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THE GREAT INDIAN DREAM

“A Society where man is at the centre of all activities,

a society where exploitation of man by man has been
abolished, where he is cared for as an in a family, where
“to each according to his need’ is practised, a society where

non bureaucratic National Economic Planning is given due
importance for sustainable optimum growth, where adeguate
social safety net is a reality and yet market'’s advantages are
Jully taken care of for creativity and entreprenenrship, such
a society can be truly described as humane society and the

. (13 . »
vision as “Humanism”.

Dr. M K Chaudhuri
The Great Indian Dream, 2003, Macmillan
. India,New Delhi

-

“Let us together dream of a country where poor are not
Just merely reduced to statistics but where there are no poor.
Let there be a day when small children are taken to a poverty |7
museum like science museum where they shiver at the plight
of the way people used to live in the last millennium. Let this
dream take the form of a revolution and as long as our dreams
keep outweighing our memories, India would remain a young

and dynamic nation on this path to global equality. And for

this let the wait not be for eternity. Let us together achieve this
in the next 25 years.” k.
Prof. Arindam Chaudhuri .

The Great Indian Dream, 2003, Macmillan
India,New Delhi



[IPM: THE FUTURE IS HERE

Since its incorporation (1973), IIPM has been an institution with privileged traditions, in the diversity of its fraternity, its global outlook, its
world class research and its commitment to alternative national economic planning process.

It can be said, without much oversimplification that there are no ‘underdeveloped economies’. There are only ‘under managed’ countries.
Japan 140 years was ago was an underdeveloped country by every material measurement. But it very quickly produced management of great
competence, indeed of excellence. The policy inference is that ‘management’ is the prime mover and ‘development’ is the consequence. At
[IPM, every one considers that development is a matter of human energies rather than economic wealth. And the generation and direction
of these human energies is the task of ‘management’. Accordingly, we formed The Great Indian Dream. Unlike any other dream, this is
one dream which each one of us are determined to realise and that too in our own lifetimes. Each bit of cynicism and condemnation from
pessimists makes us evolve even stronger and determined.

All our endeavours and initiative is towards realisation of this dream, where in we produce committed ‘bare foot’ managers and
entrepreneurs who are needed by nation, on an insistent basis. As an educational institute, we aim at initializing a three dimensional
personality in IIPMites, viz.

@ Pursuit of knowledge in economics and management
= Commitment to economic, social, political and technological upliftment of masses and
= Cultivation of taste for literature, fine arts and etc.

Economists often have limited access to the practical problems facing senior managers, while senior managers often lack the time and
motivation to look beyond their own industry to the larger issues of the global economy. It has set before it the twin tasks: to reorient education
and research towards the needs of both the private and public sectors and to establish the link between the National Economic Planning
and the development of private enterprises in Indian economy. IIPM dares to look beyond, and understands that what we teach today, other
adopt tomorrow. [IPM’s service output (education, research and consulting,) is a unique combination of two distinct disciplines: economics
and management. Through this integration, [IPM helps guide business and policy leaders in shaping the Indian and global economy, bringing
together the practical insights of industry with broader national and global perspectives.

A hall mark of IIPM is that it is armed with the comparative advantage of engaging the committed, passionate and brightest management
post graduates and undergraduates, who pursued the education at IIPM and subsequently joined it, to realise the dream. [IPM alumni, spread
across the globe, holding crucial decision-making positions in the corporate sector, are bonded by the one ideology of making a positive
difference, turning that ideology info a movement itself.

The India Economy Review is another humble initiative towards the realisation of the same and more distinctly, engaging the broader

publics and pertinent stakeholders.
SEARCH, SIEVE, SCHEME...

In economics, like in everyday existence, it is imperative to hear, perceive and consider what others have to say. Each issue of The IER
brings together a selection of important contributions on a particular theme, authored by some of the brightest minds in different areas
of Indian economics. The provocation for publishing these issues arises from the fact that over the years economic journals have become
copious, exclusive and expensive. Most of the journals and a good many of the books have gone beyond the cerebral and financial reach of
general students and other scholars. It is for them that these issues are primarily being raised and debated here.

Much about India is transparent enough. One does not require detailed criteria, cunning calibration or probing analysis to pinpoint
India’s problems and recognise its antecedents. There is in fact much that is perceptible about India. But not everything about India is even if
simplistic is so simple. The learned reader would appreciate the fact that India is like an elephant that looms too large to be grasped within
a distinct structure and paradigm the constituent parts of which would fail to reveal the entirety. Obviously and observably, no suggested
solution to any protracted and complex socio-economic problem will satisfy all sides and stake-holders evenly. Consequently, there exists an
enormous diversity in economic thinking and perspectives, as is also reflected in the viewpoints of different expert contributors in this issue.
The intended outcome of this exercise is to facilitate the invention, improvement, deliberation and dissemination of innovation in economic
thinking and national economic planning, insisting merely on well-grounded, open and unbiased debates, without predetermined outcomes.
It is impossible to do justice to the entire field of Indian economics in a single issue. The topics selected for this issue are those which are of
critical and immediate importance to India. Majority of them were freshly and exclusively written. Encapsulated, it is a constructive attempt
aimed at helping India actualise its promises and potential. The editors hope that this issue of IER proffer the reader a flavour of dynamism
and excitement and persuade her/him to participate in the journey fowards realising ‘The Great Indian Dream’. At the same time, it illuminates
the terrible, practical problems of India and Bharat.
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EDITORIAL

RE-PLANNING THE PLANNING COMMISSION

THE
INDIA ECONOMY REVIEW

2010

DOES COMMISSIONING NEED

PLANNING?

Dear Readers
The transformation process of the Planning Commission has been a subject to an intense debate,
after being in a state of suspended animation for long. But precisely since last few months the
raison d’étre of the institution is being examined afresh; especially in the backdrop of burgeon-
ing market economy. With market economy becoming stronger, the role of the Planning Com-
mission seems to become even more significant, considering the complexities and challenges of
the Indian economy. But then, for that to happen, we need to revisit and re-look the entire or-
ganisation of the Planning Commission and its objectives. We may still fight shy of renaming
our Planning Commission as it has happened in other countries, yet there are belligerent voices
suggesting that the focus of the institution has to change with emergence of new development
ethos. A cross country analysis would suggest that suggest that centralised planning has failed
but more on account of the failure in the administrative framework, which has been bereft of
any accountability, at all hierarchical levels. Which in turn slackened the pace of implementation
considerably, and the Planning Commission became a universal ‘villain’.
What’s required today is a resolve, which is directed towards creation of a new organisation that
will facilitate the private endeavours amidst the ever growing market economy

QE_DILaJJ_S_e_d through judicial allocation of resources and carefully devised policies that allow

p | ann | N g government intervention at necessary junctures, so as to neutralise the perils of the
haS_'Eaﬂ_e_d market economy. They need to readjust and take into consideration the universal

social agenda, taking into account the interests of every stakeholder of the market

bJJI_QO economy! As pointed out by Hemanta Saikia, there is an urgent need for integrated
daCCou nI Qf Ih e planning since interpersonal and interspatial inequalities persist in India despite
f 3 | I ure | n I h o nearly six decades of planned economic development. Raj Aggarwal likewise advo-

. cates a balanced approach and spells out five principles as a guide to national eco-
nomic planning. Rabin Majumder recommends the exploitation of Private Public

fta_mﬂALQ[k Partnership (PPP) for success of planning and gradually decommissioning the

Planning Commission.
This issue also carries opinion pieces by Anindo Banerjee who writes about the importance of
integrated district planning exercise, while Debnarayan Sarker argues that lack of technological
progress will cause a fall in the growth of worker’s income. Even Gouri Pada Dutta agrees on
the criticality of technological progress, but also mentions a word of caution on importance on
the social aspect of science and need for an eco-friendly developmental approach.
This issue of IER carries voices of those who seek to provide the Planning commission with
alternative approaches to Indian development. But more significantly they recommend
transformation and makeover of the Planning Commission. We at the IIPM Think Tank, would
enjoy the numerous seminal opinion pieces and research articles by eminent economists from
world over.
Best,
Team — The IIPM Think Tank
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In the State of §

Cryptobiosis

The current model of Planning Commission is quite
obsolete and with emergence of market economy,
the country needs a new commission with new
roles — a cross-country analysis on how the
commissions have changed worldwide with change
in economic model

T
e

Sray Agarwal

Deputy Editor,
The IIPM Think Tank,
New Delhi

brand new round of intro-
spection seems to have
started at the Yojna Bha-
van. The Planning Com-
mission was incepted with an aim of fuel-
ling and catalyzing (at least with economic

plans, if not with execution) growth and

development plans of India; it is now find-
ing the need for refurbishing itself. Since
the beginning it has been a non-political
body having members inducted from in-
tellectual capital of India. It obviously
played a vital role during pre-liberaliza-
tion phase and subsequently during the
90s. Howeyver, the role had started dimin-
ishing. With India gradually metamor-
phosing itself into a market driven econ-
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INTEGRATED PLANNING

omy, the very need of such centralized
planning body is being questioned. Cen-
tralized planning commission saw itself
flourishing in early 90s especially in social-
ist countries. Even countries like the
United States and the United Kingdom
— who had a capitalist model — had fol-
lowed a pseudo-centralized-planning (in
the form of active state intervention) model
earlier, especially during the Great De-
pression. But today centralized planning
system is more confined to a handful of
developing countries where economizing
resource is the main concern and also the
main need. Even these countries, which
came out from the clutches of imperialism
relatively recently didn’t have strong mar-
ket mechanism unlike those developed
capitalist economy which primarily flour-
ished on their strong market economy and
price mechanism. However, centralized
planning in these countries came with its
own loopholes. Since most of these re-
cently freed developing economies lacked
competent and strong administrations,
these nations saw corruption creeping in
their central planning modules.

For the uninitiated, the Planning Com-
mission played a major role till late 80s
primarily because the State intervention
was quite extensive. The power corridor,
in that period, was more obsessed with
establishing heavy and basic industries,
critical investment in infrastructure,
transport etc. However, since liberaliza-
tion, most of the ministries, bureaucratic
departments, corporate entities, industry
federations etc, started enjoying numer-
ous flexibility and functional authorities,
which to large extent were previously
constituted the job description of our
Planning Commission. The very objective
of planning in a market economy is yet to
be realized. In other words, in spite of
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our Planning Commission never saw
themselves bearing fruits in reality

market economy getting stronger, our
Planning Commission failed to reinvent
itself in order to sync with this economic
metamorphosis. In fact, almost all won-
derful plans devised by our Planning
Commission never saw themselves bear-
ing fruits in reality. The plan always oscil-
lated between time and cost overruns.
The political pressure forced the Plan-
ning Commission to come up with
projects without any justifiable feasibility
report on financial or economic viability
of the same.

Across the world, with change in eco-
nomic model, the centralized planning
system saw its gradual demise. Starting
with the Soviet Union, the Central Com-
mittee of the Communist Party of the
Soviet Union that was designed as the
highest body of the Communist Party of
the Soviet Union (CPSU) started off well
but with time was reduced to just a rubber
stamp body and saw its closure in 1991
with demise of the Communist Party it-
self. Present day, the Economic, Social
and Environmental Council of France is
actually a consultative assembly with lim-
ited roles. Unlike ours, it does not play a
role in the adoption of statutes and regu-
lations but is only there as an advisory
body assisting the lawmaking bodies on
social and economic areas and policies, if
any. Most of the time the body is largely
dormant or inactive and responds only
when the executive arm asks for proposal
on social or economical issues. Talking
cue from France’s Economic and Social
Council, the United Kingdom (UK) de-
signed its own planning body called the

10 —= THE IIPM THINK TANK =—

National Economic Development Office
or NEDO, which later on was restructured
to assist its new corporatist economic
planning forum called National Eco-
nomic Development Council (NEDC).
The main work of NEDC (with assistance
from NEDO) was to act as a forum for
collective bargaining between manage-
ment, trades unions and government in an
attempt to address Britain's relative eco-
nomic decline. However, this was abol-
ished in 1992 and UK now is a member of
the European Union's Economic and
Social Committee (EESC or EcoSoc).
EESC is more of a consultative assembly
comprising employers, employees, trade
unions and representatives of various sec-
tors. In simple word it’s like CII or FICCI
from India. The role of the EESC is
largely consultative though it sometime
gets involved in the matters of social pol-
icy, social and economic cohesion, envi-
ronment, education, health, customer
protection, industry, transport, indirect
taxation and few more. It is nowadays
focusing on boosting the role of civil soci-
ety organisations in non-member coun-
tries. As recent as 2008 China also have
remodelled its centralized planning body
(State Planning Commission and State
Development Planning Commission) to
create the National Development and
Reform Commission (NDRC). The
NDRC mainly works to formulate policies
for economic and social development and
advice on streamlining economic system
of the country. The NDRC is actually a
remodelled body of the State Planning
Commission (SPC).

During early 1980s and 1990s, many

governments who used to follow a planned
economy model began deregulating in a
big way and started adopting more mar-
ket-oriented planning model. In case of
USSR, the change of economic system
itself became the reason for its closure.
Attributes and agendas, which were previ-
ously scrutinized by central planning body,
were now left to the private sector wis-
dom. Today centralized planning system
exists in very few countries like Cuba,
Libya, Saudi Arabia, Iran, North Korea,
Burma and India, to a limited extent.
Countries like France, China and Russia,
to a large extent follow a planning process
wherein the main objective is to maintain
a coordination (and develop synergy) be-
tween state and private entity. These
countries follow Indicative planning
model (aimed to bridge information gap in
economies and increase economic perform-
ance). The main work of the body is to
advice the state to design subsidies, grants,
and taxes but then it limits itself to advis-



ing on broad planning issues only. The

main reason behind the writing off of
planned economy body is the way today
consumers react in a market-oriented
system. In a market economy, where free
price system dominates, centralized plan-
ning fails to recognize and track consumer
preferences, and thus fails to co-ordinate
production. This problem was also dis-
cussed by economist Ludwig von Mises as
economic calculation problem and econo-
mist Janos Kornai as shortage economy
theory. Centralized planning also fails to
address issues of surpluses, efficiency and
competitive pricing. Central planning
system is less likely to encourage innova-
tion compared to a free market system.
This is evident from the way the US made
advancement in science in technology
even during cold war in spite of being
economically weaker than the Soviets.
Economist Robin Hahnel extends the
thought and explains, “Combined with a
more democratic political system, and
redone to closer approximate a best case

INTEGRATED PLANNING

_The transition should be gradual
and the intervention of the state
should not be lifted at one go

version, centrally planned economies no
doubt would have performed better. But
they could never have delivered eco-
nomic self-management, they would al-
ways have been slow to innovate as apathy
and frustration took their inevitable toll,
and they would always have been suscep-
tible to growing inequities and inefficien-
cies as the effects of differential eco-
nomic power grew. Under central
planning neither planners, managers, nor
workers had incentives to promote the
social economic interest. Nor did impend-
ing markets for final goods to the planning
system enfranchise consumers in mean-
ingful ways. But central planning would
have been incompatible with economic
democracy even if it had overcome its in-
formation and incentive liabilities. And
the truth is that it survived as long as it did
only because it was propped up by unprec-
edented totalitarian political power.”
Coming back to from where we started,
the whole debate on transforming the
Planning Commission to Systems Reform
Commission does hold a lot of rationale.
The commencement of transition should
not be too fast and sudden as it may lead
to wastage of resources and give rise to
dead-lock among ongoing project. The
transition should be gradual and the inter-
vention of the state should not be lifted at
one go. There should be minimum regula-
tory involvement, particularly where com-
mon resources are concerned. In order to
make sure our ministries have sound as-
sistance from policy experts at all levels,
involvement of technocrats would be a
requirement too. This will not only allow

flexibility but will also increase the use of
latest technology (which today is not use
extensively); besides it will also introduce
the plan panel to internationally practiced
standards. Moreover, along with all this
process in place, it must be made sure that
the information flow is very transparent
and accessible. In order to gain trust and
acceptance of majority (from various stake
holders) the planning process should have
provision of disclosure of information.
This will also help the market to function
without any major hiccups and will also
reduce the probability of market failure.
The planned agenda should further be
audited by an independent third party
body (may be Comptroller of Auditor gen-
eral aka CAG) to check the feasibility of
the project. With Planning Commission
moving towards more indicative planning
than directive planning, it makes less
sense for states to follow the conventional
model of planning model. In the era of
market economy, the state has to realize
that its emphasis and priorities needs a
change. The conventional role of state are
(were) Planning, Promotion, Regulation
and Production, but with change in eco-
nomic model the state should focus more
on planning and production rather than
regulation. The problem here is not with
the process but with the system that de-
fines the process. Afterall, when a system
fails, it is not enough to just fix the pipes
but the institutions that fix the pipes.

(The views expressed in the write-up are per-
sonal and do not reflect the official policy or

position of the organization.)
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Central Agency In

With the changing role of the state in a globalised world, planning process in
democratic country like India calls for ‘planning as persuasion” where different voices
get rightful place than being made into ‘abstract citizens' to attain neutral planning

ust like the function of painting
dramatically changed after the
invention of photography, the
function of planning too drasti-
cally changed after the State has redefined
its role in relation to market and civil so-
ciety in a globalised world. There is no
suggestion to do away with planning (see
Stiglitz 1997, Bagchi 2007). Rather, crea-
tive use of older paradigm of planning
means not merely ‘seeing like a state’
(Scott 1998), but also planning after ‘see-
ing like a household’, ‘seeing like a market’
and ‘seeing like a collective’ all at the same
time. Some authors (see Wade 1990) have
argued that where there is a synergy of
such different ‘sights’ through division of
allocation decisions between market and
the State, growth is more likely to occur.
This paper aims to spell out the rationale
for a new type of planning in democratic
society like that of India, which could be
termed as ‘planning as persuasion’.

Neutral Planning

for Political Masters

Valuation is at the heart of policy making.
Value-conflicts also refer to equity as the
goal of public policy. Is there neutral plan-
ning when equity is the goal? It is good to
be reminded of the history of Planning
Commission to answer this. Ideological

12 = THE IIPM THINK TANK =—

conflicts between Gandhians and Nehru-
vians in the pre-independence period (that
time to go after industrialization or not) re-
sulted in the formation of National Plan-
ning Committee in 1937 (Chatterjee, 2001:
273), in the hope that such ‘neutral’ com-
mittee would be able to find a workable
path despite of ideological controversies.
The committee reemerged as Planning
Commission after independence.

Vibrancy of democracy is the existence
of different voices. Once these different
voices are made into ‘abstract citizens’ a
neutral planning is achievable. Fortu-
nately, different voices in our country have
not chosen to make the ‘exit’ option. That
has made planning a challenging affair.
Guha (2008) has argued that ideological
divisions in the Indian society determine
the nature of scientific inquiry in this coun-
try. There is no reason to believe that intel-
lectual space exists apart from ideological
orientations. As ideological divisions are
deeply political, the ‘positioning’ in fact
saturates any intellectual space. Valuations
are entrenched in such ideological divi-
sions. This has macro level applications at
the decision making level for policy, also
at micro level of policy implementation
since policy performance is also depend-
ent on the set of beliefs, values and judg-
ments of participants.

Reason-dominated planning has been
the hallmark of modernity, and such ra-
tional determination in the planning proc-
ess “...must know the physical resources
whose allocation is to be planned, it must
know the economic agents who act upon
these resources, know their needs, ca-
pacities, and propensities, know what
constitutes the signals according to which
they act, know how they respond to those
signals.” (Chatterjee 2001: 281). There is
always a lot of residue while technocratic
planners gain such information. Such
residue works as politics outside the po-
litical process upsetting the plans. A lot of
what is attributed as ‘implementation
deficit’ is actually design failure. Free
market propagators such as Friedman
believed when planning is completely left
to market such residue does not exist,
since local people know what is best. Such
thinkers, therefore, believed that hope for
India is not from big industrialists or gov-
ernment planned public sector units,
rather from street-level entrepreneurs
who had perfect information about local
realities. But, we may argue a planning
that leaves space for such entrepreneurs is
still desirable.

There are two options for planning
here. One, ignore ideologies and pro-
nounce like Clinton’s presidential cam-



INTEGRATED PLANNING

Plural Democracy

Sony Pellissery

Associate Professor,
Institute of Rural Management, of
Anand
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paign in 1992: ‘It is economy, stupid’.
Second, denounce such simplification and
let planning acknowledge ideologies more
seriously. In the Indian context, the sec-
ond approach has more worth since plan-
ning has taken issues of inequality and
poverty, which requires differential treat-
ment of different groups. India has not
seen individuals like Bismark in Germany
or Beveridge in the United Kingdom, i.e.,
those who have made practical application
of the social rights through policy instru-
ments in those countries. But, Planning
Commission has filled this void to some
extent. Chelliah (2007) has shown in a
paper how Planning Commission could
undertake the responsibility for develop-
ing backward states through differential
policy prescriptions. This differential
policy prescription (see chapter 4 of Sachs
[2005] or Galbraith [1972] for more de-
tails), which is primarily an equity-based
argumentation could be effective only
when ideologies have been taken seri-
ously. What is the nature of planning when
ideologies are taken more seriously?

Planning in Interactive Contexts

Charles E. Lindblom (1977), in his famous
Politics and Markets, showed how intel-
lectually guided ‘decision’ and so-
cially guided ‘volition’ are two
modes of reaching solutions: “The

_Persuasion is demystifyingthe
impossibility of means-ends dichotomy
and releasing the power of ideas

model of the intellectually guided society,
Model 1, specified that some people in the
society are wise and informed enough to
ameliorate its problems and guide social
change with a high degree of success. Ac-
cording to Model 2, however, ‘everyone
well knows himself to be falliable’, as J. S.
Mill argued in “On Liberty.” While in the
Model 2 interaction becomes part of the
decision making. In the process of interac-
tion to reach an agreement persuasion or
bargaining or coercion takes place. A
healthy democracy should aspire to carry
out the role of persuasion to a great extent,
which could ensure deepening of the de-
mocracy as well.

Persuasion is not merely about rea-
soned arguments and backing with evi-
dence, but also winning the other compre-
hensively, even by appealing to values.
“Power has a rationality that rationality
does not know, whereas rationality does
not have a power that power does not

Ser@iedidd @RS l‘lm]-

know” (Flyvberg, 1998: 2). Persuasion with
reasoned arguments alone is the voice of
the experts. Ethnographic revelations
about such expert-led planning have been
scandalous, and has been moderately
criticized as ‘anti-politics machine’ (Fer-
guson, 1994). Such anti-politics machine
of planning also initially sidelines the
ideational frame of social change by ef-
fectively blocking the new ideas on the
periphery. Good example is to look at how
most of the grandeous plans have ignored
the way social and structural processes
producing poverty at local level. A slowly,
but steadily, growing stream of literature
on social structures of accumulation in
India, has shown how both planning proc-
ess as well as market is entrenched in the
social structures. Such entrenchment re-
tards the development of a liberal capital-
ism, as well as threatens the fabric of de-
mocracy by stifling the voices which have
limited economic resources.

Persuasion is the ability to take cogni-
zance of such different voices and to allow
intellectual space not to stifle new ideas.
“Practical men, who believe themselves to
be quite exempt from any intellectual in-
fluence, are usually the slaves of some
defunct economist.” (Keynes 1936: 383).

A persuasive planner could act as a policy
entrepreneur. A policy entrepreneur is
engaged in streamlining the problems and
solutions to the political environment.
Technically, this process is called as ‘open-
ing of policy windows’ (Kingdon 1995;
Roberts & King, 1991). Properties of prob-
lems in pluralist democracies are often
‘constructed’ than given. Solutions are



often picked up rather than created. What
is important is aligning these two to the
third one, namely, political environment.
Art of persuasion is bringing these three
into a synchronization. Here, role of plan-
ner is not merely acting as ‘handmaid to
political master’ but to assume the role of
‘speaking truth to power’. A good example
is K.N. Raj (at a young age of 26), architect
of the first Five Year Plan, in opposing
Nehru’s ambitious Soviet-style plan, by
pointing out the incompatibility between
high investment and democratic fabric of
the country.

Policy and planning has primarily worked
within the framework of means-ends di-
chotomy. What policy means would achieve
the goals desired. Persuasion is demystify-
ing the real impossibility of means-ends
dichotomy. What is good for one section is
bad for another. Or what is of strong inter-
est for humanity is of least interest for fu-
ture generation or environment. Thus, ex-
hibiting the impossibility of means-ends
dichotomy becomes possible by juxtaposing
the existing claims with new ideas. In the
instrumental rationality newer ideas have
little space. Once the means-ends dichoto-
my is overcome, the instrumental rational-
ity has limited role. Thus, persuasion is in-
terested in cogeneration of practical
wisdom by engaging with stakeholders who
present new ideas or different voices of
democracy. Decisions arrived through this
manner would be in tandem with volition
of the members of society, thus gaining
more legitimacy for them.

Conclusion

Choosing and deciding has been the older
style of planning and policy making. In
post-modern plural democracies, persua-
sion becomes the hallmark of planning.
Here, practice of the policy is the concern,

and aims at minimizing the implementa-
tion deficit. What practice will take place
will be determined by institutionalizing as
to what is given for practice is practical or
not. This is feasible when there is shared
values and beliefs of citizens and the State.
In other words, merely by a Weberian
bureaucratic insulation from ‘societal in-
terests’, a policy may not be successful.
Rather, autonomy gained through such
insulation must be capable of cogenerating
synergy by aligning with the internal struc-
ture of society. Dialogue has to happen to
generate these shared platforms or align-
ing process. This dialogical process ac-
tively encourages different voices and new
ideas to take centre stage than experts oc-
cupying such spaces. Thus, embedded
autonomy is designed and generated
rather than working only with existing
embedded autonomies (existing social ties
of the internal structure of society with inter-
nal structure of the State). This is truly the
State as a social construct, not in a passive
sense, but in active sense (creating new ties)
of we are continuously reconstructing the
State. This is true Swaraj, where neither
there is fear for the citizens about the
mighty arm of the state to control their
behavior, nor there is fear for the State
machinery as to whether society would
take over the former.
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The Complexity and Need for

of Planning Agencies

The evaluation of an entity such as government agencies is particularly difficult

as the goods or services provided by them do not have any market value, so the
effectiveness of cost-benefit analysis becomes questionable as even the experts

will have vested interest in providing the same goods and services s,
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here seems to be a general

tendency for modern gov-

ernments to get bigger, more

bureaucratic, and less effi-
cient. Why might this be the case?

Lately, many econometric studies are
finding that the size of government in
most countries is beyond the optimal
level that is needed to provide maximum
economic growth. When this condition
exists, any further expansion of the gov-
ernment leads to a reduction in the rate
of economic growth.

Economic growth is essential for
progress. It is economic growth that
enables the standard of living to rise. It
is through economic growth that sur-
pluses above the basic needs of society
become available. These surpluses can,
in turn, be used for investment in human
capital, physical capital, research, infra-
structure, and other important uses
thereby creating a virtuous upward in-
vestment growth cycle.

One of the key tenets of economics is

e J
—— 4
- - :
that design or structure determines per- 4

o

formance. A purely competitive market
structure results in better outcomes from
the viewpoint of society than monopoly
even though business in both cases is
conducted by self-interested profit
maximizing individuals. Similarly,

within the framework of democ-

racy, some governmental de-

signs will be better than others

from the social point of view.

The question is what type of
changes in the structure of the
government is needed to move in

this positive direction.

A major factor underlying ineffi-
ciency in government is that government
bureaus, commissions, and programs are
not, unlike the private sector, subject to a
market test. Government agencies, pro-
grams, and departments that have long
lost their functionality and purpose con-
tinue to exist. In the market place, when
a product is no longer in demand be-

cause, for instance, it has been

-,



supplanted by a superior product, such as
was the case with typewriters by comput-
ers, the business of the inferior product
becomes unprofitable and quickly ceases
to exist. Resources are freed from unpro-
ductive uses and become available for
more valuable pursuits.

Grapevines, roses, fruit trees, and
other plants need pruning on a continual
basis to be healthy and to bear abundant
fruit. Similarly, the government needs to

trim off ineffective parts of its body so as
not to develop into a cumbersome, bur-
densome, useless social entity. How might
this be accomplished? One possibility is
that anytime there is a legislative estab-
lishment of a new body, agency, or gov-
ernment commission for some purpose,
that at the very same time legislation is
enacted that the newly created body,
agency, oOr

commis-

INTEGRATED PLANNING

sion will be automatically discontinued or
cease to exist in a specified number of
years, unless it is proven at a reasonable
time prior to its anticipated dissolution,
to still be important. In other words, all
agencies, commissions, and bureaus, of
the government should be considered as
temporary, and there should be a general
felt consciousness by the public and by
government employees of their tempo-
rary nature. Everyone, most especially
those working in the agencies, must have
an understanding that agencies are for
public service and will only continue to
exist as long as they have a worthwhile
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future from the point of view of society as
a whole. A second possibility is for the
government to do an entire comprehen-
sive evaluation of all agencies on a peri-
odic basis with each and every agency’s
continued existence contingent on their
worth at the time of the evaluation.
Even if future evaluation of govern-
ment agencies is predetermined at incep-

sionals in the good or service are gener-
ally consulted. However, a lot of times,
these experts are experts or have become
experts precisely because they work or
have previously worked in providing the
good or service. This means, as a rule,
that they have a vested interest in the
continuance of the good or service and
are inclined to overstate the value of the

_In a democracy, people expect the
govt to help them in the face of life’s

tion or there is a periodic general evalu-
ation of all government agencies, a major
problem, perhaps even an insurmounta-
ble one, is that, the evaluation of govern-
ment functions, especially in democra-
cies, is extremely difficult, and, the
pruning, the winnowing down of the
government and the elimination of agen-
cies deemed no longer to be effective is
even more difficult.

An essential reason for the complica-
tion is the valuing of government goods
and services and the agencies providing
them. For most government goods, there
is no market value on these goods and
services. How does one value these goods
and services when there is no market
value and when different people, differ-
ent constituencies, value them differently,
sometimes totally differently? Can cost
benefit analysis be used effectively when
the very value of the benefits is just what
is under question? In the process that is
commonly used to assess the value of an
agency, there is generally an upward bias
in the estimate of the worth of an agency.
Typically, in order to evaluate an agency,
to evaluate the value of the good or serv-
ice an agency provides, experts or profes-
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good or service. For instance, the govern-
ment might bring in an army general to
discuss whether there is need for the con-
tinuance of a particular military agency
for defense.

In addition, there is a potential unem-
ployment problem. The government is
always subject to competing welfare goals
that are not necessarily compatible. In a
democracy, people expect the govern-
ment to help them in the face of life’s
difficulties, or, at least, to try to help
them. One of the goals of government is
to maintain high levels of employment. If
the government eliminates an agency of
government that is now dysfunctional in
order to increase efficiency within the
government itself, or in the economy as a
whole, it generates unemployment. If
there are a large number of people in the
agency, its elimination is also likely to
have substantial negative multiplier ef-
fects on the economy.

Making a judgment on the continual
existence or elimination of a government
agency may be less onerous than deciding
on the scale of operation of an agency
once the decision for its continued exist-
ence is deemed to be appropriate. Of

course, the optimal size of an agency is up
to the point where the marginal benefit
equals the marginal cost of running the
agency. If there is a hard time agreeing on
valuing the total value of an agency, how
much more so, if even possible, of getting
people with different assessments of val-
ue, to agree on the value of the marginal
benefit of an agency.

What about planning? Is economic
planning valuable? How valuable? The
answers are, to say the least, both his-
torically and at the present time, a bit
controversial. The valuation of planning
differs depending on who you ask, and, it
must be kept in mind, it is the valuation
of planning that is fundamental in making
the decision of whether or not to have a

planning agency and in properly ascer-




taining the scope and nature of a planning
agency. Those on the left place a high
value on planning, while those on the
right give little, or no, or negative value,
to planning.

A potential positive aspect of planning,
upheld by those who place a high value on
planning, is that it leads to greater eco-
nomic stability. A capitalist system's main
concern is with profits, not with consump-
tion. Its focus on profits makes it highly
unstable and subject to recurrent crisis.
Planning can be used to dampen the un-
wanted gyrations in the economy stem-
ming from a market system.

On the negative side there is power
and the threat of power that comes with
planning. It is no accident that a centrally

planned economy like the Soviet Union

produced a Stalin. Hierarchy and power
is part and parcel of the very nature of
planning. Planners believe they know
what is best for others and impose their
will on others. Power, employed in plan-
ning under the rationale and guise of
doing well for others, is an unwanted
problem. Power is anti-freedom and ad-
dictive. A real risk of planning is that,
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ships that encourage them to find and
develop their own inborn potentiality,
their own direction, and to discover their
real selves and become authentic, inde-
pendent, autonomous actors in the drama
of life. The economy is a social system
consisting of human beings in a nexus of
social relationships. A government that
promotes a healthy social environment

the rationale and guise of doing well

for others, i

without careful monitoring, it can easily
get out of control and usurp freedom.

In psychotherapy, they have found that
human beings tend to blossom in relation-

N _unwan I

lem

and refrains from interfering with the
development and natural direction of
social relationships by the imposition of
its will is likely to reap the fruits of a more
creative, a more productive, and more
innovative society.

There is a general human tendency and
belief that once we understand the op-
eration of any phenomenon we can then
bring it under our conscious control for
our own benefit. However, there are some
instances for which detailed conscious
control may not be the preferred option.
Scientifically, we might know all the intri-
cate movements and the necessary coor-
dination of the various muscles to lift a
water glass form the table to get a drink
of water, but would probably go insane if
we had to consciously decide to do each
and every step involved.

The recent overall interpretation of
planning by the West has been from a
triumphant point of view. The west points
out that the world has had a major social
experiment in planning in the former
Soviet Union and in other countries and
that centralized planning has failed, espe-
cially in the areas of economic efficiency
and economic growth. A more nuanced

—— THE INDIA ECONOMY REVIEW —— 19



PLANNING PARADIGM

view is the notion of convergence. The
notion of convergence is that countries
are becoming more and more alike over
time, so that, the capitalist west is incor-
porating some planning aspects into their
system, and the planned economies are
becoming more capitalistic by incorporat-
ing market elements into their systems.

There is little doubt that extensive cen-
tralized Soviet style planning is inefficient
and dampens incentives to produce.
However, the historical record seems to
indicate that it is possible that planning,
when used as an overall guide or as a
general blueprint for the direction and
coordination of an essentially market
economy, may be helpful, or at least, not
harmful, in facilitating the transition
from a less developed to a modern econ-
omy. China is a case in point. South Ko-
rea and Japan are other examples in
which overall planning were used in com-
bination with the market in the develop-
ment process.

In terms of economic development it
may be that there are different amounts
and kinds of planning that are optimal
for different stages of economic develop-
ment. Perhaps at an initial stage of devel-
opment, a lot of centralized planning
may be helpful, but with further develop-
ment, it needs to be set aside to allow
markets to rule, but with further develop-
ment, as economies become older and
more mature, greater planning may once
again be needed.

In early stages of development, a
planned economy may be helpful to
jump-start the economy. Indeed, per-
haps, limited human capital resources
can only be used in an effective way by
consolidating them in a planning agency.
However, in later stages of development,
a directed economy may retard eco-
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nomic development as the economy now
has a life of its own which is not given free
reign to express itself when directions are
given from above. However, once the
planning authority or any agency be-
comes established in the government it
becomes entrenched and is difficult to
remove even when its functions become
obsolete or dysfunctional. An analogous
thing often happens in a relationship

between a father and a son. In the father

son relationship, when the son is a small
child, there is an advice giving role
adopted by the father and, at this stage of
development, the advice that is given is
really needed by the son. To take just one
striking example, the son as a little child
may be naturally attracted to the beauty
of fire but is unaware of the danger of fire,
so the father warns him not to touch fire
or he will get hurt. When the son becomes
ayoung man, inappropriate continuance
of the habituated advice giving role by the
father can inhibit the independent devel-
opment of the son and deflect him from
following the path he is inherently meant
and destined to go.
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Economic Planning
and Industrial Policy

For several reasons national economic planning is required in a developing
country like India but it should account for challenges of rapid change

due to technological advances and globalization opting for a middle way
between the two extremes of central planning and over reliance on market
signals — a framework for avoiding the corner solutions

he debate on economic planning

Raj Aggarwal often ends up with people in two

opposite corners — those that be-

Sullivan Professor of International

Business and Finance, . o
University of Akron cconomic plannlng in one corner versus those

lieve in government-led central

that believe in relying completely on market
signals in the other opposite corner. The reality
is that neither corner is a desirable place. Gov-
ernment economic planning has a difficult time
picking winners and avoiding being hijacked by
powerful interests while market signals have just
as often proven to be unreliable as shown, for
example, by the recent 2008-09 global financial




crises. This note contends that the best
form of economic planning avoids either
extreme corner.

Economic planning has been consid-
ered important in India at least ever since
independence. We have had a number of
five year plans over the last sixty plus
years. India has made remarkable
progress in this period with especially
rapid progress since the deregulatory
moves of the early 1990s. Nevertheless,
the role played by economic planning can
be and is being vigorously debated in In-

dia. Indeed, national industrial policy
remains controversial globally.

Even in corporations and other organi-
zations, where strategic and operational
planning is widely adopted, smart execu-
tives recognize the limitations of such
exercises. While planning allows an or-
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ganization to prepare its responses to
events and environmental changes, it
limits flexibility and nimbleness — two
qualities that become critical in environ-
ments that change rapidly. Business plan-
ning seems to work best in a static or slow
moving environment. It seems the same
may be true for nations.
The year 1989 seems to have been a
turning point for economic planning.
That year saw the break-up of the
Berlin Wall, a symbolic affirmation of
the fall of communism.! It was also the
year the remarkable growth of the Japa-
nese economy peaked. The communist
countries and Japan were both known to
have built their considerable economic
successes with heavy reliance on national
economic planning and industrial policy
(Aggarwal, 1999a). After 1989 most of
these centrally planned countries started
converting their economies to rely much
more on market signals to guide eco-
nomic growth. Similarly, other countries
that already had market-based economies
started down a similar path with a strong
focus on de-regulation. Interestingly, this
global move towards less reliance on na-
tional economic planning and regulation
lasted for about two decades until the
developed country financial crises of
2008-09. Over-reliance on free
markets and too little regula-
tion seems to have
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played a major role in this recent set of
crises and the resulting recession, remind-
ing us again of the need for light but ap-
propriate regulation.

So, we are now at a cross-road in terms
of national economic planning. What is
the best mix of reliance on market signals
and government regulation going for-
ward? While the answers will undoubt-
edly change over time and be somewhat
different for each country, and reasonable
people can and will disagree on exact
details, it would be useful to frame the
debate with some general principles. This
brief note is an attempt to provide the es-
sentials of such a framework.

A few caveats are in order. This paper

information; but

nomic planning often places an undue
burden of providing appropriate and
timely information about consumption
patterns to production organizations. As
noted by many conservative economists
like Hayek and von Mises, this is often
impossible and seems to have been a ma-
jor reason for the failure of the Soviet
economic system. A second reason for the
failure of central economic planning is
the need to own or control the means of
production to ensure that appropriate
plans are carried out. However, the lack
of private ownership or control makes it
difficult to motivate workers to produce
appropriate products efficiently (e.g., a
collectively owned sick cow may die while a

_information may be too costly

is not a comprehensive statement or
analysis of economic development — a
topic still not well-understood. Neither is
this paper intended to be a rigorous
analysis of economic planning. It repre-
sents somewhat of a personal view of
economic planning and it includes some-
what simplified statements that are nev-
ertheless directionally correct and ap-
propriate. It is not a review of the
voluminous economic planning literature
as that has been covered elsewhere (e.g.,
Rostow, 1990).

The Environment for

National Economic Planning
Limits of the Corner Solutions: Eco-
nomic planning can fail because of many
reasons. First, it may be impossible to
anticipate important trends, inflexion
points, and other changes. Central eco-
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similar privately owned one may survive as
the owner is more likely to take care of the
cow in an all night session if necessary). A
market based economy can overcome
these and other limitations of central
economic planning.

However, market signals are not perfect
either. Markets can be inefficient and
subject to bubbles. These imperfections
can result from a number of possible fac-
tors. First, markets need reliable public
information to function; but such infor-
mation may be too costly to produce or be
unlikely to be produced by private enti-
ties. Second, market participants may not
behave rationally — numerous behavioral
biases among market participants have
been extensive documented. Third, price
discrepancies in markets need to be arbi-
traged away efficiently but such arbitrage
may be limited not only by information

costs, but also by lack of capital, ability to
assess or take on risks, or limited access
to arbitrage opportunities. Fourth, many
production processes often cannot re-
spond instantly to new demand and this
necessary delay may induce cyclical vari-
ations and instability in market responses.
Finally, there are many market externali-
ties that may limit the social value of
market signals (Aggarwal, 2004). Many
economic actions depend on free or un-
derpriced resources in the “commons”
and many economic actions benefit a
wider set of agents than the one that bears
the cost of such action. In such cases of
market externalities, market signals based
economic actions are usually inefficient
and/or impractical.

Thus, it seems that both the extremes
of central economic planning and com-
plete reliance on market signals for eco-
nomic guidance are imperfect and have
many flaws and limitations; and neither
extreme is an appropriate approach to
national economic planning. Next we ex-
amine some additional factors that are
useful in thinking about the middle way
of economic planning.

Indian Environment for Economic
Planning: There are numerous arguments
that have been advanced to support eco-
nomic planning. It should be noted that it
is very difficult for any government (or
even private) organization to pick indus-
tries and sectors that are winners or even
those that are likely to succeed in the fu-
ture. Nevertheless, based on market ex-
ternalities, among the arguments put
forward for economic planning in India
are the following:

First, while India in the past was a
wealthy country (even as late as the 18™

and early 19" centuries India produced ap-



proximately 25% of the then global econo-
my), in 1950 India was a poor country
accounting for roughly two percent of
global GDP. Since then while our econo-
my has grown considerably to perhaps the
fourth or fifth largest economy in the
world (in purchasing power terms), on a per
capita basis India is still a predominantly
rural and poor country (e.g., Aggarwal,
2010). We are also a democracy and the
poor in India know how to use their con-
siderable voting power. Thus, adequate
benefits of national economic growth
must flow to the rural majorities. This
may not happen automatically in an
economy driven solely by market signals.
There are many reasons for this type of
market failure. For example, poor
people are often unin-

formed consumers and

often lack enforce-
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We are also a democracy and the
poor in India know how to use their
considerable voting power

able property rights (DeSoto, 2000). In
addition, technological progress seems to
increase economic inequality. Govern-
ments and economic planners may have a
role in ensuring resource flow and en-
couraging businesses to serve the poor
and those at the bottom of the pyramid
(Prahalad, 2005).

Second, many hostile nations and

forces surround India and some resources
must be dedicated to national defense —
another activity that cannot be driven by
market forces. Economic planning and
fiscal policy needs to ensure adequate
resource flows to defense.

Third, the Indian government like
other governments all over the world may
want to provide subsidies and other sup-
port for high risk business activities that

have social benefits — benefits that go
beyond private benefits (Rajan
and Zingales, 2004). Protec-
tion of “infant” indus-
tries is an example of
this goal. Another
example of this argu-
ment is the ex-
pressed need
for govern-
ments to sup-
port basic re-
search and
technical ac-
tivity that can
be critical in
economic de-
velopment.?
Fourth, it is
the role of the gov-
ernment to provide
a level playing field
for businesses limiting
excessive market power
through anti-monopoly
legislation and regulation
(Olson, 1982). These anti-mo-
nopoly measures need to account
correctly for market size and for the
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global or local nature of the market for a
given product or service. Another aspect
of providing a level playing field that the
government must provide for the uniform
disclosure of reliable and audited finan-
cial statements.

