. Alternatively, one may
like to compare the reforms process
generating a pendulum movement of
thesis, anti-thesis and synthesis [the
Hegelian dialectic process!]. Thus,
there are some distinctive epochs
when either socialist/ extreme market
restrictive, state dominating [veering
towards
socialism/
communism]
philosophy or liberal/ pro-market
ideology [capitalist] holding sway
in policy making. Liberal economic
reforms are often branded as a rightwing pro-capitalist backlash, while
social welfare dominated economic
strategy is considered as a progressive
movement. Based on their economic
outcome during the relevant time
period or its myopic interpretation
for electoral politics, a countervailing
and/or “distractionist” forces tend
to gather momentum, swinging the
pendulum back to the other side. Often
this process seems to be searching or
calibrating proverbial, but an evasive/
abstract, middle path!

Broad Phases of Path Thus
Traversed!
We have been a witness to such a
process of shifting sands of economic
policies all the time. Our exploration
into two searching questions about the
constituency of reforms and their drivers
makes it imperative to have a quick
overview of how India has traversed
its path so far. In the post-Indpendence
period, especially after the setting up
of the Planning Commission in 1951,
a program of economic development
under the framework of democratic
socialism with a strong focus on
industrialisation, import substitution,
and dominance of public sector [a la
the Second Plan model] became a
driving credo. Implicit in this planned
development project was a subservient
role for the private sector under of
what was euphemistically called the
“mixed economy” framework. The
rationale of such economic strategy
was driven predominantly by the
charismatic personality of India’s first
PM Jawaharlal Nehru. It generated
enormous appeal, especially among
the youth and intellectuals of leftist
orientation. No doubt, some voices
of strong dissent were arguing the
case for a greater role for the market
system and private sector enterprises,
but those were snubbed as advocates of
free enterprise or laissez faire capitalist
system. This Nehruvian socialism [the
thought process] held enormous sway
in the national policy discourse for a
very long time, and continues to raise
its head even now, albeit without much
force.
In the initial years, the outcome
of Nehruvian planning was quite
encouraging. There was acceleration
of growth momentum, largely driven
by the industrialisation process
[heavy industries and capital goods
sector model] through construction
of “modern temples” of public sector

Maharashtra Economic Development Council, Monthly Economic Digest

enterprises, buidling up of irrigation
potential through major dams, creation
of new institutions of excellence [for
example, IITs], and so on. It subserved
the aspirations of elites, planners,
committed bureaucrats, educated
middle-class, professionals, engineers
as well as of all those owing allegiance
to socialist philosophy. In a sense,
they became the core constituency
of planned economic development
policy.
But many major drawbacks and inner
contradictions of the system were
building up and gradually started
exploding as we progressed beyond the
first fifteen or twenty years of economic
planning. Hallmarks of that era were:
shortages of wage goods [food and
consumer goods], shortages of foreign
exchange, high inflation, rationing,
quotas and controls, inefficiencies
of public sector, falling productivity
and rising cost structure and many
others, including failure to deal with
endemic problems of unemployment
and poverty. Equally devastating were
extreme forms of licensing and controls
of industries, investments and imports,
most of which eventually paved the
way for the proliferation of Inspector
Raj and political and bureaucratic
corruption. A brief interlude of a
modest correction of this process
around mid-sixties through relaxation
of controls did not survive for long. The
forces against liberal reforms regained
some lost momentum, and political
expediency guided the subsequent
direction of economic policies till the
economic crisis of 1991.
A powerful shift was obviously ushered
in with the emergence of dominant
personality of Indira Gandhi as the
PM suppressing the voice of liberal
reforms. Nationalisation of banks,
severity of industrial, imports and
investment controls, including through
legislation relating to strident control
September 2014
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of monoplies and trade practices,
and the subsequent declaration of
Emergency changed the course of the
national debate. All these and more
of similar policy strategies were also
driven by an avowed objective of
“Garibi Hatao” [remove poverty],
to expand the constitutency of such
policies by enticing mass of voters’
population. There was a formidable
social and political coalition that
helped the Indira Congress to rule the
country with a firm hand of “distorted”
socialist dogma. This completely
stiffled the private sector initiative,
enterprise and investment. India not
only lost the opportunity of renewing
its domestic economy over the next
fifteen years, but lost progressively
its status and influence in the global
economic sphere.
In the mid-eighties, there was a
distinctive fresh air of liberalisation
under the young new PM Rajiv
Gandhi. He was considered as an
architect of several new ideas thanks
to his efforts to [a] dismantle licence
and quota raj; [b] usher in revolution
in information technology through
telecom and computers; [c] promote
agro-climatic planning model; [d]
implement democratic decentralisation
through Panchayati Raj; [e] modernise
airlines and defence sector; etc. In
essence, he sought to revive the spirit of
modernisation and private enterprise.
The consitutency of reforms moved
towards liberal thought process
from erstwhile extremes of leftist
orientation and the State domination.
Yet, there was still a long way to go
for the emergence of transformational
changes in economic policies.
Come 1991, India was engulfed in
a serious economic crisis – a deadly
combination of high inflation; high
fiscal deficit; and high current account
deficit. All these were inevitable
manifestations of both domestic and
20

September 2014

external sector imbalances. Given
the precarious foreign exchange
position, and the likelihood then of
sovereign debt default, India was
forced to accept the “conditionality”
attached to the IMF loan, involving
drive towards macro stabilisation and
structural reforms. What followed
thereafter in terms of liberalisation,
privatisation and globalisation effforts
is all too well-known. In the initial
stages of reforms, this paradigm shift
in economic policies was driven by
compulsions rather by convictions.
The author of this radical change in
the policy stance was the then FM Dr.
Manmohan Singh under the astute
leadership of then PM Narasimha
Rao.
Indeed, it was very tough for the
policy makers to break the shackles of
socialist oriented economic policies.
Businesses and industry were also
extremely wary of moving out of the
protectionist environment, which had
guided their fortunes for well over
four decades. Indeed, a certain section
of business and industry also formed
the informal Bombay Club to lobby
for gradualistic reforms – domestic
first and external reforms much later.
At the political level too, there was a
“Swadeshi Jagran Manch” supported
almost entirely by the major opposition
Party, the BJP. On the other side, a
predominant section of the society –
be farmers, industrial/ informal sector
workers, people in the low income
groups or the poor at large – was
virtually clueless of what such market
driven economic reforms mean to
them. The constituency of such
reforms remained extremely narrow
for quite some years; it was largely
confined to all those who consistently
believed in the free market economy and
sections of business and industry who
were willing, and had the confidence to
deal with competition both from within