Fifth, human capital is not infinitely
available, tradable, or moveable and takes
time to develop and deploy. The govern-
ment must often provide subsidies and
plans to encourage the efficient develop-
ment and deployment of human capital
(Aggarwal and Agmon, 1990). India faces
a particularly significant demographic
challenge in this regard as its population
entering the job market is projected to be
one of the largest in the world over the
next few decades. While a country’s edu-
cational system influences its level and
quality of human capital, the efficient
deployment of human capital is much
more complex, depending on gender
policies, and other political, cultural, and
social labor market rigidities. The impor-
tance of improving educational systems
and of reducing such labor market rigidi-
ties is critically important in this informa-
tion age.

Sixth, the government and economic
planners must often take the lead in pro-
viding basic infrastructure such as trans-
portation systems, power grids, and com-
munication lines. The Indian government
is finally focused on making major efforts
in this area.

Role of Late Industrialization: Late in-
dustrialization has some advantages when
a country develops economically and

technologically later than some other

countries. Such a late developing country
can possibly learn from the experiences
of the more advanced countries and avoid
some of the pitfalls that may be suffered
by the pioneering country. As pioneers,
the leading economies often have to try
various measures and developmental ap-
proaches not all of which work out (Ag-

_A late developing countrycan
possibly learn from the experiences
_of the more advanced countries
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garwal, 1999c). Nevertheless, some of
these lessons may not apply to another
country or may not be transferable. In any
case, in developing national economic
plans, it is often useful to study the expe-
riences of other economies that have un-
dergone similar challenges a few years or
decades earlier. However, any such les-
sons of late industrialization are being
rapidly made obsolete by rapid advances
in technology and globalization.
Fortunately, there is a new twist to old
advantages of late industrialization —
countries can now skip some steps in the



process of economic growth. Newly devel-
oped countries can leapfrog many inter-
mediate technologies. For example, many
countries have very successfully skipped
the development of land lines and gone
straight to wireless telephony. Now there
may be opportunities in skipping the
development of centralized generation of
electric power since distributed power
generation (such as solar, wind, geother-
mal, etc) may become more economic in
future. There may be similar opportuni-
ties in other areas too. It is important that
economic planning and regulation en-
courage technological leapfrogging wher-
ever possible.

Technology: It has been contended that
we now live in a transformational age as
we have been moving from the industrial
age to the information age (moving from
the age of the atom to the electron and the
photon). The age of hulking industrial
machines is being replaced by the age of
small and svelte information appliances
(such as computers, cell phones, and other
objects with embedded intelligence).> Ag-
gregate consumption is getting lighter and
more tradable as the proportions of heavy
consumer products with mechanical com-
ponents are declining while the propor-
tions of services and lighter products
made of plastics and consisting of photon-
ics and electronics are increasing in every
economy. Due to technological progress,
much of the new production processes
depend on electronic information flows
(often over the internet) and the most im-
portant wealth producing assets are now
intangibles. Another feature of the mod-
ern age is that fixed production costs (in-
cluding the costs of development) are now
much more important while variable costs
have been declining as a proportion of
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cycles are shrinking and the business

nvironment |

total costs. This costing development al-
lows much greater flexibility in pricing
policies and for innovative corporate
strategies especially against less well-
heeled competitors. Lastly, in this infor-
mation age, product life cycles are shrink-
ing and the business environment is much
more dynamic.

Economic planning must reflect this
increased pace of change and the critical
need to upgrade technologies used by
domestic firms. Indeed, the traditional
factors of production seem to be changing
in importance. While still necessary, it is
no longer land, labor, and capital that are
critical in the production process. The
information age processes require little
land and labor, and with capital flowing
globally with ease, good business ideas
can attract the required capital. Instead,
in this information age, the critical re-
sources are ideas and entrepreneurship.
The economic planning process must
ease and encourage the implementation
of entrepreneurship and new ideas, and
the development and efficient deployment
of human capital.*

Globalization: As the speed and ease of
cross-border communication increases
with technology, consumer tastes, produc-
tion, and business organizations are all
becoming more global. Barriers to trade
and investment have been declining for
the last half a century and the process
accelerated with the move from central
economic planning to market based
economies in the late 1980s (Friedman,
2005). With the rise of the information

much mor

nami

age, products are getting lighter and so
more cost-effective to move across bor-
ders and over long distances. Lastly, glo-
balization is also being driven by the
wealth creating effects of international
trade and investment.

Finally, globalization makes technology
more valuable by providing larger markets
and, at the same time, technology facili-
tates globalization with increased ease of
cross border communication and trans-
fers. Thus, this mutually reinforcing proc-
ess between technology and globalization
creates a vortex of ever accelerating eco-
nomic change (Aggarwal, 1999b). Neither
economic organizations nor economic
planning can any longer afford to take just
national perspectives.

As this brief review indicates, there are
many reasons for national economic plan-
ning and regulation. However, national
economic planning and regulation must
also account for the challenges of rapid
change brought about by twin mutually
reinforcing factors, technology and glo-
balization. Finally, national economic
planning and regulation must reflect a
middle way between the extremes of cen-
tral planning and over-reliance on market
signals. The next section provides some
guidelines to frame that balancing proc-
ess and come up with that required mid-

dle way.

A Framework for

National Economic Planning®

A useful way to think about a framework
for economic planning that balances be-
tween the two extremes noted at the start
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of this note, is to think about a set of guid-
ing principles. A minimalist framework
for national economic planning based on
just five principles is presented below. The
implementation of these guiding princi-
ples/framework will, in many cases, re-
quire detailed explanations and imple-
mentation guidelines.

One of the first principles is that the
nature and usefulness of planning will
differ depending on particular conditions.
It seems clear that planning is more useful
in static or slow moving economies and
industries. In environments that are dy-
namic and changing rapidly, directive
planning is less useful and in fact may
even be harmful. In such cases, flexibility
and nimbleness are more important. One
reason why the Japanese and communist
strategies for economic growth stopped

_Planners need to carefully assess
which environments are fast changing

the next principle.

A third principle has to do with the
nature of planning or regulation. Two
extreme cases are 1) when planning or
regulation states what cannot be done,
with other actions allowed, or 2) when
planning or regulation specifies what can
be done, with other actions prohibited.
The first, approach is clearly more flexible
compared to the second approach. It
is safe to observe that before the reforms
of the early 1990s in India the planners
emphasized the second approach and
Indian economic growth rose dramati-
cally when the planners started empha-
sizing the first approach after the early
1990s.

A fourth principle of economic plan-
ning requires that each regulation should
have a sunset provision when enacted.

_and which ones are slow moving

working may have been the fact that their
economies had developed so much that
they lost the advantages of late industri-
alization when a planning can be guided
by the successes of the more developed
economies. Planners need to assess which
environments are fast changing and which
ones are slow moving (e.g., the application
of technology seems to speed up changes in
any industry).

A second principle for government
regulation and economic planning is the
need to articulate and document the na-
ture of market failure that needs to be
addressed (markets are by no means per-
fect) with a given regulation or subsidy
(Schleifer, 2005). This requirement is
particularly important in implementing
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Conditions change and regulations must
be re-assessed to see if they are still opti-
mal. This is particularly true for regula-
tions that are designed to protect “infant”
industries or to correct another market
failure. In most cases, each regulation will
develop a set of economic agents that
depend on that regulation and will oppose
any changes no matter how useful for the
country as a whole (Stigler, 1971). No
country has just an economy, they are all
political economies.

Fifth, instead of regulations prohibiting
or allowing certain behavior in response
to market failure, in some cases it may be
necessary only to ensure greater and ap-
propriate disclosure as a regulatory
mechanism (Baumol et al, 2007). Infor-

mation for markets is like oxygen for hu-
mans, and in some cases provision of ap-
propriate and greater information
disclosure may allow a market imperfec-
tion to decline or disappear, obviating the
need for more extensive regulation of
business activity.

It should be noted here that these five
principles form a minimalist framework
and should be considered to be the core
to guide thinking on economic planning.
Indeed, as indicated earlier, the imple-
mentation of these guiding principles/
framework will, in many cases, require
detailed explanations and implementa-
tion.

Conclusions

Neither the extreme of central economic
planning nor the other extreme of reli-
ance on market signals alone are appro-
priate approaches to national economic
planning. Complete reliance on central
planning or on market forces are each
inadequate and fraught with serious
limitations. Economic planning must find
a workable middle way to encourage and
support conditions that enhance eco-
nomic growth. This note provides a prag-
matic and balanced framework of five
principles to guide thinking about na-
tional economic planning.

Endnotes

I Serious fascination with communism
and socialistic central economic plan-
ning started with the Congress of Eu-
rope in 1889 and so it seems that it
lasted exactly a century.

2 China seems to be very successful in
encouraging the import and adoption
of foreign technology by Chinese
firms.

3 In 1957, I was the proud owner of a new



Japanese radio with one transistor that
was much lighter than the existing tube
radios. Half a century later it is con-
tended that a modern well-connected
person in 2010 owns and operates
products with more transistors than he
or she has neurons in their brains (For-
tune, 6" September 2010, p. 64).

* As has been noted earlier, a well-edu-
cated internet connected individual
located anywhere can be a formidable
global competitor.

> The thoughts in this section are par-
tially based on my experiences in train-
ing emerging market regulators at the
US Securities and Exchange Commis-
sion in the early 1990s just after the
Berlin Wall fell and many formerly
centrally planned economies were
starting to develop capital markets.
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PLANNING PARADIGM

he middle decades of the

erstwhile century are impor-

tant for it is during these

decades that a number of
countries emerged as independent na-
tions across the world. These nations in
most cases emerged as those that had
experienced colonial rules. The transition
was from one of being locked into a cen-
tre-peripheral structural mode to that of
emerging into a status where the immedi-
ate relationship was relatively less tied up
with such historical determinacy. Size of
these newly crafted nations notwithstand-
ing, the contextual concerns that emerged
were those related to prospects that these
nations had as new bodies situated in the
prevailing network of existing nations. It
is not surprising, therefore, that develop-
mental economics as an academic disci-
pline, with a focus on the economy and
the polity of these nation units, emerged
as a concurrent body with an autonomous
approach. It may not be an exaggeration
to add that the approach was one that
transcended many others; in terms of
practice, the approach found support
from political practitioners. The perspec-
tive to be adopted for endearing a move-
forward of the economy also benefited
from experiences of a number of other
nations. The period of Great Depression
and the manner in which the State had
stepped in offered an experiential learn-
ing the magnitude of which had hitherto
not been witnessed. Again the pattern of
State intervention in the management of
the Soviet economy during the twenties
and the thirties offered illustrative lessons
that emergent nation States could count
on as options tried out elsewhere. As far
as the productive capacity of the nation
was concerned and as far as the gross
outputs produced by these installed pro-
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ductive capacities were concerned, the
lessons were there to see. The history of
events of the world earlier had not prob-
ably seen anything of the magnitude that
these illustrations confirmed. If it was
possible elsewhere at the event level, it
was not difficult to recognize the possibil-
ity that similar results could be replicated
in these newly emerged nations. The for-
mats were to be arrived at and inputs
from academic disciplines referred to in
stand-up relationship with political feasi-
bilities specific to a nation did seemingly
offer a broad framework in which eco-

nomic growth in large measures could be
targeted by the State.

This general framework was applicable
to the Indian case too. The sluggish back-
wardness associated with the Indian
economy was a scenario that required
measures of interventions that could sup-
port leap forwards of the type witnessed
in other economies. And this could be
done, it was recognized, by invoking the
role of certain institutions. The role of the
State was coming to be recognized as an
important one as illustrations of remedy
measures taken to address depression, or
aloss in growth in the economy on the one
hand, and that to accelerate growth in the
other were recorded. State as an institu-
tion could not remain a laissez faire one




in such times. The other institution was
that of the market. The market brought
with itself a number of issues which were
quiet clear when a comparative picture
was drawn of those economies that had
developed markets and those that had
only nominal ones. Underdeveloped
economies and underdeveloped markets
seemingly share a sine qua non relation-
ship inimical to economic development.
The State and Market relationship had,
then, a validity that needed to be ac-
counted for. If these were some of the
important institutions, then there were
certain methodologies that were required
to be put in place so as to provide a man-
ner to address these as part of a common
framework. Economic planning was an
early answer as the bridge between the
State and that of market. The role of the
State in forging the relationship by adopt-
ing this bridge was an activity of essence.
The State in India opted for this as part of
its intervention in the politico-economic
landscape. It did so by setting up the Plan-
ning Commission, and also made this in-
stitution organizationally relevant by re-
lating it to the political leadership in
charge of deciding on construct of eco-
nomic policies expected to engender the
process of economic development. Plan-
ning for the economy was a critical input,
and the State soon after independence
took steps to institutionalize the process
of planning for the economy as part of the
economic development process.

The prospects of what are identified as
‘market failure’ and that of ‘government
failure’ were aspects that could well hap-
pen on putting the stated State, market
and economic planning troika-schema
into practice. These were concerns not
just for select nation states as India. There
were issues that were faced by emergent

nations across the world at those points in

time. Where the differences between na-
tion states emerged as issue of conse-
quence was in that of the specific historic-
ity of each of these nations. The historic
specificity of India emerging from long
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combinatorial input has when brought in
as a whole. The manner in which eco-
nomic planning was leveraged by the State
to both intervene and as also to develop
the market was a critical one.

Economic Planning —

Issues that Play a Critical Role

A superficial reading of economic plan-
ning as a mode of intervention by the
State would mean taking an instrumental-
ist view of that which is meant to be as-
sociated with planning. Economic plan-
ning need not be brought down to a level
of being a mode of an instrumentalist in-
tervention alone. Viewed as such, the es-
sence dwindles to one of methodology and
we are presented with an approach that

_Economic planning was an early
answer as the bridge between the
5 E E et in Indi

period of direct colonial rule was different
from that of Korea which had a compara-
tively much shorter period of Japanese
rule. Nonetheless, in both instances the
role of the State in relating with the mar-
ket and the adoption of state planning in
matters economic are very much in evi-
dence. Historic evidence also points out
that the pattern in which this eventually
worked out was quiet different in one na-
tion state over that of the other. The man-
ner of intervention that the combination
of State, market and economic planning
was structured, that is the combinatorial
input, was specific to a nation state and
the results that were realized say in terms
of the changes in per capita income con-
firm this in good measure.! The role of
each of the combinatorial input is impor-
tant, and so is that of the effect that the

gets limited to the richness, or the lack of
it, of that methodology. In an early paper,
Hayek initiated a debate on economic
planning®. And he did so by asking a ques-
tion, and which was as to, “What is the
problem we wish to solve when we try to
construct a rational economic order?”
Hayek alluded that if looked at using com-
mon suppositions, that is the instrumen-
talist format referred to here, the answer
is not far and it is amenable to logical in-
ference. What is implied is that in case we
have all the appropriate information
about what society wants, and also the
obtainable ways and means to address
these, the economic calculus to be adopt-
ed for addressing the economic problem
posed is not a difficult one to resolve. The
error in methodology is in the assumption
that we know the blueprint in which allo-
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cation of resources is to be done. In other
words, the assumption depends on the
strong case that there indeed is ‘a single
mind’ that sets upon itself to arrive at a
solution to the problem that the data
makes it available for working out a reso-
lution. The problem in creation of a ra-
tional economic order instead, and as
Hayek points out, is not about the calculus
that we exercise to allocate the given re-
sources that we have; it is about ‘how to
secure the best use of resources known to
any of the members of society, for ends
whose relative importance only those in-
dividuals know. Or, to put it briefly, it is a
problem of the utilization of knowledge
not given to anyone in totality.”* The es-
sential point of note is that the issue has
been widened to bring in the ‘use of
knowledge in society’ to address the as-
pect of planning that is involved when the
task before us is one about allocation of
resources that the process of economic
development calls for. It is a misnomer,
then, to assume that there indeed could
be a planner who can take on himself the
task of allocation of resources and work
on an economic calculus that when imple-
mented would lead to economic develop-
ment. A search for a rational economic
order by adoption of this process could
quiet likely lead to entering a blind alley.
This so for while planning is ‘the complex
of interrelated decisions about the alloca-
tion of our available resources’, the format
required to put this into practice at the
economy wide level posed a number of
issue that required decisions.’

The issue is not one of the applicability
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of economic planning per se as a mode of
choice to bolster economic development.
That is given, for economic development
is about economic activities at one level
and it is unlikely that any economic activ-
ity can indeed be bereft of economic plan-
ning. Transactions carried out in society
involve the coming together of people,
and implicit in this coming together is that
people interact with each other in order
to carry out transactions. The economic
process involved here is continuously trig-
gered by transactions and in which inter-
acting people who cooperate with each
other to carry forward transactions of an
economic nature come with knowledge to
do so that they bring along with them.
Each interacting agent comes along with
a plan or the knowledge of as to how best
to allocate resources such that he can ef-
ficiently participate in transactions that
interest him. These in turn forms the basis
that makes up the economic process. Not-
ing the holding of dispersed knowledge
amongst many people, Hayek points out
that one of the problems of coming with
economic policies that would engender
‘an efficient economic system’ is related
to this dispersal of knowledge. The disper-
sal of knowledge among many makes it
that much difficult to collate the available
knowledge as an aggregated unit available
with one single mind.

Economic Planning is a Responsi-
bility — Identifying Actors

While the issue of collation of dispersed
knowledge remains, there remains yet
another question that is connected with

economic planning. It is that of ‘who is to

do the planning’. As regards the answer to
this, Hayek puts forward in a manner that
is best written citing his words. ‘This is’,
Hayek writes, ‘not a dispute about wheth-
er planning is to be done or not. It is a
dispute as to whether planning is to be
done centrally, by one authority for the
whole economic system, or is it to be di-
vided among many individuals.” Eco-
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nomic planning had entered the lexicon
with a tilt on central planning and this
implied driving the entire economic sys-
tem of a nation in accordance with a co-
hesive plan made ready for the economy.
This was in contrast to that which was
underscored as competition, for competi-
tion referred to decentralized planning
and wherein this planning was carried out
by those who came onward to carry out

transactions according to preferences that
they had set up for themselves. As regards
tying up the planning process with the
existing knowledge, for that is what plan-
ning was supposed to deal with, it was to
be decided as to which of the chosen sys-
tems turned out to be more efficient to put
into effect on hand existing knowledge.
For it is with fuller exercise of existing
knowledge that planning for the economy
would work out to be the best for society.
In terms of working out as to how this is
to be carried out in the real frame of an
economy, the germane question is the
feasibility of doing so.

Faced with this situation, the way for-
wards is to ask as to whether there would
be success in transferring the knowledge
that is dispersed among many individuals
to a centralized authority such that this
body can make decisions regarding alloca-
tion of resources. Note that in this case
the data that is currently dispersed as
knowledge amongst many individuals
have to be first transferred to the central
agency. The knowledge data flow includes
data that is related to even incremental
changes that occur in the economic proc-

knowledge that
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mental changes in knowledge data. Incre-
mental changes in knowledge data, a
common place event of occurrence, rep-
resent a change in the state of the eco-
nomic process and this change in the state
is an important event that has to be pro-
vided for. A steady state situation that
records no incremental changes could be
a theoretician’s delight but a practitioner’s
no-go situation. True as much as a steady
state could be desirable, it still remains
confined to an assumed state that is much
away from the realities of economic life.
The knowledge data under reference,
then, is a sum total of all these changes. It
is only on receipt of such knowledge data
that the central agency responsible for
economy wide planning can move ahead
with the task of economic planning. The
resultant economic order is an output of
the aggregation and integration of data
received by the central planner and the
actions that he initiates. A contra to this
would be to determine the feasibility of
transferring such additional knowledge as
would be required to those who already
had knowledge to start with such that
these dispersed individual knowledge

lannina woul

~work out to be the best for society

ess. Economic transactions are entered
into by individuals and by firms, and any
participant in a transaction knows that
incremental changes that constitutes the
day to day level of activities come in a
myriad of forms and very often do come
with a compelling time constraint. The
knowledge data, in other words, has time
relevance and that of place relevance too.
There is an essential relevance of incre-

holders could arrive at plans that are in
sync with those their collaborating part-
ners come up with. The point is as to
which of the option would society expect
to more likely succeed when relating to
economic planning to start with and eco-
nomic development as a consequence of
the opted planning mode?

Offer of Planning Options to
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Choose From

This is the point of a fork in the road that
requires to be addressed. Herein onwards
the choice requires to be made as to how
society would be able to deliver for itself
the more efficient pattern of economic
development using the most appropriate
pattern of economic planning. The chosen
format would henceforth be required to
address economic problem of society. The
format requires addressing the part cre-
ated by changes that are a part and parcel
of the economic process itself. It is here
that Hayek brings in a formulation of that
what needs to be an integral ingredient of
economic planning which seeks to address
economic problem of society. And the
role of changes is called upon centre
stage, for it is these changes that are a
proxy for economic life. Hayek points out
that, ‘If we can agree that the economic
problem of society is mainly one of rapid
adaptation to changes in the particular
circumstances of time and place, it would
seem to follow that the ultimate decision
must be left to the people who are familiar
with these circumstances, who know di-
rectly of the relevant changes and of re-
sources immediately available to meet
them.” It follows that adoption of the
route whereby data collected from dis-
persed units with knowledge and trans-
ferred to a central planning agency that
integrates all such data elements and fi-
nally comes out with instructions as part
of economic planning would be to travel
a wide of the mark road. It is unlikely to
work out when the practice for doing so is
called for. The economic problem of the
society, then, can be expected to continue
given the unhelpfulness of the resolution
mode so opted. The solution has to
emerge on adoption of a format that is
built on ‘some form of decentralization’.
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The adoption of decentralization as the
format remains in sync with the observa-
tion about changes that these occur both
in time and place. The process of decen-
tralization helps because it enables the use
of specific knowledge ‘of the particular
circumstances of time and place’ by a
knowledge bearer and this without any
delay by the knowledge bearer in carrying
out the change.

Knowledge of the here and now in a
decentralized format is useful, and yet it
is possible that this knowledge may have
limitations insofar as decisions require to
be taken based on this knowledge in for-
mats that are in sync with changes that are
occurring in the economic system in gen-
eral. To bridge this gap there needs to be
amethod by which the decentralized deci-

W

sion maker gets to know that appropriate
set of knowledge elements based on which
he gets to be equipped to take correct
decisions. It is not that he needs to know
every single one of knowledge bit as with
the central planner whose role assumes
that he needs to do so. As to what he
needs to know, Hayek points out that, ‘It
is always a question of the relative impor-
tance of the particular things with which
he is concerned, and the causes which al-
ter their relative importance are of no
interest to him beyond the effect on those
concrete things of his own environment.”
There is for that reason a narrowing down
of the knowledge requirement by the de-
centralized decision maker. It is not on a
global database that he requires to take
decisions on which would impacts his

_Economic problem can be expected

ntin

iven the unhelpfuln

_of the resolution mode so opted



market with relevant information

he di

planning. His decisions are based on hav-

vailabl

ing a knowledge of the specific issues that
concerns him at that point in time and
place. If he is a producer of goods that
require say aluminum as an input mate-
rial he needs to know the availability of
the metal to him such that he can plan for
its utilization. He needs to know for in-
stance as to whether there is a need for
substitution given the impact of a change
that he witnesses as part of his interac-
tions. The knowledge base that needs to
be transmitted to the individual decision
maker to augment his planning needs is
restricted to those of direct concern alone.
And this knowledge-
need could turn out to

be but a small fraction
of all that which is
happening in the

I ni

real world concerning the input material.
The available knowledge is dispersed
amongst many knowledge bearers in the
economy and that poses no problems in
terms of planning by one such decision
maker. This is in contrast to the other case
where knowledge at the aggregate level
has to be available to make a start on
economic planning. The concern that re-
mains to be addressed is as to the mecha-
nism by which appropriate knowledge gets
to be made available to a large number of
people interested in that knowledge for
effecting allocation of resources. It is to
address the issue of that required mecha-
nism that the price system is brought in as
one that works as a mechanism that ef-
fectively augments communication of in-
formation required.

Hayek does elaborate the manner in
which the price system works to address
communication of information. The ‘most
significant fact about this system is the
economy of knowledge with which it oper-
ates, or how little the individual partici-
pants need to know in order to be able to
take the right action.” To illustrate the
way the price system works, the instance
of the supply of a raw material like tin is
taken. Proceeding with a situa-
tion wherein the supply of tin to
existing users gets constrained
given that a new opportu-
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nity has emerged, or that an existing
source of supply has closed shop, the
point that is made is that to a great many
users the reason as to why there has
arisen a constraint in supply of the mate-
rial is knowledge that they do not seek to
know. They need to know as to the man-
ner in which the utilization pattern of tin
is altered such that the changed pattern of
utilization dampens impact of non-supply
of the material. While some would work
on meeting demand by opting for alter-
nate sources of supply of tin, in other
cases the knowledge bearers would work
on substitution measures that reduces
consumption of tin per se. In case some
knowledge bearers come to know of the
new demand for tin, they would take
measures to address the new demand by
transferring supplies to cater to the new
point of demand. All these activities
would get initiated without most knowl-
edge bearers knowing the reasons as to
why the constraint in supply occurred in
the first place. As against the central plan-
ner who requires knowing causes at the
global level and working the impact at a
local level, the dispersed knowledge bear-
ers, restricting themselves to information
accruing from immediate interactions,
come to receive the information content
relevant to them in terms of planning on
allocation of the resource that they need
to carry out. The entire network works out
as a single market with relevant informa-
tion available to the dispersed units. This
is what the price system gets done in an
economy. Hayek, accordingly points out
that, “The mere fact that there is one price
for any commodity ... brings about the
solution which (it is just conceptually pos-
sible) might have been arrived at by one
single mind possessing all the information
which is in fact dispersed among all the
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people involved in the process.”’” The
price system which has not been one that
has been arrived at as a premeditated
construct instead works as a ‘marvel’. The
‘marvel’ is that a scarcity in availability of
the input material tin in the illustrated
instance leads a large number of users of
the raw material shift their options to al-
ternate directions. What is also important
is that this movement is associated with
very few being in the know of the reasons
for the emergence of scarcity. Given the
scarcity, alternatives are sought out by
tens of thousands of respondents without
any one of these respondents being or-
dered to do so. In this case, the market
and its participants have not been offered
conscious directions to do so by any cen-
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tralized authority. This formulation turns
out to be the answer for the option that is
available as regards the choice that is to
be made between decentralized planning
and that of centralized planning.

Economic Planning as

Part of a Larger Construct

The decentralized perspective of eco-
nomic planning was not viewed without
its political counterpart. The decentral-
ized aspect was viewed as one that was
closely tied to that of freedom given that
the decentralized option was considered
akin to ‘freedom in economic affairs’.
Centralized economic planning, it was
held, was not so, and Hayek brought in an
added implication of drawing up a single

plan for allocation of resources of society
by a centralized agency. The issue was one
about ends that were involved when plan-
ning of this type was opted for. There was
a need for addressing planning require-
ments by what was acknowledged as a
‘moral rule’ and by adopting of which
central planners could take responsibility
for allocation of resources held by society.
It follows, then, that there needs to
emerge an agreement on the ends that
were to be realized by centralized plan-
ning such that the questions of many
could be addressed. The availability of
such a ‘moral rule’ was a moot issue, for
such a ‘moral rule’ that would be all en-
compassing was simply not available. The
worrying aspect was that in the absence of
such availability, the operant format for
economic planning that would be adopt-
ed instead would be one that sought
agreements otherwise and compulsion
was not ruled out from the scenario.
The implications that Hayek arrived at
following this perspective was the impact
that such a compelled application of eco-
nomic planning would have on the politi-
cal environment. Such an allowance,
Hayek emphasized, would lead to a ‘clash
between planning and democracy’, and
wherein the clash ‘arises simply from the
fact that the later is an obstacle to the sup-
pression of freedom which the direction
of economic activity requires.’!! Mises'?,
of the same Austrian School that Hayek
belonged to, had earlier written about as
regard the inherent shortcoming in arriv-
ing at economic calculation in a socialist
economy. Basing his arguments on the
less than effective pricing system which
allows pricing of producer’s goods in a
socialistic environment, Mises observed
that the system could only gravitate into
an uncertain one without a rational eco-



nomic order. In his influential 1920 article,
Economic Calculation in the Socialist
Commonwealth, Mises wrote that ‘in the
socialist commonwealth every economic
change becomes an undertaking whose
success can be neither appraised in ad-
vance nor later retrospectively deter-
mined. There is only groping in the dark.
Socialism is the abolition of rational
economy.’’® The debate that Mises initi-
ated, and one that Hayek carried forward,
was one of pitting liberalism against so-
cialism, and in this debate the importance

of economic planning was a central one.

Economic Planning and
Sharpening of the Debates

The debates that were carried out on eco-
nomic planning and centralized plan-
ning in the perspective of market
processes held up important les-
sons for those that would be in-
terested in these formulations.
The debates were not just one-
sided. It turns out that these were
subjected to critical assessments. In
this context Boettke points out that the
‘intellectual biases of the time failed to
appreciate not only the economic prob-
lems of planning, but ignored political
difficulties of planning.”** Economic plan-
ning, in other words, could work insulated
from political processes even if centraliza-
tion of such planning was opted for. The
formats of the political aspects opted for
were muted ones indeed. Keynes, who
would propose governmental role in eco-
nomic planning in significant measures,
wrote to Hayek stating that, ‘I should
therefore conclude your theme differ-
ently. I should say that what we want is not
no planning, or even less planning, indeed
I'should say that we almost certainly want
more. But planning should take place in a

community in which as many people as
possible, both leaders and followers,
wholly share your own moral position.
Moderate planning will be safe if those
carrying it out are rightly oriented in their
own minds and hearts to the moral
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issues.’’> Keeping with this approach,
Keynes proposed that, “What we need
therefore, in my opinion, is not a change
in our economic programmes.....what we
need is the restoration of right moral
thinking — a return to proper moral values
in our social philosophy.’*® This was in
response to the ‘moral rule’ that Hayek
had referred to in the context of who
would carry out economic planning for the
economy. Keynes, one can read into this,
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was in favour of a pattern where central-
ized planning would be carried on by the
political structure and aided for the pur-
pose by benevolent civil employees re-
sponsible for such planning. The orienta-
tion of those in charge of carrying out
centralized planning required being mor-
ally correct and when this was so it could
be expected that the planning configure
would be able to realize goals set for soci-
ety. Keynes who was an active participant
in matters related to governmental activi-
ties and aware of the trends that did take
place in the societal context did however
add something more in his correspond-
ence with Hayek. ‘Dangerous acts’, Key-
nes wrote, can be done safely in a
community which thinks and feels
rightly, which would be the
way to hell if they were exe-
cuted by those who think and
feel wrongly.’'” This, Fried-
man points out, is an expression
of Keynes’s ‘bequest to politics’.'® The half
way format, in a manner of speaking, was
an allusion to the relationship of the State
and economic planning.

| pr

sulated from political processes
even if centralization was opted for

This was not all, and other economists,
concerned with the approach towards
economic planning outlined by Hayek and
Mises, debated that the move towards
centralized planning was not a handi-
capped road to take. And nor did they
agree that economic planning would lead
to the emergence of an authoritarian po-
litical regime. Rebutting Hayek on the
approach that he had adopted as regards
political implication of centralized plan-

—— THE INDIA ECONOMY REVIEW —— 39



PLANNING PARADIGM

ning, Durbin, an academic, and a Labour
Member of Parliament of the United
Kingdom, wrote in The Economic Journal
stating that ‘in this country, we have no
need to fear the development of a central-
ized administration. We have a long tradi-
tion of increasing democracy combined
with the growing activity of the State.”"
Durbin offered a distinct approach to
economic planning as an alternative.
Durbin did this by clarifying as to what
planning was not, and having done that
stated as to what the term economic plan-
ning meant. Planning, then, ‘does not in
the least imply the existence of a plan —in
the sense of an arbitrary industrial budget
which lays down in advance the volume of
output for different industries. Planning
does not, and should not, imply any dog-
matism about the future. It is not possible
to tell in detail what will happen to human
tastes, to technical invention, to general
standards of security and well being. It
would therefore be foolish in the extreme
to attempt to lay down plans which could
not be amended quickly in the light of
changing social requirements.”” As re-
gards what economic planning was,
Durbin pointed out that, “We use that
term to indicate a principle of administra-
tion and not an inflexible budget of
production.”?’ Economic planning also
meant ‘a change in direction of responsi-
bility‘, and whereupon, ‘Instead of looking
towards small and unrepresentative mi-
norities of shareholders, the persons or
Corporations directing production would
look upwards, or towards a Central

Economic Authority, for guidance .

on the larger questions of output,
prices, investments and costs.’”” The
appeal to benevolent executors for execut-
ing economic planning as seen earlier was
perceptible here to. The arrangement
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prescribes that the matter would be car-
ried forward with due responsibility as-
sociated with such activities. As in the
earlier instance where Keynes noted the
possibilities of things not going fully right
as expected, so it was here too. Durbin
pointed out that with ‘centralising of re-
sponsibility’ it was not that problems in
the economic sphere would not be there.
‘It is certain’, Durbin wrote ‘that great
mistakes will be made in experimenting
with new institutions’.”® That, however,
need not be a deterrence for it was ex-
pected that economic planning carried out
under this arrangement would quiet
surely be an effective one.

Economic Planning — Debate
Pointers and Current Validity

The early debates on economic planning
referred here were carried out over
nearly three decades and this during a
period of time when new nation states

were coming into being. These debates
were instructive because these took up
issues that were fundamental to the
economy and the polity of nations. In the
Indian instance it was of bearing given
that the political independence of the
country came in at a time when the de-
bates had reached a peak level. The ap-
proach taken up in these debates had
been broadened to include many a rele-
vant aspect of economic planning and
political form associated with planning.
In other words, the debate pointers were
well formed. Economic planning in the
Indian context did involve the role of the
State and while the political economy was
not entirely a centrally administered one
national planning impacted a significant
part of the economy. The format of eco-
nomic planning had an influence of that
used in Soviet Russia. Economic plan-
ning strategies, for that reason, did in-
clude an important role for investment

economic activities were introduced

as part of the economic planning

el
il

planning with investment targets be-
ing outlined as part of the period
bound economic plans made for the
economy. A part of the reason to
promote investment planning was
also to avoid market failures occur-
ring from inadequate accessibility of
infrastructural facilities required for
the economy. In addition to in-
vestment planning, regulatory
measures directing economic
activities were introduced as part of the
economic planning scenario adopted.
These configures were part of method-
ologies related to allocation of resources.



The experience of the economy since
independence has been reviewed exten-
sively, and explanatory thesis forwarded
to explain the efficacies of economic
planning and consequent economic de-
velopment that has ensconced.?

In a study of economic performance
carried out in the backdrop of develop-
ment initiatives carried out in India,
Datta-Chaudhuri points out that the ‘im-
portant question for developing societies
is how to develop a mutually supportive
structure of market and non-market insti-
tutions, which is well-suited to promote
economic development. This makes nor-
mative development economics a difficult
art.”® That is also a reason as to why de-
bates of the type referred to about eco-
nomic planning bring in their relevance.
The issues that were raised about eco-
nomic planning retain their validity even
as some time has elapsed from then when
these were first raised. In the years that
made up the closing decades of the cen-
tury, there has been evaluation of the
pattern that economies with centralized
planning planned their economic devel-
opment and following which methodolo-
gies in use have been changed. These
have happened for both large economies
and as also smaller ones. Such changes
have occurred as a consequence of de-
bates on the processes in use and eco-
nomic planning has been one of these that
have garnered attention. Revisiting early
debates on economic planning in the
context of the State and the market does
provide a learning platform. The point of
note is that issues raised in these early
debates retain their validity. It is for this
reason that revisiting these earlier de-
bates retains relevance. An informed
choice about options available on this
date amongst the manner in which eco-

nomic planning is to be carried out sug-
gests such a revisit.
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evelopment planning have

played a pivotal role in suc-

cessful upliftment of mil-

lions people out of poverty
especially in South Asian countries includ-
ing India. In exception, in many transi-
tional countries, planned development
process sometimes hinders development
standards which may be due to violation of
the basic rules of the development process
and may be over emphasis on planning
apparatus. However, in case of contempo-
rary era, the main problem is to balance
market economy with the public policy.
Even though this problem may not crop up
in the early stage of the development but
with the expanding market frontiers and
the pace towards extreme capitalism, the
imbalance in between two sides are seemed
to be acute and sometimes question the
authenticity of the planning process. In this
regard, after gaining independence from
British colonial rule, South Asian em-
braced a development strategy whose key
components formed the substance of de-
velopment planning process. However,

42 —— THE IIPM THINK TANK =—

these countries have changed their devel-
opment process from inward looking poli-
cy to an outward one, especially following
the process of liberalization and other
components of globalization. This in one
hand expends their frontiers of develop-
ment, on the other hand shifts gears of
expansion. But the end result is a contra-
diction between governmental rules, direc-
tions and ideology with the market based
waves of procedures. So in modern form of
capitalism and international atmosphere
of trade and investment, the planning proc-
ess needs to be integrated with the market
rules as unless they are reformed and re-
capitalized with the development rules, the
planning process may not be able to pro-
vide optimum result.

Planning Process

and Economic System

Economic planning is a cognizant design
of development for any nation. This is
because different countries have differ-
ent political as well as economic systems.
In the socialist countries the role of the

Government in economic planning is
very inclusive and undeviating. In con-
trast, in a industrially developed capitalist
countries the role of the planning are
limited to so called indicative planning.
Between the above two groups of ex-
treme cases we have the vast majority of
the third world developing countries of
Asia, Africa and Latin America, which
have adopted the course of planned eco-
nomic development in the post-war years
with own national state and government.
But in all structures, the state plays an
active and directives role in planning the
development of the national economy.
Economic development in these coun-
tries is, therefore, planned as well as in-
duced and directed by the market forces.
On the one hand, economic planning to
be meaningful, it cannot be merely of an
indicative type nor can it be in the ab-
sence of monopoly control over means of
production, of an imperative type. It is to
be judicious mix of the two. The state has
to adopt a proper mixture of direct and
indirect controls.
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Development Planning
The outline of pre-1950 India can be sum-
marized as India’s status as a land of riches
in the history of its deficiency. The mixed
reputation has changed in recent centuries,
and India is seen these days primarily as a
land of poverty, famines, diseases, immoral-
ity, caste, untouchability, autonomy and
pandemonium. The sixty years of sover-
eignty brought India a good deal of repute
worldwide. However reputation was offset
by tragic images of human mortification,
poverty and miseries until the beginning of
the new millennium and in this parlance
balanced regional development is a neces-
sary step towards securing economic justice
which is one of the fundamental views of the
Indian constitution. Further, the 42
Amendment of the Indian constitution,
made an explicit direction towards a social-
ist state in India which bolstered the need
for balanced regional development. Thus
one finds balanced regional development to
be a recurring theme in the designing of
India’s economic policy and planning. At
the same time, India's effort to gather speed
of industrialization & improve interna-
tional competitiveness received a boost up
with the declaration of the New Industrial
Policy in July 1991. Following liberalization,
the role of the public sector in the Indian
economy has somewhat minimized and is
dwindling more and public-private partner-
ship is now emerging as the preferred me-
dium for initiatives in development. Given
this background there is urgent need to
think for the role for planning in India.
For a country like India where
resources are limited, allocation of
the resources must be guided by
an elegant indicative plan and the
state can play a vital role not only
as a facilitator but also as a pro-
vider of basic infrastructure and =
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collective physical resources. Thus, plan-
ning can be accommodating in a market
economy by providing “indication, coordi-
nation and recommendation”. However the
planning in a largely market-driven econo-
my cannot proceed on the same footing as
in an economy that is heavily controlled by
the state. In the Indian context, this implies
that there has to be a clear swing in the
focus of planning now as compared to the
past. As noted at the outset planners in
India are amply aware of the need for such
a change. The economic crisis of 1990,
however, has altered India’s approach to
economic policy. With resource allocation
left to the market, anxieties were raised
that the growth pattern in the post-reform
phase would be skewed in favour of the
already better-off states. However control
over investment in the private sector be-
yond the purview of the planning commis-
sion, development planning can at best be
indicative which was recognized after glo-
balization even the Eighth Plan too. That
planning now has to be mostly indicative
and the state can at best be a facilitator for
private enterprise was reiterated in the
three plans that followed the Ninth, Tenth
and Eleventh. At the same time, the foun-
dations that helped in implementation of
the plans during the controlled economy
era also remained almost intact despite
their well known shortcomings and irrele-
vance in the changed economic surround-
ings. Given this
background,
there is a

s—

need of justification and modification re-
view for planning process in India as there
are several short comings of planning proc-
ess of India in the present circumstances.
Indian planning focused on three particular
features of the planning methodology and
the planning process. These are one, the
lack of sophisticated plan models to ensure
inter-sectoral consistency among produc-
tion targets set by the plan. Even for an
indicative plan, some idea is needed of the
projections of key macro-variables in the
varied time perspectives. Thus a major
function of the planning commission must
therefore be to prepare a macro-perspec-
tive plans which would indicate the growth
and major characteristics of the economy
with a longer perspective of plans.

Planning and Transformation
While India adopted planning under a
strong interventionist circumstances, its
approach to planning differed in several
crucial respects from that of the socialist
economies. In India, the means of produc-
tion have been and continue to be pri-
vately owned and regardless of the signifi-
cant expansion of the public sector, the
private sector owns more than half of the
resources stockpile and accounts for nearly
three-fourths of the annual output. Plan-
ning in India has brought about

major structural shatters which
are viewed as a way of avoiding
the unnecessary rigours of an in-
dustrial and equally India’s develop-
ment prospects were rated rattier high,
do- mestically as well as interna-
tionally. However, in the
[l nineties with the collapse
of USSR and many of
the East European
socialist economies,
the centralized
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Table 1: Central Government: Revenue, Expenditure and Fiscal Deficit (% of GDP at current
market prices)
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1990-91 10.67 7.56 2.1 1.00 0.00 18.52 3.80 2.71 2.12 4.99 4.90 7.85
1991-92 11.50 7.67 2.44 0.92 0.47 17.06 4.10 2.71 1.88 4.74 3.90 5.56
1992-93 11.02 7.22 2.68 0.85 0.47 16.38 4.20 2.35 1.45 4.90 3.50 5.37
1993-94 9.50 7.22 2.56 0.72 -0.01 16.51 4.30 2.54 1.35 5.08 3.30 7.01
1994-1995 10.12 6.66 2.33 0.63 0.50 15.87 4.40 2.30 1.17 4.68 3.30 5.75
1995-96 9.85 6.90 2.37 0.55 0.03 15.01 4.20 2.26 1.07 3.90 3.60 5.16
1996-1997 9.81 6.85 2.38 0.55 0.03 14.69 4.30 2.16 1.13 3.91 3.10 4.88
1997-1998 9.81 6.28 2.51 0.55 0.06 15.24 4.30 2.32 1.22 3.88 3.50 5.84
1998-1999 9.53 6.01 2.58 0.61 0.34 16.04 4.50 2.32 1.36 3.84 4.10 6.51
1999-2000 9.90 6.60 2.70 0.50 0.10 15.30 4.60 2.40 1.30 3.90 3.10 5.40
2000-01 9.90 6.50 2.70 0.60 0.10 15.50 4.70 2.40 1.30 3.90 3.20 5.70
2001-02 9.70 5.90 3.00 0.70 0.20 15.90 4.70 2.40 1.40 4.40 3.00 6.20
2002-03 10.90 6.50 2.90 1.40 0.10 16.80 4.80 2.30 1.80 4.50 3.50 5.90
2003-04 12.60 6.80 2.80 1.40 0.60 17.10 4.50 2.20 1.60 4.40 4.40 4.50
2004-05 11.80 7.10 2.60 2.00 0.10 15.80 4.00 2.40 1.50 4.20 3.70 4.00
2005-06 9.66 7.55 2.15 0.30 0.04 14.13 3.70 2.25 1.33 3.93 2.92 4.09
2006-07 9.66 8.20 1.94 0.14 0.01 13.62 3.51 2.00 1.33 3.97 2.82 3.33
2007-08 10.95 8.88 2.07 0.10 0.78 14.40 3.46 1.85 1.43 4.14 3.52 2.56
2008-09 9.69 7.9 1.74 0.11 0.01 15.86 3.45 2.05 2.33 4.94 3.10 6.05
2009-10 9.37 7.55 1.82 0.11 0.42 15.99 3.56 2.21 2.13 4.94 3.10 6.05
2010-11 9.84 7.70 2.14 0.07 0.58 15.99 3.56 212 1.68 5.38 3.22 5.50

Source: Planning Commission

planning as a tool of economic develop-
ment has come under severe attack. There
is a move towards decentralized and in-
dicative planning world over. The spec-
tacular development experience of the East
Asian economies also point to the strong
role of indirect state intervention through
manipulating market mechanism in the
development process. The role of planning
is as a result, undergoing changes where the
private sector is being encouraged much
more to achieve the socially desirable out-

come. The approached paper of the 11"
five year plan also recognised the relative
roles of the planning commission in private
economy and stated that economic policy
is moving in a direction that involves an
erosion of the role of the state in the devel-
opment process. However the objective of
accelerating growth cannot be achieved
without expanded role for the state in some
areas. In fact the role of the government
needs to be restructured to reduce direct
intervention in, and commitments of scarce

public resources to, areas where the private
sector operating under competitive mar-
kets can deliver.