[domestic] and outside [foreign].
After the economy showed resilience
and started responding with assurance
– all which manifesting in high GDP
growth, industrial resurgence, rapid
build-up of exports and forex reserves,
falling inflation accompanied by better
macro matrix of fiscal deficit, current
account deficit and savings-investment
ratios in mid-nineties – there surely
was no going back on the reforms
process. The constituency of such
reforms exapanded with every success
of policy design and its effective
implementation. Compulsions of
coalition politics also could not combat
this process even with changes in the
government whether of the BJP led
NDA or return of the the Congress
led UPA I subsequently. But the antireformists or status-quoists gained
their voice under UPA II, which
effecively undermined the economic
progress of the country in the latter
years of its tenure – the sub5% growth
scenario! And the rest is a recent
history.
Concluding Observations
In summing up, the constituency
and drivers of reforms are governed
by multiple dynamics of political
economy. Based on the developments
of post-reforms period, there are
several lessons for the future of liberal
reforms process in India.
First, India had experienced two
inspiring phases of growth in each of
the previous two decades, which were
also marked for significant progress in
economic reforms: first, from 199394 to 1996-97, when real GDP growth
averaged around 7.5% per year; and
second, from 2003-04 to 2007-08, when
real GDP growth accelerated to about
9% per annum. India also managed
to withstand the adversity of global
economic crisis – the Great Recession
of 2008-09 and steered its remarkable
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recovery for two consecutive years,
namely, 8.6% in 2009-10 and 9.3% in
2010-11.
Second, by virtue of such resilience
and growth performance as well as
efficient management of financial
system during recent challenging
times, India received acclaim not
only from the domestic community of
business and industry, bankers, experts,
professionals and the middle-class at
large [the current core of constituency
of economic reforms], but has also
become an integral part of G 20
countries, and its voice is becoming
increasingly audible and respected in
the comity of nations, who influence
global policy framework, be it the
IMF/World Bank or WTO. To sustain
this status, the constituency of reforms
needs further strengthening.
Third, over the last two decades, the
reforms process and its direction has,
by and large, remained intact, despite
several setbacks in its pathway. There is

a sort of secular trend/ approach of two
steps forward and one step backward.
This has happened in the past and may
continue to be the case even in the
future under various pretexts – the
proclaimed compulsions of coalition
politics or internal machinations or
contradictions of the principal party in
power [a la NAC in case of Congress
Party or RSS in case of BJP].
Fourth, springing up of reactionary
forces owing allegiance either to
extreme left or to extreme right wing
policies is unavoidable in the context of
shifting social and political coaltions.
The dynamics of complex electoral
politics have often caused and would
continue to cause distractions in the
smooth process of economic reforms.
The constituency and determinants of
the reforms process are being and will
be influenced by such events from time
to time. From our perspective, quality
and strength of political leadership at
the helm is what matters most to drive
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the reforms agenda.
Last, in the current scenario, what
assumes crucial significance is the
decisive electoral mandate received for
the BJP dominated NDA government
under the leadership of the PM Narendra
Modi. Twin planks of development
and governance are proclaimed as
its driving motivation. It also swears
by the goal of minimum government
and maximum governance – and we
believe these are powerful statements
that would expand the consitutency
of reforms and drive their progress
…… … Let’s wait and watch, and at
the same time be vigilant, if we truly
believe in the relevance of current
ideology of reforms. Guard against
the constituency of anti-reformists
and “status-quo” ists!
sunil.bhandare@gmail.com
The author is the Chief Economist in
MEDC
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Global Trade and Investment
Trends......
probing

T

Dr. Prakash Hebalkar
he past month has seen China
forcing large multinationals to
behave in after-sales service
of automobiles, the new Mexican
government deliver on major economic
reforms against a historical tradition
of socialist thinking and a small
group of vulture funds preventing a
debt settlement involving defaulting
Argentine sovereign debt to get
unequal treatment.

US

pharma

groups

and

chipmaker Qualcomm. In auto parts,
it may be onto something. The cost
of spare parts for an Audi AL6 were
four times the cost of a new car before
the reductions, the company said.
For the industry globally, the norm is
around three times, according to one
analyst…..

Mercedes and Skoda.
Car companies denied access to
branded spare parts and diagnostic
tools

to

independent

repairers,

hampering their ability to repair
and maintain certain car models, the
Competition Commission of India
(CCI) said in a statement on Monday.
The monopolistic control over the

Waiting for a potential fine could have

spare

been worse. Under China’s 2008 anti-

markets allowed these companies to

monopoly law, companies found to be

charge arbitrary and high prices, it

abusing their market dominance to fix

said. “The commission found that

prices can be fined up to 10 percent

the conduct of the car companies

of annual group revenue. Using the

was in violation of the provisions of

broadest legal definition, that could

section 3(4) of the Act with respect

mean a potential fine of roughly 5

to its agreements with local original

billion euros ($6.7 billion) for Audi.

equipment

More important may be maintaining

agreements with authorized dealers

good relations with a fast-growing

whereby it imposed absolute restrictive

luxury car market, which McKinsey

covenants and completely foreclosed

expects will be the world’s largest by

the after-market for supply of spare

2016.

parts and other diagnostic tools,” CCI

Source:July 29, 2014Chop shop suey - The

said in the statement.

Smart Investor, http://smartinvestor.

China’s competition watchdog has

The competition regulator has directed

b u s i n e s s - s t a n d a rd . c o m / m a r k e t /

forced luxury carmakers into a U-turn.

the car companies to “cease and desist

Features-255989-Featuresdet-Chop_

The whiff of a probe into vehicle parts

from indulging in conduct which has

shop_suey.htm#.U9d-ANoaySM

was enough to get Audi and Jaguar

been found to be in contravention of

August 28, 2014, New Delhi : Maruti

the provisions of the Act”. The car

Suzuki India Ltd, the nation’s biggest

companies were also directed by the

car maker, and 13 other car makers

commission to put in place an effective

were fined Rs.2,554 crore by the

system to make the spare parts and

antitrust regulator for failing to sell

diagnostic tools easily available in

spare parts in the open market, violating

the open market for customers and

competition law.The other companies

independent repairers. Source: MINT

on which penalties have been imposed

In an example of BOLD REFORMS
promised in an electoral campaign
actually delivered, that PM Modi must
learn from, the Mexican government
reformed the oil sector.

The Competition Commission of India
took lessons from China in examining
loss of consumer interest from
restrictive practices of auto makers in
the matter of spare parts and repairs;
this problem has for decades plagued
government procurement of aircraft
in apparently fair tendering processes
involving foreign aircraft vendors
who then arm-twist the government on
spares pricing.

Land Rover to reduce their prices,
even though neither has been publicly
deemed to be abusing its position.
Experience shows in China it is better
to admit guilt early than risk bigger
fines, or lose access to a critical
market.
Foreign companies are increasingly

include Mahindra and Mahindra Ltd,

vulnerable to accusations of unfairly

Tata Motors Ltd, Toyota Motor Co.,

milking Middle Kingdom consumers

Honda Motor Co., Volkswagen, Fiat,

for profit. The National Reform and

Ford Motor India Pvt. Ltd, General

Development Commission is already

Motors, Nissan, Hindustan Motors,
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parts
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tools
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Mexico’s energy reform became law.
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After months of controversy, president

mediator said that Argentina would

in the conflict in Ukraine.However,

Enrique Peña Nietosigned a law that

“imminently be in default.” Because

linking these attacks to government

will open up the country’s energy

a $539 million interest payment was

because of the complexity of the task

industry to private investors after 76

not made, the ratings agency Standard

is purely speculative on this point in

years of state monopoly. That could

& Poor’s said that Argentina was in

the investigation, and the perpetrators

mean lots of opportunities for big

default on those bonds.

may very well be cybercriminals with

oil firms. By amending the Mexican

The government of Argentina now

purely financial-driven purposes.

constitution,

enables

faces a stark choice: Try to restart

“Companies of our size unfortunately

foreign companies to enter into profit

the

reform

negotiations with investors it has

experience cyber attacks nearly every

sharing contracts with the Mexican

repeatedly called “vultures,” who

day,” Patricia Wexler, a JPMorgan

state, where companies invest in new

have for years refused to accept

spokeswoman, told Bloomberg. “We

oil fields and also get a significant

anything other than full repayment. Or

have multiple, layers of defense to

share of the profits. This change in

it can remain ensnared in a default that

counteract any threats and constantly

Mexican law is expected to bring in

could weigh on the country’s fragile

monitor fraud levels,” she added.

billions in foreign investment. Source:

economy and unsettle global markets.