Budgeting for Planning

Generally the Government has to incur
certain portion of funds every year for ful-
filling planning which is different in year
wise phasing. However, the resources gen-
erally fall much short in India of what
would be indispensable to accomplish the
plan targets. The situation is such in certain
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areas that there is no certain plan model to
estimate the expenses such as defence
budget. Now India's defence expenditure is
2.5% of its GDP.

Sometimes it also happens that some
certain sudden external shocks aside which
replicate the budget expenditure. For exam-
ple, during 1960s Indian planning suffered
two major shocks caused by exogenous fac-
tors in the 1960s. The first came in the shape
of the war with China in 1962 and the second
in the form of successive harvest failures in
1965 and 1967. The first shock caused a
sharp increase in India’s defence outlays and
a severe curtailment in public investment of

year the budget should have a longer term
outlook and dedication broadening beyond
one year. Since five years may be too long
and the budget should be set in a more
time frame, so many countries in the world
now regularly prepare their investment
plan as an integral part of their annual
budget making. In a multi-year budgeting
framework these plans should also reveal
the private investment patterns relative to
what was assumed in the original five year
plans. Along with multi-year budgeting,
reform is needed also in the system of ex-
penditure classification in the government
budgets. In case of Malaysia, the national

_Planning process of India urgently
needs to comply with the market

the government. That would call for plan-
ning in terms of building up capability to
meet threat perceptions or force planning
which are critical for making any meaningful
estimates for defence needs. If the amount
available falls short of the estimated require-
ments, the planning commission should
overcome this by mobilising more resources
though raising revenue or cutting expendi-
ture. So in such circumstances planning is
not directive rather a force one.

In the table, the plan expenditure shows
a steady relationship with the revenue over
the years in India. The revenue, expendi-
ture and fiscal deficit are remaining the
same with respect to GDP showing a little
tendency of decline. So planning process
needs to incorporate these deficits to have
continuous expansion of the economy.

Long Term Perspective in Planning

and Budgeting

Instead of focusing only on the upcoming
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planning mechanism comprising long-term
perspective planning (10-20 years), medium
term (5 years) and short term (annual)
ensures that the country meets the overrid-
ing development goal of national unity.
The long-term perspective planning in-
cludes the First Outline Perspective Plan
that contained the New Economic Policy
(1971-1990), the Second Outline Perspec-
tive Plan (OPP2) containing the National
Development Policy (1991-2000) and the
Third Outline Perspective Plan, which ac-
commodates the National Vision Policy
(2001 - 2010). Thus in India, although
there is no apparent link between the an-
nual budgets and the five year plans, ex-
penditures set out in the budget are re-
quired to be classified in a manner that
carries a positive impact to the contrary. In
the link
between the budgets and the five year

absence of any

plan, the rationale of development is
not served.

Crises of Confidence

The frequency of crises in recent years has
drawn attention to the weaknesses in the
international financial system. Each of the
major crises in the 1990s - Mexico in 1994,
East Asia in 1997, Russia in 1998 and Bra-
zil in 1999 and global financial crisis of
2007-2008 had features peculiar to itself
but they all shared an important common
characteristic. They were crises of confi-
dence originating in the capital account
and therefore very different from earlier
episodes of payments problems in develop-
ing countries which typically arose in the
current account. The vulnerability of In-
dian economy to such crises has increased
from the 1990s as it had liberalized restric-
tions on capital movements in order to
integrate more fully into global financial
markets and improve their access to inter-
national capital flows. Any financial crisis
may form an economic disaster the ulti-
mate effect will be on both budgeting and
planning models. So Planning process of
India urgently needs to comply with the
market directives while forming and imple-
menting the plan model. The reforms cur-
rently underway in the banking sector and
in the capital market, combined with the
agenda for reform identified for the insur-
ance sector, represent a major structural
overhaul of the financial system. It will
certainly bring India’s financial system
much closer to what is expected of develop-
ing countries as they integrate with the
world economy. It is essential to continue
these reforms along the directions already
indicated and to accelerate the pace of
change as much as possible. It is also im-
portant to recognize that financial sector
reforms by themselves cannot guarantee
good economic performance. That depends
upon a number of other factors, including
especially the maintenance of a favorable



macroeconomic environment and the pur-
suit of much needed economic reforms in
other parts of the real economy.

Fiscal Autonomy of the States and
Transfer System

A major factor that has impeded the reali-
sation of the goals of planning has been the
tendency on the part of the centre to man-
age state events from central level. Soon
after planning was launched, powers of
controlling manufacturing investment in
the private sector were occupied by the
centre complemented by the control over
financial institutions. Even though some
liability for delivering public services was
dispersed to the states by the constitution,
the states were supposed to follow the dic-
tates of the centrally designed plan. How-
ever things seemed to change with liberali-
sation. Demanding cooperative federalism,
the states seemed to be regaining their
autonomy in economic policymaking. It
was expected that the twin imbalances that
marked the federal fiscal system would be
taken care of through transfers mediated
by the finance commission. The results
achieved have however fallen short of ex-
pectations in important respects. So in
implementing economic reforms needed to
push the economy forward there is no al-
ternative but to reform the fiscal institu-
tions of the federal system. In the path of
this transition from plan to market econo-
my, it is needed to reforms Indian fiscal
policies and institutions.

Conclusion

It is widely recognized that India’s planning
process has been one of the most consistent
among such efforts undertaken in the Third
World. The Plan efforts have contributed
significantly in many fields, most notably in
the increase in food production. However,

a number of problems still remain. The
desire for planning at multiple levels re-
mains largely unrealized despite the com-
mitment made by successive governments.
This contradiction has seriously under-
mined the concept of making planning
more democratic and responsive to peo-
ple’s aspirations. Further, regional inequal-
ities and income inequalities persist in In-
dia despite planned economic development.
This is a serious problem, which if uncor-
rected, can lead to more strain on the po-
litical fabric of the Indian state. Centre
state relations, particularly in regard to
planning functions and powers to mobilize
financial resources, have been under stress.
At the same time public resources are
needed to be used optimally and thus plan-
ning is needed even in a market economy.
However, the function of planning in a
predominantly market-driven economy has
to be symptomatic, co-coordinative and
authoritarian. That provides the good rea-
son for India’s Planning Commission to
engage in preparing development plans for
the economy periodically even after liber-
alisation. However as it can’t control invest-
ment in the private sector so such planning
can at best be at least indicative. So the five
year plans are now seek to provide an in-
dicative path of development by setting out
the imperatives for alternative growth sce-
narios in terms of macro-variables. It is still
be necessary for planning commission to
integrate and coordinate the plans of dif-
ferent ministries and undertakings of the
central government, and bring them in line
with the medium and long-term goals while
keeping within the budget constraint. At
the same time, the system of transfers from
the centre needs to be reformed. There
should be some rethinking on the relative
roles of the planning commission and the
finance commission.
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reat people do not stumble

on success by sheer luck.

They achieve it through

foresight of planning and
clarity in commissioning. One of the great-
est quality one must possess for winning is
the definiteness of purpose — the knowl-
edge of what one wants and a burning
desire to possess it.

Planning and Commissioning. Two ter-
minology, seemingly simple, and for those
interested to explore, what these proc-
esses are all about, can Google, and un-
cover a sea of definitions, meanings, ex-
planations. But does the essence lies in
just a bookish definition??? Obviously
not! It lies in our own interpretation - what
we, and the world at large understands
and achieves through these processes. The
significance and sequence of these two
processes — their application and after-
effects of improper application — and the
precedence or usefulness of one process
over the other.

The importance is underlined by the
fact that the Nation set up Planning Com-
mission way back in 1950 in pursuance of
declared objective.

In other words, commissioning follows
planning. It ensures we achieve, what we
set out to do.

e Is it? But what if it’s the other way
round? What if, we try achieving our
objectives without any plan? Wont we
succeed? Well, the answer is that there
are actually quiet real chances of suc-
cess but there may be equal chances of
we falling flat on our face. It is to avoid
this fall, that entities ranging from a
common man to global powers see the
value of an advance planning process
and then its crisp execution.

* One may avert at this point that does
planning always tantamount to success?

INTEGRATED PLANNING

And does it ensure success even if the
manner in which the plan is commis-
sioned is somewhat or totally faulty?
The answer is a complete ‘No’. Great-
est of strategies remain great only in
theory unless executed and implement-
ed well.. There may be more chances of
a weak plan resulting in success, if its
execution is excellent, but chances of a
great plan succeeding in the face of
weak execution are close to nil.

* Some may ask — Of the two processes,
which process should exactly assume
precedence? Some may say, it would be
utopian to simultaneously excel in both
the processes completely. But some,
who make all the difference in the world
we operate, may say it is not. Strategiz-
ing and implementation work in tan-
dem. Peter Ferdinand Drucker’s state-
ment ‘Plans are only good intentions
unless they immediately degenerate
into hard work’ digs deep into the es-
sence, relevance and interdependence
of both these processes.

Importance of Execution

Each Organisation or every Individual
aspire success, some achieve it too; success
should not be coincidental — Leaders need
to create the environ affable to its happen-
ing and make that happen ‘by choice’ and
not ‘by chance’. To ensure guaranteed suc-
cess, clear plan needs to be formulated
and balanced & prioritized utilization of
the resources be determined.

Any successful project is well planned
and nothing is too soon for the start. A
good game plan and gambit are merely the
stepping stones, still excellence is accom-
plished by appropriately putting the re-
sources to utility. The following table
renders a glimpse as to how varying degree
of excellence, non-excellence or medioc-
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rity in the planning and execution phase
affects any project outcome:

Good Good Thumping Success
Good Poor Outright failure
Poor Good Wastefulness
Poor Poor Doom
Average | Average Moderate Results
Average | Good Success
Moderate results
Good Average which could be
better

The tabular illustration strongly sug-
gests that if both planning and execution
is superlative, success is guaranteed. How-
ever, even if the plan is of average nature,
but if it is executed excellently, there are
bright chances of assured success.

Planning and Execution can be a good
example of a "yin-yang" pair for any
project to get successful. It is said that
when yin or yang are out of balance they
affect each other. Likewise, if planning or
execution is not in tune with each other,
they would affect each other too. These
two processes not only have to be indi-
vidually excellent but should also be excel-
lent in relation to each other.

Even though, element of execution is as,
or rather more crucial in determining suc-
cess of any project, however we, at times,
underplay its importance by over-empha-
sizing on the element of planning. Surpris-
ing but true! Even in our speech, we tend
to stress more on the planning aspect of
the project than its execution strategy.
What, we at times, overlook, is that even
the best of plans would only give theoreti-
cal pleasure unless coupled with an
equally distinguished implementation.

Certain key guidelines to be adhered to
during execution of any plan:

1. Clarity and relevance of goals which is
seeking the need for a plan.

2. The planning process should be driven
excellently and the final plan validated
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by the experts in the concerned field

3. Proper team selection — Right people
for the right job.

4. Transparency and accountability at each
level of operation.

5. Regular Update and Reviews of the
project with the stakeholders

6. Flexibility in terms of being open to
Course correction — in long term
projects, many times the external / inter-
nal environments throw up challenges
and need for a course correction.

7. Tight control on expense and cost man-
agement; sometimes, when we start the
project, enthusiasm and availability of
funds, may at times prompt us to spend
on trivial things, making later project

plan? It would make an interesting study
to understand how the planning and exe-
cution strategies of these luminaries differ
from those of many others.

There are innumerable instances where
despite having the best of resources in
terms of money, manpower, machines and
plans, success eludes, only because of la-
cuna in the execution process. For in-
stance, in the case of the impending com-
mon wealth games 2010, despite the event
being highly critical and a matter of na-
tional prestige, glitches in its execution has
not only attracted negative press but also
a question in the mind of the common
man that ‘Are we really capable of hosting
such a grand sporting event?’.

) . E . |
good example of a "yin-yang" pair
for any project to get successful

expenses of more critical nature difficult
to afford so a tight control on expenses
is essential.

8. Ownership of mistakes and learning
from them.

9. Robust ‘R&R policy’ — Rewarding and
recognizing each milestone publically.
Each small achievement to be celebrat-
ed to keep the motivation levels soar-
ing.

10. Adhering to timelines — At times the
projects are complete after they become
obsolete. Hence delivering on the
agreed time is important.

What differentiates success from failure?

Why business giants like Dhirubhai Am-

bani, Bill Gates or distinguished players

like Sachin Tendulkar, Pele can be count-
ed on our fingertips? What is the secret of
their success? Did god just pick them as

his favorites or did these people all had a

A small but true example which demon-
strates the power of planning and commis-
sioning:

In an organization, desperate efforts
were being made to implement ‘Balanced
Scorecard’ as performance measurement
tool for its employees. Significant time was
spent in the pre-planning stage because
the top management desired a fool-proof
strategy. Finally, the best consulting firm
was hired and after investment of consid-
erable resources in terms of time, effort
and money, an exhaustive as well as robust
plan was designed. The plan was enthusi-
astically presented by the consulting firm
to the top brass and received huge ap-
plause. The consultants developed the
plan, charged heavily and went home.
Now it was the organization’s turn to act
on the plan, implement it all across, drive
it, execute it and reap its benefits.



But there lied the fault. The first round
of improper execution, primarily because
of no fixed accountability or owner of the
process, led to complete lack of receptiv-
ity of this tool by the employees, who
gave it thumbs down as just another
management gimmick. Post this discour-
aging and lukewarm response, the
project was shelved.

However after a gap of almost two years
and changes in the top management, the
project was revived. A dedicated resource
who would own and drive the process was
appointed. Progress of this initiative was
tracked regularly on a daily basis. An ex-
citement was created around this new
product, a buzz was created and it was
served afresh to the employees like old
wine in new bottle. The management was
not only fully determined and committed
to see the plan is implemented, but that it
is implemented ‘excellently’. The same
employees who had earlier mocked at the
Balanced scorecard strategy changed their
perception when as promised by the man-
agement, they began receiving their first
quarter performance-linked incentives
measured through the BSC. The buy-in
was ensured and this project was a re-
sounding success. Not only did excellent
planning executed with emi-
nence made this project
successful, it also created a
highly performance-orient-
ed culture in the company.

Inyet another glaring
example, an organiza-
tion had to make re-
peated attempts at
launching an employee
engagement programme
within the company
before it culminated in

Success.

Why repeated? Simply because, during
the earlier attempts, the same plan, driven
rather weakly, failed miserably. In the
absence of ownership of the initiative by
the supposed process owners, the execu-
tion process fell apart.

However, the same plan struck a suc-
cess story, when it was executed after in-
troducing minor changes in the team.
The team, in sync with the sentiments of
the engagement programme, understood
that for any such initiative to be success-
ful, its execution must involve all-encom-
passing employee participation. Hence,
their execution strategy witnessed large-
scale contests/events/quizzes/forums/
celebrations, where all employees could
mail in their suggestions and had a say
about the programme. The suggestions
were not only invited, but the ones found
exemplary, were also acted on. Even a
relatively small activity, such as that of
selecting a name for the engagement ini-
tiative, was carried out through contests
across locations. The selected name cre-
ated an immediate connection as it had
been a participative exercise. The em-

ployees had a feeling of belonging and

because they were kept thoroughly en-
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gaged — a plan which was central to the
execution strategy, the programme was a

thundering success.

Conclusion

One of the simplest definitions of manage-
ment defines management ‘as an art of
getting things done’ putting the resources
available to optimum use. True enough.
But how, if not by getting it done through
a well executed proper plan, which is the
foundation for future success?

Why do governments need planning

commissions? Can nations not progress
without developmental strategies? Why
despite devising the best of schemes, de-
sired results are not achieved? Why does
even a five year old’s parent need to plan
or discipline his child’s studies and ensure
that the plan is followed? Why certain
companies post record-breaking success
year after year while certain others fold
operations before they begin? Not neces-
sarily, because these entities didn’t plan
well or did not attempt to implement their
plans well. Maybe a third or a fourth factor
is at play. But it doesn’t take away the vital
importance, these two forces, i.e., plan-
ning and commissioning play in the larger
scheme of things.
It can be safely concluded that Plan-
ning & Commissioning are those two
important ingredients of any project,
which have to work in tandem. If not
managed carefully, these forces may
not only lead to wasted resources,
but also underachievement & sub-
par performance with obvious
failure.

(The views expressed in the write-up
are personal and do not reflect the
official policy or position of the or-

ganization.)
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What Do We Want
Now?

Them

Instead of dismantling Planning Commission
which will demolish substantial intellectual
capital, the roles of the Planning Commission
need to be redefined in order to prevent it from
being a non-performing government office

Amal Sanyal

Department of Accounting,
Economics and Finance
Lincoln University, New Zealand

he central place of the Plan-
ning Commission in the
Indian economy is being
slowly but surely taken over
by markets. Since the reforms started,
economic policy has been trying to give
markets more power in resource alloca-
tion except where significant externalities
are involved. As a result, major tasks of
the Planning Commission are gradually
being assumed by markets. The transition
of course faces hurdles and is occurring
bit by bit as consensus is reached on indi-
vidual elements of policy. But it is ex-
pected that eventually markets will be
established in resource allocating position
in most areas. This raises questions about
the relevance of the Commission in the
new environment and calls for possible
change in its role.
Any proposed change in the role of the
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Planning Commission will have ramifica-
tions beyond the Commission itself. They
will have widespread effects on the func-
tioning of business and the economy. As
the Commission loses its central role in
resource allocation, the so-called com-
manding heights of the economy would be
controlled more and more by private busi-
ness. In the new situation some of the
existing tasks of the Commission would
become superfluous. The nature of the
private sector’s interaction with the gov-
ernment will adjust to the new conditions
creating new channels and rules of en-
gagement. Further, the Commission’s
strategic position in approval and clear-
ances built up over the years may produce
obstruction rather than help. Anticipating
these developments, a probable sugges-
tion could be to dismantle the Commis-
sion altogether and distribute any remain-

7 9

7

ing duties to relevant ministries. But the
Commission has a substantial pool of
expertise on the economy, infrastructure,
technology and social services, and a
stock of experience and information.
Disestablishing the Commission would
destroy this substantial intellectual capi-
tal. Secondly, the Commission networks
with a large number of institutions all over
India, and the social capital value of the
network is significant. The networks will
continue to have utility in dealing with
social services, poverty, rural job creation,
community development, ecology and
environment; and managing inter-institu-
tion relations. Given this, I would suggest
that we neither dismantle the Commission
nor allow it to degenerate into a non-
performing government office. We should
instead make the best possible use of the
intellectual and social capital accumu-
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lated at so much cost.

As stated earlier, the philosophy of the
new dispensation is to empower markets
while taking care of market failure. [ will
suggest that these two central ideas be
used to weave out a new ‘job description’

for the Planning Commission of the coun-
try and make it the spearhead of our re-
forms as much as it had spearheaded our
planned development.

The first of the two tasks revolves
around markets. It is about developing
those markets that are currently under-
developed or are over-ridden with institu-
tions that curb their autonomy. The Com-
mission will also have to establish missing
markets, extend existing markets geo-
graphically, and ensure
that markets remain |
contestable. The |
second group of '
tasks arises where
markets fail either
in efficiency or fair-
ness terms; or where
we have to get eco-
nomic jobs done
without using mar-
kets. Markets’ ina-

bility to ensure efficiency, the so-called
market failure, is widespread in the man-
agement of environment, natural re-
sources, the ecosystem and in common
properties. Failure of fairness occurs in
the supply of merit goods where even ef-

ficient markets price the services beyond
the reach of many. Market failure and
merit goods are the most demanding
problem areas of our economy. They have
so far defeated all attempts to remove
poverty. They include basic social services
like health, literacy, education, preserva-
tion of forests and environment and pre-
venting pollution. Additionally, the Plan-
ning Commission should deal with the
government’s service delivery mecha-
nism- I mean those services that are de-
livered without the use of markets. I have
two types of services in mind. The first
are those related to governance. The sec-
ond are those related to the redistribution
of income e.g. 100 days work, mid-day

meals etc. Both of these service

groups display spectacular cor-
ruption and unacceptable
amount of inefficiency. These
services are in crying need of

|

effective mechanism and tools.

I propose that the Planning Commis-
sion be engaged in these two areas— of
empowering markets where they work,
and developing non-market mechanisms
where they do not. For this, it has to act
both as a think-tank and as an ‘activist’.
In the think-tank capacity, its task should
be to design incentives, mechanisms, in-
stitutions and checks and balances. As
‘activist’, it has to supervise those mecha-
nisms with the help of a network of insti-
tutions across the country. Obviously, the
change over from the earlier role would
require a radical change of mind-set and
acculturation. In the sections below, I will
elaborate on the two sets of tasks in sec-
tions 2 and 3. In the last section, I will
briefly outline why it is preferred to get
them done by the Planning Commission
rather than different ministries.

Empowering Our Markets

In spite of the government’s intention,
autonomy of markets continues to be
curbed by pre-reform institutions and
practices. Some of these institutions were
officially designed to oversee resource
allocation and use. Others sprang up un-
noticed to divert parts of that allocation
into private use. Over the years, both
types of institutions have established
themselves along the supply chain in all
significant markets or in their purchasing
institutions. Piecemeal change of rules
and institutions since the onset of reforms
has failed to eliminate their influence. In
many cases, the overt licence-permit sys-
tem has given way to a complex of ar-
rangements that upholds non-market
decision-making only in less transparent
manner. It is now clear that we cannot
make the transition by announcement and
legislation alone. To rid markets of con-



straining rules and institutions we need

suitable mechanics of checks and bal-

ances, and of incentives and disincentives
at the points where markets meet the
institutions.

To empower markets, we have to grap-
ple with a range of forces on the supply
and demand sides. I give some examples
to provide an idea of the challenge.

* Primary agricultural producers — of
cereals, pulses, oilseeds, vegetables,
fish, poultry, meat etc — face dispro-
portionately large buyers, do not have
access to information of other markets,
lack transport, storage and finance.
They are also harassed by local extor-
tionists.

Rent seeking at government offices and
panchayats does not allow prices to
reflect anything close to the cost of
production. Further, the problem is
caught in a vicious cycle, because rent
seeking can abate only when markets
take over in a true sense. The circular-
ity does not have an easy solution as
supervision at decentralised level is
enormously costly and corruptible.

* Many industries are subject to extor-
tion along the entire supply chain from
raw material to the customer. Arbitrary
extortion at different stages of value
addition leads to distortion of relative
prices at these stages. Extortion is a law
and order problem only on the surface.
A nexus between extortion and politics
is clear in most cases.

e Many markets are subject to avoidable
transaction costs. Some of them are
visible like multiple tax jurisdictions
and multiple and in-kind subsidies. But
there are many items that are not as
visible, e.g. costs incurred at the stages
of inspection, audit, certification and
clearances.

* In many cases markets are prevented
from becoming contestable by cartel-
type accommodation or political fa-
vouritism. Obstruction by incumbent
groups usually takes the form of collu-
sion on input, labour and product pric-
ing. Political favouritism occurs
through manipulation of tender prac-
tices, bid rigging, deliberate delays,
influencing buyers and so on. Legal
action is not easy because of lack of
verifiable evidence and, often, official
complicity.

* Subsidy on purchases is widespread.
Some are provided on inputs, e.g. on
power, diesel, petrol, loans etc for farm
or industrial use. Others are plain con-
sumption subsidy e.g. on travel, accom-
modation and other services for gov-
ernment and public sector employees
and legislators. State governments
provide many additional forms of con-
sumption subsidies. Many are in kind
and hence highly distortionary.
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* Type and quality of consumer goods
and services are dictated in many local
markets by non-market forces through
the guise of customs, culture and chau-
vinistic ideology.

* Producers are sometimes forced by
local politicians and musclemen to dif-
ferentiate between different parts of an
otherwise undifferentiated market.
Some parts of the markets get priority
supply and servicing. In products where
delivery or servicing takes time, it dis-
torts the functioning of the market. A
wide variety of markets face this sort of
distortion.

Apart from these, we have to grapple
with organised illegal transactions that
feed into other markets and undermine
efficiency and fairness. Many of the prob-
lems discussed here arise from unlawful
behaviour. But we cannot eliminate them
through the route of law enforcement
alone because of political connection and
corrupt enforcement machinery. To clean
up, we have to develop economic incen-
tives and employ technology and e-gov-
ernance measures that could lock at least
some illegitimate transactions.

Externalities,

Public Goods and Merit Goods
Even as markets are strengthened, impor-
tant markets will continue to fail because
of externality. Secondly, markets are not
able to supply the right amount of public
goods. Third, they produce merit goods
at prices unaffordable to many given to-
day’s income profile. But public produc-
tion alone cannot settle these supply is-
sues satisfactorily as it leads to poor
quality, corruption, and indifferent or ar-
rogant behaviour. Both private and public
production have to be used in these areas
in an astute mix, and a variety of issues

—— THE INDIA ECONOMY REVIEW —— 55



PLANNING PARADIGM

like funding, incentive, institution design
and targeting need to be sorted out. For
this, available models of management and
organisation for using the private sector
in a public non-market context need to be
improvised for Indian conditions.

Quite apart from all these, we have to
improve governance and redistributive
services, which are produced and deliv-
ered through government agencies out-
side the network of markets. As is well-
known, they are characterised by colossal
inefficiency, insensitivity and corruption.
We cannot claim a place in today’s world
until these deliveries are radically trans-
formed. To resolve the issues of fairness
and efficiency in all these areas — exter-
nalities, public goods, merit goods, gov-
ernance and redistributive services — is
a gigantic task. Here is an illustrative list
of issues involved.

* The supply of merit goods, and those
services that have both private and
public goods character have a common
set of concerns. For education, literacy,
health etc we need to determine the
appropriate domains of public and
private operation. Next is to decide on
the right amount of public provision —
quantity-wise and cost-wise. We need
to develop an acceptable norm for
central and state governments’ relative
share of costs. Further, we need to cut
through the ad hoc designs of existing
programs and establish efficient de-
signs of delivery. The designs must
consider (i) incentive for public deliv-
ery workers- e.g. incentive for rural
school teachers and health workers; (ii)
incentive for the recipients to accept
the service e.g. for households to send
children to school and immunise chil-
dren; (iii) effective targeting at least

cost; and (iv) quality assurance.

e Environment, forests, wild life, river
and marine resources; ecology in gen-
eral: We have a set of regulations intro-
duced by different authorities at differ-
ent times without co-ordination. Little
thought has been given to the question
of incentive of economic agents to
abide by the regulations. Multiplicity of
authorities makes enforcement opaque
and prone to corruption. Nor can re-
sponsibilities be fixed. The tasks here
are to set up incentive-compatible
regulations; establish mechanisms that
might hold some corruption in check;
and design e-governance that might
lock some evasion and deals. There is
also the need to simplify the regula-
tions and in each case get a single au-
thority to handle them.

* For redistributive services like 100
days’ work, various rojgar programs,
mid-day meals etc: We have to design
methods that address delivery to the
targeted beneficiaries, ensure that the
allotted funds are spent, ensure that
the beneficiaries are not cheated of
their entitlements.

I do not claim that these issues are new.
Economists, planners and the govern-
ment have remained aware of them and
have worked on them. The problem is that
the methods used in the past are seri-
ously wanting in the new milieu. They
emerged in the context of central plan-
ning, import substitution and an environ-
ment of distrust of private business. They
were influenced by the pulls and pressures
of supply lobbies, state governments, local
actors and central ministries. Further,
activities in these areas being state sub-
jects or joint subjects, they have been in-
fluenced by the politics of centre state
relations. Arguably, regulations and insti-

tutions grew as response to the politics of

the day rather than economic and social
problems. Needless to say, they would fail
to serve in the new environment.

Why Planning Commission?

Just as we are seeking industrialisation
and higher growth, we are also seeking to
eliminate absolute poverty. Industrialisa-




tion and higher growth requires rapid
reform of markets. At the same time ac-
tion on poverty would require attention to
market failure and merit goods. For both
tasks we require radically new vision and
models, not modification of existing for-
mulas. We need visionary thinking and
smart solutions not just expedient ones.
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and produce system-wide

mechanisms that avert loopholes

If we agree on this agenda, we need to
settle the question of agency — to whom to
assign the jobs. We have two alternatives.
The first is to distribute the jobs among
central ministries and pass those involv-
ing state subjects to state governments.
The second alternative is to employ a
single pan-Indian organisation with ade-
quate reserve of talent and expertise. |
favour the latter and suggest the Planning
Commission. The Planning Commission
is preferable to the decentralised ap-
proach for both reforming the markets as
also organising non-market production.

To deal with the constraints on market
operations, we require an organisation
that has the full view of the economy and
a system-wide vision and expertise. It is
because of this that the Planning Com-
mission has an edge. If called upon to
strengthen markets in their jurisdictions,
individual ministries will end up duplicat-
ing efforts in several places and yet leave
gaps in the overall mechanism. Different
rules for separate jurisdictions will leave
loopholes that would undermine and cor-
rupt the system. Planning Commission
can avoid the waste of duplication and
produce system-wide mechanisms that
avert loopholes. Secondly, the Planning
Commission can pool its expertise to bear
on all the dimensions of a given issue—
economic, legal, political, technical and
so on. To develop a comparable amount
of talent and intellect pool at all impor-
tant ministries is simply wasteful.

In case of non-market production, too,
the decentralised approach has serious
drawbacks. Generally more than one

ministry has interest and jurisdiction over
any given social issue. Their approaches
and priorities are generally different and
any given issue will result in a number of
different responses from different minis-
tries. The responses often lead to turf
wars, delay and lack of transparency about
who is responsible. On the other side, the
fact that the problems fall under different
jurisdictions means that we require an
organisation that can see all aspects from
a systemic and non-jurisdictional view
point and have expertise in all the dimen-
sions of the problems. Clearly the job suits
an organisation like the Planning Com-
mission better.

I should however point out that the
Planning Commission would require
some change in its mindset to spearhead
the transition. The organisation was an
instrument for centralised economic deci-
sions, a culture that politicises economic
decisions. This has politicised the Com-
mission in the past. Its enviable core of
technical and economic expertise has
rarely been allowed to solve problems for
the country on its own. They have been
led and constrained by political people
rather than experts. To make a transition,
the government should realise that a lib-
eral market economy has much less need
of political personalities in its economic
establishments, and enable the Commis-
sion to give its best by handing its leader-
ship to experts.

(The views expressed in the write-up are
personal and do not reflect the official

policy or position of the organization.)
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Makeover of Planning
and it's Commission

Whether the Planning Commission can be transformed into a Systems Reform
Commission for resolving the extant systemic problems, as the Commission
currently lacks statutory stature and doesn't carries a substantial credibility

V.K. Srinivasan

Vice Chairman,
Indian Institute of
Economics, Hyderabad

eports emanating from

Delhi suggest that a pro-

posal for transforming the

Planning Commission of
India, set up in March 1950, into a Sys-
tems Reforms Commission has been initi-
ated and the process of consultation with
stake holders and others is under way. It
has been indicated that the Planning
Commission will restructure it self to
serve three essential functions: build a
larger network around its members with
think tanks and opinion makers, produce
thought papers at a faster pace and com-
municate more lucidly with polity. Now
that the Planning Commission has com-
pleted six decades of formulation and
implementation of eleven Five Year Plans
and a few annual plans, it is perhaps time
for a retrospective analysis of its perform-
ance and an analysis of the rehaul plan,
which will facilitate the XII FYP to focus
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Competition Law,
India

on three Ps — Profits People and Planet.

Origins of Planning
While commencement of Planning in
India is generally placed in 1950 when the
Planning Commission was set up by a
Government resolution of 15 March 1950,
we should remember the earlier efforts
like Sri. M. Visveswarayya’s Ten Year
Plan of 1934, the Bombay Plan by group
of Industrialists, the People’s Plan by Sri.
MN Roy and the Gandhian Plan of
Sriman Narayan. The Institutional struc-
ture can be traced to the recommenda-
tions of Conference of Provincial Minis-
ters of Industries (/938) for the
constitution of All India Planning Com-
mission and the formation of a National
Planning Commission with Sri. Jawahar
Lal Nehru as Chairman and Prof. KT
Shah as General Secretary.

More formally, Governmenr of India

S. Chakravarthy

International Consultant,

created in 1944, a Planning and Develop-
ment Dept. to coordinate post war re-
construction work. In 1946 Govt. ap-
pointed an Advisory Planning Board with
Sri. KC Neogy as Chairman and in De-
cember 1946 the APB recommended the
appointment of a single compact authori-
tative planning organization, non-political
and advisory character. This was followed
in 1948 by the recommendation of the
Economic Programmes Committee of the
AllIndia Congress Committee for setting
up a Central Planning Commission and
the resolution of Congress Working Com-
mittee in January 1950 recommending a
statutory Planning Commission.

As a consequence of such recommen-
dations, it was announced in the Central
Budget of February 1950 that a new body
will be set up “so that the best use can be
made of such resources as we possesses
for the development of the nation”. As a
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follow-up the Planning Commission was
set-up by a resolution of Govt. of India
dated March 15, 1950, indicating that
“during the last three years the Centre as
well as the provinces has initiated schemes
of development but experiences show that
progress has been hampered by the ab-
sence of adequate co-ordination and suf-
ficiently precise information about the
availability of resources”. As a result of
problems faced, “the need for compre-
hensive planning based on a careful ap-
praisal of resources and on an objective
analysis of all relevant economic factors
has become imperative. These purposes
could be achieved through an organiza-
tion free from the burdens of day to day
administration but in constant touch with
the Government at the highest policy
levels”. The GOI resolution further stipu-
lated that the Planning Commission will
act “in close understanding and consulta-
tion with the Ministries of Central Gov-
ernment and Governments of various
States”. It is clear from the GOI resolu-
tion that the Planning Commission was
conceived as an advisory body of experts,
non-political in character but in close
touch with policy makers.

Organization and Process

The institutional Framework for carrying
out planning activities consisted of a)
Planning Commission, set up in March
1950 with Prime Minister as Chairman
and Members Incharge of various subjects
assisted by a Secretariat of officials with
Administrative and Professional expertise
and b) Planning Departments in the State
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Governments. Since India is governed by

a Federal Constitution and Planned De-
velopment can be meaningful only if it
covered the efforts of the Centre and the
States, it was decided to set up a National
Development Council in August 1952 to
consider and approve the plans formu-
lated by the Planning Commission for
implementation over a five year period.
The NDC has the Prime Minister as
Chairman, Members of the Planning
Commission and Chief Ministers of the
various states as members. This lends the
NDC some stature and the process of ap-
proval of five year plans a measure of au-
thority and popular acceptability.

With a view to linking the five year
plans to the budgetary processes of the
centre and state Governments, prepara-
tion of annual plans with a shorter time
duration of one year came into practice.
The process of formulation of five year
plan consisted of a) preparation of an Ap-
proach Paper as a consultative document
circulated widely for eliciting comments
and opinion from state governments and
other stake holders, b) assessment of fi-
nancial resources and assembling of

schemes and projects by different working
groups, c) preparation of draft five year
plan and d) approval of the five year plan
by the National Development Council.

The process of formulating five year
plans and annual plans , has acquired
over the years a measure of acceptability,
with some degree of clarity on pro-
grammes and projects, their objectives,
physical targets and financial outlays , and
the relative responsibilities of the Union
and State Governments in mobilizing
resources, and implementing the Plan.
While the extant process, has considera-
ble merits, and a few weaknesses, the
proposal to substitute this with, ‘thought
papers’ and presentation of options, may
only serve to dilute the plan process and
deprive it of what ever strength it has. If
there is any noticeable weakness in the
plan process, it is more in the process of
implementation, with responsibility for
resource mobilization and physical imple-
mentation shared by the Union and the
State Governments. To push the plan
process into the vague world of thought
papers and options may only serve to
distance the five year plans from the chal-
lenging tasks of grappling with the ground
level realities of issues of poverty allevia-
tion, and building, technical and socio
economic infrastructure for rapid devel-
opment of the economy.

Role of Planning

and Finance Commission

The role and responsibilities assigned to
the Planning Commission, significantly
differed from those assigned to the Fi-
nance Commission, set up under Article
280 of the Indian Constitution to even out
the issues arising from the mis-match of
functions and legislative powers assigned
to the Union and the States and their re-



Table 1: Plan Outlays and Expenditure —Share of Central and States
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Plan Period Centre % Share of Plan States % Share of Plan* Total
First Plan 706.00 36.02 12145.00 63.52 1,960.00
(1951-56 Actuals) : : : . ,960.
Second Plan
(1956-61 Actuals) ZEEn 51.24 2,115.00 45.27 4,672.00
Third Plan
(1961-66 Actuals) 4,212.00 49.1 4,227.00 49.28 8,577.00
Annual Plan 3,401.00 51.34 3,118.00 47.06 6,625.00
(1966-69) A401. : 118. _ 625,
Fourth Plan
(1969-74 Actuals) 7,826.00 49.60 7,675.00 48.64 15,779.00
Fifth Plan
(1974-79 Actuals) 18,755.00 47.57 20,015.00 50.67 3,9426.00
Annual Plan 5,695.00 46.77 6,291.00 5167 12,176.00
(1979-80) 69> : 291 : 176.
Sixth Plan
(1980-85 Actuals) 2782500 52.91 49,458.00 45.25 1,09,292.00
Seventh Plan
( 1985.90 Actuals) 1,27,519.60 58.30 87,492.40 40.00 2.18.729.70
Eighth Plan
(1992-97 Actuals) 2,88,930.10 -59.52 1,87,937.50 38.71 4.85,457.31
Ninth Plan*
(1997-2002 Outlay) 4,89,361.00 56.93 3,69,839.00 43.07 8.59.500.00
Tenth Plan
(20022007 Actuals) 8,93,183.00 58.5 6,32,456.00 415 1,525,639.00
Eleventh Plan
(2009-12) 21,56,571.00 59.2 14,88,147.00 40.8 36,44,718.00

Source: Indian Planning Experience A Statistical Profile. Planning Commission, GOI, Jan, 2001 PP30

source mobilization capacities. Article
246 and the seventh schedule distributed
powers and allotted subjects to the union
and the states with a three fold classifica-
tion: List I, the Union list contains, 97
subjects, List II, the State list containing
66 subjects and List III, concurrent list
with 47 subjects. As per Article 248, the
Union has exclusive power on any matter
not enumerated in the State or concurrent
list and as per Article 254 in case of con-
flict between Union laws and State laws,

the Union law shall prevail. The Taxation
powers of the Union and State have also
been indicated. Experience has shown
that there is asymmetry between the
functional responsibilities and revenue
raising powers assigned by the Constitu-
tion to the Union and State Governments.
The Constitution makers has recognized
that the division of resources and func-
tion between Union and States was such
that there would be imbalance between
them and provided in Article 280 for ap-

pointment of a Finance Commission even
five years to correct the imbalance and
bring about an alignment between re-
sources and functions.

The Indian Federal fiscal system pro-
vided a workable mechanism, by which
the statutory Finance Commission and
the advisory Planning Commission can
re-distribute the national resources be-
tween the Centre and the States and
among the latter taking into account the
ability and needs of the states. In 1984,

THE INDIA ECONOMY REVIEW —— 61



PLANNING PARADIGM

Table 2: Formulae for Plan Assistance

First Revision Second Revision Third Revision

Gadgil Formula

1969 1980 1990 1991
Special Category States 30 30 30 30
General Category
1. Population 60 60 35 60
2. On going Irrigation Power Projects 10 0 0 0
3. Per capita Income 10 20 25* 25
4.Performance 10 10 5 7.5%*
5.Special Problems 10 10 15 7.5%**

*20% As per deviation method covering only states below national average and 5% as per distance method covering all the states.
** Further divided into 2.5% for tax effort, 2.5% for fiscal management and 2.5% for national objectives.(population control, Female literacy, on time completion of externally aided projects and successes in land reform

*** Special problems of border, desert, flood prone, drought prone, and metropolitan areas , refugees

Sanjivi Guhan an economist with experi-
ences both in the centre and states ob-
served that “the weakness has been that
in the actual working of the two commis-
sions, there has been a lack of both clar-
ity and coordination in regard to ways in
which each Commission could address
itself to upgrading ability while respond-
ing to needs and concurrently and con-
versely compensate for backwardness
while upgrading ability”

Needs of Mixed Economy

It must also be mentioned that apart from
federal structure of the nation, the Plan-
ning Commission had to take into account
the fact Indian Economy continued as a
mixed economy with role for the public
sector in retaining “commanding heights
of the economy” with a significant role in
the build up of economic infrastructure
and planning for socio economic transfor-
mation and a less significant role for the
private sector catering mainly to the con-
sumer needs with profitability of opera-
tions as the main criteria with a func-
tional framework established through
Industrial Policy Resolutions of 1948 and
1956 and later modified in 1981 and 1991.
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le and high iployment

The economic scenario has changed, in
the last few decades, with liberalization of
Governmental regulations and assign-
ment of an increasingly larger role for the
private sector in not only production of
goods but also provision of services which
were hitherto mainly in the domain of
governments, local authorities and public
sector enterprises. The plan formulation
and time phasing of investments have to
be adjusted to the changed scenery.

Plan Objectives

Development Plans since the 50s, were
initially guided by objectives of growth
with social justice, self reliance and bal-
anced regional development. These were
later modified in the nineties to empha-
size pursuit of rapid economic growth,
balancing equity and efficiency. The na-
tional perspective and broad political vi-
sion that emerged in the initial decades of
planning has somewhat been clouded by
the recent upsurge of regional aspirations
and narrower caste and community inter-
est. The mutually influencing political
activity and the implementation of eco-
nomic programmes have significant im-
pact on the pace and pattern of growth

and even more on spread of benefits
across communities and states. The im-
plications of the change in emphasis on
policy goals and implementation process
need to be studied in depth and findings
published, as there is currently a revisit to
the old questions of Role of State Vs.
Market and Speed of growth vs. quality of
growth. The current emphasis on inclu-
sive growth is an offshoot of this debate.

Increases in Plan Investments

Plan outlays have increased from Rs.
1,960 crores in the First Five Year Plan
(1951-56) to Rs. 15,25,639 crores in the
Tenth Five Year Plan (2002-2007). The
Eleventh Five Year Plan (2007-2012) has
been approved with an outlay of Rs.
36,44,718 crores and is in the process of
implementation (see Table 1). The Plan-
ning Commission is getting ready with an
approach paper to the Twelfth FYP. As
earlier mentioned the Federal Constitu-
tion of India required investment plan-
ning and implementation of schemes to
be carried out by both the Union Govern-
ment and various State Governments. It
may therefore be appropriate to take a
look at not only the total investments



The second revision lowered the
weightage for population & increased
the weightage of per captia income

under the various plans but also the rela-
tive shares of the Centre and the States in
plan expenditure.

It is seen that the Centre’s share in Plan
Expenditure has increased from 36.02%
in the First FYP to 58.5% in the Tenth
Plan, while the share of the States has
come down from 63.52% to 41.5% in the
corresponding period. It must be remem-
bered that the centre’s expenditure will
cover transfers to the States for imple-
mentation of central sector and centrally
sponsored schemes, apart from central

assistance for state plans.

Plan Assistance to States

While in the initial decades of planning
central assistance for state plans was dic-
tated by discretion of Planning Commis-
sion Members, resulting at times in avoid-
able controversies, a significant step
towards formula based assistance com-
mon to all states was taken by Prof. DR
Gadgil in 1969 and revised by the Plan-
ning Commission in 1980, 1990 and 1991
(See Table 2). The Gadgil formula made a
distinction between special category
states and other states and tried to evolve
criteria for distribution of Central Plan
Assistance on the basis of size of popula-
tion, per capita income, outlays on irriga-
tion and power projects and special
problems of the state. The first revision
made in 1980 eliminated the outlay on
irrigation and power projects
as a criteria for central
assistance and increased
allocation for per captia

e —

income as a criteria.

The second revision made in 1990 low-
ered the weightage for population and
increased the weightage of per captia in-
come. The third revision made in 1991
restored the weightage for population and
modified the weightage for performance
and special problems. The formulae for
plan assistance from centre to the states
has to be seen with the other stream of
flow- devolution of taxes and grants in aid
recommended by the statutory Finance
Commission appointed every five years.

It is clear that formulae for transfer of
central resources to states with equal
emphasis on equity and efficiency call for
care in not only choice of criteria but also
close consideration on the weights to be
assigned to each criteria. The changes in
the criteria and weightage made by the
various Finance Commissions indicate a
shift from population and per capita
income as the dominant factors
to consideration of per-
formance of tax effort
and fiscal discipline.

The need to bring,
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expenditure and debt management
within this fold is evident. The formulae
for central assistance for plans continue
to give high weightage to population and
per capita income even after revisions in
1980 and 1990 and there is also fine tun-
ing of the criteria for judging perform-
ance. It must be, however, recognized
that, the weightage assigned to perform-
ance has been relatively lower in com-
parison with the weightage given to popu-

lation and poverty.

Performance as Criteria

Both Finance Commission and Planning
Commission have tried to improve the
manner of application of the income cri-
teria, by considering different weightage
to distance and deviation and alternative
formulae. Similarly, criteria for perform-
ance have also been subjected to changes
and refinement. The weightage of 10%

each given to performance and special
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Table 3: Growth Rate Performance in the Five Year Plans

SL Plan Target Actual
1 First Plan (1951-56) 2.1 3.60
2 Second Plan (1956-61) 4.5 4.21
3 Third Plan (1961-69) 5.6 2.72
4 Fourth Plan (1969-74) 5.7 2.05
5 Fifth Plan (1974-79) 4.4 4.83
6 Sixth Plan (1980-85) 5.2 5.54
7 Seventh Plan (1985-89) 5.0 6.02
8 Eighth Plan (1992-97) 5.6 6.68
9 Ninth Plan (1997-2002) 6.5 5.5

Note: The growth targets for the first three plans were set wit respect to National Income. In the Fourth Plan it was the Net Domestic Product. In all

Plans thereafter is has been the Gross Product at factor cost.

problems by Gadgil Formula of 1969, was
subsequently modified in 1991 with
weightage of 7.5% each for performance
and special problems, with the perform-
ance weightage objectives.

Similarly Finance Commission have
also been changing the criteria of fixed
transfers to the states. While the Tenth
Finance Commission give a weightage of
10% to tax effort calculated as per for-
mula evolved by it, the Eleventh Finance
Commission not only reduced the weight-
age to five percent but also changed the
manner of computing the states share on
the basis of tax effort and further intro-
duced fiscal discipline as criteria with
7.5% weightage. There is some degree of
confusion in the State Governments re-
sulting from these frequent changes in
the choice of criteria, assignment of
weightage and method of computation of
share of individual states. There is a felt

need for not only care in the choice of
criteria and for balance in the assignment
of weights, but also a measure of stability
and continuity regarding this.

The role that the Planning Commission
plays in the examination and approval of
state plans will call for close considera-
tion as, on the political firmament there
have been significant changes with differ-
ent political parties and their combina-
tions coming to power at the Centre and
in the States. Demurring voices about non
clearance of schemes and projects by the
centre are now more common and stri-
dent than they were in early decades of
planning. Unless the Planning Commis-
sion is so re-constituted as to bring in
expertise and local knowledge regarding
the various regions and states, the plan-
ning process may continue to suffer from
the unwillingness of states to accept the
Yojana Bhavan dictates and advices.

_Between 1950-51 & 1980-81 the share of

Aariculture wen

Wn

41.8%, whil

_that of Industry increased to 21.5%
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What is urgently needed is a substitution
of the well meant but rarified academic
wisdom of of Yojana Bhavan by states-
specific development strategies with ad-
equate appreciation of the local needs
and persisting differences in the resource
endowments and levels of development of
the various States.

Change in Structure

An important aspect of the economy in
the first three decades of plan develop-
ment was the change in its structure, slow
in the fifties and quite noticeable in the
sixties and seventies. Between 1950-51 and
1980-81 the share of Agriculture went
down from 59.2% to 41.8% while that of
Industry increased from 13.3% to 21.5%
even as the share of Services rose from
27.5% to 36.9%. The next 25 years be-
tween 1980-81 and 2005-06 saw sharp
decline in the share of agriculture in GDP
from 41.8% to 21.7%, slow rise in share of
Industry from 21.5% to 24.1% and signifi-
cant increase in the share of services from
36.7% to 54.2%. The structural change
needs to be more clearly considered in
setting priorities for plan investments.

Growth Performances of the Past

The FYP set out growth targets for
achievements and indicated plan outlays
with investment quantum, budgetary sup-
port and extra budgetary resources. The
growth targets for the first three FYP
were set out with respect to national in-
come. The fourth FYP set out growth
with target interest of net domestic prod-
uct and all subsequent FYPs have set
targets for growth of GDP at factor cost.
Looking back, we notice that while the
plan outlays increased from Rs. 1960
croresin [FYP to Rs. 1,525,639 crores in
X FYP the average growth rate of Gross



Domestic Product not only fluctuated
from Five Year Plan to Five Year Plan but
was also below the target set in the plan
documents (see Table 3). If one took the
average of the first twenty five years of
planning 1950-1975, the annual growth
rate was about 3.5%. While the economy
trudged along there was a considerable
slack in the system and more than a meas-
ure of indiscipline in the economy the
controversial imposition of emergency
hurt the civil society but considerably
improved the implementation of eco-
nomic and other programme. The average
growth rate of GDP moved up to 5.5%
during the VIFYP and 5.8% during the
VIIFYP. In the following decades thanks
to important policy changes, most notably
liberalization of controls and regulations
since 1984, and moves for integration with
global economy since the early nineties,
the Indian economy moved into a higher
trajectory of growth with a average an-
nual rate of growth moving up from 5.6%
during VI and VII FYP to 6.7% during
VIII FYP, reverting to 5.5% during IX
FYP before rising to 7.6% during X FYP.
The XI FYP projected an higher growth
rate, but the implementation at face the
challenges of global recession. The grad-
ual revival of the Indian economy has
once again revived prospects for higher
growth rates.

Assessing Growth Performance

There have however been questions on
the quality and sectoral distribution of
growth. While scholars and others have
applauded the higher growth rate of GDP
achieved in the 25 years, and have attrib-
uted this to the policies of liberalization
and globalization one should take note of
doubts expressed in some circles whether
this is a statistical phenomenon as most of

the increases is accounted by the Service
Sector in which measurement of value can
be fluctuating and error prone. Analyzing
the growth from the point of view of em-
ployment generation, scholars have
pointed out that the recent years wit-
nessed “jobless growth”. Employment
growth fell sharply from the post reform
years from 2.6% p.a between 1983 to 1993
to 1.2% between 1993-2000, with a no-
ticeable fall in agricultural and organiza-
tion sector. During the 55" meeting of the
National Development Council held re-
cently, the Chief Ministers of various
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states pointed out the link between em-
ployment for younger generations and
growing extremism and some argued that
it will be better if the economy grew at
seven percent and created more employ-
ment opportunities than growing at 10%
without increasing job opportunities.
Obsession with higher rates of macro
economic growth has to be tempered with
meaningful spread of opportunities for
jobs and income across sectors of the
economy and various states.

Analysts have pointed out that eco-
nomic growth, noticeable at the macro
level has not spread evenly across the
states, with regional disparities increas-
ing, and that as a result successive Fi-
nance Commissions have to provide
substantial allocations from Central Tax
Revenue to some backward states. Soci-
ologists have also been highlighting that
the socially and economically backward
classes people entitled to constitutional
protection have not got their due share of
benefits. There is a view that higher
rates of economic growth have

not contributed to balanced re-
gional development or equitable
growth of all sections of society.
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Commission can be transformed into

ms Reform

mmission

This has long term implications for In-
dia’s teaming millions and brings into
focus the issue of “measurable growth
and meaningful growth”.

The Indian economy whose production
base was broadened and increased by rise
in demand from domestic consumers,
during the first four decades of planned
development has certainly received in-
creased trade benefits from the external
orientation of policy and programmes in
the recent years. Along with these benefits
came the unavoidable impact of global
financial meltdown in 2008-09. While the
nation benefited from the circumspect
policies pursued in capital account and
current account convertibility in moderat-
ing the impact of financial melt down, the
downturn in major economies has cer-
tainly affected trade and is now having a
lagged effect on domestic employment
and income growth. This should be kept
in view while we discuss measures to sus-
tain high growth rate in the economy and
consider steps to protect different sec-
tions of society.

Conclusions

While the sharp increase in the plan out-
lays at the centre and the states have be-
come noticeable, there is continuing
concern over the issues of equity in re-
distribution of resources and efficiency in
utilization of resources, particularly, in
determining the respective shares of vari-
ous states in federal transfers. Public Fi-
nance analysts have pointed out that re-
solving tension between equity and
efficiency is a fundamental challenge in
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public policy. In the federal context, this
creates a dilemma for those interested in
the task of adjucating the transfer of fed-
eral funds to the states.

What is significant and should not be
missed by any one is that in India, the
pressures of economic growth and finan-
cial management are inextricably inter-
twined with social and political objectives
of governance. Rate of growth is to be as-
sessed along with its quality, and distribu-
tion equity. That has been the sheet anchor
of our development planning. Reiterating
this, in his address to the nation on June
25th 2004, the Prime Minister Dr. Man-
mohan Singh had observed that “Equity
and efficiency are complementary, not
contradictory, and we must move forward
on both these, while maintaining a high
degree of fiscal and financial discipline
and a robust external, economic profile”.
The Prime Minister also observed that “at
aregional level the disparities are high and
while some regions of the country seem to
be on an accelerating growth path, there
is a concern that other regions are not only
lacking but are also falling behind” and

that “as a nation we cannot accept such
disparities”.

Makeover of

Planning Commission?

Given the benefit of experience of formu-
lation and implementation of develop-
ment plans of over six decades, we should
be ready to consider various suggestions
for a makeover of the Planning Commis-
sion, in so far as its contribution to the
sustained and inclusive growth of the
economy. It is however a moot question
whether the Planning Commission can be
transformed into a Systems Reform Com-
mission for resolving the extant systemic
problems as proposed by some. For one
thing the Planning Commission as it is
constituted now, lacks statutory stature
and its present composition with a domi-
nance of Delhi based and Union centric
economists and bureaucrats does not lend
it much credibility. On the other hand
there are genuine apprehensions among
States regarding the content and quality
of its prescriptions. This in itself may be
a good ground for the makeover of the
Planning Commission. However timing
acquires significance. At a time when
questions are raised about the domains of
the Constitutionally empowered Judici-
ary the Legislature and Executive and
there is an overhang of uncertainty, the
scope for Planning Commission to meta-
morphose itself into a Systems Reform
Commission must be considered limited,
unless the nation is got prepared and
ready to effect Constitutional amend-
ments. That does not appear to be visible
on the horizon.

(The views expressed in the write-up are
personal and do not reflect the official

policy or position of the organization.)
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Decommissioning the
Planning Commission

Basic Structure theory and directive principles of state policy to a Public-Private-
Partnership (PPP) model through the Public Accountability Information System
(PAIS) or Right To Information (RTI) route

Rabin Majumder

Advocate & Attorney,
Nu.Delhi.Law.Fora,
New Delhi

ritish Raj sponsored pro-

gram called Planning Com-

mission ever since its incep-

tion in 1930s has been fairly
doing well until 1991. However, under
compulsion of BoP crisis, subsequently,
India had to adopt economic reforms in
1991 which, in effect, embarked upon a
program of short term stabilization com-
bined with a longer term program of
comprehensive structural reforms re-
sponding to the need for a system
change, involving liberalization of gov-
ernment controls, a larger role for the
private sectors and greater integration
and synchronization with the world
economy. And the obvious natural corol-
lary is that, as some experts put it, Plan-
ning Commission changed its naming
characteristic into “Reforms Commis-
sion”. In the recent past ever since re-
forms, Indian polity and policy have

witnessed a major shift from long patron-
ized mixed economy to open-market
survival kit thereby changing Planning
Commission perspectives from a symbol
of power to what it is often referred to as
‘Reforms Commission’ that it acts more
as an internal consultant to most central
and state ministries and thus hosts a
number of seniors bureaucrats, cabinet
ministers, chief ministers, industrialists
etc on a regular basis.

As Shri Montack Singh Ahluwalia puts
it “the compulsions of democratic poli-
tics in a pluralist society made it neces-
sary to evolve a sufficient consensus
across disparate (and often very vocal)
interests before policy changes could be

implemented and this meant that the
pace of reforms was often frustratingly
slow... .” It is often opined that eco-
nomic policy issues by its nature are
controversial since it is the common
knowledge that it is not a zero-sum game
and hence, differences do exist, qualita-
tively and quantum-wise across the po-
litical spectrum. That is probably democ-
racy which India witnesses.

From the beginning of end of British
Raj until 1991, the economy was charac-
terized by extensive regulation, protec-
tionism, public ownership, pervasive
corruption and slow growth. A revival of
economic reforms and better economic
policy in 2000s accelerated India's eco-

Revival of . : 2 |
economic policy in 2000s accelerated
India's economic growth rate
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nomic growth rate. According to a
source, by 2008, India had established
itself as the world's second-fastest
growing major economy. However, the
year 2009 saw a significant slowdown in
India's Gross Domestic Product (GDP)
growth rate to 6.8% which was largely
because of world economic slowdown.
Planning Commission where the ma-
jority of experts are economists, since its
inception has undergone sea changes. It
has present-continuous aim and humble
functions, broadly, to assessment of re-
sources of the country; formulation of
five-year plans for effective use of these
resources; determination of priorities,
and allocation of resources for the Plans;
determination of requisite machinery for
successful implementation of the Plans;
periodical appraisal of the progress of the
Plan; to formulate plans for the most ef-
fective and balanced utilization of coun-

try's resources, to name a few.

Proximate Cause to Nosedive and
Characteristic Shifts

The low productivity in India is a result
of many instances, viz. agricultural subsi-
dies, overregulation of agriculture, inad-
equate infrastructure and services and
lastly but not the least, over-enthusiasm
of politics sans polity.

The above blackheads in functioning
of the Planning Commission are because,
in practice, it takes a forced backseat
while welcoming always politics minus
welfare-state policy. More so, the govern-
ment’s thirst for intervention in all
spheres of economic and social activity
has far exceeded its ability to achieve
positive outcomes in any of them. The
government sought to eat more than it
could swallow. It is often felt that there
has been a large gap between the theory
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of Government intervention and the
practice of governance in India. The ex-
perts put it “theoretical accountability of
politicians to voters is often thwarted in
practice by sharing misappropriated
public resources with special interest
groups whose vote is critical to re-elec-
tion”. All interventions are justified by
the ministers and bureaucrats as in the
public interest or in the name of the Aam
Aadmi or both. The long-term natural

victim is Planning Commission.

Lesson From the Past

As the economists put it, a prima facie
lesson of Indian experience is that gov-
ernment monopoly is, in a low income

democracy, more inimical to efficiency
and growth than a private monopoly be-
cause regulatory capture is much easier
in the former. This is because either
policy, regulation and ownership func-
tions are vested in the same government
department (monolith) or regulation and
ownership functions are overseen/ con-
trolled by the same department. In con-
trast, in the case of private monopoly,
regulatory capture can be impeded by
two layers of accountability; First an in-
dependent professional regulator and
then the government department (to ap-
point & over see the regulator). So, de-
regulation/decontrol is often cried for in

a right perspective.

P e



Constitution of India and
Plan Process
The Constitution lays down the basic

structure of a nation's polity which is
built on the foundations of certain fun-
damental values. The vision of the
founding fathers and the aims and ob-
jectives which they sought to achieve
through the Constitution are contained
in the Preamble, the Fundamental
Rights and the Directive Principles.
These three may be described as the

nerve-centre of the Constitution and
lately contended, Fundamental Duties
has been given a thumbs up by adopting
the principle of ‘basic structure’ theory
of the Constitution enunciated by
the Supreme Court in 1973 in Kesav-
ananda Bharati vs. State of Kerala as
reported in 1973 (4) SCC 228. As to
what are these basic features, the debate
still continues.

The right to sustainable development
has been declared by the UN General

of judgments, referred to the
importance of the Directive Principles
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Assembly as an inalienable human right
which recognizes that ‘human being is
the central subject of the development
process and that the development policy
shall make the human being the main
participant and beneficiary of develop-
ment’. “Development” is defined as a
‘comprehensive economic, social, cul-
tural and political process, which aims at
the constant improvement of the well
being of the entire population in devel-
opment and in the fair distribution of
benefits there from.

The Supreme Court has, in a number
of judgments, referred to the importance
of the Directive Principles. It has called
these principles the “conscience” of the
Constitution and also as the core of the
Constitution. These principles are the
“goals” to be achieved by Part III of the
Constitution. They are intended to en-
sure “distributive justice” for removal of
inequalities and disabilities and to
achieve a fair division of wealth amongst
the members of the society. The Su-
preme Court held that the courts can
look at the Directive Principles for the
purpose of interpretation of the funda-
mental rights. The Courts will adopt that
interpretation which makes the funda-
mental rights meaningful and effica-
cious. The Courts have to make every
attempt to reconcile the fundamental
rights with the Directive Principles re-
membering that the reason why the Di-
rective Principles were left by the found-
ing fathers as non-enforceable was to
give the Government sufficient latitude
to implement them.

It may be particularly opined by al-
most all those who are concern that the
Directive Principles cannot be confined
to mere rhetoric or to ad hoc policies of
electoral appeasement or handouts.
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Commission plays an integrative
role in the development of a holistic
approach to policy formulation

Any One-shot Solution?

That it is often opined that crisis preven-
tion measures not only reduce the prob-
ability of crises occurring, they also re-
duce their severity if and when they do
occur, which makes crisis resolution much
easier. Hence, in the wake of economic
liberalization and the world’s economic
downturn and as per past experiences, a
characteristic overhaul of Planning Com-
mission from a highly centralized plan-
ning system of the Indian economy is
suggested to gradually moving towards
indicative planning where Planning Com-
mission would concern itself with the
building of a long term strategic vision of
the future and decides on national pri-
orities. Since, it is matter of common
awareness that Planning Commission of
India plays an integrative role in the de-
velopment of a holistic approach to poli-
cy formulation in critical areas of human
and economic development leading to
multiplicity of agencies.

It is also felt that the effort of the Plan-
ning Commission, instead of looking for
mere increase in the plan outlays, should
be to look for increases in the efficiency
of utilisation of the allocations being
made making itself to play a mediatory
and facilitating role, keeping in view the
best interests of all concerned, ensuring
a smooth management of the change and
help in creating a culture of high produc-
tivity and efficiency in the Government.
It is in this backdrop, it may also be sub-
mitted that under new technology re-
gimes, government management infor-
mation

systems and public

accountability information system, with
inevitable modifications and adaptations
arising out of implementation experi-
ence, may considerably improve the ef-
ficiency and effectiveness of governance
over the years through the Planning
Commission.

Discussion

As has been often viewed, the plan proc-
ess in Indian economy has suffered from
a “chronic under-activity” of the govern-
ment in some fields (particularly in basic
education and elementary heath care,
food, etc.) while being overactive in oth-
ers (in the form in the so-called "license
Raj" in particular). That probably the
first time the Planning Commission in
1992 changed itself to as “Reforms
Commission” which attempted to ad-
dress the latter problem in a vi-
sionary way but it did not reach
the goal. There is considerable
evidence that the present Indian
government, led by Sh. Manmohan
Singh himself, is much more com-
mitted to removing that imbal-
ance. The underinvestment in
the social sector is now more
fully recognized.

As has been felt, in order to revive
investment and the confidence in Plan-
ning Commission aiming to contain
fiscal deficit, achieving efficiency in the
use of resources is need of the hour.
And as Hon’ble Prime Minister Manmo-
han Singh opined "One consequence of
scarce resources is that we should fully
explore the scope for Private Public Part-

nership (PPP). This has been attempted
in the infrastructure sectors where we
have had some success, although
progress has been less than what we
would have wanted. We are taking steps
to streamline the process so that PPP
projects can move faster”.

Hon’ble Prime Minister further empha-
sized the present economic picture as a
combination of strengths built up over
several years, the lingering effect of the
global slowdown and the temporary effect
of the drought in the current year, particu-
larly on agricultural output and food
inflation. And he thus felt




to build on the strengths and tackle the
new challenges paying careful attention to
the management of the food economy and
the overall macro economy.

The Aam Aadmi are often pushed to
appreciate certain disappointment in
terms of the actual impact that Planning
Commission policies has at the ground
level. Most times, the outlays do not
translate into actual outcomes. Lots of
rational and well-intentioned policies are
proposed by the Planning Commission,
but the corresponding impact is not felt

because of a myriad of implementation
problems and mismatch of incen-
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PAIS should emerge as a next step
after the RTI as a vital first step toward
improvement of public accountability

tives that become apparent as one spends
more time in the Planning Commission.

It is often viewed that not only is pub-
lic reasoning, including open public ar-
guments, central to the emergence and
practice of democracy, the history of
public reasoning is spread right widely
across the world. While democracy is not
without success in India, its achieve-
ments are still far short of what public
reasoning can do in a democratic society,
if it addresses less conspicuous depriva-
tions such as endemic hunger. This is
what Shri Amartya Sen has to say.

As India’s topmost internationally ac-
claimed economists opine that in the
confrontation between a large and a
small India, the broader understanding
can certainly win. But the victory for the
broad idea of India cannot be stable un-

less those fighting for the larger con-
ception know what they are fighting
for. The reach of Indian traditions,
including heterodoxy and the celebra-
tion of plurality and scepticism, requires
a comprehensive recognition. Cogni-
zance of India’s dialogic traditions is
important for an adequate under-
standing of the capacious idea of In-
dia. Prof. Amartya Sen has gone on
record to say that primary education
alone can save a country in the long run.

Conclusion

Success of Planning Commission which
has been systematically given a charac-
teristic shift to be a “Reforms Commis-
sion” would largely depend making a
policy framework that would facilitate

efficient production & regulation; sec-
ondly, an independent professional
regulatory system that promotes compe-
tition & minimizes regulatory costs,
thirdly, institutional innovation that
breaks/reverses the deteriorating trend
in efficiency & governance and lastly,
government investment focused on pub-
lic & quasi-public goods with the highest
social return. And that can effectively be
achieved if we should fully explore the
scope for Private Public Partnership
(PPP) benefiting the Aam Aadmi.

It is also suggested that Public Ac-
countability Information System (PAIS)
should emerge as a next step after the
Right to Information Act which is a vital
first step toward improvement of public
accountability aiming to provide infor-
mation to the targeted population about
all major program and to empower the
target beneficiaries to put up their own
evaluation of the program alongside the
government provided data & informa-
tion which may be patterned on Amazon
Books strategy, geographically multi-
level, multi-layered system.

And it is graciously felt, if followed
diligently, “decommissioning” the Plan-
ning Commission by way of PPP model
as suggested and felt as above, would
ensure long term successful implementa-
tion of Constitutional goals containing in
its Preamble, the Fundamental Rights
and the Directive Principles.

(The views expressed in the write-up are
personal and do not reflect the official

policy or position of the organization.)
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Only a new role for the commission along with a structure to facilitate the same,
will allow the commission to get rid of its armchair commission tag
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¢ Planning?

7~ mmediately after gaining politi-

cal independence in 1947, India

adopted a path of planned eco-

nomic development. Though
different opinions were expressed on
several occasions about the need and
desirability of planning itself or some
aspect of it later, there were no two opin-
ions about need for National Economic
Planning at the time of independence.
Even Indian industrialists accorded an
important role to public sector invest-
ment as reflected in Bombay Plan pre-
pared even before independence. Lack of
development under the foreign rule
meant paramount need for becoming self
reliant. Further if foreign capital was
excluded, in absence of a significant pres-
ence of domestic private capital the state
needed to assume an active role in the
development process. Hence the need to
develop Indian industries with a strong
support from state through public sector
enterprises be it steel mills, power plants,
petrochemical complexes; in effect all
sectors which needed large investments
but private enterprise was unable to un-
dertake. This explains the observed
unanimity for National Economic Plan
with an important role for public sector
investments. Planning Commission (PC)
was set up through a cabinet resolution
in 1950. Government controls on imports
and domestic capacity creation in order
to create a protective and conducive en-
vironment for Indian industries to flour-
ish were other tools to supplement the
planning process.

Planning Commission
Importance of planning and PC was high-
lighted by the fact that it was chaired by
the Prime Minister himself. PC had a mix
of members with technical background
and politicians. Jawaharlal Nehru’s com-
mitment to the idea of planned develop-
ment guided the evolution of planning in
the initial years. The success of Soviet
Union, so obvious in 1940s and 1950s, too
had influenced contemporary thinking
about Indian Planning.

The mandate given to the PC was quite
wide. It was charged with the responsibil-
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to have a key role in maintaining overall
plan outlays, private investment was
rarely lower than 35 /40% of total invest-
ment. The mandate appeared not recog-
nizing the market system that co-ordi-
nates the activities of such participants
nor did it reflected the need for a decen-
tralised planning process in a federal
entity. But activities of the PC in subse-
quent period were impacted by operation
of both these factors. This paper repre-
sents an attempt to present a broad stroke
picture of the evolution of planning in
India and it also dares to predict the fu-

| | far it adyi

_specific issue if referred to it by

_the central or state Governments

ity of making assessment of all resources
in the country, augmenting deficient re-
sources, formulating plans for the most
effective and balanced utilization of re-
sources and determining priorities. It was
expected to appraise from time to time
progress achieved in each stage of the
plan and to recommend the adjustment of
policy. It was also to offer its advice on
any specific issue if referred to it by the
central or state Governments. Also no
role was envisaged for PC in implementa-
tion which was the responsibility of vari-
ous ministries in central government and
/ or state governments. The initial man-
date given to the PC did not quite reflect
the role of private sector participants.
Even though Public sector investment was

ture course of direction.

Plan Strategy and Performance

The First Five year plan has very suc-
cinctly put what the planning should as-
pire to achieve. “The central objective of
planning in India at the present stage is to
initiate a process of development which
will raise living standards and open out to
the people new opportunities for a richer
and more varied life” (Introduction to
First Five Year Plan). In subsequent plans,
the objectives became more comprehen-
sive and perhaps also ambitious, to in-
clude creation of “socialistic pattern of
society, gaining “commanding heights of
the economy”, and achieving “reduction
of inequalities in income and wealth and
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achieving “more even distribution of
power”. These, without doubt, were desir-
able goals but these depended very heav-
ily on role and efficiency of public sector
enterprises. (PSEs) which were expected
to generate adequate surpluses consist-
ently and plough it back through fresh
investments in desired sectors. The sys-
tem of industrial licenses was to be a
means to prevent concentration of income
and wealth. Subsequent studies, however,
revealed that the very system helped large
industrial houses to corner licenses and
help retain their monopoly status.

After successful First Five Year Plan,
the Second Five Year Plan unveiled a
strategy of accelerated development
through development of heavy & capital
intensive industries. This disturbed the
initial consensus about the planning proc-
ess. Brahmananda & Vakil, inter alia,
argued the need to accord priority for
agriculture, instead of heavy & capital
goods industries, so that supply of wage
goods could be enlarged. The undera-
chievement of the planning process was
reflected in slower than targeted growth
during the third five year plan period
(Table 1). This coupled with two wars and
a severe draught necessitated a plan holi-
day for three years. Planning resumed in
1969 when Fourth Five Year Plan was
launched. But there were two other occa-
sions (in 1979-80 and 1990-91) when Five
Year Plans were replaced by Annual
Plans. (Table 1).

Centralized planning process in a di-
verse country like India with a federal
constitution should be considered little bit
anachronistic. In 1972 Planning Commis-
sion advised state governments to set up
state planning boards as apex planning
bodies with chief Minister as the chair-
men and the finance minister, Planning
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Table 1 : Indian Economy Planned vs. Actual Growth

First ( 1951-56) 2.1 3.5
Second (1956-61) 4.5 42
Third ( 1961-66) 5.6 2.8
Annual Plans (66-69) - 3.9
Fourth ( 1969-74) 5.7 3.2
Fifth ( 74-79) 4.4 4.7
Annual Plan (1979-80) - -5.2
Sixth (1980-85) 5.2 5.5
Seventh (1985-90) 5 5.6
Annual Plan (90-91) - 3.4
Eighth (1992-97) 5.6 6.5
Ninth 6.5 5.5
Tenth (2002-07) 7.9 7.7
Eleventh Plan (2007-12) 9 ?

Source: Eleventh Five Year Plan Vol. 1

Minister and technical experts represent-
ing various departments and disciplines
as members. This scheme envisaged de-
centralization of planning process to the
district and ultimately block level. While
decentralization has taken some roots at
the state level, further decentralization to
lower levels of governments, notwith-
standing constitutional amendments to
strengthen Panchayat Raj institutions,
remains an unachieved goal.

Persistent lackluster growth perform-
ance of the Indian Economy during 1960s
and 1970s drew critical attention to short-
falls in planning process & development
policies pursued by Government of India.
Spectacular growth performance by
other countries, the so called Asian tigers
in particular, led to demands for shift
from closed economy approach and its
substitution by an export oriented out-
ward looking approach giving more lee
way to private initiatives and competitive
markets. A variety of critiques of planning
experiences in India, in particular, and
prescriptions for future improvements in
it are reflected in Ahluwalia, Bardhan,
Chakravarty and Patnaik.

Over the years, economic policies have
become more open, market oriented and
private sector friendly particularly since
mid 1980s. There have been significant
shifts in the thinking about the role of
public sector. The actual performance of
PSEs has not been as expected. As a re-
sult, desired higher share of public sector
investment was not achieved. Moreover,
the need to maintain the fiscal balance
has reduced the ability of the government
to commit additional resources at the
disposal of PSEs. This became another
reason to encourage private and foreign
investments in several sectors hitherto
reserved for PSEs.

As reflected in Table 2 relative contri-
bution of Public sector investment has
reduced significantly over the years. This
has eroded numerical primacy of public
sector investment. Plan exercises were
primarily for public sector component of
plan investment. Less than satisfactory
performance of Public sector units has
not only adversely affected target growth
rate and investment pattern but also
dented the Planning Commission’s ability
to prepare an effective plan. Notwith-



standing the technical sophistication (for
example input out tables) introduced over
the years, poor performance by PSEs has
remained the weakest link in the planning
mechanism.

Failure of PSEs also explains the need
to encourage private investment in sev-
eral areas including several infrastructure
segments. In several segments private
sector units have lost their monopoly
status are required to compete with
newly entered private players. Reduced
public sector investment was however,
compensated by higher private, including
foreign, investment. This has resulted in
total investment to GDP ratio increasing
to over 30% which has partly contributed
to recently witnessed acceleration in the
rate of GDP growth.

Though relative role of public sector
investment has come down, its crucial
role in supply of public and merit goods
remains crucial. The responsibility to
provide infrastructure services in urban
& rural areas would remain the primary
responsibility of government. In the wake
of the 2008 Great Recession the focus of
public attention is turning back to role of
government. Eleventh Five Year Plan has
emphasized the inclusiveness of growth
as an important dimension equally im-
portant as pace of growth itself. In this
scenario, the efficiency of public sector
undertaking and the role of PC in design
& execution of Public sector investment
proposals would continue to remain cru-
cial (Table 2).

A panoramic view of the impact of Five
Year plans may be gleaned from the
changes in the investment pattern envis-
aged under different Five Year Plans
(FYP). Such a comparison is necessarily
very broad as the classification scheme
has changed during the last sixty years. As

was however, com

riv includin

may be seen from the data presented in
Table 3 public sector had a crucial role in
creation of fresh production capacities in
irrigation, power, Transport, communica-
tion and different heavy and capital goods
industries till 1990s. Thereafter, as pri-
vate and foreign investment started flow-
ing in, the public investment shifted to

social services with a clear focus of rural

Table 2 : Public Investment in Five
Year Plans

First FYP( 1951-56) 53
Second FYP (1956-61) 61
Third FYP (1961-66) 65
Fourth FYP (1969-74) 64
Fifth FYP (74-79) 69
Sixth FYP (1980-85) 61
Seventh FYP (1985-90) 47.8
Eighth FYP (1992-97) 45.2
Ninth FYP (1997-2002) 29.0
Tenth FYP (2002-07) 22.0
Eleventh FYP (2007-12) 21.9

Source : Datt Ruddar, Indian Economy 1998 and Eleventh Five Year
Plan Vol. 1

1
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areas, weaker sections. Reflecting this
introduced Rural development head has
received consistently growing share from
the SFYP (Table-3).

Presently, the Planning Commission
itself sees its role as building a long term
strategic vision and playing an integrative
role to achieve coordinated policy formu-
lation. Over time the planning process
need to become more decentralized as
role of local governments become impor-
tance in provision of basic services like
sanitation, primary health, drinking water
or all weather roads. Planning Commis-
sion’s role in distribution of plan resourc-
es across different states has gained im-
portance. Approval of Annual Plans for
different state governments is one of the
visible activities of the Planning Commis-
sion. However further dentralisation to
local governments is desirable but the
development is quite tardy.

Planning in an Open Economy

Over the years the importance of public
sector in terms of its share of planned
investments has declined. Moreover, the
ability of state to directly intervene
through licenses, permits and quotes has
diminished with the process of Liberlisa-
tion, Privatisation and Globalisation. In-
dia’s growth strategy has changed from
import substituting industrialization pur-
sued during the initial plan periods in
favour of export promotion & external
competitiveness. The ongoing economic
reforms program initiated since July 1991
has resulted in reduction of direct con-
trols viz. trade restrictions ban on foreign
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Table 3 . Investment Pattern in Five Year Plans

Agri. & Rural Social

Alied Irrigation Power Industries Transport & Commun. Development Services
First FYP 15 16 13 6 27 23 100
Second FYP 11 9 10 24 28 18 100
Third FYP 14 9 13 24 20 20 100
Fourth FYP 17.4 4.4 10.1 24.8 16.8 26.5 100
Fifth FYP 11.8 8.8 18.6 26 17.5 17.3 100
Sixth FYP 5.8 12.5 27.2 15.4 15.9 7.2 16 100
Seventh FYP 14.27 * 30.48 12.48 16.36 6.76 19.65 100
Eighth FYP 12.7 * 26.6 10.8 18.7 9.4 21.8 100
Ninth FYP 10.9 * 25.1 8.1 19.6 89 27.4 100
Tenth FYP 10.63 * 26.48 3.86 21.3 9.36 28.37 100
Eleventh FYP 855 * 4.04 @ 9.01 13.39 65.01 100

Note: Due to presentational changes, the data may not be strictly comparable. The above table, constructed from plan documents, is believed to present broad shifts.

*included in Agri & allied sectors. Included in Social services
Source : Plan documents

technology and foreign investments.

Domestic price controls which were
quite widespread till 1980s have been
reduced considerably. Further, govern-
ment has moved away from the objective
to controlling the commanding heights of
the economy to a more limited role to
provide public goods particularly to
weaker sections of the society. Rather
than substituting the market processes
through government ownership and state
controls, the government seeks to follow
market friendly policies to attract private,
including foreign investment in a wide
array of industries. In sectors where pri-
vate operators are not only permitted but
encouraged, the existing public sector
entities face competitive business envi-
ronment and are required to improve
their performance. The positive effects of
competitive environment are most nota-
bly visible in telecom, financial services,
and air lines as also several segments of
manufacturing industry in terms of range
of products, lower prices and resulting
higher penetration.
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Though the importance of public sector
has apparently declined, its role remains
crucial in the delivery of different social
and economic services particular to the
weaker sections of the society. Therefore
performance of PSEs would continue to
be crucial in achievement of planned ob-
jectives. PC can play a crucial role in plan
implementation if it can facilitate the
process of toning up the performance of
PSEs Though several features of Indian
economic structure & policy have
changed significantly over the years the
structure and role of PC has remained
broadly unchanged. It has been recently
reported that the government intends to
take a relook at the role and structure of
the PC in the changed context of eco-
nomic planning and recommend appro-
priate changes in the. Some have seen
future role of Planning Commission as a
think tank which would generate innova-
tive and useful ideas. Unless a new role is
envisaged for PC and a structure to fa-
cilitate effective discharge of it PC would
remain essentially as described by Dr.

Ashok Mitra an “essay writer”. [ER
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Legitimatization of Planning
Bodies for Development

Planning bodly is just the division in State and Union Government
as an advisory body having the authority to allocate funds but
not having any authority over the departmental line in State or
Union Level which diminishes its effectiveness

Gouri Pada Dutta

Member, State Planning Board
Central Council of Health &
Family Welfare, Govt. of India

n pre-independent India, a Na-
tional Planning Committee was
instituted by the then Congress
President Subhas Chandra Bose
which was headed by Pandit Jawaharlal
Nehru. This was initiated by poet Rab-
indra Nath Tagore who wrote to Pandit
Jawaharlal Nehru and Subhas Chandra
Bose to situate such body for India’s pro-
spective development and planning?.
Debate about the mode of governance
in any country is assuming a new dimen-
sion in recent times. Ancient method of
monarchial rule was radically changed
after Industrial Revolution in Western
Europe. These countries needed colonies
for cheap labour, raw materials for pro-
duction and market for their finished
goods. Old system of barter was replaced
by finance capital to promote market
economy. The colonies were ruled, not
governed, by a steel-framed administra-
tion to serve the interest of the rulers.
Twentieth century witnessed two world

wars. Both were fought to grab colonies.
After the First World War a socialist State
was established and exhibited remarkable
progress in the field of economy and hu-
man development. This system promoted
development, both socially and economi-
cally, by proper planning, initiated and
regulated by the State.

The Second World War was also for
colony but its hidden objective was to
destroy the socialist system. Post Second
World War period was the era of libera-
tion of colonial countries. The seeds for
destructions of socialist system were sown
during the terminal phase of the war,
through implementation of Marshal Plan
in Europe and Dulles Plan for newly liber-
ated colonial countries. The new rulers of
the liberated countries were the product
of colonial system and suffered from con-
ceptual dilemma. Patriotism in one hand
and aping the systems of the past foreign
rulers on the other. These systems are
intrinsically champions of capitalism

through market economy. These rulers
are opposed to State’s dominance for
development. The market capital got
upper hand after the fall of USSR in
1991 AD.

Indian Situation

After Independence new rulers of India
were in a dilemma. The pro-people policy
of the socialist system was suitable for
them. But they could not free their mind-
set from the glamour of their previous
rulers, specially the material benefits of
industrial revolution and phenomenal
progress of science and technology later
on. Indian politicians decided to adopt a
mixed economy for its development which
was conceptually translucent. Their an-
cient heritage promoted by the illustrious
sons like Rabindra Nath, Vivekananda,
Shri Arabinda and Mahatma Gandhi was
conceptually different from the ideas of
Bengal/Indian renaissance. Raja Ram
Mohan Roy who himself was an enig-
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matic character amorphously favoured
the English Rule. This was supported by
the new beneficiaries of permanent settle-
ment and by the persons educated through
British System.

Amidst this ambivalent position Indian
political echelons adopted planned
economy for its development. This exer-
cise failed to recognise the multi-cultural
ethnic and geographical variants of this
country.

Now Planning Commission of India is
an institution of Government of India. Its
responsibility is to make assessment of all
resources of the country, to augment de-
ficient resources, to formulate plans for
the most effective and balanced utilisation
of country’s resources, to determine pri-
orities etc. Pandit Jawaharlal Nehru was
its first Chairman as the Prime Minister of
India. Since then the Prime Minister of
India is the Chairman of the Planning
Commission. The Planning Commission
works under the overall guidance of Na-
tional Development Council. The Deputy
Chairman and the full time Members of
the Commission as a composite body
provide advice and guidance to Govern-
ment for the formulation of Five Year
Plans, Annual Plans, State Plans, Moni-
toring Plans Programmes, Projects and
Schemes. The Planning Commission
has its own in-house Resource Divi-
sion and a dedicated structured
set-up of qualified profes-
sionals for each of the
subject-specific divi-
sions?.

The Planning Commis-
sion was formed by an ad-
ministrative order of Union
Government in 1950 A.D.
without any constitutional
status®. The responsibilities &
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terms of reference of Planning Commis-
sion at the centre are as follows: One, to
make an assessment of the country’s pro-
ductive resources. Two, to formulate a
plan for the most effective and balanced
utilisation of these resources. Three, to
determine national priorities of develop-
ment and define the stages of growth and
suggest allocation of resources. Four, to
indicate factors tending to retard eco-
nomic development and determine the
conditions necessary for the successful
execution of the plan. Five, to determine
the nature of machinery required for im-
plementation of each stage of the plan.
Six, to appraise periodically the progress
achieved in plan implementation; and,
seven, to make recommendations for its
own effective working.

The operative procedure is ill-defined
in the implementation of these objectives.
The Planning Commission and the Plan-
ning Boards have not been
provided with

adequate infra-

structure to work of its own. The Union
Government and State Government was
administrating the country in the manner
of British rulers by the traditional admin-
istrators of line departments. In 1956,
Panchayati Bill was passed in the Parlia-
ment. During Freedom movement a
nebulous idea of Panchayati Raj was one
of the foremost demands to establish
people’s prerogative in the administra-
tion. Ironically Panchayat from its incep-
tion was deprived of any regulatory power
over the traditional administration. Its
relation with Planning Commission was
ill-defined and ineffectively operative.