……………………………….

Source: New York Times July 31, 2014

The mixed type of data affected by

Various

In a note of caution to India in the matter
of issuance of sovereign debt securities
to foreign investors, which could
make the government vulnerable to
extra-territorial application of foreign
laws, the Argentine government got
hit by a tiny band of ultimate holders
of Argentine securities who knowingly
bought them knowing that the country
had had its credit rating degraded and
yet who wanted no haircut even as
other investors agreed on a haircut in
settlement!

On the technology front, cyberattacks
on large banks remain evergreen news,
threatening the global financial system
as the trend towards anywhere
banking has perhaps gone to an
extreme thereby endangering the
fundamental banking proposition of
trust and dependability in handling
money.

company gigabytes of sensitive data.

companies have been brought in

The hedge fund firm of billionaire Paul

According to sources close to the

to analyze the systems in search of

E. Singer has about 300 employees,

investigation, the incident seems to

more clues on the attackers and their

yet it has managed to force Argentina,

have a foreign government behind it,

motivation. The FBI is also involved

a nation of 41 million people, into

since the complexity of breaching the

in the investigation, working with the

a position where it now has to

systems is far from being common to

US Secret Service.

contemplate a humbling surrender.

financial cybercriminals.However, it

JP Morgan Chase has not seen any

Argentina on Wednesday failed to

appears that the zero-day vulnerability

signs of fraud based on the information

make scheduled payments on its

leveraged to gain unauthorized access

extracted by the hackers from their

government bonds. The country has

to the information in the case of

computer systems.

the money to pay the bonds. But a

JP Morgan Chase has been used to

Source:Softpedia August 28, 2014

federal court in Manhattan has ruled

infiltrate the systems of financial

that unless Argentina settles its debt

organizations in Europe.

dispute with Mr. Singer’s firm, Elliott

The threat actor behind the incident

Management, it is barred from paying

Consultants and Member of the Economic Digest

is suspected to be from Russia, as

its main bondholders.

Committee.

its relationship with the US has

After more than five hours of meetings

deteriorated on account of the West

on Wednesday, the sides failed to reach

imposing sanctions on the Eastern

an agreement and the court-appointed

country because of the involvement

the breaches creates confusion as
to the purpose of the threat actors,
indicating both a cyber-espionage
campaign and a financially-motivated
strike.A political motivation of the
attack has been discounted because
this would generally seek disruption
of the services, whereas in this case
the operation had a stealthy character,

A computer intrusion perpetrated

common to intelligence gathering.

on the systems of JP Morgan Chase

The incidents have been carried out in

financial

mid-August, and specialized forensics

organization
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Down Memory lane...

Mr. Jagdish Joshi, IAS (Retd.)
Former Addl. Chief Secretary Planning, Govt. of Maharashtra

T

he tragic and brutal rape
and murder of two teenage
girls in District Badaun of
Uttar Pradesh recently drew diverse
reactions and comments in the media
from politicians and social scientists.
Besides condemning the poor state
of law and order in the Samajwadi
Party led (mis)governed state of UP,
there was a pointed reference to lack
of toilet facilities in the rural India
which perhaps facilitates the rapists in
trapping their victims in open fields
after dark.
These reports and comments reminded
me of a similar situation brought to my
notice by anonymous petitions during
my stint as Assistant Collector Bhir
in 1969-70. I called the Tahisildar and
showed him the petitions received,
all of which referred to a ghost in the
village which attacked women who
went out in the evening to answer the
call of nature. He informed me that
there were whispers in the village
regarding these assaults but no one
was forthcoming to give details of the
persons who had been attacked or who
had seen this apparition. I had during
my tours as Assistant Collector in Bhir
and Aurangabad often noticed rural
women going out after sunset to sit on
some lonely stretch of village road to
answer the call of nature. This was the
general practice in the State as most of
the homes did not have toilets those days
and perhaps even today. The Tahsildar
also informed that most of the women
had not complained out of fear and
shame and only a few had confided to
their husbands that they were attacked
while on their nocturnal outings. The
24
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Badaun and
The Case of Toilet Rape.
Tahsildar had discussed the matter with
many prominent citizens in the village
like the Sarpanch, the Police Patil and
the Chairman of the Society but no one
was willing to go and complain to the
police authorities as it was a matter of
honour of their womenfolk!
The social fabric of our rural society is
so caste ridden that no one is willing
to raise their voice against harassment
and exploitation by members of
the higher caste who invariably are
also the caste group dominating the
political set up. We see this today in
the Yadav dominated government of
the Samajwadi Party in UP which
appears to have provided a license
for aggression and exploitation to this
community. Coming back to the Bhir
episode, we find a similar scenario
operating in the Marathawada region
in the sixties of the last century. The
institutions of the Watan Patwaris and
Police Patils had provided a strong
basis for the civil administration but
had also conferred many privileges on
these officials which were exploited to
their advantage. Their close proximity
to the Revenue and police officials
in the District had emboldened them
to coerce and blackmail the weaker
communities in the village.
After watching the situation for some
time I called the Tahsildar and had a
heart to heart talk with him. He was
a young direct recruit and one of the
finest I had occasion to work with. He
confided that he had his suspicion but
would give me a credible report soon.
He was back next week and reported
that the villain of the piece was the
Police Patil. He said that he had got the

confirmation from very reliable source
but said that nobody was willing to
make a statement on oath against the
Patil. I decided to make my move
to exorcise this rapist ghost from the
village. The Assistant Collector those
days was the appointing authority
for Police Patils but his honorarium
was paid by the Police Station of the
jurisdiction. I issued him a show cause
notice requiring him to show cause
as to why action should not be taken
against him for dereliction of duty.
A show cause notice to a Police Patil in
Marathawada those days was a matter
of serious challenge to his hereditary
authority enjoyed by his family since
the days of the Nizam. He promptly
engaged a senior lawyer and sent me
a reply denying charges of dereliction
of duty. He was sent another notice to
remain present in my office in person.
On the day fixed for his hearing he
arrived promptly at 11.00 am and
reported to the Shirestedar in the office.
Being a Monday it was a day assigned
for hearing of cases and the Patil stood
out amongst the throng of petitioners,
proudly sporting his ceremonial pheta.
I had advised the Tahsildar to make
his appearance around 2.00 pm and
when the court adjourned for the day,
I promptly summoned the Patil. The
court peon stood outside my room
and in his clear and loud voice called
the Patil to present himself before
the Sub Divisional Magistrate. It was
a great humbling day for the Patil as
he walked into my court; I knew at
that moment we had won the day. He
did a deep mujra as was the tradition
contd on page 26
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PM’s Independence Exhortation

India’s Moral Balance Sheet

H

e came, he conquered, but
did not quite like what he
saw. On August 15, 2014,
Prime Minister Narendra Modi held up
a mirror to India and proceeded to tell
us how things could change.

stressed consensus. He said national
character was of essence, which would
make the bureaucracy ask the question
whether its work benefits the nation
or the poor instead of worrying about
what is in it for me.

Independence Day has been India’s
annual general meeting. Its CEO, the
prime minister, presents on that day the
annual report for the year past and lists
the agenda for the year to come to the
shareholders, the Indian people. This
is how prime ministers in the past have
treated it. For the most part, it has
been a forgettable experience of ritual
observances.

The Modi government is lauded for its
punctuality and cleanliness drives, but
he wondered how low we must have
sunk for these minimal requirements
to be considered achievements. He
stressed that spirit of service must
inform our work ethics and proudly
called himself the First Servant of
India.

Not so this year. Mr Modi delivered
his address lasting just over an hour,
the longest since Pandit Nehru’s time,
without inducing a yawn. He could not
have reported on the past because he
had had the job for just 81 days thus
far. He presented instead what I call a
moral balance sheet of India. He could
have chosen the time-honoured path
of incoming CEOs to write off all bad
debts at one go and blame the previous
management for all ills.
Instead,
he graciously gave credit to all his
predecessors for having raised India to
its present position. That was a firstrate act of statesmanship.
Mr Modi said he was baffled by the
internal satrapies within the government
and not just the opposition outside. He
pledged a focussed, faster, dynamic
government, unleashing its power in
the effective pursuit of developmental
goals. He could have rightfully talked
of rule through majority in view of
his decisive electoral triumph, but he

The prime minister listed more
liabilities: our skewed sex ratio caused
by female foeticide or infanticide,
distorted priorities in monitoring boys
but not girls, absence of toilets causing
indignities to women, and divisiveness
caused by religion, caste, region or
politics. He stressed that character
building begins at home. He urged
legislators to use their discretionary
grants to build toilets in schools within
the year, with separate ones for girls.
He advocated a ten year moratorium
(why not a permanent one?) on
violence and urged that shoulders be
used to carry ploughs rather than guns,
making the earth green and not drench
it in blood.
The prime minister was acutely
conscious of the overarching economic
dimension to our objectives.
He
targetted rural poverty and distress while
proposing a new scheme that provided
inclusive banking and insurance cover
for even the poorest. Skill development
was needed for finding employment for

Maharashtra Economic Development Council, Monthly Economic Digest

Dr. Shreekant Sambrani
the young and simultaneously boosting
manufacturing. That held the key to
faster growth and balance of trade. The
goal of e (easy, effective and economic)
governance through a digital India
required greater urgency to making
components at home. He invited the
world to “make in India” and asked
us to take pride in the Made in India
label. That would be possible only
with zero defect and zero effect (on
environment) which were prerequisites
to India claiming a rightful place in the
global comity.
As always, Mr Modi plumped for
tourism as another and quick way
of boosting growth and creating
employment. But this time he linked
it to a drive for cleanliness. As he
has said on many occasions earlier,
he wanted a clean India to emerge by
2019, when it will observe the 150 th
anniversary of the Mahatma’s birth.
Apart from banking and insurance
cover, only two overtly economic
announcements formed a part of the
prime minister’s address. The first was
a scheme for every state and central
legislator to develop a model village
in the constituency before 2016 and
three more by 2019. Obviously, these
15,000-odd villages would form the
nucleus of rural change. The Planning
Commission is to be imminently
replaced by a new body more attuned
to the current economic situation
within the country (with states playing
an increasing role) and abroad. Only
the cussed will find fault with these.
Ceremonial observances such as
Independence Day orations are often
September 2014
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meant to stress national, feel-good
themes. But Mr Modi did not shy
away from talking of squalor and the
need to fight it, be it in the moral realm
of gender and opportunity imbalance,
or economic in terms of shoddy output
or even physical filth threatening
our cities and villages alike. He was
conscious that he was treading in
uncharted territories, which took some
courage and confidence to do so.
Mr Modi wove his many themes deftly
into a compelling narrative. Gender
issues were connected to the outrage
and shame at reported rapes, women’s
dignity to toilets, tourism to cleanliness
and rapid economic growth to
manufacturing and skill development.
The appeal to unity against divisiveness
was linked to the universal desire for
peace and harmony.
There were only a few references
to foreign policy issues and even
those were confined to the immediate
neighbourhood of SAARC nations.
Mr Modi reminded India that he had
admired Nepal’s attempts to eschew
violence and give itself a constitution.
He said that all the countries in the
region had a common objective of
contd from page .no 24

in Marathawada and stood before
me with folded hands. I asked the
Tahsildar to read out the one charge of
misconduct framed against the PP- that
of not sending a single report to the
police station on the dreaded ghost that
had been harassing the womankind of
the village since last six months! That
hit him like a sledge hammer and he
just collapsed; he went down on his
haunches took off his pheta and wept
into it. I walked out of the court asking
the Tahsildar to take the Patils signature
on the letter of his resignation from the
post of PP.
The ghost which had terrified the
womenfolk in that village in Bhir
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overcoming poverty, which should
unite, rather than divide, them.
There were no hawkish noises about
continued skirmishes with Pakistan or
border disputes with China. Compare
this to the Nawaz Sharief address to
Pakistan the day before, full of anguish
over the Kashmir issue to gauge the
full import of the regional diplomacy.
Critics would say that some of the
prime minister’s address is born out
of necessity. His government lacks a
majority in the Rajya Sabha and must
perforce seek consensus. His party
is under fire for presumably fanning
communal fires in Uttar Pradesh, so
he must appeal to abjure divisions and
violence.
That is being churlish. The very fact
that he understands these compulsions
and makes efforts to address them
is indicative of a high level of
leadership. And the rest of his speech,
his presentation of the moral balance
sheet, was the stuff of visionary
statesmanship. His sensitivity to the
gender issue is extraordinary. It was
evident in his concern for the girl child,
the indignity of women lacking toilets,
his allusion to daughters being sterling
disappeared suddenly after the Police
Patils visit to the Assistant Collectors
office. A new PP was installed after a
month as the Patil had offered to resign
due to his ill health!
There are many more ghosts walking
and stalking the womenfolk in our
countryside today and the cases of
rape that do get reported are the ones
where the victim is killed and her
body becomes a mute witness to the
dastardly deeds of the perverts in our
society. I pity the poor women who
are silently suffering such exploitation
of their bodies and who do not report
fearing the loss of honour or even their
lives at the hands of their own kith and