To evaluate the effectivity of Panchayat
System, Ashok Mehta Committee was set
up in 19774 Tt also failed to recommend
regulatory power to Panchayat and Pan-
chayat lost its prerogative to become an
instrument of self-governance by the peo-
ple. It became only another department
of the Union and State Governments.

The Planning commission was set up
recruiting experts to advise the Union



Government. It had little power to dictate
line departments and had no infrastruc-
ture for independent assessment of re-
sources although it was empowered to
allocate funds for line departments of the
Centre and also of the States. In pre-inde-
pendent period the freedom fighters de-
manded that the Union Government
would receive one-fourth of the revenue
collected by the States and the States
would utilize the rest of the funds. Unfor-
tunately, the ratio was reversed and the
States were receiving only 25-30 % of the
revenue. Fo the assessment of resources
for human and material development, the
Commission could utilize Panchayat and
Nagar Palika for planning. This could only
be done through participatory neighbour-
hood survey by the people. Instead Plan-
ning Commission and Planning Boards,
across the nation, had to depend upon the
secondary data provided by the line de-
partment which was collected by employ-
ees and not by the people®.

The developmental plans and projects
thus bound to be formulated from top-
down manner and were implemented as
directives. The recipient and the grass
root implementers were seldom taken into
confidence. So, their participation became
mechanical and casual.

West Bengal Scenario

The State Planning Board in West Bengal
was formed in 1972°. The first Planning
Board undertook various activities in the
field of agriculture, irrigation, animal
husbandry, forestry, industry, power,
transport, science & technology, educa-
tion, planning and miscellaneous. These
endeavours were not sustainable for the
causes mentioned above. Planning from
grass root was initiated in January 2002 on
the basis of procedure prepared in 1985".

The modality is
presented in modified form which is
as follows:

1. Collection of data through participa-
tory neighbourhood survey on :

a. Human resources based on stratified
socio-economic status and gender
Profile.

* Education, Employment & Health

* Special participation of marginalised
people (Scheduled Tribes, Scheduled
Castes & Minorities) was solicited.

b. Natural resource.

* Land (along with its character) i.e. cul-
tivable, fallow, marshy & rocky etc.

e Water resources of different types.

* Forest — character with assessment of
forest products.

fi wn n
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5. Financial supports through Gram Sam-
sads, Gram Panchayats, Zilla Parishads,
State and National Schemes and other
financial agencies.

The State Planning Board organised
several meetings in twelve districts and
discussed the principle and modality of
planning from the grass root with three-
tier Panchayat system. A lot of enthusiasm
was created but unfortunately this exer-
cise could not be operationalised because
Planning Board was only an advisory body
and had little control over the line depart-
ments. Moreover, State Planning Board
of India had no infrastructure of its own
to conduct even a pilot study to collect
primary data of resources and plan from
the bottom.

Department of Development and Plan-

|l rimar

e Shrubs - its scope of utilisation.

* Agricultural diversification.

c. Animal resources including situation &
scope of improvement.

d. Any other relevant information ob-
tained during neighbourhood survey.

2. Identification of capabilities & effi-
ciency of the local people to evaluate
the available resources and their opti-
mum utilisation. They can prioritise for
implementation from these informa-
tions. People in the country were en-
trusted to work out the following as-
pects of development.

3. Maximum utilisation & prioritisation
of the resources through their own
planning process.

4. Assessment and optimisation of their

own resources.

ning undertook the task of preparing Hu-
man Development Report of the State
involving State Planning Board. The
project was supported by UNDP. This
exercise was done by collecting secondary
data from different level of the adminis-
tration. The informations were back dat-
ed. So, their effectivity for correction of
the deficiencies was limited.

District Planning Committees (D.P.C.s)
have constitutional authority. Here also
planning virtually becomes disbursement
of funds coming from State and Union
government. The resource mapping at
various levels was not done. Thus the ex-
ercise becomes mechanical and mostly
beaurocratic. The elected members of
D.P.C. are not trained for this exercise.
The data is collected through National
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Resource Data Management System
(NRDMS). The informations are col-
lected as the investigators desire and not
in a participatory manner.

In the first Planning Board of the State
the Chief Minister was the Chairman. The
Vice-President was a non-official person,
who enjoyed the rank of a Cabinet Minis-
ter. The full time Members enjoyed the
rank of Ministers-of-State. Vice-Chair-
man was the Minister-in-Charge of Devel-
opment & Planning. The rank of honorary
Members was ill-defined.

The Members of the State Planning
Board were assigned to look after the
planning process of different districts as
well as the functioning of different depart-
ments. This became infructuous because
there was no administrative order to link
up the respective Members with the DPC
in the process of planning. Departments
were directed to take approval of the State
Planning Board for any project costing
more than 20 crores. This has become a

post-facto approval because Departments

seldom consult State Planning Board

when the project is proposed. But when it
comes to State Planning Board for ap-

proval, the project gets progressed to a

considerable extent. It has become a ritu-

al practice.

Many other instances may be cited
which will explain the futility of this very
important apparatus. If the Planning
Commission and the Planning Board are
to be of any relevance, the following meas-
ures should be adopted properly by the
State Government as well as by the Union
Government.

1. The Vice-president should be a non-
official person with the rank of a Cabi-
net Minister as it is now at the Centre
and the Members should enjoy the rank

link he r

ive Mem

of Minister-of-State.

. Members should be officially linked up

with the respective DPC during the
process of formulating District Plans.

. Connected line departments should

involve the responsible Members dur-
ing the preparation of projects costing
more than 20 crores.

. State Planning Boards should renew

the process of planning from grass root
which was undertaken in 2006.

. State Planning Board should be pro-

vided with adequate infrastructure &
funds to undertake Pilot projects for
planning & development.

. The Planning Commission and the

State Planning Boards are not compa-
rable in respect of organizational struc-
ture, role and functions. As a matter of

rs with
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fact, an in-house meeting of the State
Planning Board may be organized for
the kind of role performed by the State
Planning Board vis-a vis those of the
Planning Commission before any re-
forms in this area is contemplated.

7. The plurality in the understanding of
the planning process of District plan is
an area where State Planning Board
could take a meeting of its own, firm-up
its common understanding and then
sensitize the others.

The planning formulated from Gram

Samsad at the rural area & booth commit-

tees of Nagar Palikas at urban situation

should ensure the resource mapping by
participatory neighbourhood survey as
stated before. This should be transmitted
to Block Planning Committees who will
refer it to D.P.C. The State Planning

Board being involved at every step would

be able to prepare an optimum planning

for the State which will be presented to
the Planning Commission at the Centre.

This proposal if accepted will legitimise

the existence of Planning Commission and

also the State Planning Boards.

Conclusion

India, like all developing countries, is in a
cross-road for its developmental process.
Planned development instituted by Social-
ist Russia had initial success particularly
benefiting the erstwhile marginalised
people. Subsequently this failed to deliver
ultimate solution for human emancipa-
tion. The reasons of this failure have not
yet been properly analysed.

Imperialism in the pretext of globalisa-
tion, Neo Liberalisation and imposition of
market economy is bound to impose fur-
ther misery over the poor countries. The
poor people in every country, even in the
developed ones, will also be severely af-

fected. A rational solution may be found
through a synthesis of both the systems
e.g. planned and market economy. This
will facilitate the proper function of the
planning institution. The developed coun-
tries should abandon their aggressive
greed for profit through commercialisa-
tion of basic human services like health,
education & adequate amenities of life. In
ancient period countries who achieved
acme of glory learnt that material benefit
alone fails to provide peace and perfec-
tion to the human beings. They taught
people to sacrifice so that ultimate eman-
cipation is achieved.

The planning procedure in India should
welcome the phenomenal advancement
of techno science but it should also pay
equal importance on the social aspect of
science. The planners at all levels should
understand that complete eco-friendly
development is impossible but the best
planning should attempt to minimise the
onslaught on Nature.

A synthesis between the knowledge of
the experts and wisdom of a wise common
man should provide the solution. ER
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Development Department, Governemt
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Planning Commission of India needs to adopt more transparent and vibrant
mechanism in order to gratify the needs of an economy in transition which faces
challenges unique to its own

Manoj Kumar

Managing Partner, India Strategy
Group, Hammurabi & Solomon
Consulting, New Delhi

he Planning Commission is

chaired by the Prime Minis-

ter of India and has a Depu-

ty Chairman and other

members. The Planning Commission is

answerable to the Parliament of India

through the Hon’ble Prime Minister as its

Chairman. Would it make a difference to

identify planning as just another ministry

having a dedicated Minister of the rank of

a Cabinet Minister? Would this increase

the level of accountability of the Planning

Commission or would it act as a oversight

mechanism over the conduct of the Plan-
ning Commission?

The answers appear to be in negative

since the inherent role of planning cuts
across and impacts practically all other
departments of the Government of India.
One argument could be that if the US
doesn’t have a body like this, why are we
stuck with something that seems to jar of
the old Soviet-style of functioning. It is
invariably overlooked that the role of
planning in the US, as is evident from the
massive package for shoring up US infra-
structure, is played by the US Treasury.
Conceptually, in India too it can be under-
taken by the Finance Ministry; but the
first government of the Republic, in its
wisdom, didn’t burden the Finance Min-

istry with yet another responsibility.

Having the activity of Planning along
side the other Ministries would not ad-
dress the issue of accountability and over-
sight of the Planning Commission. In fact
as a autonomous body under the Chair-
manship of the PM, the Planning Com-
mission enjoys the requisite autonomy
from interference of other Ministry or
departments and is able to prioritize plan-
ning in accordance with the constitutional
mandate and common minimum pro-
gramme under the mentorship of the
Prime Minister.

What else therefore can be done to
ensure that the Planning Commission of
India does not exceed its brief by over —
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stepping into the domain of other Ministry
or department in relation to various de-
velopment projects of the Government of
India or the recommendations of the
Planning Commission?

Clearly, there is continuous need to
make the functioning of the Planning
Commission more transparent and ac-
countable. A transparent and vibrant
oversight mechanism is essential to ad-
dress the above issues and concerns. Ad-
ditionally, the role of the Planning Com-
mission to assist and guide on issues of
planning and wherever the Planning Com-
mission wishes to give any specific recom-
mendation, advise, remark, observation
or view pertains to any other department
or the Ministry of Government the same
should be made through the office of
Chairman of the Planning Commission.
This is essential to ensure that the plan-
ning is kept distinct from implementation
both in practice and in perception.

The other solution lies in more ques-
tions relating to the Planning Commission
in Parliament and more queries under the
Right to Information.

‘Planning’ it is said as a program for
action, for a particular period to achieve
certain specific progressive developmental
goals. Socio- economic planning has been
one of the most note worthy invention of
the 20" century.

In most developed countries the role of
economic thinking and Planning have
been discharged by their respective treas-
ury teams/department. As a contrast, in
the case of emerging economies where
resources are scarce and the demand for
meeting multiple social economic needs
are much higher, the need for social and

economic Planning have become very
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dynamic and therefore require a very fo-
cused approach. In emerging economies
the role has often been discharged by a
dedicated team assisting the finance and
the treasury. In India this need was felt
way back at the time of independence of
the Country and the then Prime Minister
Shri Jawahar Lal Nehru set up the Plan-
ning Commission as a dedicated resource
to assist in the socio economic Planning to
meet the development challenges before
India at that time.

Much has changed in the last 53 years
and as India has emerged from being
identified as a poor/third world economies
to being presently identified along with
China and Brazil as an emerging economy
and being looked upon amongst the
league of developed nations in time to
come. Therefore India is very uniquely
placed where its Planning and develop-
ment needs are neither the same as those
of the poor/third world economies nor
same as those of the developed econo-
mies, instead it has its own challenges
faced by economy in transition.

In India the significance of planning
was recognized even before independ-
ence. Varying ideological perspective
were brought to bear on the efforts made
at plan formulation by few eminent indi-
viduals and institutions. Important plans
which were discussed in politico-econom-
ic circles were The Bombay plans, The
People’s Plan and the Gandhian plan. The
Congress had taken initiative by appoint-
ing a high level committee to give blue
print for National Planning and even at
the governmental level a Planning and
Development Department was created in
the Government of India in 1944.

But it was only after attainment of In-
dependence, The Planning Commission
of India was set up on 15" March 1950 by
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India into a Sovereign, Socialist,

lar and Dem

a resolution of Government of India to
carry out the objectives set out by the
Government towards achieving economic
growth. It is an extra constitutional and a
non-statutory body set up by an executive
order. A commission delegated to pro-
pose plans for future activities and devel-
opments which formulates India’s five —
year plans, along with other functions to
be aimed at. More than making plans and
allocating resources, the Planning Com-
mission seeks to transform itself into
System Reform Commission, a strategic
group which will look ahead and think
ahead to cope up with the ever changing
needs and demands for the uplift of the
country as a whole.

The Government and the State
The Constitution seeks to constitute India
into a Sovereign, Socialist, Secular and
Democratic Republic. The mandate of the
Constitution of India includes a socialist
agenda for development and therefore a
need to allocate due priority to the social
development of its citizens and their
health needs, education needs and finan-
cial independence to be assured by the
Union of India.

Para IV of the Constitution of India
further set outs the Directive Principal of
State Policy which inter alia seeks to guide
the state towards insuring the attention of
the Constitutional mandates of socialist
republic amongst others. The Planning
Commission therefore has to take into
account this Constitutional mandate while
advising in relation to socio and eco-
nomic Planning.

ratic R I

Part V of the Constitution further pro-
vides for Union, the Executive, the Parlia-
ment and the Judiciary. The executive
power of the Union are vested in Presi-
dent of the country and are to be exercised
under the aid and advise of the Council of
Ministers by the President of India. The
Council of Ministers are accountable to
the Parliament of India which is the house
of People and the Judiciary mandated
with the responsibility to ensure that the
basic structure of the Constitution of the
country including provisions thereof are
observed by the Executive.

The Market

On one hand we have seen global econo-
mies halted and shaken by issues like
market manipulation as in the case of
Enron and Subprime crisis, on other hand
we are faced with debate between inter
department independence and extent and
role of planners.

At present when the most perceptible
accent is on market forces and liberaliza-
tion, the talk of economic planning might
appear to be anachronistic but consider-
ing the state of economic development in
most developing countries, the co-exist-
ence of liberalization and planning is most
likely to continue for a long time. Beside
the nature of economic planning, the
Commission is likely to experience modi-
fications from time to time as the econo-
mies of the developing countries undergo
structural changes. In such a vast and di-
verse Country like India the only way one
can get a sensible plan is when people
make local plans. Moreover planning does




not mean everything automatically in an
execution form but first devising a scheme,
selling the scheme then allocating money
for the plan and so it goes on for its com-
ing into an existing/implementing mode.
There should be ‘Indicative Planning’ and
the role of government becomes that of
‘persuader’ using the moderate strategy of
‘moral persuasion’ and not any strong
regulatory and controlling measures.
Since the major chunk of the economy in
a developed country is owned and man-
aged by the private sector, the government

is expected to act as a facilitator and not

as a regulator or director. Restructuring
of the Planning Commission and planning
process has been the constant refrain of
economists since the initiations of the big
bang market reforms in the early 1990’s.
The issue has resurfaced as the govern-
ment has to start work on the twelfth plan
with reports of new efforts being made to
transform the Planning Commission into
System Reform Commission such that
good things and right things happen at the
right time. Another important change that
has to happen is much more local empow-
erment and then creation of conditions
around the local bodies so that they func-
tion effectively.

The Planning Commission has played a
critical role in the past 60 Years, striking
a balance between limited resources and
unlimited objectives. The growth in the
Indian economy is increasing demand for
infrastructural needs. However, the re-
sources to finance remains limited. De-
spite this perpetual gap, the Planning
Commission has played a role in alloca-
tion of resources to fulfill its mandated
objective of ‘balanced utilization’ of re-
sources. The Indian economy has grown
at a growth rate of 2.4% in 1950-1980 to
7.8% now. The growth rate going toward,
is expected to touch 10% as per projec-
tions. In agriculture sector food produc-
tion has increased to 237 million tones.

The Gross Domestic Product (GDP)
which was at 3.5% during the year 1960
— 1980 and is at 6.4% in the year 2000-
2009. Further there has been positive
growth in various sectors of the Indian
economy.

The model Public Private Participation
( PPP) documents prepared by the plan-
ning commission to provide a uniform
policy in PPP to the various departments
of the Government of India helped to ac-
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celerate project development in various
areas including roads, railways , ports,
logistics, heavy engineering , manufactur-

ing, aviation etc.

Concerns :

Is there a Need For a Relook

In the year 1966 the most comprehensive
administrative reform was appointing the
Administrative Reforms Commission
(ARC) under the Chairmanship of Morar-
ji Desai. The Commission during the 4 >
years of existence, presented 20 main
reports.

One of the main reports of the commis-
sion was relating to the Machinery of
Planning (1967).1t highlighted that the
Planning Commission should restrict itself
to the formulation of perspective five
years and annual plans, resource assess-
ment and evaluation and should not inter-
fere in the implementation of the plans
which should be the exclusive responsibil-
ity of executive agencies. The ARC argued
that in order to make the Planning Com-
mission a professional body, its control by
the political leadership should be reduced.
It recommended that the Prime Minister
who has headed the Planning Commission
ever since its inception, should cease to be
its chairman, though the Prime Minister
and the Finance Minister should be
closely associated with its working. The
ARC was against the PM’s chairmanship,
as the Planning Commission has “steadily
added to its functions and personnel and
has stepped into the area of the executive
authority of the Centre and the state gov-
ernments. It was viewed by the people as
a parallel cabinet or a super cabinet. ARC
favored the Prime Minister’s association
with the Planning Commission in the fol-
lowing manner:

* Itis necessary to prevent the Planning
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Commission from developing into a
sort of parallel or super cabinet. It
should not be deprived of its vital link
with the Prime Minister.
 Intimate association should be secured
without formally making the PM the
Chairman of the Commission
* The PM should be kept informed from
time to time of the important decisions
taken by the commission.
The ARC also pointed out that the Prime
Minister of the country and the minister-
members have not been able to contribute
significantly to the deliberations of the
country's Planning Commission. It showed
that if the ministers were the members of
the commission, the commission was
likely to be committed to the minister’s
stand with regard to the executive matters
related to the implementation of the plan.
This affected the capacity of the Commis-
sion to make critical appraisal and evalu-
ation of the implementation of the plan by
the executive.

The Government of India did not fully
accept the ARC’s view. It decided that:

* The Prime Minister and the Finance
Minister would continue to be the
chairman and members respectively of
the Planning Commission.

* Rest of the members may not be ap-
pointed as members.

However this decision has been violated

most of the time and three or four minis-

ters continue to be the members of the

Planning Commission, the Finance Min-

ister being invariably one of them.

* The chairmanship of the Prime Minis-
ter bestows on the Commission the le-
gitimacy and authority that would be
respected by all the Union Ministers
and the state governments.

* The PM’s and the union minister’s
presence on the Commission facilitates
close relationship between the Govern-
ment and the Commission.

* The presence of the PM and ministers

makes the Commission’s decisions

more pragmatic and practical.

* Since Planning is a political activity, in
an environment of scarce resources ,
the broader issues of governance can-
not be divorced from the authoritative
allocation of values. In fact allocation
of resources is the most important po-
litical activity in a developing country.

The Government of India agreed with the

view of the ARC that the Planning Com-

mission should be a compact body.

Much water has flown ever since, and a
series of concerns have been expressed
regarding the role, need, continuity and
reforms pertaining to the Planning Com-
mission including:

i.  The Planning Commission has gener-
ally perceived to have overstepped its
role or its expected jurisdiction and
allocated to itself certain executive
function. It may be recalled that the
Administrative Reforms Commission
(ARC) in its report on the machinery
of planning had underscored that the
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ii.

iii.

Planning Commission should restrict
itself to the formulation of perspec-
tive five years and annual plans, re-
source assessment and evaluation and
should not interfere in the implemen-
tation of the plans which should be
the exclusive responsibility of execu-
tive agencies. It has also been argued
since long that the Planning Commis-
sion has encroached upon the au-
tonomy of the states under the fed-
eral system. This encroachment is
seen in terms of the Planning Com-
mission’s acceptance, modification or
rejection of the states proposal for
development programme for which
central financial assistance is sought
and which can be granted only on the
recommendation of Planning Com-
mission.

The Planning Commission is not a
statutory body and it does not find
any place in the Constitution. But
that’s the case with all ministries.
Over the years with the expansion in
the scope of planning, its function
have extended substantially and have
enveloped almost the entire sphere of
administration excluding only de-
fense and foreign affairs. It has been
alleged that because of its powerful
position by virtue of the chairmanship
of Prime Minister it has even en-
croached upon the functions of con-
stitutional bodies such as finance
commission and yet not accountable
to parliament. Even the National
Development Council (NDC) which
is a body responsible for the approval
of plans envisaged by Planning com-
mission approved it without any
critical analysis of the same.

The Planning Commission is built
upon a heavy bureaucratic organiza-
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_The Govt agreed with the view of
the ARC that the Planning Commission

iv.

houl

tion. The Commission which was ini-

m

tially a small body of serious thinkers
had turned into government depart-
ment with a crowd of secretaries, di-
rectors and big buildings. Neither the
Planning Commission has been able
to apply an integrated approach and
actions nor coordination has been
emphasized, which results in the
overlapping among and duplication
of efforts of various organizations,
resulting in wastage of resources.
There are overlapping responsibili-
ties between the Planning Commis-
sion and Finance Commission. Per-
haps, the constitution maker could
not anticipate the setting up of an
extra constitutional authority in less
than a couple of months after the
promulgation of the constitution.
Since there can be no neat distinction
between plan expenditure and non-
plan expenditure, so unambiguous
distinction between the role of two
bodies cannot be made.

The votaries of liberalization and free
market have been more critical to the
whole concept of Planning Commis-
sion. According to them the Planning
Commission should be shut down as
the Finance Ministry already has a
pool of talented experts. The Plan-
ning Commission only creates duplic-
ity and lengthy procedures. Instead of
Planning Commission there should
be Implementation Commission
which should be created under some
act of Parliament. The Planning
Commission has only multiplied the

Vi.

Vil.

schemes but has completely failed to
monitor those schemes. The Planning
Commission is an unnecessary bur-
den on line ministry. It has outlived
its utility. The finance ministry and its
various offices and Independent
regulators like Reserve Bank of India
(RBI) have enough talent to suggest
and formulate policies.

The Planning Commission was ini-
tially set up under an executive order,
probably with the aid of Article 73,
which envisages that the executive
powers of the union shall extend to
the matters with respect to which
Parliament has power to make laws.
Thus Planning Commission has legal
status though the constitutional status
was never given.

Contrary to the provisions of Consti-
tution, Planning Commission has
started dealing with devolution of
huge funds for investment of a capital
nature while Finance Commission
concentrated in the fields of revenue
expenditure with of course some
over-lappings. The new terms of ‘plan
grants’ and ‘non-plan grants’ were
then got introduced with no provi-
sions and much less indication in the
Constitution of India.

If we assume the whole scenario as
contemplated therein, the only thing
that comes to mind is that the econo-
my of the Nation must be looked as a
whole. Following the example of hu-
man eyes, one can deduce a principle
that there must be convergence of
vision in an unified manner to have a
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Commission has to act as mutually
complimentary forces in ensuring
rapid economic development

clear and complete picture of a sight
to be seen. One need not hypotheti-
cally attempt that left eye may be di-
rected to see the left landscape only
and the right eye the right one. One
can safely say that any such attempt
will give distorted vision. So for all
this reason, its better either to shut
down the whole machinery of Plan-
ning Commission, or Finance Com-
mission and Planning Commission
shall work together as one Commis-
sion under Article 280 by making
necessary constitutional amendments
to have a full view of both plan and
non-plan sided of the economy.
viii. The Planning Commission needs to
be in the process of reinvention of
itself. More than making five year
plans and allocating resources, it
seeks to transform itself into what has
been described above as System Re-
form Commission, a strategic group
of intellects who can look ahead and
think ahead sensing the emerging
concepts of development, liberaliza-
tion, opportunities and challenges in
this era of globalization. It needs to
formulate appropriate response for
the government evaluating the

present and future scenario.

The Way Forward

As discussed above ,the Planning Com-
mission does not form part either of the
Executive, the Parliament or the Judiciary
and as such therefore there role should be
limited no more than advisory rest the
basic structure of the Constitution would

get disturbed if Planning Commission has
to go beyond.

Further, the institutional resistance
from within the commission which is mo-
tivated by fear of further shrinkage has
already downsized its role. In the new
economic environment, economic plan-
ning continues to be an important and
determining strategy for public invest-
ment beside providing guidelines for
channelising private sector investment in
desired direction. The Planning Commis-
sion has to act as mutually complimentary
forces in ensuring rapid economic devel-
opment of the nation. Sixty years ago the
story was different, the Country was more
centrally managed but now there is devo-
lution of power to the states and other
corporation. Private sector plays a vital
role in making economies of the county
and the world has become much more
dynamic because of interconnection, mo-
bility, globalization and speed. So in the
changing circumstances the Planning
Commission needs to refurbish its tools,
make themselves foresee the real and
dynamic world and enhance its ability to
communicate with the people.

With the emergence of revenue con-
strains on available budgetary resources,
the resource allocation system between
the states and the ministries of the central
government is under strain. This requires
Planning Commission to play a mediatory
and facilitating role, keeping in view the
best interest of all concerned. It has to
ensure smooth management of the change
and help in creating a culture of high pro-
ductivity and efficiency in the government.

The key to efficiency and optimum utili-
zation of resources lies in the creation of
appropriate self-managed organizations
of all level. In this area Planning Commis-
sion shall attempt to play a system change
role to provide consultancy within the
government for developing better system.
In order to spread the gains of experience
more widely, the Planning Commission
is suppose to play an information dis-
semination role.

Much of the criticism and concerns re-
lating to the Planning Commission, ema-
nate from the myopic view taken by critics.
Issues of planning require a comprehen-
sive all round approach to ensure develop-
ment carries with it , the constitutional
mandate set out in the Constitution of
India naming a few, health care, educa-
tion, water supply, sanitation, poverty
alleviation etc. With a three sixty degree

approach to achieve our constitutional
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mandate alongside development through

planning, the following lessons seem

to have emerged from our past experi-
ences:

1. Markets, left to themselves, do not care
about development or inclusive growth,
both of which are necessary to meet the
Constitutional mandates set out in the
Indian Constitution.

2. Markets are amenable to manipulation
or distortions in practice which has of-
ten led economies to near collapse situ-
ations i.e. the impacts of Enron and
Subprime crisis to United States and
the European economies are the classic
case to point.

3. The myopic vision of each Ministry or
departments to its own segment of its
overall constitutional mandate or the
common minimum programme has
often led to difficulties in balancing the
priorities amongst the most important

social issues like health care, water, and
education vis-a- vise other objectives
like better urban planning in infrastruc-
ture — although both impact the other
in more than one way.

4. Planning in itself is a distinct and inde-
pendent area of governance necessary
to attain the constitutional mandate as
discussed above and the challenges of
the developed economies and as such
can not be merged into implementation
and left to respective departments or
local bodies.

5. Formation of Planning policies for
achieving the growth and the constitu-
tional mandate is a very specialized
responsibility and therefore needs a
dedicated and wholesome approach.

It was planning that rescued America

from the Great Depression. It was the

Marshall Plan that rebuilt the completely

devastated economies of Western Europe

after Second World War. Similarly, it was
the Ministry of International Trade and

Industry, the Japanese version of the

Planning Commission that ‘planned’ and

scripted the spectacular resurgence of

Japan as a global economic power from

the debris of Second World War. South

Korea was a harshly exploited colony of

Japan for the first-half of the 20" century.

Since late 1950s, it was the ‘planned’ en-

couragement and incentives given to

chaebols like Samsung and LG that made

South Korea a developed nation and join

the fabled G-8 club as a paid-up member.

And, it is systematic and effective ‘plan-

ning’ that has transformed country like

China from a pathetically poor agrarian

economy during the 1970s to a global

economic powerhouse that now boldly
challenges the formidable might and clout
of the United States.

With all the above lessons, some very
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old, some from recent past the Planning
Commission which was set up in 1950 has
been discharging the functions of plan-
ning the various Five year plans of the
Government of India, the various issues
concerning budget allocation of scarce
resources of amongst the growth and de-
velopment needs and has been assisting in
setting out the road map and structure of
the new emerging development opportu-
nities particularly the Public Private Par-
ticipation of development and growth.

The question isn’t whether the Planning
Commission should be an advisory and a
guiding light or even whether it should be
allowed in the decision making rules in
various departments to oversee and en-
sure compliance of either the various de-
partmental projects of India or even the
recommendations of the Planning Com-
mission of India. The question is whether
our MPs, our television anchors and our
RTT activists are asking the commission
enough questions!
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A Tale of Two Countries:
India and Malaysia

Asymmetry in the approaches in planning the economic
policies and their consequences — a comparative study

Amir Ullah Khan

Economist,
The India Development Foundation
and Edith Cowan University

unku Abdur Rehman was

born three years after Jawa-

harlal Nehru, in a rich family,

and in 1925 went to Cam-
bridge to study law. Racial discrimination
there made him resolve to fight for inde-
pendence. Tunku headed the Alliance
party, won elections in 1955 and in 1957
persuaded the British to give up and make
Malaysia a free country. Ten years after
Jawaharlal Nehru did the same in India,
Tunku became the first Prime Minister of
free Malaysia. And remained Prime Min-
ister till 1970 having won three straight
elections. While Nehru gave to his country
a Tryst with destiny, Tunku declared "Mer-
deka" (independence).

Both countries initiated a planning
process, and Malaysia's Economic Plan-
ning Unit became powerful and influen-
tial. The New Economic Policy was
launched in 1969, with the state announc-
ing large scale reservations for the local
Malay Muslim population referred to as
the Bhumiputras. The Malays were agri-

culturists, the Chinese dominated industry
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and the Indians were employed in the
service sector. Reservations for Bhumipu-
tras were given in housing, scholarships
and ownership of public listed companies.
In India, reservations gave to the poor
access to poorly paid jobs and to the illit-
erate, a right to seats in educational insti-
tutions. And now as Malaysia starts dis-
mantling reservations, it can show how its
policy actually helped bringing down pov-
erty and increasing representation.
Everywhere you see are captions cele-
brating Ramzan in Malaysia. The country
is fasting, Malaysians use the Sanskrit
work upvas, hari raya means the day of
celebration referring to Eid ul Fitr and the
air is filled with excitement and celebra-

tion. There is one hoarding that catches
your attention as soon as you land. "There
are only 500 tigers left" says the hoarding.
In Kuala Lumpur, the conservationists are
talking of the falling number of Malayan
tigers. With 1411 tigers left, we were
ahead of the Malaysians by far. Alas, for
the next few days, as I watched TV and
read Malaysian papers, I realised there
was nothing else we were better at.

Malaysia is indeed a fascinating coun-
try. Its per capita income at more than
8000 USD a year is ten times that of In-
dia's per capita income.

Mliteracy is low (about 95% are literate)
and life expectancy high. Nearly half of
India's population remain illiterate and
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the average Indian expects to live for 64
years, a full ten years lesser than the aver-
age Malaysian.

Malaysia was a poor country not very
long ago. It is a heterogeneous country
with Malays, Chinese and Indians scat-
tered all over. The Dutch ruled for around
two hundred years and then gave much of
Malaysia to the British.

Colonial rule everywhere went along
similar lines. Exports were encouraged,
Malaysia discovered tin way back in the
17" century, and the European market
demanded large amounts of tin. The Brit-
ish, having come in attracted by this metal,
also used the climatic zone there to grow
rubber and palm.
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After the elections in 2008, the new
Democratic Party in Penang announced it
would do away with all reservations. Last
year, the Prime Minister of the country
announced several steps towards abolish-
ing the reservation for the sons of the soil
in the services sector. The equity quotas
and the compulsory local shareholding for
foreign companies too is on its way out.
The purpose of ensuring ownership of
equity for the local Malay achieved, it is
time for investment to be freed up so for-
eign funds could be attracted. In India,
this seemed to have escaped the policy
maker. The under privileged were given
reservations and they occupied lowly jobs,
never in ownership of wealth. Even in
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Malaysia, reservations must have bred

inefficiency and nepotism, but in India
they did not even seem to have empow-
ered the beneficiary.

Malaysia embarked on reforms early.
By the early seventies, most inefficient
public sector was privatised. While India
was going full steam ahead with a spree of
nationalisation, Malaysia was inviting
private domestic and foreign investment.
Agriculture that was the main occupation
in Malaysia, accounted for over 42 percent
of the GDP in 1970 and ten years later was
down to nine percent. Manufacturing
rapidly grew and in 1980, more than 30
percent of the GDP would come from
industry and manufacturing. In contrast,

Indian manufacturing has contributed less
than 25 percent to the economy for more
than 40 years now and agriculture contin-
ues to employ more than half the working
population even today.

As the demand for tin fell, rubber plan-
tations grew. And then the country made
a switch to palm oil. Today exports of palm
oil contribute substantially to forex earn-
ings. Forests were sources of much of the
timber trade that Malaysia depended on
in the first half of the twentieth century.

However, responsible forest policy has
ensured that even now more than 50 per-
cent of Malaysia is covered with forests.
In India, the figure is an exaggerated 18
percent today. Trade with Britain came



down but almost immediately the United
States became a large partner. Relations
with Japan were improved and Malaysian
industry benefitted from Japan's technol-
ogy and investment. While India was
backing the USSR, Malaysia first culti-
vated the US, then Japan and now has
flourishing trade ties with China.

The interest rates have always been low,
inflation kept in check even when the
economy was growing at above seven
percent year after year for the two dec-

ades of the seventies and the eighties.

Trade with neighbours was encouraged
and Malaysia keeps an open border with
Thailand for trade purposes. India tried
this with Nepal and Bhutan but just could
not sustain a cordial relationship. And less
said about Bangladesh, Pakistan and Sri
Lanka, the better. Singapore was proving
to be difficult state in the federation, it
was allowed to peacefully opt out and
become a peaceful and cooperative neigh-
bouring country. India meanwhile kept
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dallying with a reluctant Kashmir and
sixty years later wonders if the costs jus-
tify the benefits.

The Malaysian society is diverse and
celebrates this heterogeneity. Muslims
girls wear the hijab, the Chinese and the
Indians wear modern dresses, and no one
could be bothered. Halal restaurants
abound. In many ways, a modern progres-
sive country that believes in its democracy,
its tradition and its economic strengths.
Finally, the most telling example; 12 years
ago, the 1998 Commonwealth games were
hosted in Kuala Lumpur. With minimum
fuss. The facilities were up and ready well
on time. Malaysia, with its 25 million
population, finished fourth overall behind
Australia, England and Canada, winning
10 gold medals with an overall medal tally
of 36, while India had seven and 25 re-
spectively. In the next few days, we will
know if we can do better.

It was not that the country did not face
crises. Be it racial strife, political turmoil,
xenophobia, Malaysia seems to have han-
dled it all with equanimity. The mid nine-
ties saw an enormous currency crisis, but
handled well enough for the economy to
bounce back quickly. The currency was
devalued like never before, and exports
quickly rose to fund deficits.

Corruption is regular news in the news-
papers. Getting licenses to operate busi-
ness or work in the country is still difficult.
However, in disclosure norms and in in-
vestor protection Malaysia ranks among
the best. This quarter the Malaysian
economy grew at more than 10 percent,
and much like India, surprised itself with
this spectacular increase.

(The views expressed in the write-up are
personal and do not reflect the official pol-

icy or position of the organization.)
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The Road to Prosperity:
Market vs State

Failures of development policy applied to less developed countries
coupled with obstacles to economic development led to the

economic stagnation of poor countries

Rok Spruk

Economist,
Slovenia

he relationship between the

economic policy and eco-

nomic growth is one of the

most studied ones in the
economic literature and, indeed, one of
the most important questions considering
the prospects of economic growth and
development. In the course of economic
history, the clash between political phi-
losophies has resulted in a wide range of
economic experiments that were ulti-
mately divided between success and fail-
ure. The failure of the Soviet political and
economic experiment largely resulted in
the institutional transition of former com-
munist states to the principles nested in
the market economy. Despite the Com-
mon Law legal origins, India has pursued
predominantly socialist economic policies
since the country gained the independ-
ence from the British rule in 1947. The
pursuit of economic policies based on
protectionist trade policy, autarkic self-
sufficiency and state interventionism did
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little to prevent high
rates of poverty and |
even less to promote ‘
economic development
in a longer term. Despite
significant economic
growth dynamics in the past
years, India’s GDP per capita
(PPP-adjusted) is ranked 163" in the
world together with Mongolia and
Vietnam. It is nonetheless im-
portant to outline the
premises of public policy
that rely on free market,
limited government and the
rule of law as the guiding principles
to which the policy of economic develop-
ment in developing countries shall ad-
here.

The reliance on socialist economic
policies which India pursued since gaining
the independence from the United King-
dom has largely resulted in economic
mismanagement and deteriorating in-

come mobility. The resulting outcome of
the socialist political and economic idea
contradicted the primary ideological goal
of socialist political philosophy - the



eradication of poverty and the pursuit of
economic equality for all. According to
World Bank, in 2005, 41.6 percent of In-
dians lived in poverty with less than $1.25
per day. In 2008, the mortality rate for
children under the age of five stood at 69
per 1,000 which is a little less than in
Haiti (72 per 1,000) and more than in
China (21 per 1,000). Hardly any evi-
dence could further dispute the

. self-destructive nature of socialist
l economic policies to deliver the

promised goals.

The failure of socialism in de-
velopment policy reflects its misun-
derstanding of the emergence of
economic system as an order
of spontaneous creation.
Socialist political experi-
ment rests mainly on the
idea of guiding the develop-
ment policy through eco-
nomic dirigisme. In the
course of political

economic history,
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socialist political leaders pledged on the
promise of delivering social goals such as
free education and health care and a bet-
ter standard of living for all members of
society. The socialist philosophy of eco-
nomic policy is mainly derived from the
philosophical thought of Marx, Hegel,
Rosseau and Lenin. The epistemological
nature of economic philosophy is subject
to the perception of human nature of
greed in relation to the concept of “homo
economicus” firstly developed by Adam
Smith in “The Wealth of Nations”. In its
origins, the conceptual framework in de-
velopment policy depends on which eco-
nomic philosophy shall prevail as a set of
guiding principles in the policy course.
The rise of the British empire in the 19"
century of the Victorian age to the world
political and economic giant was largely
based on the legacy of the economic
thought from enlightenment which
stressed the importance of free market,
sound money and limited government
which focused on the enforcement of the
rule of law. The intercourse of develop-
ment policy in each country lies firmly on
the grounds of formal and informal institu-
tions. The interaction between formal and
informal institutions is one of the most
powerful determinants of a perspective of
economic development in a long term.
Formal institutions such as the constitu-
tion and legislative laws are nonetheless a
central element on which the creation of
the fundamentals for the pursuit of eco-
nomic development is based. However,
formal institutional phenomena could not
be explained without a proper under-
standing of informal institutions such as
ethics, culture and habits. These institu-
tions endogenously determine the very
nature of formal institutions since the lat-
ter are not established mechanistically but
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rather through human action and behav-
iour. Douglass C. North, a Nobel laureate
in economics from 1993, captured the es-
sence of the importance of well-function-
ing interaction of formal and informal
institutions for economic development:
“The inability of societies to develop ef-
fective low-cost enforcement of contracts
is the most important source of both his-
torical stagnation and contemporary un-
derdevelopment of the third world.”
(North 1990: 54). The alleged failure of
socialist economic policy is entirely re-
flected in its ignorance and pretense of
understanding the evolution of the market
system as a spontaneous order. The pre-
tense of full understanding of the society
without the awareness of the limits of
knowledge in curing society’s ills is the
most important source of predatory be-
haviour that is so detrimental to eco-
nomic development. One of the most
notable sources of stagnation of less de-
veloped countries has been the failure to
protect property rights through a well-
functioning and stable judicial sys-
tem. It would be impossible to
expect a well-functioning law
enforcement in failed states

since the political dictatorships
and widespread rent-seeking
behaviour emerging from

privileged interest groups are the main
causes, not consequences, of predatory
behaviour such as the insecurity of prop-
erty rights and, hence, the lack of the rule
of law. The inevitable consequence of
predatory political behaviour emerged
from a totalitarian development paradigm
is a widespread prevalence of rent-seeking
behaviour that ultimately results in a total
inability of formally established institu-
tions to enforce the rule of law as the
guardian of the protection of private
property rights. The experience of least-
developed and developing countries in the
course of development policy suggests
that most of them have become failed
states with the prevalence of widespread
and cumbersome corruption even though
these countries were forecast to encounter
high economic growth and the resulting
increase in the standard of living along-
side the official developmental assistance
from creditor countries and interna-

tional institutions.

Nevertheless, the belief in the power of
political elites to boost the economic de-
velopment by the means of their supposed
knowledge of the economic behaviour is
a fatal conceit. The experience of less and
least developed countries suggests that
political elitism complements predatory
political behaviour focused on the extrac-
tion of political rents rather than on the
implementation of an effective set of
policies aimed at boosting the economic
development. Therefore, the only plausi-
ble question in this regard is what kind of
development policies to pursue to prevent

least developed and developing

countries from the capture of political
elitism, corruption and rent-seeking that
has led to a constant underdevelopment
and economic stagnation compared to the
advanced countries?

Establishing the Rule of Law

The lack of a well-defined and well-func-
tioning legal order has been the main
cause of the corrupt political elitism that
led to civil wars, stagnating per capita in-
comes and politico-economic instability.



Countries that have moved up the eco-
nomic ladder and maintained high levels
of prosperity, such as Singapore and Hong
Kong, have first established a framework
of the legal order based on the rule of law
- a framework that was able to protect
private property rights against expropria-
tion and political abuse. Without a coher-
ent and robust system of law, it is impos-
sible to establish an independent judicial
system. The empirical evidence from the
economic consequences of the legal origin
suggests that English-based Common law
is by far the most efficient legal framework
regarding the confluence of legal system
on economic growth and development.

Protecting Private Property
Rights
Historically, less
developed coun-
tries have suf-
fered heavily
from the lack of
independent judi-
cial system that
imposed high cost
on the protection
of private property
rights. The insecurity of private
property rights is a significant drawback
on economic development not only from
the perspective of foreign and domestic
investors but also from the individual
point of view. Insecure and improperly
defined private property rights incur sig-
nificant cost on the defense of private
property which is, from an economic point
of view, counterproductive. The lack of
effective protection of private property
rights largely resulted in undeveloped or
practically non-existent capital and finan-
cial markets. By most measures and em-
pirical judgments, there is a close and re-

markably high correlation between the
level of financial market development and
income per capita. The foremost task of
less developed countries, including India,
is to establish a set of political institutions
that instill an effective system of checks
and balances on the rule of law as a
mechanism curtailing the coercive power
of policymakers and interest groups.

Abolishing Price Controls

The system of price controls is a heavy
impediment on economic growth and,
therefore, a major drawback on the pro-
ductive behaviour such as entrepreneur-
ship, savings, investment and education.
The majority of price control schemes is
intended to bequest a particular group of
the society. Traditionally, price controls
have been imposed on goods such as
food, drugs and commodities. But when
the laws of supply and demand prevail,
the effect of price controls immediately
translates into the parallel informal
economy where prices are determined
according the shifts of supply and de-
mand. Price ceilings cause shortages. The
mechanism of free price system is one of
the most important fundamentals of a
free-market economy. There is, in fact, no
better alternative approach to start alle-
viating poverty than setting a system of
free prices and abolishing all price con-
trols that sooner or later result in short-
ages of basic good if prices are not al-
lowed to adjust freely.

Abandoning Special

Privileges and Caste System
Perhaps the most fundamental question
of development economics and policy is
what accounts, over time, for a growing
gap between the wealthy and poor coun-
tries and, hence, how poor countries can
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sustain high economic growth and the
consequent growth of the standard of
living. The main failure of development
economics in the past century is the un-
recognized and rather powerful role of
social rigidities and special interest
groups in imposing policies that never-
theless hurt the prospects of economic
development. Interest groups tend to act
like small distributive and elitist coali-
tions that seize the capture of the state.
By exerting an enormous influence on
policymakers and political leaders, these
groups hinder the implementation of
public policies that would nonetheless
boost civil and economic liberties and,
hence, economic development. In the
widest possible sense, economic and
civil liberties would empower millions of
individuals to spur the potential of hu-
man knowledge that is the ultimate
source of progress. Although the ancient
caste system in India was abolished in
1960s, as an informal institution, its social
entrenchment has not fully disappeared.
The existence of caste system signifi-
cantly reduces the scope of economic and
social mobility. The influence of the in-
stitution of caste system is, by no further
clarification, an ultimate source of wide-
spread poverty and the lack of mobility.
As Mancur Olson (1982) contemplated,
the benefits of policies in favour of par-
ticular interest groups are selective in-
centives concentrated among the mem-
bers of privileged groups while the costs
are diffused among the entire popula-
tion. As little public resistance to such
groups is arisen, these groups tend to
exert stronger influence and capture the
state into the status quo which is, by no
dispute whatsoever, the main obstacle to
greater economic liberty and, hence,
greater economic development. The in-
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development requires a far greater

strengthening of human liberty

ability of societies to enforce the rule of
law and institutions of economic and
civil liberties against the coercive power
of rigid political and social elites is per-
haps the only plausible explanation of
economic stagnation marked by high
poverty rates, and rachitic progress in
terms of education and poverty reduction.
It is nevertheless important to stress that
itis a fatal illusion to believe in the power
and ability of political elites to cure the
ills of poverty by the implementation of
socialist public policies aimed at the
premise of the big role of government and
bureaucracy in achieving the economic
and social progress. The road to higher
levels of economic development requires
greater strengthening of human liberty.
The disappearance of social rigidities
such as caste system is a necessary condi-
tion and the ultimate opportunity to
tackle the endogenous patterns of corrup-
tion and other predatory political behav-
iour. The task of economic development
is not a self-sustaining quest. As Friedrich
A. von Hayek (1978: 60) notes “Experi-
ence tells us much about the effectiveness
of different social and economic systems
as a whole. But an order of the complex-
ity of modern society can be designed
neither as a whole, nor by shaping each
part separately without regard to the rest,
but only by consistently adhering to cer-
tain principles throughout a process of
evolution.” The only plausible alternative
to boost the economic development is not
by the greater strength of the state, caste
system and interest groups of special
privilege but by the greater spread of
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economic and civil liberties such as free
price system, deregulated markets and
individual liberties

Limited Government and Safe-
guarding the Individual Liberty

The belief in the power and ability of the
state to enhance the policy framework of
economic development by facilitating
particular measures while the patterns of
informal institutions remain unchanged
is the main remnant of the failed epis-
temic assumptions of development eco-
nomics. Development, defined in the
widest possible sense of economic and
social progress, does not depend on the
effectiveness of particular policy design
but rather on the tacit acknowledgement
of the importance of economic and civil
liberties as the basis of eco-
nomic development. The
experience suggests that
greater coercive power of
the state is the ultimate
source of economic de-
cline and stagnation.

The capture of the state,
broadly defined as the
inability to enact

long-term policies

aimed at promot-

ing economic devel-

opment, cannot be
properly understood
without the awareness
of the power of interest
groups of special privi-
lege. The enactment of the
rule of law as a system of

limiting the coercive power of the state
and interest groups, is the main deter-
minant of economic development. The
enforcement of the rule of law requires
a fundamental change in the nature of
informal institutions. Unless the premis-
es of civil and economic liberties and of
highly limited power of the state are not
adopted and recognized as the main
precondition for economic development,
the effort to establish the rule of law
would fail. The failure of socialist eco-
nomic policies largely resulted from the
assumed believe in the power of the state
to establish and design the economic
order. Consequently, the failure to ac-
knowledge the impossibility of the state
to create and economic order resulted in
decades of economic mismanagement
that ultimately led to the economic stag-




nation and decline. Among the precondi-
tions for a steady course of economic
development is the security of private
property rights. Having failed to recog-
nize the importance of the judicial pro-
tection of private property rights, the less
and least developed countries failed to
capture the essential understanding of
the economic development. Adhering to
the certain principles of the rule of law
and limited government is not merely an
attempt to restore the foundations of
development policy but an approach
aimed at the very under-

standing of the evolu-

tion of economic development. Pretend-
ing to adhere to the scientific principles
of economic development is nothing else
but a mere failure to acknowledge the
importance of the role of economic liber-
ties on which the evolution of develop-
ment is based. The adherence of princi-
ples of economic and civil liberties is
built on the premise of limiting the coer-
cive power of the state which may, if left
unchecked, sooner or later result in the
capture by interest groups and, hence,
implementation of policies and laws that
would nonetheless hinder the prospects
of economic development in the name of
social justice. As James Madison noted
in 1788 in The Federalist Papers “It will
be of little avail to the people that the
laws are made by men of their own
choice, if the laws be so voluminous that
they cannot be read, or so incoherent
that they cannot be understood.” It is
nevertheless essential for less
developed countries to rec-
ognize the failure of eco-
nomic dirigisme and foreign
aid in promoting economic
development. Instead, it
should be well-known
that the approach that
boosts development
and progress is not
the implementa-
tion of certain poli-
cies that temporar-
ily alleviate issues of
particular concern. It
is rather the awareness
of the importance of the
rule of law and protection of
private property rights. The
rule of law, ascertained on
the principles of its legal
origin, is not an end itself but a
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precondition for instituting the princi-
ples of economic and civil liberties and
limits on the redistributive and coercive
power of the state and interest groups,
which is so essential to the course of
economic development. Civil and eco-
nomic liberties may encounter a heavy
resistance from small and powerful inter-
est groups that enjoy vast privileges from
social rigidities. But it should not be
forgotten that the existence of specially
treated interest groups with yields sub-
stantial amounts of privilege for its
members and cost for other members of
the society. It is the strong influence and
power of these groups that forestalled
the status quo and detracted poor coun-
tries from the steady road to prosperity
embodied in sound property rights, the
rule of law, free markets and limited
government. (ER
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From State to Democracy:
Two Views of Capitalism

In State Capitalism, the state controls everything for political rather than
economic gain, ignoring the central reason for the success of a company —
profit, as opposed to Democratic Capitalism which makes Democratic

Capitalism more attractive

David A. Andelman

Editor, World Policy Journal
President, Overseas Press Club of
America

n the late 1970s, shortly after
The New York Times replaced
typewriters with computers in its
newsroom in New York, the edi-
tors decided to ship an early workstation
to its news bureau in New Delhi. A
month later, the newspaper’s bureau
chief in the Indian capital received word
from customs that the computer had ar-
rived, but had been impounded. It would
not be allowed into the country, the bu-
reau chief was told, because there was an
Indian version that could provide com-
parable services. My colleague (I was
then based in Bangkok covering Southeast
Asia for the newspaper) asked to see the
Indian version that was being forced on
him. He was told to drive to a location in
central Delhi and was taken into a room.
There, filling the entire room, virtually
the size of the entire bureau, was a mon-
ster computer with flashing lights and
lots of whirring sounds.
“This can provide all the services of
your American machine,” he was told.
“But it’s larger than our entire office, and
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it uses vacuum tubes,” the reporter re-
plied, once he managed to recover his
composure. The salesman shrugged. It
was the finest India had to offer.

This was deep in the days of state
capitalism in India. No longer. Today,
India is a modern nation with among the
most advanced, and freest economies in
the world — having undergone a growth
spurt that is among the fastest in the his-
tory of our planet. But it could never
have been done under the constraints of
the state model pursued in the
years until 1991 and the end of the
Licence Raj.

This was by no means my
last brush with state capital-
ism. From France under So-
cialist President Francois Mit-
terrand to Eastern and Central

Europe when
COMECON held sway
under the influence of
Soviet Communism, I expe-
rienced first-hand the often
grotesque inefficiencies that were

paramount and often quite appalling.

In 1981, when I arrived in Paris as a
correspondent for the American televi-
sion network CBS News, Francois Mit-
terrand had just arrived in power with an
overwhelming mandate as the first So-
cialist President of France in a genera-
tion. Welcoming Communist Party
members to his cabinet, he also embarked
on a broad campaign of nationalizations.
The first, and most visible, was a vast
swath of the French banking sector.

At 12 noon on November 12, 1981, the
Baron Guy de Rothschild invited me to
his inner sanctum in the Banque Roth-
schild at its headquarters at 21rue Laf-
fitte in the 9" arrondissement, the heart
of the French banking quarter, barely a
five minute walk from the Bourse. He

;
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began by taking me on a tour of his estab-
lishment that he was about to turn over
to the French government — an end to 10
generations of Rothschild banking dating
to King Louis-Philippe for whom his
forebears had acted as financiers. It was
after the name of this street that the
Rothschilds named their great Bordeaux
estate and its wine label, Chateau Laf-
fitte. “What a pity,” he said, pausing in his
bank’s wood-paneled boardroom, sweep-
ing his hand across the dozens of por-
traits of his ancestors looking down from
the walls at the large red-leather chairs,
all now empty, that surrounded what

wer ken over

under government control and owner-
ship. Eventually France was forced to
issue vast quantities of special
bonds to compensate the owners
and shareholders of the nation-
alized firms — interest pay-
ments alone running 50
billion French francs a year
(between $5 billion and $10
billion depending on the
rate of exchange which
fluctuated wildly during the
1980s).

France’s experiment with
overwhelming state capitalism

h

_bureaucrats moved in and took over

seemed like an acre of polished mahog-
any. “They will be staring down on com-
munists, now sitting around this table.”
In all, thirty-six banks and two finance
companies were taken over by the state,
an army of talent turned out, as bureau-
crats moved in and took over. But bank-
ing was only the first industry targeted by
the Socialists. Within a matter of months,
the government had seized control of
seven of the twenty largest industrial
conglomerates in France plus five other
major industrial companies whose work-
ers numbered some 800,000 individuals.
Every morning, it seemed, the French
awoke to news of another private com-
pany or industry brought under state
control. The railroads (SNCF), natural
gas and coal, Paris subways, the two
French airlines (Air France for interna-
tional flights, and Air Inter for domestic
travel), the auto company Renault, the
state tobacco company SEITA were all

106 — THE IIPM THINK TANK =—

didn’t last long, however. The nationali-
zations proved all but catastrophic to the
French economy, society and the entire
way of life. Moreover, support for the
process all but collapsed. While over-
whelmingly positive through March
1983, by October of that year public
opinion had turned overwhelmingly
negative. The Franc had been devalued
for the third time in two years, public
spending was squeezed, and the right
wing, led by the man who would succeed
Mitterrand as President, Jacques Chirac,
was presenting some very attractive al-
ternatives. Within a matter of months,
the nationalizations had begun to be
reversed. The four Communist Party
members had been chucked out of the
cabinet. France was reverting to demo-
cratic capitalism. In 1987, having spent
four years in self-imposed exile in New
York, Baron Guy returned to Paris as his
son David launched the new Rothschild

& Cie Banque in the rue Messine,

barely a mile from the building seized
from his father.

So what is it about democratic capital-
ism that makes it more successful —
hence more appealing — than state
capitalism? To a large extent, it’s actu-
ally the very fundamentals of the two
systems that suggest the answer. In state
capitalism, the state dominates the mar-
kets for one particular reason — politi-
cal, rather than economic, gain. To ac-
complish this, it must necessarily ignore
the central reason for the success of a
company: profit. When politics becomes
the ultimate corporate driver, the state
must take several measures that so often
is likely to run counter to the success of
a private enterprise. The principal mo-
tive for a state-controlled company must
be preservation of jobs, since an em-
ployed worker and his or her family is far
more likely to vote for the incumbent
government in the next election. Corpo-
rate losses mean little when the public
treasury is behind the corporation and
can continue to pump in funds — which



can, and often does, lead to a vicious

spiral of state deficits, more bond issues,
higher interest rates, inflation and a cur-
rency plunging in value. But political
success trumps all of this — at least in
the short run. Eventually, as happened
in India in 1991 when the IMF and World
Bank effectively turned off the financial
spigot, forcing India to abandon the inef-
ficient and wasteful state capitalism, the
government exhausts the means of main-
taining the inefficient, often corrupt and
exploitive, and rarely innovative model
of corporate governance.

Innovation, indeed, is the hallmark of
democratic capitalism and anathema to
state capitalism. Innovation involves
risk, and risks imply the potential for
failure, which in turn can have dire po-
litical consequences. However, since the
ultimate motivation of a state-controlled
enterprise is survival and jobs, rather
than profit — what possible excuse could
there be for remarkable innovation?
When the state can simply block a
smaller, faster, more user-friendly com-
puter from entering the country, what

possible motive can there be for invent-
ing such a product when there is a totally
captive domestic market?
There is, of course, one final model
of capitalist system that is being
practiced, admittedly with
some considerable suc-
cess — what I would call
hybrid capitalism. This
is the system in China,
with variants as far afield
as Cuba and Russia in
the post-Soviet era, Saudi
Arabia and the UAE, Malay-

sia and Brazil. In such a model, the state
owns or controls vast portions of the in-
frastructure or natural resources econo-
my, but allows a fully functioning, inno-
vative private sector to co-exist beside it.
Indeed, the state may even welcome well-
heeled private investors to feed at the
state-owned hog trough, while maintain-
ing full, and unchallenged, control over
what enters and leaves the trough and
how it’s employed in between.

The central question is whether such
systems can exist for the long term, or
whether each is from the onset effec-
tively meta-stable, meaning that it must
at some point either revert to a full state-
controlled system or move onwards to a
system of full democratic capitalism?
Some have suggested that the movement
of China to full democratic capitalism is
amove that must be taken in tandem with
a move toward full democratic pluralism
in a political sense — hence, hardly
likely within the foreseeable future.
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China has none of the motivations that
pushed India in that direction back in
1991. Its economic foundations are strong
and stable. It has vast foreign currency
reserves that it can use to subsidize state-
controlled companies wherever and
whenever necessary, and vast resources
to buy new foreign markets or sources for
raw materials — as both Australia and
the United States have discovered, much
to their respective chagrin.

China has managed to achieve at least
a meta-stable form of a hybrid state- and
democratic-capitalism by its extraordi-

nary benevolence that is both a legacy of
Maoist communism and self-preserva-
tion by the nation’s current most oppor-
tunistic leadership. So the nation has
opened up to foreign interests, expertise
and especially investment capital while
at the same time keeping most closely
held its principal sources of wealth—
natural resources, banking, any form of
manufacturing with military implica-
tions. At the same time, it has been
squirreling away vast quantities of for-
eign reserves that serve as a significant
cushion for hard times. Finally, it is most
methodically opening it vast interior —
still mired deep in the 19" century, often
outside even a monetized economy —
bringing gradually into the 21 century
peasants and other villagers who would
ultimately seek the wealth and power
they are dimly beginning to perceive on
the horizon. Such social consciousness
combined with economic and fiscal savvy
may indeed guarantee the communist
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leadership in Beijing the ability to keep
full democratic capitalism, and the po-
litical democracy that inevitably accom-
panies it, at bay for at least another
generation or two.

Brazil is another classic cautionary
tale. Here is a nation that is the invest-
ment poster-child of the Western hemi-
sphere. Its economy is surging, its stock
market up some 150 percent in the past
five years, having shrugged off the reces-
sionary meltdown of its more northerly
neighbors with barely a look backwards.
Now, however, its state oil company
Petrobras (Petroleo Brasileiro S.A.) is
considering a major recapitalization,
dithering to the point where major inves-
tors, like the American private equity
investor George Soros, simply bailed out
of its stock altogether.

Finally, of course, there’s Russia — a
nation, like India, of vastly disparate soci-
eties of haves and have-nots. With the end
of communism came the official end, at
least, of state capitalism. Suddenly, all
bars were removed and those with con-
tacts, friends in high places or simply
enormous energy, drive or ruthlessness
(often all four combined) became enor-
mously, unfathomably wealthy. But while
the old class of wealth and power — the
apparatchiki—disappeared in a flash, they
were replaced in a heartbeat by the new
class of oligarchs. Russia never has
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in the clearly two-c

been in any shape a classless society—
even under the religion called Marxism-
Leninism, which in theory eschews all
classes. It is, perhaps, a tribute to the hu-
man condition, and particularly the Rus-
sian soul, that some will succeed wonder-
fully and many will fail miserably.

Throughout Russia’s transitionary
period of true oligarchy and into the
present proto-capitalist era, however, the
state maintained its grip on at least some
portions of the central sources of wealth.
Oil, of course, remains paramount in this
respect and when private oil companies
— or their oligarchs — overstepped their
political bounds, or failed to pay proper
obeisance to the ruling elite, they found
themselves quickly knocked back down
to size, or shipped off to Siberia as the
case may be (witness Yukos head Mikhail
Khodorkovsky).

Today, in full hybrid flower, how-
ever, the nation and its key financial
engines are flourishing.
Stock and bond markets

h idn't exi
lass communist era

are strong. Foreign companies still

clamor to invest or, having invested do
their utmost to maintain their small
slices that are never a controlling stake,
in major Russian conglomerates where
the state still maintains its majority
control. A thriving middle class has
begun to develop — a phenomenon that
never existed in the clearly two-class
communist era. In short, this system is
working, quite admirably, at least for
the moment.

None of this is to suggest, however,
that such a hybrid of state- and demo-
cratic-capitalism can’t exist all but in-
definitely. Clearly for the Russian people
it works. Since the time of Ivan the Ter-




rible, and before, Russians have sought

a strong leader. Western style political
democracy has never taken root and may
never. An oligarchy, whether aristo-
cratic, political or economic, has always
ruled. Yet elsewhere, the likelihood of a
successful hybrid maintaining more
than a meta-stability is far slimmer.
Certainly, there was every motive for
Dubai to turn its back on the flagrant,
bordering on vulgar, expansion and ex-
cesses of the early 2000s when the capital
(and debt) base on which its system of
democratic capitalism was being con-
structed simply imploded after the global
recession. Yet, with the help of neighbor-
ing big brother Abu Dhabi, it managed
to avoid full nationalization of its falter-
ing enterprises. Admittedly, most were
majority-owned anyway by the govern-
ment. But a full seizure of some of these
corporations risked leaving this vibrant
nation with the international and credit
rating of the most abject bankrupt when
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stance, differs from the system in
England, France, Germany, even Cana-
da where parliaments rule. At the same
time, there is a difference between a
large and vigorous public sector and full-
blown state capitalism. Indeed, in a
democratic system there is certainly a
role for a state sector that may take on
such essential, potentially only margin-
ally profitable, services as public trans-
port, water supply, electricity, and the
post (though in each of these cases there
are certainly instances where the private
sector has assumed such functions to a
more or less profitable or efficient degree
instead of or alongside the public sector).

In most nations, and particularly In-
dia, it has become impossible to retrace
the steps of a system that once set on a

full nationalization

T AT

(not if, mind you) the global system has
returned to full recovery, hopefully in
the not-too-distant future. There were
other motivations here as well, of
course—largely the deep stakes that real
Dubai “citizens” retain in virtually every
enterprise of the emirate. But Dubai’s
development is ultimately founded on
the profit motive and that is the heart of
democratic capitalism, even in a nation
that is ruled by an aristocracy.

It is equally imperative that India re-
sists the siren call of a return to state
capitalism. The form this must take, of
course, will be different from any other,
as indeed any nation’s form of political
and economic system and how they in-
teract is different from any other. Amer-
ican capitalism and democracy, for in-

new direction assumes a momentum of
its own. France tried to do so, all but
catastrophically, in the 1980s. Many
communist states, from Cuba to Central
Europe, did so in the early to mid-twen-
tieth century. It is unlikely that any na-
tion will try such sweeping repositioning
in the future. And with the increasingly
tight interlinkage of the global economy
in these days of instant communications,
that is a very good thing indeed.

(Author's last book was "A Shattered
Peace: Versailles 1919 and the Price We
Pay Today" and he encourages readers to
follow him on Twitter @DavidAndelman.
The views expressed in the write-up are
personal and do not reflect the official

policy or position of the organization.)
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Unhealthy
Planning

The causes behind dismal condition of the health sector in
India and what can be done — the case of improper and
partial implementation of Bhore Committee Recommendation
— failure of planning or planning for failure

Ravi Duggal

Senior Trainer and
Analyst, International
Budget Partnership

lanned development in India

has had its pros and cons. If it

was not for planning, India’s

agricultural and industrial
economy would not have been what it is
today. Planning was a necessity of the era
in which it began. India’s economy and
wealth had been drained substantially
under colonial rule and the Indian bour-
geoisie was quite weak and did not have
the confidence and wherewithal for In-
dia’s development. Then there was the
socialist influence under Nehru and Ma-
halanobis which are very evident in the
first two 5-Year Plans.

While the Indian bourgeoisie was fi-
nancially weak it was not so intellectually
and the real driver of the planning model
in India was the Bombay Plan also known
as the Tata-Birla Plan (titled A Brief

Memorandum Outlining a Plan of Eco-
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nomic Development for India, the
signatories of the Plan were JRD
Tata, GD Birla, Ardeshir Dalal,
Sri Ram, Kasturbhai Lalbhai,
AD Shroff and John Mathai,
under the editorship of Purushot-
tamdas Thakurdas). A key
principle of the Bombay Plan
was that the economy required
concerted government interven-
tion and regulation because the
Indian Capitalist class was unable

to compete in a free-market econ-
omy, and that the government pro-
tects indigenous industries against
foreign competition in local markets.
They even recommended a strong public
sector in arenas where the Capitalists did
not have the financial strength to invest,
like capital goods, infrastructure etc.
While the political class may deny its in-



fluence and give larger credit to the Nehru
authored National Planning Committee
of the Congress Party, history tells us a
different story.

So planned development indeed helped
build India’s basic economic infrastruc-
ture and provided the crutches for accu-
mulation of private capital through pro-
tectionist policies and various subsidies,
it failed miserably with social sector de-
velopment, primarily health and educa-

tion. For example in the
health sector the
pharmaceuti-

o
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cal industry and medical education ben-
efited from the planned development. The
pharma industry had protection through
the patents policy with India rejecting
product patents as well as massive subsi-
dies through cheap basic chemicals being
sold by public sector giants like Hindustan

Antibiotics, Bengal Chemicals, IDPL etc.
who perpetually were in the red not be-
cause of their inefficiency but because of
the subsidies via pricing of bulk drugs for
formulation units which were predomi-
nantly private sector. And medical
education received huge subsidies
through almost free education and
the outturns mainly went to the
private sector or worse still mi-
grated abroad. The conse-
quence of this was that the
public health sector became
the victim and private
healthcare grew from
strength to strength using
the crutches provided by
planned development.
Today the public sector
pharma industry has virtu-
ally disappeared and In-
dia’s private pharma capi-

talists have become

P4 : multi-nationals and global
players. Similarly Indian doctors
rule the roost globally and within

the country too are predominantly
serving private capital, and worse still
medical education is also increasingly
becoming privatised and for the future

this means even less human resources for
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the public sector. So this was not the fail-
ure of India’s planned development of the
health sector but it was planning for fail-
ure of the public health sector!

Review of Health Planning
in India

India’s tryst with planning seriously for

health began with the Bhore Committee

Report. Prior to that under colonial rule

the planning and provisioning was largely

restricted for the civil lines of the British

India territories and military enclaves.

The four-volume Bhore Committee Re-

port was submitted to the Government of

India in 1946. It defined the following

objectives for its plan for a National

Health Service:

1. The services should make adequate
provision for the medical care of the
individual in the curative and preven-
tive fields and for the active promotion
of positive health;

2. These services should be placed as
close to the people as possible, in order
to ensure their maximum use by the
community, which they are meant to
serve;

3. The health organization should provide
for the widest possible basis of coop-
eration between the health personnel
and the people;

4. In order to promote the development of
the health programme on sound lines
the support of the medical and auxil-
iary professions, such as those of den-
tists, pharmacists and nurses, is essen-
tial; provisions should, therefore, be
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made for enabling the representatives
of these professions to influence the
health policy of the country;

5. In view of the complexity of modern
medical practice, from the standpoint
of diagnosis and treatment, consultant,
laboratory and institutional facilities of
avaried character, which together con-
stitute “group” practice, should be
made available;

6. Special provision will be required for
certain sections of the population, e.g.

mothers, children, the mentally defi-
cient etc.,

7. No individual should fail to secure ad-
equate medical care, curative and pre-
ventive, because of inability to pay for
it and

8. The creation and maintenance of as
healthy an environment as possible in
the homes of the people as well as in all
places where they congregate for work,
amusement recreation, are essential.!

It further emphasized a need for a com-

prehensive and universal health care

system, and it made recom-
mendations concerning the
district health scheme and
health organization to pro-
vide integrated health serv-
ices — curative, preventive
and promotive — to the en-
tire population. If imple-
mented, these measures
would have been India’s first
steps to realize universal ac-
cess.

The health care facilities
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that existed in India at the time of the
Bhore Committee were embarrassingly
inadequate. In fact, most of these were in
urban areas and largely in enclaves of the
British Civil administration and Canton-
ments.?

The Committee categorically states,
"we are satisfied that our requirements
can only be met satisfactorily by the de-
velopment and maintenance of a state
Health Service." It recommended that all
services provided by the health organiza-

tion should be free to the population
without distinction and it should be fi-
nanced through tax revenues.* It further
recommended that the health service
should be a salaried service with whole-
time doctors who should be prohibited
from private practice.’
The Bhore Committee

ends its report on a clear

note of urgency for im-
plementation of the plan
in its full form:

The existing state

of public health in the country is so unsat-
isfactory that any attempt to improve the
present position must necessarily involve
administrative measures of such magnitude
as may well seem to be out of all proportion
to what has been conceived and accom-
plished in the past. This seems to us inevi-
table, especially because health administra-
tion has so far received from governments
but a fraction of the attention that it de-
serves in comparison with other branches
of governmental activity. We believe that we
have only been fulfilling the duty imposed
on us by the Government of India in putting
forward this health programme, which can
in no way be considered as extravagant ei-
ther in relation to the standards of health
administration already reached in many
other countries or in relation to the mini-
mum requirements of any scheme which is
intended to demonstrate an appreciable
improvement in the health of the commu-
nity. For reasons already set out, we also
believe that the execution of the scheme
should not be beyond the financial capac-
ity of governments.

We desire to stress the organic unity of the
component parts of the programme we
have put forward. Large-scale pro-
vision for the training of
health personnel forms an
essential part of the

scheme, because the or-

ganization of a trained
army of fighters is the
first requisite for the suc-
cessful prosecution of
the campaign against
diseases. Side by side
with such training of
personnel, we have pro-
vided for the establish-
ment of a health organi-

zation which will bring



remedial and preventive services within the
reach of the people, particularly of that vast
sections of the community which lies scat-
tered over the rural areas and which has, in
the past, been largely neglected from the
point of view of health protection on mod-
ern lines. Considerations based on inade-
quacy of funds and insufficiency of trained
workers have naturally necessitated the sug-
gestion that the new organization should
first be established over a limited area in
each district and later extended as

and when funds and trained
personnel become increas-
ingly available. Even
with such limitations

the proposed health
service is intended to fulfill,
from the beginning and in
an increasing measure as it
expands, certain require-
ments, which are now gen-
erally accepted as essential
characteristics of modern
health administration. These .

are that curative and preventive

work should dovetail into each other and
that, in the provision of such a combined
service to the people, institutional and
domiciliary treatment facilities should be so
integrated as to provide the maximum ben-
efit to the community. There should also be
provision in the health organization for
such consultant and laboratory services as
are necessary to facilitate correct diagnosis
and treatment. Our proposals incorporate
these requirements of a satisfactory health
service.

We have drawn attention to these aspects
of the health programme because we feel
that it is highly desirable that the plan
should be accepted and executed in its en-
tirety. We would strongly deprecate any at-
tempt, on the plea of lack of funds, to isolate
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_Planned failure gave ascendancy to
the private health sector to emerge

N n an

specific parts of the scheme and to give ef-
fect to them without taking into considera-

tion the interrelationships of the component

parts of the programme. Our conception of

the process of the development of the
national health serv-

ices is that it will be a

<

cooperative effort in which the Centre, act-

ing with imagination and sympathy, will
assist and guide a coordinated advance in
the provinces. We therefore look forward to
a pooling of resources and personnel, as far
as circumstances permit, in the joint task
that lies before the governments.*

The above was a good head start in
planning India’s health care system which
our first Independent government inher-
ited but the tragedy is that the warning in
the preceding paragraph was ignored as
the 5-Year Plans only picked up small
pieces from the Bhore Committee Re-
port, diluted its recommendations and
implemented a plan which was doomed to
fail from the start. Each 5-Year Plan had
its own priority schemes — disease spe-
cific programs, family planning, MCH,

xploi

training paramedics, setting up PHCs and
subcentres in rural areas, universal im-
munization, community health volun-
teers, RCH and the latest being NRHM.
The schemes not only segmented the
public healthcare system and devel-
oped parallel structures which could
not work in unison but actually led
to scheming towards continued
failure of the public health system.
This is not to deny limited suc-
cesses of the public health system
— small pox eradication, malaria
control in the sixties, PHC network,
leprosy control, immunization, fertility
control, medical education — but in retro-
spect these small successes appear like
sops when we look at what happened to
the larger health system. Infact it is this
planned failure which gave ascendancy to
the private health sector in India to
emerge and conquer and exploit.

Apart from the 5-Year Plans there were
also various committees over the years
like the Mudaliar Committee, Jain Com-
mittee, Mukherjee Committee, Shrivas-
tava Committee, Kartar Singh Commit-
tee, Chadha Committee, Chopra
Committee, Shah Committee, Simon
Committee, Hathi Committee etc and
each made its own specific and narrow
recommendations which only added to
the problem of segmentation and moving
further away from the comprehensive ap-
proach of the Bhore Committee. And
then we had the two National Health
Policies of 1982 and 2003 which should
have been an opportunity to put a check
on the planned failure processes but they
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too failed. The 1982 policy did talk about
a comprehensive approach and universal
access but it failed to spell out how struc-
tural changes would be made and how
increased resources would be garnered to
provide the budgetary support to achieve
that. The 2003 health policy in contrast
did not even talk about comprehensive
healthcare. It called for strengthening the
private health sector and ended up being
a document to abdicate state responsibil-
ity in healthcare. The NRHM has at-
tempted to salvage that to some extent by
investing efforts at strengthening atleast
the rural public health system and build-
ing some responsibility within the system
but so far it has failed to deliver the archi-
tectural corrections it talks about.

So this is the story of health planning in
India; it is not that what they planned
failed. There were small successes and
perhaps the planning initiatives could
take the credit for that but when we look
at the larger developments of the health
sector in India we clearly see that we were
planning for failure because health and
healthcare were never considered in the
same class for instance as rural develop-
ment and agricultural subsidies. The lat-
ter was about politics, specifically elec-
toral politics, and health did not measure
up to that. For example NRHM does not
have the same political clout today that
NREGA has. Thus, NREGA is relatively
a far better success story than NRHM.

Epilogue

Now we are on the eve of the 12" 5-Year
Plan and there is a call for helping to de-
fine the 12" Plan Approach Paper by the
Planning Commission. So looks like
planned development would continue.
And for the health sector then what can
we do to assure that planning for failure
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_NRHM does not have the same
political clout today that NREGA has.

NREGA is relativel

stops. The Plan must be about achieving
universal access to healthcare with equity
and for that the plan must work out the
strategy to make the structural changes,
including reining in the private health
sector, as well as work out the complete
budgetary requirements and not just the
plan budget.

Universal access to healthcare implies
that everyone gets equitable access to
healthcare and there is no discrimination
whatsoever, especially discrimination
based on the capacity to pay. Worldwide
countries which have established univer-
sal or near universal access have clearly
demonstrated that public financing of
healthcare is critical to realize this. How-
ever delivery of health services need not
be only in public domain.

For instance Canada, which has the
best and most equitable healthcare system
in the world assures full access to every-
one without the need to make any pay-

far r

ment at the point of care. Health Canada,
a public Corporation pools all resources
and is a single payer for all healthcare
services. While most hospitals are run by
governments in Canada, private hospitals
are also given access to these resources
when citizens access them. And for out-
patient care most providers in Canada are
private providers who are contracted in
by Health Canada on pre-agreed fee for
services. The NHS in UK is very similar
and Brazil, Venezuela, Mexico close to
emulating these models. On the other
hand there are examples like Sweden, Sri
Lanka and Cuba which are completely
state run systems which provide universal
access to healthcare. Thailand is the most
recent entrant into this club and I think
we have a lot to learn from the Thai expe-
rience because the structure of the health-
care system in India and Thailand his-
torically has been very similar.

In India the NRHM affords us a great



opportunity to change the way the health-
care system works in India. NRHM talks
about architectural corrections, public-
private partnerships and the UPA backs
this with a (theoretical) political commit-
ment of providing upto three percent of
GDP to realize universal access to health-
care. But so far the UPA and NRHM
have failed because the required political
backing to make radical changes and
shake up the healthcare system has not
been forthcoming. So what needs to be
done to realize universal access to health-
care and end the planning of failures? To
begin with:

* equating directive principles with fun-
damental rights through a constitu-
tional amendment

* incorporating a National Health Act
(similar to Canada Health Act) which
will organize the present healthcare
system under a common umbrella or-
ganization as a public-private mix
governed by an autonomous national
health authority which will also be re-
sponsible for bringing together all re-
sources under a single-payer mecha-
nism

e generating a political commitment
through consensus building on right to
healthcare in civil society

* development of a strategy for pooling
all financial resources deployed in
the health sector

e redistribution of existing
health resources, public and
private, on the basis of stand-
ard norms (these would have to
be specified) to assure physical (loca-
tion) equity

As an immediate step, within its own

domain, the State should undertake to

accomplish the following:

* Allocation of health budgets as block

funding, that is on a per capita basis for
each population unit of entitlement as
per existing norms. This will create
redistribution of current expenditures
and reduce substantially inequities
based on residence. Local governments
should be given the autonomy to use
these resources as per local needs but
within a broadly defined policy frame-
work of public health goals
Strictly implementing the policy of
compulsory public service by medical
graduates from public medical schools,
as also make public service of a limited
duration mandatory before seeking
admission for post-graduate education.
This will increase human resources
with the public health system substan-
tially and will have a dramatic impact
on the improvement of the credibility
of public health services
Essential drugs as per the WHO list
should be brought back under price
control (90% of them are off-patent)
and/or volumes needed for domestic
consumption must be compulsorily
produced so that availability of such
drugs is assured at affordable prices
and within the public health system

* Local governments must adopt
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location policies for setting up of hos-
pitals and clinics as per standard ac-
ceptable ratios, for instance one hospi-
tal bed per 500 population and one
general practitioner per 1000 persons.
To restrict unnecessary concentration
of such resources in areas fiscal meas-
ures to discourage such concentration
should be instituted.
The medical councils must be made
accountable to assure that only li-
censed doctors are practicing what they
are trained for. Such monitoring is the
core responsibility of the council by law
which they are not fulfilling, and as a
consequence failing to protect the pa-
tients who seek care from unqualified
and untrained doctors. Further con-
tinuing medical education must be
implemented strictly by the various
medical councils and licenses should
not be renewed (as per existing law) if
the required hours and certification is
not accomplished
Integrate ESIS, CGHS and other such
employee based health schemes with
the general public health system so that
discrimination based on employment
status is removed and such integration
will help more efficient use of resourc-
es. For instance, ESIS is a cash rich
organization sitting on funds collected
from employees (which are parked in
debentures and shares of companies!),
and their hospitals and dispensaries
are grossly under-utilised. The latter
could be made open to the general
public
Strictly regulate the private health sec-
tor as per existing laws, but also an ef-
fort to make changes in
these laws to make them
more effective. This will
contribute towards improvement of
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quality of care in the private sector as
well as create some accountability

e Strengthen the health information
system and database to facilitate better
planning as well as audit and account-
ability.

Infact the NRHM clearly articulates the

need for architectural correction. Such

restructuring will be possible only if:

* The healthcare system, both public and
private, is organized under a common
umbrella/framework as discussed
above

* The financing mechanism of health-
care is pooled and coordinated by a
single-payer system

e Access to healthcare is organized un-
der a common system which all persons
are able to access without any barri-
ers

* Public finance of healthcare is the pre-
dominant source of financing

* The providers of healthcare services
have reasonable autonomy in manag-
ing the provision of services

* The decision-making and planning of
health services is decentralized within
a local governance framework

* The healthcare system is subject to
continuous public/community monitor-
ing and social audit under a regulated
mechanism which leads to ac-
countability across all stake-
holders involved

The NRHM Framework

one way or another

tries to address the above issues but has
failed to come up with a strategy which
could accomplish such an architectural
correction. The framework only facilitates
a smoother flow of resources to the lower
levels and calls for involvement of local
governance structures like panchayat raj
institutions in planning and decision mak-
ing. But the modalities of this interface
have not been worked out and hence the
local government involvement is only
peripheral. In order to accomplish the
restructuring that we are talking about
the following modalities among others
need to be in place:

e All resources, financial and human,
should be transferred to the local au-
thority of the Health District (say Block
panchayats)

* The health district will work out a de-
tailed plan which is based on local
needs and aspirations and is evidence
based within the framework already
worked out under NRHM with appro-
priate modifications

* The private health sector of the district
will have to be brought on board as
they will form an integral part of re-
structuring of the healthcare system

* An appropriate regulatory and

accreditation mechanism which will

facilitate the inclusion of the private

health sector under the universal ac-
cess healthcare mechanism will have to
be worked out

¢ Private health services, wherever
needed, both ambulatory (FMP) and
hospital, will have to be contracted in
and appropriate norms and modalities,
including payment mechanisms and
protocols for practice, will have to be
worked out

* Undertaking detailed bottom-up plan-
ning and budgeting and allocating re-
sources appropriately to different insti-
tutions/providers (current budget levels
being inadequate new resources will also
have to be raised)

* Training of all stakeholders to under-
stand and become part of the restruc-
turing process

* Developing a monitoring and audit
mechanism and training key players to
doit

Further the most important challenge
would be reining in the completely as yet
unregulated private health sector. Where
the private health sector is concerned it
functions completely on supply-induced
demand which fuels unnecessary proce-
dures, prescriptions, surgeries, referrals
etc.. leading to its characterization as an
unethical and mal-practice oriented pro-
visioning of healthcare. This has huge fi-
nancial implications on households, in-
flating costs of healthcare, spiraling
indebtedness and pauperization and be-
ing responsible for the largest OOPS any-
where in the world.

The challenges across the
country differ due to differ-
ent levels of development of
the public and private health
sectors in the states. For in-



stance a state like Mizoram, a small and
hilly state, already has an excellent pri-
mary healthcare system functioning with
one PHC per 7000 population and one
CHC per 50000 population and since it
has virtually no private health sector the
demand side pressures are huge and
hence the public health system delivers.
Each PHC has two to three doctors on
campus available round the clock with 15
—20 beds which are more or less fully oc-
cupied and 95% of deliveries happen in
public institutions. So Mizoram has in-
deed realized the Bhore dream. The
problem in Mizoram is that there are very
few specialists available and hence higher
levels of care become problematic — the
CHC:s are however run by MBBS doctors
who have received some additional train-
ings. Mizoram does not have a medical
college but it does have reservations in
other state medical colleges. While the
state cannot provide tertiary care it has a
budget to send people elsewhere to seek
such care. And Mizoram does this with
2.7% of its NSDP and has the best health
outcomes in India. In some sense Mizo-
ram is like Sri Lanka — a statist model.
There are few other states in India which
can do a Mizoram because they too do
not have a significant private health sector
but to do that they have to demonstrate
the political will of Mizoram.

Even though extremely successful Mi-
zoram cannot be the national model be-
cause the reality across most other states
is very different, the reality of an en-
trenched private health sector which is
unethical and unregulated. The private
health sector has to be reined in and this
can only happen with a strong political
will which declares healthcare to be a
public good and which takes on the pri-
vate sector to get organized under public

mandate. Under NRHM sporadic efforts
towards this end are being undertaken in

the name of public-private-partnerships
like Chiranjeevi in Gujarat, Yeshasvani
in Karnataka, Arogya Rakshak in AP,
Rajiv Gandhi Hospital in Raichur (Kar-
nataka Government and Apollo Hospitals)
etc. They may have achieved limited suc-
cess but then healthcare systems cannot
be built by segmenting it into programs
and one-off initiatives like PPPs. There
have to be serious efforts at building a
comprehensive healthcare system and it
goes without saying that given India’s
political economy of healthcare the pri-
vate sector will have to be a significant
partner in this process. So states have to
think beyond the Chiranjeevis and Yes-
hasvanis and learn from the recent expe-
riences of Thailand, Mexico and Brazil to
invest in an organized healthcare system
and with a booming economy resources
will not be a constraint.

So the challenge is enormous demand-
ing huge restructuring of the healthcare
system in the country through strong
regulatory mechanisms both for the pub-
lic and private sectors, education of pro-
fessionals in ethics of practice, pushing
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the politicians for creating a strong po-
litical will to make healthcare a public
good as well as generate and commit ad-
equate resources to realize universal ac-
cess. The restructuring of the healthcare
system and its financing strategy, given
the price advantage of India and econo-
mies of scale it offers, will actually reduce
nearly by half the healthcare spending in
the country and reduce substantially the
household burden to access healthcare.
Calculations I have done show that for
universal access to healthcare across In-
dia we need less than three of GDP pro-
vided we show the political will to shift
healthcare from the domain of the market
to the category of a public good. This will
indeed do a lot of public good. But we
have to plan for all this as a comprehen-
sive strategy and not pick out specific is-
sues and create schemes. We have to stop
scheming and get back to comprehensive
strategizing as was done by the Bhore
Committee in order to put an end to plan-
ning for failures. (ER

Endnotes and Additional Thinking

I Report of the Health Survey and De-
velopment Committee, Vol. I to IV, Sir.
Joseph Bhore (Chairman), Delhi: Gov-
ernment of India, 1946 (“Bhore Com-
mittee Report”), vol. I1, p. 17.

2 Roger Jeffery, The Politics of Health in

India, Berkeley: University of Califor-

nia Press, 1988, p. 98.

Bhore Committee Report, vol. 11,

p-13.

+ Ibid., vol. I1, p.14.

> Ibid., vol. IT, p.15.

¢ TIbid., vol. I1, pp. 516-517.