supporters of aged parents, as it is in
the presence of six strong women in his
cabinet).
Mr
Modi
constantly
reinvents
himself – from the belligerent state
chief minister to the aggressive
campaigner to the ambitious leader
firing up the enthusiasm of the party
cadres to the statesman addressing
the nation, exhorting it to clean up its
act everywhere if it were to meet its
own lofty aspirations – they are all
various facets of the same persona.
His symbolic description of himself
as the First Servant or addressing ex
tempore, from the heart, as it were,
and foregoing the security of the bullet
proof enclosure (that must be rectified
at all costs, because we cannot be too
cautious against a mad assassin or
terrorist) all fitted to a t to the message
he wanted to deliver. Another rock
star of a leader, Pope Francis, has been
doing much the same lately.
This was the best Independence Day
address I have watched and I have seen
them all since 1985.
shreekant.sambrani@gmail.com

kin in honour killings.
These cases should convince the
State Governments to pursue the
village sanitation programmes more
vigorously. Let a beginning be made
by including the programme of
construction of public and private
toilets in the MPLADS and MLAs
Local Areas Development schemes.
This inclusion would speed up the
implementation of the scheme as the
local MLA’s and MP’s will surely take
some pride in improving the sanitation
in the rural areas and provide more
dignity to their womenfolk!

jagdishjoshi@hotmail.com
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Environmental Impacts
of Land Reclamation

T

Cdr. Dipak Naik

his opinion on the subject of
environmental aspects of land
reclamation is given in the
context of using BPT assets for raising
funds for modernization of the BPT.
Considering the cost of land in Mumbai,
most planners will unknowingly turn to
land reclamation as the obvious choice
as a source of raising large funds and
to start visualising development of a
huge land mass. The pressures on land
demand for residential, commercial,
industrial use or for port expansions
will always exist, however one has
to take in to consideration the effect
of reclamation for informed decision
making.
Land reclamation is normally carried
out to increase ports and associated
industrial and logistical zones. It can
have adverse effects on the marine
environment on a local or regional scale.
Most importantly it destroys the benthic
layer at the bottom of the reclamation
which interrupts the existing establish
equilibrium of the food chain. This
in turn causes adverse impact on the
coastal and near-shore marine habitats,
e.g. sandbanks, estuaries, mudflats, salt
marshes and halophytic habitats thus
endangering the species occurring in
these habitats.
Reclamation is not new. It has been
practiced through the centuries. In
the United Kingdom land reclamation
on estuaries and coasts has been
carried out at least since Roman times
(Davidson et al., 1991). Initial phases
of reclamation sought to enclose salt
marshes and mudflats with earthen
banks for agricultural purposes (King,

1951). These works have been extensive
and progressive in the United Kingdom
throughout the centuries accounting for
much of the estuarine habitat loss (Healy
and Hickey, 2002). Of the 155 estuaries
in the United Kingdom, 136 (88%) have
lost habitats due to land reclamation for
agricultural purposes (Flemming and
Nyandwi, 1994). In Ireland,since the
10th and 11th century, approximately
6500 ha of the Shannon estuary
lowlands were reclaimed or enclosed
for agriculture and other purposes
(Flemming and Nyandwi, 1994). Other
notable examples of large reclamations
are, Hongkong, Singapore, Netherlands
and more recently Dubai
The numerous instances of ancient
and recent reclamation by themselves
do not justify the act. Environmental
awareness being a much later wisdom,
the actual effects of land reclamation
activities on ecosystems were perhaps
not even thought of, let apart being
determined and quantomised. We now
need to assess how land reclamation
affects the overall quality status of the
marine environment in restricted bay /
estuary, such as the eastern sea board of
Mumbai.
The magnitude of impacts will depend
on the size, characteristics and the
sensitivity of the areas of reclamation
as well as on the technology adopted
for reclamation. The impacts of
land reclamation activities can be
summarised under following heads:

Physical Changes:
•

Change in siltation pattern due to
change in tidal patterns and coastal
currents,

•
•
•
•
•

Sediment structures.
Changes in Ground water level
Shifting of sea water - fresh water
tongue seawards
Air quality
Increased Noise

Impacts on marine ecosystems
•
•
•

Changes in benthos habitats
Effects on habitat integrity.
Effects on use by predators - both
marine and avian species

Impacts on existing socio economic
structures
•
•
•

Loss of livelihood for inland /
estuarine fishermen
Loss of livelihood for salt pen
operators
Large new migrant population
resulting from newly created land
and living areas.

Physical Changes:
Change in siltation pattern due to
change in tidal patterns, coastal
currents and sediment structures:
Reclamation alters the morph metrics
of the inner estuary by constricting the
estuarine water body within its new
artificial embankments. The creation
of new lands, embankments and
revetments will significantly reduce the
dissipative and water storage capacity
of the adjoining low-lying areas which
are the present tidal wetlands. This will
modify the physical environment and
its hydrodynamics, as well as alters the
character of the wetland habitat in the
estuary environments. There is a high
certainty that sedimentary and morph
dynamic processes in the estuary will
change. Changes and adverse impacts

Note : This opinion has been submitted to the Committee appointed by the Govt. for opening up of the Eastern
water front of Mumbai.
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on water and sediment circulation,
transport patterns and changes in the
tidal prism, with associated alterations
in ecology, hydrology and relative
sea-level are predictable but hard to
be quantomised. These changes in the
currents and siltation patterns in the
long run may adversely affect the depth
of the dredged channel or the draft
available at various berths in the port.
Fleming and Nyandwi in1994, evaluated
grain-size distribution patterns along
the East Frisian Coast, Germany in
the Wadden Sea, with the aim of
identifying potential effects of manmade structures. Land reclamation and
dyke construction along the mainland
coast resulted in a steeper than normal
energy gradient along the shoreward
margin of the Wadden Sea. This
resulted in a decrease in fine sediment
deposition and consequently in a
dramatic reduction of mud flats. Since
many faunal assemblages are grainsize specific, it can be assumed that
the back barrier ecosystems must have
undergone significant modifications
as a result of the substantial reduction
in mudflats since the onset of land
reclamation and dyke construction (Guo
and Jiao, 2007);
Ground Water. Land reclamation in
coastal areas has a significant effect on
local ground water systems.( Guo and
Jiao, 2007). Following reclamations
water tables rise and the salt water –
fresh water interface moves seaward.
An unintended advantage is an increase
in fresh ground water resources
because the reclaimed land becomes
an additional aquifer and rain recharge
takes place over a larger area. However
if the reclamation is done by dumping
solid waste its consequences on water
quality can be extremely hazardous for
humans as well as for terrestrial and
marine biota.
Changes in Ground water level and
Shifting of sea water - fresh water
tongue seawards:
Generally, land reclamation increases
water level in the original aquifer and
moves the salt water interface toward
28
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the sea. After reclamation, both recharge
and the size of aquifer are increased,
in- creasing the water resource, an
important issue in coastal areas. In the
island situation, the water divide moves
toward the reclamation and ground
water discharge to the sea on both sides
of the island increases. Therefore, the
impact of reclamation on ground water
level and salt water interface in the
coastal area opposite to the reclamation
site needs to be attended to. In all the
cases, changes of the water
level and the sea water-fresh water
interface are mainly controlled by the
extent of reclamation and the hydraulic
conductivity of the reclamation material.
The effects of the reclamation decrease
as the hydraulic conductivity of the
reclamation material increases.
Air Quality. During the construction
phase increased NO2, SO2 and PM10
concentrations for an extended time has
an adverse impact on the air quality. Land
fill activity increases turbidity for many
months, and has an irreversible long
term adverse impact. Fuel consumption
by equipment used for large scale
reclamation and construction there upon
will affect air quality.
Increased Noise: Construction work for
land reclamation will cause disturbance
because of noise below and above water
and the use of equipment, which may
frighten off shy species. This disturbance
will make them avoid the area in the
vicinity of the source of disturbance.
However, many protected species have a
large action radius if the reclamation is
on the western sea board of Mumbai.

Impact on marine ecosystem.
Changes in benthos habitats: One of
the most significant and irreversible
impacts is burial and smothering of the
benthic community. It takes centuries
to arrive at the present composition
of benthic community. The chain of
organisms at all levels up to the surface
and the food chain are intricately
connected to the benthic colonies.
Benthos is the community of organisms
which live on, in, or near the sea bed.

This is also known as the benthic zone.
This community lives in or near marine
sedimentary environment which extends
from the tidal pool along the shore all
the way to the continental shelf down
to the abyssal depths. Many organisms
adapted to deep-water pressure and
cannot survive in the upper parts of the
water column. Light does not penetrate
very deep in the ocean. The energy
source for deep benthic ecosystems is
often organic matter from higher up in
the water column which drifts down
to the depths. This dead and decayed
matter sustains the benthic food chain.
Most organisms in the benthic zone are
scavengers and form the key stones of
the species and food chain pyramid.
The community structures would change
due to the deposition resulting in burial
in directly reclaimed areas. Proliferation
of fine grained sediments on coarser
grained natural sediment and vice versa
will alter the benthic characteristics.
High turbidity during prolonged period
of reclamation work results in low levels
of transmitted light and can negatively
affect the functioning of light-dependent
organisms such as phytoplankton,
eelgrass and visual predators, e.g. fish
and fish-eating birds (Essink, 1999).
Increased turbidity can be caused by
construction and reclamation activities.
Increase in suspended particulate
matter concentrations can cause a
regression of sea grass meadows.
These impacts on macro zoo benthos
may extend to a few kilometres from
the reclamation site.

Effects on habitat integrity.
a) Shallow water area. Shallow water
area houses highly productive
communities. Their Environment
can be very dynamic due to factors
such as seasonal temperature
changes positioned at the edge of
land because sunlight reaches the
bottom. It sustains a fairly diverse
community, which can include
several species of algae, rooted and
floating aquatic plants, microbes,
grazing snails, insects, crustaceans,
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upon by many land use planners,
hence no comments are offered in on
this aspect of irreversible permanent
environmental impact.

Conclusion and
Recommendation:

amphibians, fishes and birds
flourish in these waters. In the case
of the insects, such as dragonflies
and midges, only the egg and larvae
stages are found in this zone. The
vegetation and animals living in this
zone are food for other creatures
such as turtles, snakes, and ducks.
b) Deep water area : Deep water
area is the area where no sunlight
penetrates. Here, decaying organic
matter can be observed in the muddy
substrate and various invertebrates
such as crustaceans, insect larvae,
phytoplankton,
zooplankton,
and aquatic worms reside. Some
microphysics - aquatic plants that
float, hang, or grow upwards can
also be present in deep water area.
The bottom of this zone consists of
sand, slit, and/or dead organisms. It
is very nutrient-rich, and includes all
sorts of micro flora and fauna. The
main food sources for the benthos are
algae and organic runoff from land.
The depth of water, temperature and
salinity, and type of local substrate
all affect what benthos is present.
In coastal waters and other places
where light reaches the bottom,
benthic photosynthesizing diatoms

can proliferate. Filter feeders, such
as sponges and bivalves prefer hard,
sandy bottoms. Deposit feeders,
such as polychaetes, populate
softer bottoms. Star fish, snails,
cephalopods, and crustaceans are
important predators and scavengers.
These benthic organisms, including
oysters, clams, sea cucumbers and
sea anemones, play an important
role as a food source for the fish as
well as for the humans.
c) Effects on use by predators - both
marine and avian species: The mud
flats, mangroves and the estuarine
habitat of the eastern undisturbed
estuary of Mumbai harbour is a
home to many species of marine and
avian predators. In case this area is
reclaimed, the predators will lose
their sources of food. The combined
effect of increased noise, turbidity and
loss of food will result in permanent
loss of habitat for these species. This
area if conserved and saved from
pollutants can be turned in to a marine
national park. It will serve to provide
a nature trail and a breathing lung for
the residents of Mumbai.
Socio economic impacts. This
aspect must have been commented

It is a common argument that the land
reclamation projects affect a very small
portion of the overall coast and hence
will have a negligible impact. In case of
Mumbai this argument would perhaps
hold good for its western sea board since
it can be argued that there are ample
alternative locations on the west and the
effect on the living and foraging area of
protected species such as birds, mammals
and fish will be slight if the reclamation
is done on the western side of Mumbai.
However that is a matter of another study
which will have to consider the existing
impacts of the earlier reclamations,
carrying capacity, and availability of
urban infrastructure and so on. As far as
the Mumbai Port Trust is concerned this
argument does not hold good.
On the eastern sea board of Mumbai
harbour the terrain and the ecology is
entirely different. It is more of a restricted
bay and any reclamation will be a
considerable percentage of this restricted
bay. Permanent and irreversible impacts
are expected to occur on the inner BPT
areas. It is therefore opined that land
reclamation if any should be restricted
to meet the needs of enhancement of
port facilities such as berths, jetties, and
logistic areas such as container and bulk
storage yards. Using land reclamation
as a mechanism to raise funds by sale
of created large areas of new lands for
residential, commercial or industrial
usage will be counterproductive, as the
long term costs on account of adverse
impacts of siltation, current patterns
and due to ecological disturbances will
be unpredictable, unaffordable and very
large.