(The views expressed in the write-up are
personal and do not reflect the official

policy or position of the organization.)
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Inclusive & Integrated
District Planning

District Planning under the stewardship of Panchayati Raj
Institutions and Urban Local Bodies, in line with guidelines of
Planning Commission — the case of Vaishali district of Bihar

Anindo Banerjee

Head, Programme Initiatives,
Praxis - Institute for Participatory
Practices, Patna, India

he constitution of India was amend-
ed in 1993 to pave the way for de-
centralized governance in the
stewardship of people’s representa-
tives elected to Panchayati Raj Institutions (PRI,
henceforth). The amendment expected state
governments to initiate several important steps!
towards empowerment of the local bodies, in-
cluding devolution of adequate functions and
finances; deployment of competent functionaries
and creation of suitable spaces for representa-
tives of local governments to participate in vital
processes of development planning and admin-
istration. However, the performance of several
states of India in strengthening self-governance
processes and institutions has been limited. Bi-
har is one such state that hasn’t been able to
devolve any meaningful roles, powers or financ-
es for the agencies of local self-governance, even
seventeen years after the historic amendment to
the constitution came into effect.
It was against this backdrop that an effort was
made by a collective of organizations, including
PRAXIS, CENCORED and UNICEE to enable

elected local governments in Vaishali district of
Bihar to produce an integrated district plan, in
partnership with multiple stakeholders. The proc-
ess of District Planning, as envisaged by the Plan-
ning Commission of India, offers a significant
window of opportunity to local governments to
influence the entire range of government inter-
ventions in a district, though in reality, plans are
often prepared and administered by various line
departments of the state government, particu-
larly in states like Bihar where devolution of
powers to local bodies has been extremely limit-
ed. It was felt that even a limited success in tilting
the balance of power towards local governments
in formulation and administration of district
level planning processes could lead to empower-
ment of the democratic institutions.

The contrast between Bihar and most other
states of India in terms of the status of empower-
ment of local self-governance institutions is
glaring. For instance, while Kerala provides for
devolution of over 1,950 Crore rupees in favour
of elected local governments in a year, Bihar
hasn’t committed any assured share for its PRIs
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out of its revenue proceeds or plan outlay
till date. The only sources of money for
the local governments of Bihar are the
grants received from the Central Finance
Commission, besides a promissory share
of three percent in the net tax realization
at the local level (though rules to govern
taxation processes haven't yet been formu-
lated) and funds received under two flag-
ship schemes of the government of India,
i.,e. MGNREGA and BRGEF. Unfortu-
nately, the method of execution of these
schemes leaves little control in the hands
of the elected representatives!

Bringing about a Collective Stake
in the Planning Process

In view of the demands of the large scale
district planning exercise, which called for
creation of adequate local capacities for
plans to emerge from as many as 290
Gram Panchayats, 79 Urban Wards, 16
Panchayat Samitis and the Zilla Parishad,
involvement of key stakeholders from
elected governments as well as various
administrative offices was felt to be a cru-
cial pre-requisite. An inception workshop
was held in the beginning of the process,
in recognition of the critical significance
of the involvement of elected local gov-
ernments in the planning process. The
workshop brought together members of
the Zilla Parishad and representatives of
prominent urban local bodies of the dis-
trict, who committed their support to the
District Planning process, though marked
with occasional expressions of skepticism
stemming from past experiences, recalling
how most district-level plans in the past
used to be formulated by line departments
or the officialdom, bypassing any involve-
ment of elected representatives. They also
nominated a steering body of people’s
representatives to oversee the process
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under the Chairmanship of the District
Magistrate.

Subsequently, the DM played an impor-
tant role in convening a workshop of all the
important district level officers, including
heads of various line departments and all
the Sub-Divisional Officers and Block
Development Officers posted in the dis-
trict, for a discussion on the significance of
the planning process. The workshop
brought about a rare opportunity for the
district level officers to collectively analyze
the strengths, weaknesses, opportunities
and constraints faced by the district in
various crucial sectors and to formulate a
roadmap for undertaking the participatory
planning exercise. It also brought about an
air of sanctity regarding the planning proc-
ess entrusted to elected local governments.
Subsequently, when the planning process
was rolled out across various local bodies
of the district, it enjoyed the support of a
good range of stakeholders. The support
received from various local bodies was due
also to an intensive round of orientation
workshops involving key function-
aries of gram panchayats and
urban local bodies in Vaishali.

Institutional Arrangements for the
Planning Process

One of the most crucial arrangements
contributing to the planning process in
Vaishali was the establishment of a Dis-
trict Planning and Monitoring Cell
(DPMC), aimed at providing secretarial
support to the District Planning Commit-
tee. The Cell played an important role in
liaising with key stakeholders in the dis-
trict, facilitating vital communications on
time and in organizing important events.
Endowed with a small team of profession-
als and a good balance of essential com-
petencies, which included skills as diverse
as conducting training, managing data-
bases and maintaining close contact with
key government officials, the team did
well to keep the process on track.

At the local level, steering committees
were formed at the level of each ward to
support the elected representatives in the
planning process. This was a pioneering
arrangement, not envisaged even in the
legislation on local self-governance in
Bihar (i.e. Bihar Panchayati Raj Act
2006). Each set of plan sug-

gestions emerging from the



level of wards was duly signed off by at
least twenty local residents constituting
the ward level steering committee. While
this helped in making the process demo-
cratic at the local level, formal involve-
ment of at least twenty people in each
ward also made fulfillment of the quorum
(twentieth part of the total number of voters
in a panchayat, amounting roughly to about
210 voters) for a legally valid gram sabha
much easier!

Capacity Building Processes
Before embarking upon the unprecedent-
ed planning exercise, a pool of 32 people
was carefully selected and deployed across
the district for extending support to the
large scale planning process. They were
provided an intensive orientation to the
significance, objectives and design of the
decentralized planning exercise in a resi-
dential workshop, which was followed by
pilot fieldwork in one of the panchayats. In
particular, they were expected to extend
support to a few critical activities of the
planning process, including a pre-planning
meeting of key stakeholders of the village,
alocal level visioning exercise for articulat-
ing desired transformations over a five year
period, a mapping exercise to identify key
intervention opportunities in the village
and a meeting of panchayat leaders to
prepare for gram sabhas. They were also

expected to extend support, if required,
towards conduct of gram sabha meetings in
a democratic and inclusive manner.

Some of the trained facilitators were
assigned the responsibility of conducting
large-scale trainings for functionaries of
gram panchayats and urban local bodies in
a residential setting. Representatives of
every single institution of local self-govern-
ance in the district were invited to these
workshops, which ran for over two months
across 32 batches. In addition to the
Mukhiyas (elected Heads of village pan-
chayats), the deputy Mukhiyas (who, in
many cases, represent the opposition at the
panchayat level), the Panchayat Secretaries
(government functionary deployed at pan-
chayat level) and the Rozgar Sevaks (facili-
tators related to a flagship employment
guarantee scheme) of all the panchayats
were also invited to the residential train-
ings, in order that sufficient capacities and
interests are generated at the village level
for decentralized planning to be a continu-
ous process. The workshops brought about
arelatively rare occasion for the local level
leaders to come together, deliberate on
burning issues related to local governance,
narrate their experiences and enhance
their capacities to undertake planning in
an inclusive and participatory manner.

Envisioning Change

During the planning proc-

ess, visioning sessions

were facilitated at the
level of district, blocks
and gram panchayats,

involving elected people’s

iti n
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representatives, key government function-
aries and other important local stakehold-
ers. The participants of these workshops
were requested to articulate key transfor-
mations aspired by them, based on their
analysis of local issues. The Block Devel-
opment Officers of respective blocks or-
ganized the visioning workshops, which
included leaders and members of Pan-
chayat Samitis, mukhiyas, functionaries of
gram panchayats or urban local bodies
falling within a block and government
functionaries deputed at the block level.

Planning processes were initiated in the
local communities immediately after the
visioning workshops. On an average, the
process consumed about two weeks in
each panchayat. Once the needs pertain-
ing to different sectors were identified
from various wards of a local body, the
elected members of the gram panchayats
came together to collate the same and
prepare for presentation before a gram
sabha. Barring occasional instances of
conflict and resistance, which were due
mostly to divergent political affiliations of
the panchayat leaders and participants of
the gram sabhas, the meetings went off
peacefully in most places.

Salient Outcomes of the
Decentralized Planning Process
The intensive processes of planning
brought about several significant accom-
plishments. Most significantly, it gave the
agencies of local self-governance a real
opportunity of determining the most criti-
cal development needs of people for ad-
dressing through relevant interventions.

_The workshops enhanced their

ke planning in
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Also, a good number of elected leaders
from socially marginalized communities
established themselves as capable leaders.
Several elected representatives, who ac-
tively participated in the planning process,
asserted their leadership during the proc-
ess and took commendable initiatives to
organize planning processes at the local
level. Several Mukhiyas, after returning
from training workshops themselves, took
the initiative to organize orientation ses-
sions for fellow members of their pancha-

scheme, should be allowed to escape the
purview of the integrated district planning
process, making it mandatory for all devel-
opment plans within the district to be en-
dorsed by gram sabhas during discussions
on the integrated plan!

Critical Success Factors for
Integrated District Planning

For district planning processes to be un-
dertaken meaningfully and effectively, a
number of enabling conditions need to be

_Involvement & capacity enhancement
of multiple stakeholders helped in
: I  barr

yat related to the processes of planning.
Involvement and capacity enhancement
of multiple stakeholders in the decentral-
ized planning process helped in overcom-
ing a number of barriers. In some Pan-
chayats, the Secretary played a pro-active
role in organizing village level processes,
which was a significant support to the local
Mubkhiyas. Similarly, the simultaneous in-
volvement of elected leaders of Panchayat
Samitis and functionaries of Block Devel-
opment Office ensured a good turnout in
the visioning workshops held at the level
of intermediate panchayats. At the district
level, the active involvement of the District
Magistrate and members of District Plan-
ning Committee ensured smooth commu-
nication of important directives, timely
conduct of review meetings and mainte-
nance of a sense of priority around the
planning exercise, which was one of the
most significant factors in successful com-
pletion of the village level planning proc-
esses. The District Magistrate even issued
a circular to ensure that no parallel plans,
regardless of sector, department or
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created. These include, amongst others,
completion of the critical act of ‘Activity
Mapping’ across various departments and
government interventions to clearly set up
the domain of responsibilities of PRIs.
States need to ensure adequate financial
empowerment of local governments, to
enable the latter to also administer and
monitor the plans formulated by them.
Timely preparation of ‘resource envelops’
indicating the permissible financial size of
plans, disaggregated for various levels,
sectors and schemes, should be an essen-
tial prerequisite for initiating integrated
decentralized planning processes.

Agencies facilitating integrated district
plans must necessarily have a capacity
building perspective for strengthening
institutions of local self-governance, and
must invest greater efforts in bolstering
democratic processes. Design of training
modules must include inputs around is-
sues of equity, accountability and demo-
cratic governance.

Also, any integrated district planning
exercise must ensure prior concurrence

amongst key stakeholders, regarding the
need to preempt any parallel planning proc-
esses. Convergence-facilitation units need
to be set up within the structures of District
Planning Committees, including repre-
sentatives of various line departments, to
extend help in finalization of interventions
on the basis of integrated plans.

Every effort needs to be made to re-
spect the sanctity of the micro-plans pre-
pared by Gram Panchayats by ensuring
timely release of funds for implementa-
tion and establishment of monitoring
mechanisms at the level of standing com-
mittees of local governments and vigi-
lance committees at the level of Gram
Sabhas. Monitoring indicators should be
spelt out at the stage of planning itself,
with clear delineation of roles and ac-
countabilities. At the district level, Moni-
toring Cells need to be set up within Dis-
trict Planning Committees to track the
progress of district planning processes and
to extend facilitation support to diffuse
emerging problems, if any. Ensuring avail-
ability of competent technical support
institutions at the district level for assist-
ing District Planning Committees could
substantially enhance the quality of large
scale planning exercises.

Key Learnings

Experiences from Vaishali point at a
number of essential arrangements and
policy initiatives required for enhance-
ment of the quality and relevance of dis-
trict planning processes. Salient learnings
from the process relate to the following:

a. Essential arrangements and reforms
feasible within existing policy frame-
work

* The need for activation of District Plan-
ning Committees as per its mandate —



through clearer operational guide-
lines, capacity building of members,
provision of secretarial support
(including support in generation and
processing of data) and clearer di-
rectives enabling integration of
plans at the level of DPCs;

The need for enhancement of the
capacity of District Planning Of-
fice to play the critical role of co-
ordination and facilitation of
convergence related to integrated
district planning processes (Dis-
trict Collectors may play this role in
the interim);

The critical need for enhancement
of the ownership, capacities and
development perspectives of func-
tionaries of local governments — through
intense orientation related to inclusive
planning and monitoring of delivery of
essential services;

Criticality of high level of awareness
across multiple stakeholders about the
scope and sanctity of integrated district
plans;

The need for ensuring clarity at the
level of each planning body regarding
resource envelops surrounding differ-
ent plan-sectors;

The possibility of generating (and up-
dating) District Human Development
Reports through the outcomes of situ-
ation analyses forming part of decen-
tralized planning processes;

The high relevance of provisions like
Backward Regions Grant Fund in fa-
cilitation of integrated district planning
— particularly in capacity building of
vital stakeholders;

The relevance of the theory of optimal
ignorance (i.e. the need for processing
only as much data as really necessary or

relevant for planning purposes);

* The need for timely initiation of plan-

ning processes and a reasonable time
span (so as to conclude in time, ideally by
end of a calendar-year, to inform state

plans);

* The greater likelihood of inclusion of

socially and economically disadvan-
taged communities, involvement of
multiple stakeholders, emergence of
stronger local leadership and identifica-
tion of real development needs through
decentralized planning approaches.

b. Essential policy reforms for effective

institutionalization of district planning
The need for clear mention of the criti-
cal requirement of Integrated District
Plans in the Bihar Panchayat Raj Act
2006, necessitating allocation of re-
sources on the basis of decentralized
plans produced under the stewardship
of District Planning Committees. This
would uphold the sanctity of a demo-
cratic planning process;

The criticality of spelling out the nature
and role of ward level processes and

DEVELOPMENTAL PLANNING

activation of standing committees —
towards deepening of democratic
processes and strengthening of gram
sabhas;

* The need for establishment of
Panchayat secretariats and strength-
ening of systems of accounting,
documentation and monitoring of
delivery of essential services;

* The needs for comprehensive
‘Activity Mapping’ (fo spell out the
domain of responsibilities of Pancha-
yati Raj institutions) and devolution
of adequate finances;

* The need for clearer provisions
in the designs of national flagship
programmes to ensure active in-
volvement of Panchayati Raj institu-
tions and District Planning Committees
in formulation of plans;

The need for clear mention (in the Bihar
Panchayat Raj Act 2006) of the role and
accountabilities of line departments, key
district level officials and technical func-
tionaries in the planning processes an-
chored by Panchayati Raj institutions,
particularly in determination of techni-
cal feasibility of plan proposals at various
levels and in facilitation of convergence
across key agencies;

The need of clear directives necessitat-
ing de-segregation of gender sub-plan
and SC sub-plan in the proposals of all
planning bodies — for enabling alloca-
tion of dedicated resources favouring
disadvantaged groups.

Endnotes and Additional Thinking

Contained in Article 243 of the Constitu-
tion of India

(The views expressed. in the write-up are per-

sonal and do not reflect the official policy or

position of the organization.)
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Unsolved Riddle

Planning even in much smaller role today is important to
address concerns of average Indian but it certainly calls for a
reorientation and repositioning of the goals and objective and
need to rethink the mode of devolution of funds

Ajitava Raychaudhuri

Professor, Department of Economics,

Jadavpur University,
Kolkata

ndian planning is an exercise

which was known for its enormity

and fanfare next only to planning

in the erstwhile socialist coun-
tries. In its early days, Planning Commis-
sion invited noted scholars from around
the world to streamline Indian planning
exercise. They included such well known
economists like Oscar Lange, Ragnar
Frisch, Nicolas Kaldor, Alan Manne, to
name a few. Perhaps this was due to the
charisma of Prasanta Chandra Mahalano-
bis who directed planning in the early
years and specially remembered for the
second five year plan model. Nobody
could deny the importance of planning in
India’s socio-economic development in
the years following the independence in
1947. The economy, which was a mixture
of public sector and private sector from

the very beginning, needed development
in all spheres for economic growth. The
tilt towards heavy industries, which
started from the second five year plan,
had mixed blessings for the economy. The
infrastructure (or core) industries like
steel, coal and power, all developed under
almost absolute control of the state. This
certainly provided a good basis in the six-
ties and seventies for the development of
other sectors like Railways, Heavy Ma-
chinery, Machine tools etc. At the same
time such a strategy appeared to be head-
ing for a time inconsistency problem since
the late seventies and early eighties, with
the firm but unholy grip of license-permit
Raj in the economy.

What exactly do we mean by the time
inconsistency problem here? In the first
few years after independence, rightly or

wrongly, the planners looked more to-
wards the socialist patterns of compre-
hensive planning instead of indicative
planning of French variety. The produc-
tion of coal and steel under the state sec-
tor might have produced mafias who ex-
tracted rent out of the system, but this
system coupled with the freight equaliza-
tion policy provided the much needed
core sector products at a distorted but
cheap price even to the private sector. In
fact, whatever major infrastructural de-
velopment we had in the Railways, Roads,
Ports and Major Irrigation in the last
century, the lion’s share belonged to the
first thirty years of planning which started
in 1951. From the mid-eighties, it was in-
creasingly realized that the so-called vi-
sion of self-sufficiency created more de-
pendence on foreigners in some crucial
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sectors which are pillars of growth, name-
ly the capital goods producing industries
(Bhagwati and Desai, 1970). The policy of
stressing more the capital goods and basic
goods industries showed up in increased
share of these sectors in the industrial
structure during the twenty five years

he lond run prov
he low level

from mid-fifties to eighties. But this pe-
riod also witnessed one of the worst indus-
trial recessions which is believed largely
due to demand side constraints- a mis-
match between the rapid growth of capital
and basic goods whose market did not rise
that fast due to slower growth in the sec-
tors which used them. Indian economy
recovered from this, and in the long run
proved the believers in the low level equi-
librium trap wrong. But the increasing
transaction costs due to the rent seeking
behaviour ingrained in the license permit
raj made the whole policy of state control-
led industrialisation inconsistent with the
need of the hour.

The larger issue which bothered the
average Indian was the slow rate of
growth of the Indian economy during
1950-80, which averaged a paltry 3.5 per-
cent per annum. The official statistics did
show reduction of both urban and rural
poverty, but a slowly growing economy
could not expect a dramatic change in
income distribution, especially when the
trickle down strategies are always subject
to heavy skepticism. Nonetheless, India
succeeded in staving off a possible food
crisis through the much acclaimed green
revolution. However, over the years agri-
culture sector faced more misery, while
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the infrastructure in the economy got in-
creasingly neglected. The public sector
increasingly got overshadowed by the
private sector in the gross capital forma-
tion of the nation. We will take up these
issues in the next sections to highlight a
desirable future road map for the plan-

h lievers in
rium trap wron

ning process in India.

Policies to Resurrect a Crisis
Prone Agriculture Sector

Speaking of agriculture, the first twenty
years of planning in India was primarily
geared towards ensuring food security
among other goals. The per capita avail-
ability of cereals increased from 334.2
grams per capita per day in 1951 to 419.1
grams in 1972. One could not minimize
the importance of green revolution in this
regard. However, over the years public
investment in agricultural gross capital
formation has declined steadily over the
years. The agriculture in India still de-
pends heavily on good monsoon, but the
allocation on irrigation and flood con-
trol in the government budget has stead-
ily declined over the years and now hovers
around 0.1 to 0.2 percent annually com-
pared to around seven to eight percent
in the 60s to 80s. This is the major area
where the government involvement
was perceptible in historical back-
drop. The rest of the inputs were
more or less privately provided ex-

cept fertilizer. The paradox is that in
India, as in elsewhere, public invest-
ment in rural infrastructure acts as

a major complementary factor to

private capital formation (World Bank,
2003).

One of the net results of this apathy
towards agriculture is a fall in the total
factor productivity (TFP) in agriculture in
the last two decades. TFP measures the
quality and efficiency of the inputs (in-
cluding managerial efficiency) and not
the quantity. Incidentally, TFP growth
was around 1.39 percent in the 1970s and
1.99 percent in the 1980s compared to
-0.59 percent per year in the first half of
the 1990s (Srinivasan, 2000). The per
capita per day cereal and pulse availabil-
ity also do not show any promising trend
in recent years although some claim the
change in food habits might reduce the
need of cereals and pulses over time. The
overall scenario does not look promising
as the agricultural growth has fallen sig-
nificantly over the years and lately turned
negative for some years.




The planning process seems resigned to
the fact that agriculture should be left
largely to the private sector and market
forces. No matter how much one empha-
sizes the Public Distribution System, a
slow growth of agriculture puts the coun-
try at the mercy of global players. It is
quoted in the media that India buys so
much pulses from abroad that there is not
much surplus left in the world market of
pulses to meet unforeseen shocks. Given
the vagaries of long term shifts in the cli-
mate patterns, such shocks are not always
under human control.

So it is felt that India needs a second
green revolution to overcome the mala-
dies of agriculture. The question remains,
if such a revolution brought relief to In-
dian economy in the sixties, then what
prevents it from happening now. This is

an issue which the plan-

ners need to an-

swer soon. The basic problem is twofold-
one is the lack of an incentive scheme for
the lab to land model to work again and
the second is the problem of free flow of
relevant information to the farmers from
the government departments. Regarding
the first problem, one finds a change in

I lan

the incentive structure over the years for
the agricultural universities and research
institutions to search for a bio-friendly
sustainable innovation in agriculture.
Perhaps, it is now more important for the
faculty to publish theoretical work in
journals without putting these to empiri-
cal or practical tests. The incentives for
the faculty in such institutions should be
scrutinized and any lacunae in operation-
alising the lab to land model need
to be properly addressed. Re-
garding the second issue, one
finds the gradual disappear-
ance of extension services
which informed the farmers of
latest perils and discoveries in the
local agriculture (including more
traditional subjects like crop di-
versification). This was the
cornerstone of success of the
green revolution in the six-
ties. The planners need to
give serious thoughts to
this. The last but not the
least in the scheme of
things is the need to re-
duce risk and uncer-
tainty in tenancy rela-

tions which exist in
different forms in India.
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It is well known that reduction of produc-
tion risk increases long term investment
on the part of tenants, hence might lead
to increase in productivity. One example
is the ‘operation barga’ model of West
Bengal, which gave heritable rights to
sharecroppers reducing their risks. This

certainly had a positive impact on agricul-
tural productivity (Banerjee et al, 1998;
Raychaudhuri, 2004). One need not follow
the same model in every situation, but one
must remember that new technology can
be spread more easily where risk is taken
care of simultaneously through some
form of reform in tenure system, product

insurance or input supply mechanism.

Education and Employment

The importance of education in the crea-
tion of human capital can hardly be over-
emphasized. It is well accepted now that
human capital plays an equally significant,
if not more, role along with physical capi-
tal in the growth process of a nation. India
has made a long stride in educating its
huge population, but it still lags behind its
neighbours in south-east Asia and China.
India recently enacted The Right of Chil-
dren to Free and Compulsory Education
Act in 2009. The Present Act wishes to
increase the gross enrollment ratio to 100
up to secondary stage calculated on the
basis of new entrants. The Act says every
child of age 6-14 will have right to have
free and compulsory education in a neigh-
bourhood school till the completion of
his/her elementary education. Further,
the Act says Centre and State should have
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concurrent responsibility of funding the
cost of providing such education.

The effort is long overdue, but the
major concerns to this are several. The
first one is regarding the conditions laid
down in the act and its implications in
terms of funding. The expenditure on
elementary education (#ll class eight) in
India, combining both state and centre, is
around a static 1.6 to 1.7 percent of GDP.
The new effort might increase the need
for combined investment to three times
the present level. One is not sure how
much is spent at present to fulfill the goal.
The second major issue is its implication
on higher education. The gross enroll-
ment ratio (GER) in class XI-XII educa-
tion in India was around 28 percent in
2006-07 (Economic Survey, GOI, 2008-
09). The GER in higher education insti-
tutions (College and universities) was a
mere 13 percent in 2003 which might have
gone up insignificantly in recent years.
Once the new act is properly implement-
ed (which again may be a debatable issue),
the need to provide higher education
will go up tremendously. The
response of government is —
still along the lines of crea-

Mg
-

tion of more colleges and
universities to cater to this
need. The emphasis is more on the provi-
sion of traditional subjects although the
government documents do stress on the
need to strengthen the urban and rural
polytechniques. The existing Public Pri-
vate Partnership (PPP) models are geared
more towards either provision of land to
private providers in lieu of government
quotas in those institutions or trying to
put a cap on the tuition fees and enforc-
ing a standardized teaching module.
However, it is increasingly felt that
providing general or traditional higher
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education to all is a worse alternative than
directing the students to their most de-
serving streams. This creates the need for
more vocational and community colleges
in the society. Vocational education is re-
ally in a mess for most states in India for
the simple reason that the government

the syllabus and infrastructure could be
made in the vocational colleges. Other-
wise, the students coming out of these
institutions will continuously search for
an appropriate opening, leading to de-
pression and despair in the minds of
thousand of our young men and women.

_The response of govt is still along the
lines of creation of more colleges and

lacks an educational map of the neigh-
bourhood where such a college is located.
Thus supply and demand of the skills
needed in the area is hardly known and
the system might create oversupply in
certain vocation while some other voca-
tions may be starving for lack of proper
skilled manpower. Such a planning is es-
sential with the active help of neighbour-
hood industries (probably small and tiny in
nature), so that continuous upgrading of

The community college model in US
served this purpose exceedingly well.
They provided an opportunity to the eco-
nomically weak and school dropout sec-
tion of the society to find a position in the
changing landscape of the economy. So,
the new Act should never be thought of as
an end in itself. It should be put in the
perspective of endowing the population
and the society with more human capital
which could bring more growth with eq-
uity to the nation.

Infrastructure and
Backward Region Development
Indian Plan documents are replete with
policy suggestions for backward region
development in terms of acceler-
ated infrastructure develop-
ment. However, despite
different policy direc-
tions, backwardness
has remained a major
issue in India today.
The process and prin-
ciples towards fund
devolution face serious
questions regarding its ef-
ficiency and underlying theo-
retical foundations. The major issue is
not really how to identify the backward



regions, but how to allocate appropriate
funds for their development. A related,
but equally important question is proper
implementation of projects contemplated
with all the good intention by the plan-
ners.

In the existing paradigm, backwardness
is measured from Human Deprivation
Perspective, based on Capability Short-
falls in terms of different social and eco-
nomic components. The approach takes
the rule of uniformity by which the Back-
ward Districts are identified as per the
components mentioned earlier by attach-
ing equal weights to each one of them.
However, the actual data gathered from
Blocks may call for a differential approach
of funding on various components which
go towards the creation of an Index of
Backwardness. In other words, not all
components may be contributing uni-
formly towards the existence of backward-
ness in a Block. If Block is taken to be the
unit of disbursement, a methodology
should be devised to suitably differentiate
the importance of different social and
economic components of backwardness
region and location wise.

One such approach toward aggregating
the components is Principal Component
Analysis (PCA).

Broadly speaking, Public Infrastructure
can be categorized as follows:

A. Physical Infrastructure, like Roads,
Electrification, Irrigation etc.

B. Financial Infrastructure like Coop-
eratives, Banks etc.

C. Health Infrastructure like PHC,
SHC, Rural Hospitals etc.

D. Education Infrastructure like number
of schools, teacher student ratio etc.

An aggregate index of backwardness with

variable weights attached to shortfall of

each type of infrastructure from a socially

and economically desirable minimum
could be calculated using PCA (Ray-
chaudhuri and Haldar, 2009). The weights
really reflect importance of capability
shortfall in any particular dimension ac-
cording to local needs and conditions.
The main problem with the existing
planning process is to initiate well in-
tended schemes based on certain uniform
percentage based rules of allocation
across all the backward regions in India.
This approach is self-defeating from the
very beginning because the uniform rule
ignores the variation of locations and
needs across different regions in India. It
is about time more flexibility is allowed in
all such devolution schemes. What about
corruption and other money laundering
activities? We would suggest that these
are really problems of monitoring and
enforcement in the implementation stage
and are not part of planning. One must
first try to achieve more perfection at the
planning stage and then go for its perfect
implementation. Thus, a proper mode of
devolution of funds is the necessary con-
dition of success to address backwardness
and proper implementation is really a
sufficient condition for its success.

Conclusions

The issues raised above are to highlight
some of the deficiency in the planning
process of India today. This is not to deny
the historical importance of planning in
India nor does it ignore its role at present.
Planning, even in its much smaller role
today, can be an important means of ad-
dressing concerns of average citizen in
India. But what is required is a reorienta-
tion and repositioning of some of the
goals and objectives pursued in our plan-
ning process for years. Also, equally im-
portant, is to rethink about modes of
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devolution of funds to alleviate poverty
and inequality in the society. We should
not succumb to a sense of despair that
nothing can be implemented in a society
which has lost some of its moral and ethi-
cal values. We must not forget that imple-
mentation comes later than planning and
we should never err too much in the stage
that precedes implementation. [(ER
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a Planning
Paradox?

Obstacles in the path of energy security — the case
of Hydro-electricity — the case of inter-state conflicts
— Arunachal Pradesh and Assam
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Associate Fellow,
Observer Research Foundation,
New Delhi

s India strives to become a

global economic power-

house there is growing

pressure on the country to
mobilize its resources to complement the
growth of economy. Flawless energy sup-
ply is an important stimulus for attaining
this goal. Hydroelectricity has been iden-
tified to be major source of India’s energy
needs. The economically exploitable
power potential in India through medium
and large projects has been estimated to
around 84,044 MW of at 60 percent load
factor— that is about 148,000 MW capac-
ity of which Arunachal Pradesh alone has
a potential of producing 50,000 MW.
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Hence, the state wants to exploit its hydro-
power potential and planning to construct
nearly 100 big and small dams. Dam build-
ing in Arunachal Pradesh also got encour-
agement due to launching of 50,000
Megawatt (MW) Hydroelectric Initiative
by Prime Minister of India in 2003 to
speed up development of the hydropower
in the country. The initiative proposed to
develop an installed capacity of about
50,000 MW through 162 projects in 16
states by 2017. Out of these 162 schemes
42 are in Arunachal Pradesh with 27,293
MW capacity. Hence, Arunachal Pradesh
has emerged as a major centre of dam
building in India. Like other dam projects,
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dams in Arunachal Pradesh are not free
of controversies. The major controversies
are: the adverse ecological impact, dis-
placement and migration challenges, and
rights of the indigenous people. Besides,
conflict between the upper riparian Aru-
nachal Pradesh and lower riparian Assam
over the right of the river since many of
the rivers on those dams are constructed
ultimately drains down to the river Brah-
maputra. The issue of interstate conflict
over water also attracts importance as ap-
prehensions prevail about provocation of
ethnic conflicts. Fear also aggravates due
to the existence of fragile relationship
among various ethnic groups of the re-
gion. Looking at the scenario the ques-
tions those arise are: — is it worth build-
ing dams? Will dams really bring
development? At this backdrop the case
of Arunachal Pradesh is presented to
understand the major challenges and is-
sues a state might encounter while con-
structing a dam and the precautions it
should take while planning for dams
which will contribute in overcoming con-
troversies and saving both time and
money. Controversies have been factors
for delaying dam project which increases
the project cost.

Introducing Arunachal Pradesh

Arunachal Pradesh the Himalayan state
in the North Eastern (NE) India attained
statehood in February 20, 1987. The state
has a population of 1,091,117 with a den-
sity of 13 persons per square kilometer is
lowest in the country. It covers a territory
of 83,734 square kilometer making it the
biggest state in terms of geography in the
NE region. The state has a long interna-
tional border with Bhutan in the West
(160 km), China in the North and North-
east (1,080km) and Myanmar in the east
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_AP registered a high population
growth of 36.8% in (1981-91) higher

han th

(440 km). The state receives a 300 centim-
eters of yearly rainfall and has 51,480 of

Il Indi

forest cover. The road communication is
very poor in the state. Only 15,356 kilom-
eters for 100 square kilometer compared
with 47.27 kilometers at the national level.
There are 16 districts, 57 Community
Development Blocks 3649 villages. Most
of the villages become inaccessible in
rainy and winter sessions. 868,429 are
rural population and 222,668 urban popu-
lation, 63.65 schedule tribes, literacy rate
54.7 percent (2001 Census Report), male
population 64.07 percent, female 44.24
percent. Arunachal Pradesh registered a
high population growth of 36.8 percent in
(1981-91) higher than the all India growth
rate of 23.6 percent.

The state's economy is predominantly
agricultural. The shifting cultivation
known as Jhuming, occupies the central
position in Arunachal Pradesh in the field
of Agriculture. However, traditional prac-
tice of Jhum cultivation is slowly diminish-
ing. The state is also rich in forest re-
sources and forest products are the next
most significant sector of economy. Aru-
nachal is also ideal for horticulture and
fruit orchards. The state is also rich in
minerals like dolomite, graphitie, coal,
YelloOrche, Marble. The state is trailing
behind in industrial development. But
with the socio-economic development
there have been rise in the expectation of
the people and the youth today are reluc-
tant to take up the traditional ways of
employments. This impinges upon the
government the need to look for alterna-
tive ways of employment. Hence the state

f23.69

is in desperate need for enhancing its in-

rowth r

dustrial growth.

The topography of the state of Aru-
nachal Pradesh shows a distinct pattern.
Nestled in the high mountains the state is
characterized by a hilly terrain inter-
spersed with rivers and valleys. There are
10 major river basins in the state includ-
ing: 1) Tawang 2) Kameng 3) Dikring 4)
Subanriri 5) Siang 6) Sisiri 7) Dibang 8)
Lohit 9) Torap-Dehing and 10) Tissa.
Besides there are numerous rivers origi-
nating from these basins and ultimately
drain to Brahmaputra. These river basins
have identified to be ideal for generation
of hydropower. The state wants to utilize
its potential and transform hydropower
production as its flagship industry to lift
the economy of the state.

Arunachal Pradesh has drafted a Hy-
dropower policy with the ambitious plan
of constructing nearly 100 dams to exploit
its hydropower potential. Accordingly the
state has signed Memorandum of Under-
standing (MoU) with both public and pri-
vate companies. The major public sector
companies are like - NEEPCOLtb, NHPC,
NTPC(Hydro)Ltd and private companies
include- GMR Energy and Jayprakash
Associates. The state plans to produce
30,00 MW of hydropower in 10 years. The
major projects those are currently been
executed in the state are Ranganadi
Project, the Subansiri project and the Tohal
Project. The state is not only planning to
sell the power domestically but also eyeing
markets in neighbouring countries. The
state feels that it would be floating in “hy-
dro dollars” as popularly said that the



Arab Countries are floating in “Petro Dol-
lars”. It is estimated that the state would
be able to earn Rs. 70 billion as revenue by
generating power once these projects are
completed. Despite these opportunities,
there are certain concerns about the pos-
sible implication of these projects those
demands immediate attention.

Environmental Concerns

Impact of these projects on the environ-
ment has been the centre of the debate.
Intensity of concern also increases as the
state falls into the seismic zone V making
it one of the most earthquakes prone. The
environmentalist's anxiety also aggravates
as the mountains in Arunachal Pradesh
are regarded to be very young and prone
to landslide. Such alarmist reaction also
arises since the state is located near to the
epicentre of the infamous 1950 earth-
quake, one of the most devastating earth-
quakes of the century the country wit-
nessed. The 1950 quake was so devastating
that thousand of people were killed and
tremors were felt at six in the Richter scale
in Kolkata some thousand of kilom- &
eters away from the epicentre. At the
1950 quake a large landslide
blocked the Subansiri
River and a natural dam
was created. This natural
dam broke after eight
days, creating a wave of
seven meters high which
inundated villages kill-
ing hundreds of peo-
ple. Experiences of the

strophic impact at the occurrence

passed have made people
of the state fearful and they
feel that there would be a cata-

of earthquake once these dams
are completed. The question

they are raising today — what worth the
dam will bring if there will be none to en-
joy its benefits. An obvious answer to this
would be to initiate a study to look into the
possible impact of earth quake on dams on
the region. The hydroelectric power policy
of the Arunachal Pradesh though says that
the projects will be developed considering
fragile geological condition of the state
and big dams will be developed in a most
environment, eco-friendly and judicious
manner. However, the reality depicts a
different picture many of these projects
have been initiated without acquiring ad-
equate environmental clearance. Media
reports claimed the on January 31, 2008
Manmohan Singh laid the foundation
stone for the 3000 MW Dibang multi pur-
pose project which did not secure the man-
datory environmental clearances.

Social Concerns

Concerns have been raised over the soci-
etal implication of these dams. The soci-
ety in Arunachal Pradesh is agrarian,
rivers and forest playing a dominant role
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in lives of common people. Hence, a fear
of losing identity, customs and tradition is
prevailing among the mind of the people.
Construction of dams has led to loss of
large number of agricultural land and for-
est cover which had been major resource
base for the agriculture and fishing threat-
ening the sustainability of the people.
Some of the reports claim that flow of
water on the rivers on those the dams al-
ready have been constructed reduced
drastically adversely affecting production
of fish. Cultivation is also facing problem
as many of the cultivable land either have
submerged or the channels made for ir-
rigation purpose have dried up. Gener-
ally relocation is the obvious solution for
rehabilitation of the affected people but
this is not free of complexities. The reha-
bilitation or compensation for the loss of
resources is complicated because owner-
ship of land, forest to rivers is attached to
specific clans or tribes. Fears are ex-
pressed that any attempt to resettle one
tribe or clan into another may lead to ten-
sions between tribes. Besides, the issue of
cultural marginalization is slowly emerg-
ing in the psyche of the people. As con-
struction of dams would require huge
skilled and unskilled workers and the
people of the state would not be
able to fill the demand, large
number of people would
be coming to the state
from outside; local fear
] that the influx of people
from outside would threaten
their culture and identity.
Is the fear illogical? The
common picture in many of
the project sites have been high
walls barricaded with barbed
wire making it out of bound for
the locals and they need permission
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to enter on the land which once they claim
to be their own. Frustration also deepens
as on many occasions they fail to enjoy the
benefits of the facilities like — schools and
health centre, which are available inside
these well guarded complexes and acces-
sible only to the workers. Such situation
creates a feeling of deprivation and al-
ienation which gets expression in the form
of opposition to the dams. In fact today
many are raising question that if locals are
not bearing the fruit of development then
it is for whom?

Concern of the
Lower Riparian State

This opened the debate about the owner-
ship of the river. Is it the upper riparian
who will have the first stake on the water
of the river? Assam being a lower riparian
has raised concerns over Arunachal
Pradesh constructing dams on the river
Brahmaputra. There are apprehensions
that these dams will adversely af-

fect the flow of river

putting at risk the

if | Is are n

ring the fruit of

_if locals are not bearing the fruit of
development then it is for whom?

water security of the state. The people of
Assam have taken to street to voice their
protest against the dams. The arguments
forwarded against these dams are: - Brah-
maputra is the major source of water for
Assam. The river is inherently connected
with the socio-economic life of the state.
People of the state are not only dependent
on the river for their daily survival but also
it provides livelihood to the states popula-
tion like fishing. Hence, any disturbance
in the natural flow threatens the sustain-
ability of the large population those who
have been living in the state for genera-
tions. Again, there are speculations that a
decrease in the water flow might lead to
migration from the state to other part of
the country which would have deep socio-
economic implications. Further the envi-

ronmentalists also claim that since Aru-
nachal Pradesh being situated in a seismic
region earthquake of high magnitude
would have be disastrous for the state
causing flash floods which might lead to
huge loss of lives. So, this is also a ques-
tion of survival.

Contrary to Assam’s claim Arunachal
Pradesh has claimed that those dams
would end perennial flood problem for
the state. The Chief Minister of Assam
said that these dams would not solve the
problem of flood but would bring evil than
good. The situation is grim as the present
dispute contributing in instigating ethnic
tension in the bordering areas of both the
state. This spontaneously precedes the
demand for a study to assess the impact of
these dams in lower riparian states like
Assam. An impact assessment is also nec-
essary because Brahmaputra is an inter-
national river and not only Assam but
Bangladesh also get affected as it is also
a lower riparian, which might create
tension between both the countries.
Another aspect to this debate is the role
of centre. Defending itself Arunachal
Pradesh claimed that as the mega dams
were cleared by central electricity Author-
ity and, hence, the state had lim-

ited role to play. The Assam is
also demanding centre’s inter-
vention to resolve this situation.
But the centre restraint itself from
intervening since Indian Consti-
tution regards water as a

state subject empower-

ing states to legislate

law with respect to



water supplies, irrigation and canals,
drainage and embankments, water stor-
age and water power.

What the way ahead? Establishment of
dispute resolution tribunal is the option.
According to the Interstate dispute Act of
1956, a state government that may request
the central government to refer the dispute
to a tribunal consisting of a chairman and
two members nominated by the Chief Jus-
tice of India from among judges of the
Supreme Court. These tribunals investi-
gate the matter and make a final and bind-
ing resolution of the conflict. In India, 85%
of the rivers are interstate and several
dispute have arisen over the sharing of
river water. Unfortunately tribunals con-
stituted to resolve inter state water disputes
proved to be a time consuming process,
often requiring many years to achieve real
conflict resolution. Hence, this precipitates
demand for finding alternatives in tackling
such a scenario and the centre should take
proactive step in this regard.

Way Forward

Development desired by all. To pave way
for smooth development it is necessary to
frame policies that would take all onboard
and their issue and concerns. In this re-
gard the most important step would be to
protect the environment. A run of the
river project is ideal as it will be helpful to
convince the locals that culture would be
respected. An assessment of the impact
on lower riparian state should be carried
out as it will help to clear doubts of the
lower riparian states. Meanwhile, the lo-
cals should be provided the opportunity
to enjoy fruits of the development that
would be coming following establishment
of power projects, like — school could be
run by these power projects for the neigh-
bouring areas, free power and even shar-

ing of revenues earned from these projects

with affected villages could be considered.
Public Hearing should be made without
fail so that everyone could express their
views. Most important in this regard is to
build bridges with the locals and this re-
quires engagement with tribal leaders and
local people. Again, proper arrangement
of compensation should be made in line
with the local tradition and norms.
Looking at the vest opposition to dams
there is urgent need to encourage partici-
pation of multi-stake holders. A dialogue
need to be developed among stake-hold-
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ers like environmentalist, tribal leaders,
civil society, representative of lower ripar-
ian states, engineer, private company,
representative of state and central govern-
ments existing informal groups working
on human rights. The dialogue will be
helpful in consensus building and finding
alternatives. However, a credible leader-
ship on the part of the government is
necessary to sustain the process.

(The views expressed. in the write-up are per-
sonal and do not reflect the official policy or
position of the organization.)
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Where's Natural Resources in
the Development Strategy?

Paucity of natural resources can cause diminishing output per worker; integrating
natural resources with the planning of development strategy is indispensable

to attain a steady state where economic growth depends mainly on the rate of
technological progress leading to sustainable economic growth

Debnarayan Sarker

Professor and Secretary,
Centre for Economic Studies,
Presidency College, Kolkata

atural resources, especially,

has a pivotal role in the

livelihoods of rural people:

predominantly the poor of
the world depends directly on natural re-
sources, through cultivation, herding,
collecting or hunting for their livelihoods.
Therefore, for the livelihoods to be sus-
tained, the natural resources must be
sustained (Rennie and Singh, 1996: 16,cit-
ed in Reddy et al., 2004:300). Natural re-
sources are the basis for most rural eco-
nomic activities and therefore are
especially important for poor people.
Economic opportunities from sustainable
use of natural resources can act as a cata-
lyst in reducing poverty and improving
food security (World Bank, 2005: 224).
Improved natural resource management
has increased soil fertility and water reten-
tion, reserved soil erosion, improved wa-
ter management, maintained and/or im-
proved biodiversity, reduced habitat
destruction, and reduced deforestation.
Sound community-based natural resource
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management optimizes the use of
the natural resource base to enhance ag-
ricultural productivity goals, ensure long-
term sustainability, and protect the liveli-
hoods of poor and vulnerable families
(ibid: 223).