dipak.naik1@gmail.com
The author is the President of MEDC and Mg.
Director & CEO of Naik Environment Research
Institute Ltd. (NERIL)
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Current Topics
Highlights :
y RBI places curbs on NBFC loans against shares
y NBFCs with assets in excess of Rs. 100 crore will have to maintain
loan¬ to ¬value ratio of 50%, says central bank
y Fed bets it won’t fall behind curve on interest rates
Preamble:
1. Reserve Bank of India (RBI) clamped
restrictions on NBFCs (Non-banking
financial companies) with assets in
excess of Rs. 100 crores. They are now
required to maintain loan to value ratio
of 50%. These banks will be allowed to
accept Group 1 shares as collateral
while giving loans above Rs. 5 lakhs.
2. These steps are taken to prevent
increasing volatility in the capital
market. They have not asked NBFCs
to wind down their positions for past
loans that do not meet the present
norms.
3. Defaults by borrowers are on an
increasing trend thereby creating
avoidable volatility.
4. Other areas of concern relate to
absence of adequate prior information
to the stock exchanges on the shares
held as pledge by NBFCs, probably
overheating of the market.
5. The BSE’s 30-share benchmark Sensex
has risen 47% to 26,360 points from
17,906 points, great hike indeed.
6. As more wealthy individuals are
participating in the capital market, loan
books have started expanding, said
Amisha Vora, joint managing director
of Prabhudas Lilladher Pvt. Ltd.
7. Interestingly, norms for lending against
shares for banks are much stricter.
Banks are not allowed to lend more
than Rs. 10 lakh if the shares are held in
physical form and not more than Rs. 20
lakh if shares are held in demat form.
8. “The infrastructure for online
reporting to the stock exchanges has
been put in place. The exchanges may
be approached for creation of user
IDs,” RBI said.
9. In recent years, there have been
instances of many midcap stocks
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collapsing as some financiers offloaded
shares and the investors or promoters—
who had pledged their holdings—failed
to meet margin commitments.
10. In a recent Wall Street Journal survey,
30 private economists said they feared
the Federal Reserve would wait too
long before raising short-term interest
rates, while only three said they feared
the Fed would move too early.
11. Fed Chairwoman Janet Yellen and
academic papers presented at the
meeting will focus on labor markets,
which are improving rapidly even
though U.S. economic growth has been
sluggish and erratic. Ms. Yellen seems
likely to acknowledge the improving
job market, though she has argued
for much of the year that slack and
headwinds endure after the 2008-09
financial crisis.
12. Fed forecasts show most officials expect
to start raising rates next year. Many
market participants see mid-2015 as
the starting point. The Fed’s move is
especially important because many of
the world’s other central banks follow
its lead. If Ms. Yellen waits, other
central banks will have an incentive to
wait, too.
13. The Fed’s preferred measure of
consumer inflation—the Commerce
Department’s personal consumption
expenditures price index—was up
1.6% in June from a year earlier, its
26th straight month below the Fed’s
2% objective. The Labor Department’s
more widely followed consumerprice index has touched 2% but after
running below it for most of 2012 and
2013. Yes, food prices are way up,
but other areas aren’t. Gasoline, for
example, is cheaper today than it was
in 2008 or 2010. Moreover, inflation

Mr. V. T. Pai
isn’t as volatile as it was in the 1970s
and 1980s. That could buy the Fed time
when the moment arrives to tighten the
financial system’s screws.
14. Atlanta Fed President Dennis Lockhart
has said he prefers a “whites of their
eyes” approach to monetary policy,
holding off on rate moves until he is
sure the economy is on strong footing.
The Fed has pulled back bond-buying
programs before, only to restart them
when the economy disappointed.
15. Still, she and other top Fed officials
believe they have been served well
keeping the money spigots open in an
economy that keeps disappointing.
They will need some more proof before
they heed the warnings of those who
say they’re falling behind the curve.
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. RBI places curbs on NBFC loans
against shares
NBFCs with assets in excess of Rs. 100
crore will have to maintain loan¬ to -value
ratio of 50%, says central bank
The Reserve Bank of India (RBI) on August
21, 2014 clamped restrictions on the amount
that non-banking financial companies
(NBFCs) can lend against shares pledged
as collateral, in an attempt to curb potential
volatility in the stock markets after a surge
in equity prices and to forestall lending risks
amid a pile-up of bad loans.
Effective immediately, NBFCs with
assets in excess of Rs. 100 crore will be
required to maintain a loan-to-value ratio
of 50%, the central bank said. That means
the financiers will be allowed to lend an
amount equivalent to only 50% of the value
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of shares pledged as security. No cap had
hitherto been placed on the loan-to value
ratio.
Also, these lenders will be allowed to
accept only so called Group 1 shares as
collateral while giving loans amounting to
Rs. 5 lakh and above.
Group 1 shares are those that were bought
and sold on at least 80% of the trading days
in the previous 18 months on the stock
exchanges, and the average cost incurred
due to a price decline is less than 1%. In
other words, they are likely to be more
liquid and less volatile than other shares
trading in the market.
The central bank said the changes were
necessary to prevent an increase in volatility
in the capital markets because of NBFCs
selling shares held by them in case of loan
defaults. But it has not asked NBFCs to
wind down their positions for past loans
that do not meet the new norms.
“Default by borrowers can and has in
the past led to offloading of shares in the
market by the NBFCs thereby creating
avoidable volatility in the market,” RBI
said in a notification.
“Certain other associated areas of
concern relate to absence of adequate
prior information to the stock exchanges
on the shares held as pledge by NBFCs,
probable overheating of the market, overexposure by NBFCs to certain stocks and
overleveraging of borrowers,” RBI said.
Analysts said the restrictions were a
preventive measure by the central bank
to protect both NBFCs and stock market
investors. The BSE’s 30-share benchmark
Sensex has risen 47% to 26,360 points
from 17,906 points in the past one year,
leading to fears of over-exuberance in the
stock market.
Bad loans, meanwhile, have been rising as
the economic downturn and project delays
crimped the ability of borrowers loans to
repay on time.
“By applying these restrictions, RBI is
saying that it will track lending against
shares more strictly,” said Daljeet
Singh Kohli, head of research at broker
IndiaNivesh Securities Ltd.
“Borrowers against shares were already

taking a haircut, but in some cases it was
lenient. RBI is now saying that no leniency
will be tolerated henceforth,” Kohli added.
“This is aimed at curbing risky lending
because, of late, as the stock market has
gained, this kind of lending has increased.
Most of the large brokers will have this
book and will be impacted.”
In banking parlance, a haircut is the amount
deducted from the value of assets pledged
as collateral.
As more wealthy individuals are
participating in the capital market, loan
books have started expanding, said Amisha
Vora, joint managing director of Prabhudas
Lilladher Pvt. Ltd, another securities
house.
“This particular move by RBI will definitely
cut down such lending and impact that
business area of NBFCs, but will also
in the long term bring a lot of safety and
sanity in markets,” Vora said. “In the short
run, however, this may create some selling
pressure in the market.”
Interestingly, norms for lending against
shares for banks are much stricter. Banks
are not allowed to lend more than Rs. 10
lakh if the shares are held in physical form
and not more than Rs. 20 lakh if shares are
held in demat form.
Banks are also required to maintain a
minimum margin of 50% of the market
value of shares in case they are held in a
physical form and 25% if they are held in
the demat form.
“Even with these regulations NBFCs are
free to lend whatever amount they wish,
which is not the case for banks. Clearly the
central bank is concerned that the equity
markets will heat up and that is the reason
for this change,” said an executive at a
private bank who requested anonymity.
Besides complying with these restrictions,
all NBFCs with assets worth Rs. 100 crore
or more will be required to report to the
stock exchanges any information regarding
the shares pledged by borrowers for
availing of loans.
“The infrastructure for online reporting to
the stock exchanges has been put in place.
The exchanges may be approached for
creation of user IDs,” RBI said.
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NBFCs with exposure to lending against
shares said their business won’t be hit in
a big way.
“Our loan book for this category (is) Rs.
250-300 crore; I don’t see much impact
on our book. We have a very selective
policy on lending against only quality
stocks,” said Motilal Oswal, chairman
and managing director of Motilal Oswal
Financial Services Ltd.
In recent years, there have been instances
of many midcap stocks collapsing as
some financiers offloaded shares and the
investors or promoters— who had pledged
their holdings—failed to meet margin
commitments.
The move would curb such activity. Also,
many borrowers managed to procure
funding on relatively illiquid stocks, which
also won’t happen now.
“RBI doesn’t want the industry to get
exposed to vulnerability arising from
excessive and reckless lending in stock
markets. This is a move to discourage such
activities,” said Dhananjay Sinha, head of
research and strategist at Emkay Global
Financial Services Ltd.
“The 50% limit is creating enough buffer
to cushion any volatility that arises. Also,
they are now allowing quality scrips,
thereby bringing down the probability of
such situations,” Sinha said.
Religare Finvest Ltd, a subsidiary of
Religare Enterprises Ltd, has oustanding
loans of Rs. 1,700 crore that it has advanced
against shares, out of a total loan book of
Rs. 13,000 crore. Its loan-to-value ratio has
been in the range of 65-70%.
“We have been waiting for these kind of
guidelines for some time. We wanted them
to come down with clarity on the right
framework for lending against shares We
will align with the guidelines,” said Kavi
Arora, managing director and CEO of
Religare Finvest.
“It doesn’t impact us in a big way, as it
is not a big share of our total loan book,”
added Arora.
2. Fed bets it won’t fall behind curve on
interest rates
Officials say economic indicators, markets
aren’t pointing to overheating
September 2014
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In a recent Wall Street Journal survey, 30
private economists said they feared the
Federal Reserve would wait too long before
raising short-term interest rates, while only
three said they feared the Fed would move
too early.
Will the Fed fall behind the curve and keep
interest rates too low for too long as the
economy strengthens? The question looms
as officials travel this week to their annual
gathering in Jackson Hole, Wyoming,
where they and the world’s leading central
bankers discuss economic issues.
Fed Chairwoman Janet Yellen and academic
papers presented at the meeting will focus
on labor markets, which are improving
rapidly even though U.S. economic growth
has been sluggish and erratic. Ms. Yellen
seems likely to acknowledge the improving
job market, though she has argued for much
of the year that slack and headwinds endure
after the 2008-09 financial crisis.
A growing number of economists believe
slack in labor markets is diminishing,
making the economy prone to inflation and
financial markets prone to overshooting
with short-term interest rates near zero.
The unemployment rate fell to 6.2% in July
from 7.3% a year ago, a decline far faster
than Fed officials expected.
“They are making me nervous,” Arun
Raha, the chief global economist for
Clevelandbased Eaton Corp., an industrial
manufacturer, said of Fed officials. “Given
the strength of the job market, manufacturing
and nonresidential construction, it’s about
time they got rid of their low-rates-for-an
extended-period viewpoint.”
IA handful of Fed officials are sympathetic
to this view. “The idea that the Fed might
get behind the curve is a powerful one,
and that’s certainly been the history of
the institution. People are right to worry
about that,” James Bullard, president of the
Federal Reserve Bank of St. Louis, said in
an interview with the Journal.
Fed forecasts show most officials expect
to start raising rates next year. Many
market participants see mid-2015 as the
starting point. The Fed’s move is especially
important because many of the world’s
other central banks follow its lead. If Ms.
Yellen waits, other central banks will have

32

September 2014

an incentive to wait, too.
Top Fed officials believe they can be patient
before starting to raise short-term rates.
Among the reasons why: Whether they
look at financial markets or the broader
economy, the actual prices people pay for
Treasury bonds, workers’ wages or the
costs of dayto-day consumer goods aren’t
signaling an economy near overheating.
Yields on 10-year Treasury notes fell
Friday to a 14-month low of 2.345%, down
from more than 3% at the beginning of the
year. Investors sell bonds, pushing up their
yields, when they fear inflation or lose faith
in the Fed. Many market analysts expected
yields to go up this year as the Fed wound
down an $85 billion-a-month bond-buying
stimulus program. Instead yields are
falling, as investors turn to U.S. Treasurys
as a haven amid turmoil overseas. If
investors have lost confidence in the Fed,
the Treasury market isn’t showing it.
Hourly earnings of private sector workers
were up 2% in July from a year earlier. In
theory, as the jobless rate falls, shortages
of available workers should push up
wages and inflation pressures. There is no
ironclad rule for how low unemployment
can fall before these pressures emerge.
Fed officials have theories; most of them
see pressure building when the jobless rate
reaches 5.2% to 5.5%, a zone it is on track to
reach by March of next year. Without hard
proof, however, they are looking especially
carefully for evidence in the form of wages,
like steam coming from a teapot. And so far
they’re seeing little steam.
The Fed’s preferred measure of consumer
inflation—the Commerce Department’s
personal
consumption
expenditures
price index—was up 1.6% in June from
a year earlier, its 26th straight month
below the Fed’s 2% objective. The Labor
Department’s more widely followed
consumer-price index has touched 2% but
after running below it for most of 2012
and 2013. Yes, food prices are way up, but
other areas aren’t. Gasoline, for example, is
cheaper today than it was in 2008 or 2010.
Moreover, inflation isn’t as volatile as it
was in the 1970s and 1980s. That could buy
the Fed time when the moment arrives to
tighten the financial system’s screws.
Atlanta Fed President Dennis Lockhart
has said he prefers a “whites of their eyes”

approach to monetary policy, holding off
on rate moves until he is sure the economy
is on strong footing. The Fed has pulled
back bond-buying programs before,
only to restart them when the economy
disappointed.
Allen Sinai, president of Decision
Economics, an economic-forecasting firm,
says the Fed is more effective when it acts
pre-emptively. If inflation pressures emerge
with a jobless rate at 5.5% or lower, does
the central bank want its interest rates at
zero when that moment arrives?
“You don’t throw a football at a person.
You throw it in front of the person because
the person is moving,” he said.
Mr. Raha, of Eaton Corp., says the central
bank should start moving away from its
assurances of low rates by deleting a line
in its policy statement saying interest rates
will stay near zero for a “considerable time”
after the bond purchases end in October.
While they haven’t changed that phrase,
Fed officials have made some subtle shifts.
Ms. Yellen in July testimony to Congress
said that if the economy continues to
improve more quickly than expected, the
central bank will raise rates sooner than
expected. That means earlier than mid2015 is possible.
Still, she and other top Fed officials believe
they have been served well keeping the
money spigots open in an economy that keeps
disappointing. They will need some more
proof before they heed the warnings of those
who say they’re falling behind the curve.
Views expressed are personal
vtpai@medcindia.com
The author is Director- Finance, MEDC. Aptly
assisted by Ms. Dhara Tolia, members of MEDC
Research Wing.

“Man is quite insane. He wouldn’t
know how to create a maggot and he
creates gods by the dozen.”
– Michel de Montaigne
“Our dreams have to be bigger. Our
ambitions higher. Our commitment
deeper. And our efforts greater. This is
my dream for Reliance and for India.”
– Dhirubhai Ambani
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