In India, the overall estimate is that 33
percent of the tribals earn their livelihood
from forests and forest products (Sarmah
and Rai, 2001:207). The World Bank Re-
port (2006) indicates that forests offer vast
potential for poverty reduction and rural
economy growth in India while also sup-
porting critical national conservation
goals (World Bank, 2006: xiii). The Report
also reveals that half of India’s 89 million
tribal people live in forest fringe areas and
forests have the potential to improve the

livelihoods of forest dwelling people, par-
ticularly tribal people who are the most
disadvantaged group in Indian society
(ibid:2). Forest fringe households having
more than 75 percent households under
BPL category earn over 60 percent of
their per capita net real annual income
from forest source(Sarker and Das,
2010:53). All forest fringe households
under BPL category earn over 75 percent
of their per capita net real annual income
from forest source (Sarker 2009:78). Com-
mon property resources (CPRs) are espe-
cially important in India in supporting
subsistent farming via the sustenance
provided to farm animals (Rao, 2001:55).
Based on the data from seven states in the
dry tropical zone in India, Jodha (1986
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and 1991) concluded that poor house-
holds secure up to 23 percent of their
income, 84 percent of their fuel supplies,
and 84 percent of their annual grazing
needs and 196 days of employment from
CPRs.

But neither the draft approach paper to
the previous plan strategies nor the draft
approach of Eleventh Five Year Plan of
India (2007- 12) titled “Towards Faster
and More Inclusive Growth” address this
issue. As regards the draft approach of
Eleventh Five Year Plan of India (2007-
12) is concerned, the ‘source of growth’
does not include natural capital, which is
a major capital and a major source of
livelihood of the masses in the Indian
economy. As the approach paper men-




PLANNING PARADIGM

tions there are three broad sources of
growth, namely, accumulation of physical
capital, accumulation of human capital
(i.e. labour) and increase in productivity
due to technical changes i.e. technology
(also cited in Hirway, 2006: 3465). But, it is
argued that the development or degrada-
tion of natural capital makes a big differ-
ence to the life of masses (/bid).
Environment comes into the discussion
in the approach paper only when it is dam-
aged by economic growth, and there is
need to ‘deal with environmental prob-
lems’. The draft paper mentions, ‘Popula-
tion growth increases the environmental
load irrespective of the rate of economic
growth. Rapid economic growth can in-
tensify environmental degradation. The
solution does not lie in slowing growth
since slow growth also leads to its own
form of environmental deterioration.
With rapid growth we can have the re-
sources to prevent and deal with environ-
mental problems’ (p.53). The approach
paper also mentions, ‘we must in the

longer run, take recourse to the comple-

mentarities between environmental sus-
tainability and human wellbeing’ (p.8).
But the concept of sustainable develop-
ment that integrates natural capital with
the development process, that strengthens
the links between environmental genera-
tion and economic growth, is totally out of
the purview of the paper.

Natural Capital in
Development Economics
One of the major factors of economic
development is natural resources. Econo-
mists like Jacob Viner, William Baumal
and Arthur Lewis have provided great
importance to natural resources of a
country for its development. In his classi-
cal argument Malthus (1798) exemplifies
that natural resources, pollution and
other environmental considerations are
critical to the possibilities for long-run
economic growth. As the amounts of oil
and other natural resources on earth are
fixed, any attempt to embark on a path of
perpetually rising output will eventually
deplete those resources, and must there-
fore fail. As an influential modern state-
ment of these concerns, Meadows, Mead-
ows, Randers, and Behrens (1972) argue
that ever-increasing output may gener-
ate an ever-increasing stock of pollu-
tion that will bring growth to a halt.
Even Romer (2001) examines the
issue of how (ibid) environmental
limitations affect long- run growth
(p.36).While extending his growth
analysis in a baseline case, he also in-
cludes natural resources(R) and
land(T) along with capital(K),
labor(L) and effectiveness
of labor(A) in his Cobb-Douglas
production function model (ibid:37-
39). The model shows that resource
and land limitations can cause output

per worker to eventually be falling. In
recent history, the advantages of techno-
logical progress have outweighed the
disadvantages of resources and land limi-
tations. But the model apprehend that if
the disadvantages of resource and land
limitations are very larger than the advan-
tages of technological progress, it will
cause the growth of income per worker
falling (ibid).

While examining the economic sustain-
ability of natural resources, Solow (1986)
points out, “A society that invests in repro-
ducible capital, the competitive rents on
its current extraction of exhaustible re-
sources, will enjoy a consumption stream
constant in time ... an appropriately de-
fined stock of capital-including the initial
endowment of resources — is being main-
tained in tact”. The Solow growth model,
as our starting point to the analysis
of long-run economic growth, stresses
on two fundamental issues of sustainabil-
ity — initial stock of natural capital is
being maintained intact and the stream of
consumption is constant over time. A situ-
ation in which capital, output, consump-
tion and population grow at constant rates
— called balanced growth path, both
these two fundamental issues will be
maintained.

Once the economy is in steady state, the
rate of growth of output per worker de-
pends only on rate of technological
progress and technological progress can
lead to sustained growth of output per
worker. According to Solow model, only
technological progress can explain persist-
ently rising standards. But it is argued that
if externally determined technological
progress drives growth and technology is
roughly speaking a public good, available
to all countries after some lag, it seems
that all countries ought to be observed to



grow at close to the same rate. But noth-
ing like that shows up in the data empiri-
cally. The divergence might be explained
by difference in national characteristics or
what Solow calls ‘stock of capital including
the initial endowments of resources’ —
which, in turn, explains why countries are
able to take advantage of the exogenous
technical progress differently.

Some substitutability of two factors —
labour and capital — is possible in the
production function of Solow model, but
acording to Solow, “stock of capital —
including the initial endowments of re-
sources — is being maintained intact”. It
usually implies strong sustainability i.e.,
natural capital — all gifts of nature includ-
ing renewable and non renewable energy
and material resources, clear air and
water, nutrient and carbon cycles, and
bio-diversity — cannot be substituted ei-
ther by human capital or by man-made
capital.

The economics of renewable natural
resource exploitation like forest, water
relates to sustainability of renewable
natural resource. It leads to the normative
issues about how society should exploit it
efficiently over time so that the stock of
renewable natural resource might be sus-
tainable. Renewable resource stocks are
those which grow through reproduction.
In renewable resources, a steady state may
be reached where the rate of biological
growth equals the harvest rate.

How does an economy face a choice
between an optimum rate of consumption
over time and a sustainable rate? As may
be seen in Figure 1, the optimum path of
the consumption over time (essentially,
that which maximize the discounted value
of all future consumption) starts to fall af-
ter some period ‘f”. Clearly, it is not sus-
tainable, since people living after time will

Figure 1

Consumption
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Sustainable path of consumption

Optimum path of consumption

t*

Economy (time path)

Note: In this simple economy, optimum (Consumption) reaches a peak at t*

natural capital cannot be substitute

ither human

be worse off than people living before ‘f’.
So the problem of ‘f” arises from the point
of intragenerational equity (fairness
within a current time period). But sustain-
able path of consumption emphasizes
livelihood, assets, or capital, as the basis
for sustainable improvement of people’s
livelihood for now and future without
undermining the natural resource base.
It is only possible at the concept of sus-
tainable development that integrates
natural capital with the development
process that strengthens the links between
environmental generation and economic
growth.

Although the basic Solow model in-
cludes only physical capital and does not
try to explain the efficiency of labour, hu-
man capital is analogous to physical capi-
tal in many ways — human capital, like
physical capital, raises our ability to pro-
duce goods and services (Mankiw, 2005:

Man-m

214). How is initial endowment of re-
sources, according to Solow, maintained
intact in the growth process? As men-
tioned earlier, the divergence of growth in
the Solow model might be explained by
difference in national characteristics or
what Solow calls ‘stock of capital including
the initial endowments of resources’ —
which, in turn, explains why countries are
able to take advantage of the exogenous
technical progress differently. In this per-
spective, to continue the growth process,
it should satisfy two fundamental issues of
sustainability — initial stock of natural
capital is being maintained intact (strong
sustainability criterion) and the stream of
consumption is constant in time (a/though
this abstracts from the problem of fairness
within a current time period | intra-genera-
tional equity), natural capital ultimately
enters into the growth process, because in
an agrarian economy, like India, rural
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livelihoods are intricately linked with the
access of rural people to natural resources
such as, land, water and biotic resources.
A livelihood is sustainable when it can
cope with and recover from stresses and
shocks and maintain or enhance its capa-
bilities and assets both now and in the
future, while not undermining the natural
resource base (Carney, 1998: 4).

Livelihood Assets
About how to improve the effectiveness
of government poverty reduction schemes,
the sustainable (SL) approach provides a
coherent framework within which multi-
sectoral activities can be placed, and ties
in closely with the new guidelines of the
ministry of Rural Development, Govern-
ment of India (GOI, 1994). It provides
new ways to address poverty issues beyond
the traditional method of employment
generation and target group programmes.
As the basis for sustainable improvement
of people’ livelihoods, it emphasizes live-
lihood assets in terms to five capital assets
—natural, physical, financial, human and
social — identified in the framework (Car-
ney, 1998; Davis, 1996; Reddy et al., 2004).
Participatory initiative in natural resource
management programmes such as water
development, water lands development,
joint forest management, coastal zone
development, typify this approach.
These five capital assets are convention-
ally associated with a stock, whereas there
are many aspects of the five assets that are
akin to flows in the dynamics of livelihood
operations. A better understanding of
these concepts can be gained by looking
at them in relation to entitlement theory
(Sen, 1982, 1985; Scoones, 1998). The
livelihood assets, in this perspective, can
be seen as a capability or a potential that
can be deployed to undertake, or be in-
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vested in livelihood activities. But they are
not uniform in character: for example,
under natural capital, access to food fod-
der, fuel wood are dependent on the flow
of these resources through the cycle of
community forest management, whereas
social capital can take the form of the
network of social relationships among
individuals, families, communities and
states that have potential to influence the
viability of livelihood activities. From this
perspective, livelihood capital will accu-
mulate where the potential to which the
household, the community and the state
have an entitlement increases.

But, with regard to the growth of finan-
cial capital, financial capital is ultimately
employed in accumulation of physical
capital, human capital, technology and the
investment in natural resources (measured
in terms of changes in access to or improve-

ments in land, water, and other common

terial sacrifice (cited in Sobel, 2002: 144).
Communities that have high network of
social relationships have high growth of
social capital and they are more successful
in managing irrigation projects, water sup-
ply and sanitation projects and many
other infrastructural projects including
common pool resources (CPRs) and com-
mon activities. It is argued that while the
poor have little access to other capital as-
sets, they often do have substantial social
capital, such as social networks and con-
nections through membership of organi-
zation, clientelism, and so on, which allow
them to weather subsistence crises and
might even afford them the possibility of
capital accumulation and a way out of
poverty (Ray, 2006: 462).

Admittedly, as an engine of economic
growth, natural capital is also an impor-
tant source of growth of Indian economy
as other capital assets. Most importantly,

The liveli | |
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pool resources). Similarly, as social capital
is an attribute of an individual in a social
context (Sobel, 2002:139), the growth of
social capital depends on the ‘institutions,
relationships, attitudes and values that
govern interactions among people and
contribute to economic and social devel-
opment’ (WORLD BANK, 2002: 2). These
attributes come into being by the nature
of participation, type of participation and
the process of participation of the local
communities in the management of natu-
ral resources and common activities. Ken-
neth Arrow (1999) argues that social
capital shares the temporal aspect of
physical capital but does not require ma-

n I
iviti

as the growth of financial and social capi-
tal assets, the growth of natural capital
does not ultimately depend on the source
of growth of other capital assets. As natu-
ral capital is a major source of capital and
a major source of livelihood of the major-
ity of the people of Indian economy, it is
also an important source of growth of
Indian economy as physical capital , hu-
man capital and technology . But the draft
approach paper of Eleventh Five Year
Plan of India (2007- 12) fails to include
natural capital into it as a source of
growth. So, without any piecemeal devel-
opment programme, sustainable develop-
ment programmes that integrates natural



capital with the continuous development

process strengthening the links between

environmental regeneration and eco-

nomic growth needs to be addressed in the

planning strategy of India through con-

tinuous and integrated programmes and
the schemes. [ER
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Plundered Histories,
Forgotten Terrains

& Entangled People

The case of planning in Mining in India — issues, deficiencies and
consequences — an outline of the policies in Mining industry

Goldy M. George

General Coordinator of Dalit Mukti
Morcha, Chhattishgarh & Convener,
Dalit Study Circle, Chhattishgarh

n the early 1950s India embarked

on a program of planned indus-

trial development. Borrowing

planning concepts from the So-
viet Union, the government tried to
stimulate development through massive
investment in the public sector, imposing
a system of tight controls on foreign own-
ership of capital in India and playing a
highly interventionist role in all aspects of
economic policy. The private sector was
allowed to continue to operate in agricul-
ture and in a wide range of ‘non-essential’
industrial sectors.!

The steady economic growth of indus-
tries with active support from the state
machinery is directly proportional to the
unchecked exploitation of masses. Sev-
eral instances of eviction, evacuation etc.
had put before a long array of questions
on the very edifice of mining and develop-

ment. Marginalised communities such as
Dalits, Adivasis, women, working class,
etc. are the first victims of this. Though
during the independence struggle “fac-
tory to the workers” prominently came on
to the national agenda, nowhere in India
it was implemented in the post independ-
ence era. Resultant displacement, migra-
tion, repercussion of workers, loss of land
and livelihood, pilfering state revenue,
forest resources, etc. has outgrown to
monstrous magnitude.

Decolonisation of erstwhile colonies
invariably saw the elite take control of
political power. Naturally they were in-
clined to capitalism preferring to inherit
the colonial state — its laws, structure and
character — rather than to transform it
fundamentally in ways to respond to the
most urgent needs of the oppressed sec-
tions. The development process initiated

by the organs of the ‘state’ built on the
edifice of the colonial structure, while
evolving into a full blown neocolony, had
to content with political threats of funda-
mental nature.? The political compul-
sions, when confronted by the state and
ruling classes, evoked invariably respons-
es to manage and control the threats
themselves. These took the form of coop-
tion, diversion, fragmentation, outright
suppression or combination of these,
depending on the extent that these chal-
lenges posed. The state provided a sem-
blance of mitigating problems without
actually having to resolve them in funda-
mental ways.?

While the challenges could be con-
tained, at least for the time being, the
system was constantly being legitimised
by its actions of acknowledging its respon-
sibility for changes in the required direc-



tions. While keeping these pretensions
alive and flourishing in ever so many
ways, the political upheavals and move-
ments were constantly being undermined.
These pretensions were constantly kept
alive by concessions, which were often
only marginal or nominal and constituted
populist issues of the entrenched political
system. While these marginal gains and
proposed gains were kept alive, the sys-
tem continued, efficiently and with so-
phistication, the further marginalisation
of the oppressed. This diabolical state of
existence of the state and political system

has been nurtured and perpetuated vigor-

ously for it to ensure its own existence
itself. The neo-liberal doctrines aimed at
also destroying collective structures,
which stay on the way of unhampered
pursuits of exploitation and expropriation
of resources. The expansion and develop-
ment of the neocolonial state in its struc-
tures and functions naturally meant dis-
mantling or modified changes. Fuelled by
capitalist development, these significant
changes constituted change nevertheless,
but what was not apparent was that these
changes constituted new ways for the
continuance of the order, nationally and
globally. The reaffirmation of the pri-
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macy of the democratic political process
in symbolic terms helped the system to
command legitimacy.*

Slowly all notions and models of devel-
opment shifted completely. With globali-
sation, sweeping changes have come
about already, throwing to the winds the
earlier pretensions and legitimacy, of the
state and the political system that controls
the state, its resources and all aspects of
power. This has become possible in many
ways, one of which is the extension of
economic rationality to all spheres of
public and even private lives. Taking the
argument that economic mobility in the

—— THE INDIA ECONOMY REVIEW —— 143



PLANNING PARADIGM

hierarchy of the world economy requires
higher level of production and technolo-
gy, the state pushes forward greater verti-
cal linkages to the capitalist market and
deepens their internal accumulation
through exploitation of labour and na-
ture. It is hoped that the external linkage
of local economy to the world economy
could reinforce the ruling elite and pro-
mote internal expansion.’

Globalisation emerged as the cannon
fodder of capitalism in the mid-eighties
and early nineties. Practically globalisa-
tion is nothing new, it is the establishment
of the territory of the mighty across the
globe through establishing the dictums of
political and economic power centres and
its controlling systems. In many ways, the
world economy in the late 20™ century
resembles the world economy in the late
19" century. The fundamental attribute
of globalisation, then and now, is the in-
creasing degree of openness in most
countries. The openness is not simply
confined to trade flows, investment flows
and financial flows; it also extends to flows
of services, technology, information,
ideas and persons across national bound-
aries. There can be no doubt, however
that trade, investment and finance consti-
tute the cutting edge of globalisation. The
past two decades have witnessed an ex-
plosive growth in international finance, so
much so that, in terms of magnitude,
trade and investment and now dwarfed by
finance.®The political stability or instabil-
ity has a direct bearing on the process,
pace and intensity of the globalisation
and reforms, which admittedly have been
slow and inadequate.’

Under the conflicting state of interests
between power and people, the connect-
ing link between human, resource, pro-
duction, and nature is the worst hit. As
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Table 1: Mineral Production in India from 1970 to 2000

1970-71

Mineral Units

1990-91 1999-2000

A. Fuel Minerals

Coal 73.7 211.3 300.0
Lignite 3.5 14.00 219
Crude oil 33.00 32.00
Natural Gas 18.00 26.4
B. Metallic Mineral

Bauxite 1.4 5.00 6.8
Chromite 0.3 0.9 1.7
Copper Ore 0.5 53 3.1
Iron Ore 31.4 55.5 73.5
Mn Ore 1.7 1.5 1.6
Lead and Zinc Ore NA 2.7

Gold Ore NA 0.7

C. Non-Metallic Minerals

Limestone 23.8 70.1 127.9
Dolomite 1.1 2.6 2.9
Gypsum NA 1.7 3.3
Diamond 20 18 41

All figures in million tones, except diamonds, which are in 1000, carats
Source: Ministry of Mines annual reports 1999-00 to 2006-07

the basis of all economic activity, land can
either serve as an essential asset for a
country to achieve economic growth and
social equity, or it can be used as a tool in
the and of a few to hijack a country’s eco-
nomic independence and subvert its so-
cial pressure.® This is the context under
which one needs to rethink on a broader
canvas on the entire question of land
rights, land reforms, the prospects and
modalities of planning and developing
sustainable livelihood and coexistence.

Mining in the Pre and

Post Globalisation Planned Era
Planned mining and development, the
much aphorized face of modern Indian
economic growth has two phases. This
could be broadly categorised as the pre-
globalisation and post-globalisation. In
India, as in most Asia-Pacific countries,

exploitation of land for mineral resources
has a long history involving abuse and
plunder. India’s Five Year Plans have
focused on mining to achieve ‘develop-
ment’, demanding the forfeiture of peo-
ple’s lands for ‘national prosperity’. Most
mineral and mining operations are found
in forest regions, which are also the habi-
tat for Adivasi (indigenous) communities.
India is a vast country and as such the
history and status of mining varies be-
tween regions. Mining projects vary from
rat hole mining, small-scale legal and il-
legal mining, to large-scale mining — most
of which had been historically managed
by the public sector. Since the introduc-
tion of private sector participation in the
1990's, a number of mining related com-
munity conflicts have arisen with far
reaching consequences.

No doubt mining industry provided



employment to a large proportion of the
industrial workforce in the past. But are
the developments in the mining industry,
in keeping with national interests? This
draws a lot of controversial aspects related
with question of national interest versus
community interest. One of the decisive
factors of fast growth of mining industry is
the impact of economic policies of liber-
alisation, market and trade, land and la-
bour, as well as production and consump-
tion. Economic policies, in India, have
undergone a sea change in the nearly two
decades, starting from 1991. The underly-
ing argument is to have a minimal state
and rely more on market forces.

With the concept of Planned Develop-
ment, planned mining was introduced in
1951. The Private Sector and the Public
Sector were clearly demarcated giving the
Public Sector a bigger role in India’s min-
eral wealth. “There was spectacular
progress in Indian Mining Industry from
1947 to 1985 when mineral production
grew by about 120 times’.?

With the concept of Planned Develop-
ment, planned mining was introduced in
1951. The Private Sector and the Public
Sector were clearly demarcated giving the
Public Sector a bigger role in India’s min-
eral wealth. “There was spectacular
progress in Indian Mining Industry from
1947 to 1985 when mineral production
grew by about 120 times’."

a. Public Sector and Their Achievements
In the pre-plan period i.e. before 1950,
there were 24 types of minerals with a
total value of $US 23 million. Today, 84
minerals are produced valued over $US
1200 million. Four fuel minerals are ex-
tracted which together account for 85%
of this total value. Eleven metallic miner-
als account for seven percent and the re-
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V)

the total mineral value, even though
80% of mines is privately owned

maining eight percent are attributed to 49
non-metallic minerals and 20 minor min-
erals. The mineral sector employs 800,000
personal and accounts for three percent
of the country’s GDP and forms an 11.5%
share of total industrial sector produc-
tion. Public Sector mines account for 91%
of the total mineral value, even though
80% of mines is privately owned.!!
Today the Public Sector mines are in a
state of disarray. There are multiple rea-
sons for this: bureaucratic, technological,
market pressures, added to this the terms
and conditions signed with the IMF con-
ditions, better known as the Structural
Adjustment Program (SAP), and now the
conditions set about by the World Trade
Organisations (WTO) to which India is a
signatory. But however the crisis, it did
not start only with the SAP and WTO. It
began much before this. For this reason
it is essential to look into the pre globali-
sation state and how it was fuelled by the
liberalisation in practical terms.

b. Modernisation/Mechanisation/Auto-
mation
USSR Help and Obsolete Technology
In the 1980’s, the government sought
imports of technology in the coal sector
to encourage foreign collaborators to
implement the projects on a turnkey ba-
sis. With guarantees against time and
cost over-runs, the government entered
into a long-term agreement for Soviet
“technical assistance” in the coal sector
until the year 2000. The USSR was to
collaborate in the development of fifteen
coal mining projects, five open cast

mines and ten underground mines from
the stage of preparation of the feasibility
report till the mining stage. The foreign
exchange component to cover the cost of
equipment and services would be covered
with Soviet soft loans and long term
credit. The Government also sought col-
laboration with Poland, United Kingdom,
France, West Germany, East Germany,
Canada and Australia for projects till the
mining stage. These collaborations were
strictly technical and only up till the
mining stages. The ownership of the
mines and their running would still be
with the PSU.

Such technology imports were criticised
by sections of the press in India as ‘im-
porting obsolete’ and ‘creating a relation-
ship of dependent exploitation’. The aim
of these changes was to increase output
per worker shift. Coal India Ltd. (CIL) a
PSU accumulated losses at the end of
1986-87 to the tune of Rs. 1,800 crores. It
was hoped that these steps would reverse
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the trend.

Faulty & Total Mine Management

The Eastern Coalfields Ltd. run the Ra-
jmahal Coal Mining Project, situated in
Godda Jharkhand was the worst hit with
the technological up gradation as a new
phenomena of faulty management sur-
faced. It is a much talked hi-tech Public
Sector venture worth 1,000 crores.
Planned in 80’ it hired Met-Chem (of
Bailadila fame) a Canadian based MNC
linked to US STEEL, for the procure-
ment of equipment technology transfer
and technical consultancy in mining. It
is said to be Asia’s largest open cast, coal
mine. It employs a workforce of only
2441 and is fully automated. But the
production cost of coal is Rs. 440/- per
tone in comparison to the sale price
of Rs. 260 per tone. There is a dearth of
ancillary and auxiliary industries.
30% of the imported machineries are not
functional and the project is sustaining
losses for the last several years and
the causes are attributed to its faulty
management.'?

In 1988 the “Total Mine Management’
system was introduced commencing with
the Rajrappa project of Central Coal-
fields Ltd. (CCL) but here technology was
introduced in the non-mining sector i.e.
telecommunications and computerisation
of payrolls inventory and office work.
Similarly Singaroli Collieries took a
number of steps to modernise its mines
under a similar program. But not all
equipment brought had been used. In
Dhanbad BCCL spent Rs. 2000 crores on
machinery and equipment but it lay un-
used at a depreciation rate of Rupees
three lakh a day. While the aim was
to increase the per worker output, the
results show that this has not happened.
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The technology, which is capital inten-
sive, has mopped up a huge amount of
capital.”

c. The Question of Technology

The question of technology or choice of
technology or mechanisation in mining is
a complex one. When technology totally
replaces labour it is a political and social
question. When technology reduces the
hazardous of mining especially occupa-
tional health hazards then it is beneficial
to labour. When technology is used only
with the sole aim of increasing profit and
production over the interest of society,
the environment and labour it should be
challenged.

Unfortunately the mining sector in
India has gone in for technological up-
grading without having a clear perspec-
tive of what is actually required. A labour
surplus country like India can ill afford

such option. Most of the technologies are
designed for countries with a shortage of
labour force like Australia, Canada, USA,
etc. India’s research and development in
the field of mining technologies are al-
most zero. Even the safety equipment our
miners are supplied with makes it impos-
sible for them to use in tropical humid
climatic conditions. As a result many min-
ers do not use the safety equipment (pro-
vided in the few mines), giving the Man-
agement a convenient excuse for not
providing safety equipment. If technology
has helped, it has helped, it has surely
helped the companies producing these
technologies and selling them. Neverthe-
less, technologies are required to reduce
occupational health hazards, to evolve an
ecological balance in mining areas, to
enhance the per worker tone of produc-
tion, to extract non-fuel minerals, and to

manage and recycling waste.



d. Private Sector Panacea?

This failure in ‘technological collabora-
tions’ or in the ‘choice of technology’
automatically led to the failure of the
PSUs and brought a shift in the govern-
ment’s policy and it placed all hopes on
the Private Sector. The failure of mod-
ernisation drive in the Public Sector
mines was not evaluated. Privatisation,
which includes foreign collaborations and
Joint Ventures (/1”’s) was seen as the
panacea to this crisis.

Leasing of mines was seen as one step
towards the reversal of government poli-
cy in favour of private ownership of
mines. Opposition to such a policy got
cemented on the issue of lease of Bailadi-
la mines Madhya Pradesh taken by the
Ministry of Steel in October 1995. The
opposition urged the MP Governor to
direct the state government not to permit
transfer of the lease for mine. In 1996 the
Kumaraswamy Iron Ore Mines situated
in Sandur Taluk Bellary district Karna-
taka was leased to M/s Jindals as a captive
mine. Rajasthan has the largest number
of leases for small mines in the country.
It has 42 major and 23 minor minerals.
There are 10,851 leases of minor minerals
and 19,251 quarry licenses in force.
The labour employment in the sector has
increased ten folds from 0.32 lakhs in
1950 to about 3.25 lakh in 1993. The
Rajasthan government introduced a New
Mineral Policy with the aim of maximising
exports.!4

Child Labour in Mines Today

Child labour has been eliminated in the
official records of mines. But this is not
due to good will or legislation. Mecha-
nised mines do not need child labour. The
other controversy is that mining compa-
nies interpret the Mining Act as an act

covering that area where the mineral is
being extracted i.e. that pit. It does not
take into account the extra-pit areas or
the transport and haulage work or the
wagon-loading etc. Thus no child in the
pit, means no child labour, an interpreta-
tion convenient for the Labour Enforce-
ment Officer (LEO), and mine owner."
The problem of child labour in mining
cannot be ignored or taken in isolation. It
is connected and related to the issue of
‘contract’ or ‘casual’ and ‘piece rate’ la-
bour extensively used in the mining indus-
try. Especially in the rate sector where all
hands in the family are involved in opti-
mising their outputs. ‘Piece rate’ employ-
ment is very convenient for the Mining
Companies, one doesn’t have to give
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ers replaced women workers. Women
were cajoled to give up their jobs to their
sons or sons-in-law, with the active en-
couragement of the male workers and the
trade unions, thereby reducing her into
the four walls of kitchen. Today in the
following private iron ore mines over 50%
are women: SKG & SKG Iron Ore Mines,
Balaji Iron Ore Mines, Bihar Iron Ore
Mines.

Golden Hand-shake

The Voluntary Retirement Scheme (VRS)
introduced by the mining companies in
the 1970’s has resulted in grave conse-
quences to particular sections of the
working class especially Women, Adivasis
and Dalits as a community, and the 4

in vyih
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minimum wage, maintain working hours,
maternity benefits etc.

Women & Mining

On 16" January 1960 the Mining Act was
amended (Sec 46 (1) (a) (b)) prohibiting
the employment of women in any under-
ground mine, and in any open cast mine
between 7 pm and 6 am This amendment
was brought about at the dawn of mecha-
nisation in Indian mining. According to
Ministry of Labour, in the underground
mines the number of women mine work-
ers fell from 9,568 in 1981 to 3,151 in
1993. In the above ground mines the sta-
tistics shows a decline, but not as serious
as the above from 21,290 women in 1981,
to 18,532 in 1993. In both these cases the
decline was sharper from 1991 onwards.'®
In the coal and iron ore mines, men work-

grade class as such. Workers were cajoled
and in some cases even force was used to
make them sign on the forms. Adivasis
and Dalits were falsely lured by the
golden handshake. This method of re-
trenchment has drastically reduced the
number of Women, Adivasis and Dalits
in the mining industry and it continues
even to this day. If the statistics show any
employment of women in mines, it is
largely those jobs like sweepers, nurses or
teachers. The effect of VRS and now,
ESS (Early Separation Scheme) on Wom-
en, Adivasis and Dalits needs to be
closely studied.

Contract Labour Yes!
Permanent Jobs No!
When mines were manually operated and

a large workforce was required, women
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were employed. In some cases like iron
ore mines, the percentage of women in
mining was more than 50%, i.e. IISCO
Gua, SAIL Chiria, BSP Dalli-Rajara.
Contractors taking contracts within the
mine area do employ women in all sec-
tions at all times. In clear violation of the
Contract Labour Abolition Act, for works
that are of perennial nature to produc-
tion/mining i.e. cleaning of conveyor belts
area, transport and haulage, wagon load-
ing etc. contractors employ women. But
when it comes to a permanent job, the
women are discounted. The common
reasons given by Managements were that
employment of women in mines is risky,
their saris get caught in the conveyor belts
and machinery. In the dark underground
tunnels women are vulnerable to men
workers.

World Bank Funds Retrenchment?
Coal India Ltd. in 1993, ap-
proached the World Bank for
a loan $ US 500 Million to
fund their retrenchment pro-
gramme officially for 15,000
mine workers but unoffi-
cially for 1,40,000 work-
er. Since the World

Bank cannot provide financial assist-
ance for such a programme (retrench-
ment), Coal Indian has requested that
the proposed Bank loan would also
cover the local cost of investments. This
would free resources, which Coal India
could use to finance its retrenchment
programme.

The closure of uneconomical mines
and the retrenchment of surplus labour
by far were the major obstacles in the
smooth implementation of reforms. The
Government of India and Coal India has
agreed on a reform strategy that would
ensure that Coal India would —

* Invest only in the most profitable min-
ing operations

* Phase out its subsidies to loss-making
operations over a 5-7 year period

* Outsource all activities that can be ob-

tained cheaper from other companies.
* Improve the quality of its coal sup-
plies.
* Make its operations environmentally
and socially sustainable.
While we welcome No 4, and hope that
No 5 will be taken seriously, it is clear that
the first three will involve reduction of

workers and retrenchment.

e. Environmental, Health & Occupa-
tional Hazards
Mining involves the movement of moun-
tains, the changing of river courses, dig-
ging deep into the bowels of the earth,
some times thousands of feet below, ex-
tensive and intense blasting with scaring
amounts of dynamite. The rich geology
that has taken million of years to evolve,
our tropical forest, store-houses of rich
and irreplaceable bio-diversity, can be
aluminium to make our beer cans. Its
operations need a large amount of energy,
water and chemicals, called process
chemicals. Only a fraction of the earth



that is removed is used as ore’s the rest
goes as wastes or tailings. The topsoil that
is nutrient rich and has taken thousands
of years to form, is called the ‘over bur-
den’ in mining jargon and it is normally
wasted.

The ores have to be washed and huge
amounts of water are needed for this pur-
pose. The washers consume about 50,000
litters of water per hour. For this
traditional water sources of the people are
diverted to the mines. In return the
water laced with affluence, chemicals and
sewage, is poured back into the rivers
or on people’s lands, including agricul-
tural lands.

Toxic and Radioactive Pollution

The other question is the mining of heavy
metals rare on earth. The percentage of
the ore is so little i.e. in uranium it is only
0.02%, that it accumulates mines and mill
tailings that build mountains. Apart from
these materials it also consumes large
quantities of water, in quantity three times
the material waste that ultimately flows
into rivers and joins the underground
water. The quantity of these materials is
one part of the story the other part is their
low doze radioactive potential that can go
on for thousands of years. The half life of
Thorium a waste product in uranium min-
ing is 80,000 years and it will take 2,50,000
years for all the waste tailing in the ura-
nium mine in Jaduguda to become lead
and harmless. Each day tones of radioac-
tive waste are sent down the Subarnarekha
river that winds its way around the city of
Jamshedpur into West Bengal, Orissa and
into the Bay of Bengal.

Social Impacts of Mining
The Washington based World Watch In-
stitute has categorised the social impacts

of mining as-

* Displacement from the mine site.

* Loss of sites of cultural importance.

* Loss of autonomy or food self-suffi-
ciency.

* Influx of outsiders attracted by pros-
pects of employment with the mine, or
hoping to mine independently (ille-
gally) in a prospective area.

* The boom-town syndrome — disruption

of social cohesion influx of consumer

goods and rising prices for basic goods,
with an added value of commercial
prostitution.

Social stratification of original com-

munity caused by employment of com-

munity members (usually men) by the
company.

Social tension caused by the juxtaposi-

hs in min n

tion of a relative luxurious accommo-
dation and facilities for well paid
management and the less well off sur-
rounding communities.
To these we can add, the undermining of
political cohesion and self respect of local
communities. The bringing in of new
diseases i.e. Sexually Transmitted Dis-
eases (STD), HIV/AIDS, Malaria,
Filaria, Leprosy, TB, and other enteric
and toxicity related diseases.

Safety in Mining

AnILO press release in May 1994 claims
“15,000 mine workers loose their lives
every year and there is also suspected
under reporting of fatal mines accidents”.
The press release brought out at the 75"
anniversary of the ILO states that there
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are 25 million workers directly employed
in the mines throughout the world. Our
records in India are again dismal.

One week in a year is designated as
‘Mines Safety Week’, and prizes are given
for safety in mines. One prize is given for
that mine that put up the best hoarding
(in English of course). It is a well-known
fact that mining companies do play down
deaths in mines and misinterpret the
definition of safety in mines. A death in
the pit is considered as a death in the
mine. So most deaths and injuries are
shown outside the pit area. There have
been cases of the medical reports being
manipulated to show a worker dies of
‘cerebral thrombosis’ or other ‘natural
causes’ when in fact the death was the

result of electrocution or other mechani-

cal injuries.

Contract Labour and Safety
Not only contract labour are not supplied
any safety equipment, but their deaths and
injuries in the mines are denied, making
it possible for the mining company to get
the coveted ‘Mines Safety Week’ prize,
and avoiding any medical treatment and
cash compensation. Since contract labour
is used for the cleaning and maintaining
of the conveyor belt systems, hoppers that
can extend up to a couple of kms, many
deaths takes place here as there is no
proper signalling system or communica-
tion to warn the workers when the belts
starts to roll. Some important questions
* Who will benefit from the New Min-
eral Policy and all the other new poli-
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cies the government is announcing to
welcome joint ventures or ‘opening up’
of the mineral sector?

* Will it reduce even a part of our ever-
bloating unemployed labour?

* Will it exhilarate the process of that
model of ‘development’ projected by
the Britton Woods Institutions?

In general the devastation and human

misery caused by mining, has been cal-

lously taken as an ‘acceptable price’ to
pay for industrialisation and military
might. In India the protagonist of this
theory use the familiar term ‘National
Development’. Well who makes a nation,
a nation is a real question.

The Power Hub Strategy!

Power hub strategy is one of the core in-
dustrial strategies of mining and indus-
trial development which has been given
special emphasis both in the mining and
industrial policies. With abundant coal
reserves in the state power generation is
easily possible. The total installed capac-
ity in the State is approx. 3900 MW. Ef-
forts are being made to encourage entre-
preneurs to develop their own captive
power projects.!” During the past five
years all efforts have been made to turn
the state into a power hub. According to
the Industrial Policy, as part of the power
hub strategy the government in a planned
manner has signed Memorandum of Un-
derstanding (MoU) with public and pri-
vate sector under to produce 50,000
megawatt power. This would attract in-
dustries such as automobile, capital
goods, steel and aluminum producers.'®

a. Recent Developments in Energy &
Power Sector

According to a document of Government

of India under the head “Consortium
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Lending” it is said that the Government
of India envisions ‘Power for All’ by the
year 2012 which requires ambitious target
of augmentation of generating capacity
by 100,000 MW. Like the other infrastruc-
ture projects, power projects are also
highly capital intensive and have long
gestation periods and a sizeable part of
the investment is required to be made by
the private sector. However, in the ab-
sence of uniformly acceptable approach,
private sector projects are bound to face
numerous hazards in obtaining finance
like multiplicity of appraisal by participat-
ing institution, stipulation of different
types of terms and conditions, different
procedures/methodologies for disburse-
ment and monitoring leading to delays in
achieving financial closure and expedi-

MoU with I

I m

tious project implementation."’
Realising the above situation, Power
Finance Corporation (PFC) in associa-
tion with Life Insurance Corporation
(LIC) and four other Indian Banks had
established a Power Lenders’ Club (PLC)
in August 2005 to provide single window
financing solutions for clients in the pri-
vate power sector and to achieve expedi-
tious financial closure. It is essential to
take a note that both PFC and LIC are
Government of India undertaking. Sub-
sequently, with the joining of Housing &
Urban Development Corporation Ltd.
(HUDCO) and eight other Indian Banks,
PLC has now emerged as a 21 members
strong Club. The Consortium approach
offered by Club would provide a compre-
hensive solution to the debt requirements

of these projects without the developer
having to queue up before a number of
lenders to arrange for the funds.?

The PLC has already adopted a Com-
mon Loan Approach Form and standard-
ized the loan documents for the conven-
ience of the borrowers and lenders. As on
date, PFC with some of the other mem-
bers of PLC has been associated with
funding of three power projects viz. 350
MW Domestic Coal based project of
RKM Power Gen in Chhattisgarh, 20
MW Bagasse based project by Viswanath
Sugar in Karnataka and 820 MW Kona-
seema Gas Based power project in AP.
Further, M/s. IFFCO Chhattisgarh Power
Ltd have placed a Letter of Intent on PFC
for providing project advisory, appraisal
and loan syndication services for their

riv r
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1000 MW power project to be set up in
Chhattisgarh estimated cost Rs. 5400
crore with debt component of Rs. 3780
crore.?!

With the aim to give impetus to Con-
sortium Lending Operations, particularly
through the PLC, PFC has recently estab-
lished a Consortium Lending Group
(CLG) headed by an Executive Director.
The CLG shall work towards harnessing
the huge business potential offered by the
Power Sector. CLG is interacting with the
Banks and Financial Institutions (FIs) to
make an assessment regarding the cumu-
lative exposure which could be taken by
PLC members with a view to identify and
firm up the various power projects to
meet their funding requirements and to
facilitate their expeditious financial clo-



sure.?

b. Strategising Power Hub through
IPPs: A Scanner of Experiences
Independent Power Producers is a west-
ern concept recently adopted by In-

dian state. Increasingly govern-
ments are turning to the private
sector for power generation. Some
developing countries started allowing
private firms to enter electricity genera-
tion at the beginning of the 1990s.
In some countries it began as
early as 1970s. IPPs are pre-
sented as an attractive option be-
cause they are supposed to facilitate in-
vestment where a bankrupt public sector
can barely afford to make ends meet; and
because they allow the private sector to
operate without the need for lengthy
regulations to be in place beforehand, as
the conditions of operating can be speci-
fied in the terms of the IPP contract. IPPs
are heralded as the start of further liber-
alisation and subsequent privatisation of
electricity.®

However, more and more governments
are running into difficulties with IPPs in
countries such as Pakistan and Indonesia
where IPPs have been the subject of pro-
tracted legal, political and economic bat-
tles. Other countries have seen electricity
utilities crippled by payments due to IPPs,
for example, the Philippines and Do-
minican Republic. Others have ques-
tioned the generous terms offered to
power producers by previous govern-
ments and have attempted to limit the
damage such arrangements might cause
for example, Croatia and Hungary. De-
spite these difficulties, more IPPs are still
being planned in various countries.”

In its origin an Independent Power
Producer (IPP) also known as Non-utility

0l0O

generator (NUG) is an entity, which is not
a public utility unit, but which owns fa-
cilities to generate electric power both for
self consumption and sale to utilities and
end users.?® According to the US experi-
ments IPPs may be privately held facili-
ties, cooperatives such as rural solar or
wind energy producers, and non-energy
industrial concerns capable of feeding
excess energy into the system. Hence the
real idea of IPP is an ideal one which
basically supports in generating renewa-
ble energy from unexplored sources.
Economically it is highly viable both for
the privately owned industrial unit as well
as the government for the majority of
IPPs, particularly in the renewable energy
industry a feed-in-tariff provides a long
term price guarantee.?’

US Congress passed the Public Utility
Regulatory Policies Act 1978 (PURPA),
establishing a class of non-utility genera-
tors, called Qualifying Facilities (QF),
which were permitted to produce power
for resale.”® PURPA was intended to re-
duce domestic dependence on foreign
energy, to encourage energy conserva-
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tion, and to reduce the
ability of electric utili-
ties to abuse the pur-
chase of power from
QFs.” Another nation
that undertook a simi-
lar process,
a 1 -
though
at a later
period, was
Canada.?
From these
two experiences
one could compre-
hend that the real
idea behind IPP is to
erate non conventional as

gen-

well as renewable energy sources. Further
the intentions of these energy sources
also clearly stratify that it is meant to
generate green energy generated through
solar, wind, waves and other sources.

IIPs are Means to Drain State Revenue
IPPs are sometimes presented as new
sources of finance for investment in elec-
tricity generation. This is misleading. In-
vestors in an IPP will not construct (or
buy) a power plant unless they are sure
they will ensure to be repaid (with a
profit margin), and so usually require that
a power purchase agreement (PPA) is in
place. Under the terms of a PPA, the
electricity utility undertakes to buy all or
partial power produced by a power plant.
The price of the power (usually in foreign
currency) and the amount to be sold are
specified in such agreements.?!

This highlights a further point — that
the financial status of the IPP customer
—usually the government-owned electric-
ity utility - is crucial to the IPP obtaining
finance for the project. A guarantee from
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the electricity utility may be underwritten
by a government guarantee. The govern-
ment guarantee is in fact assisting the IPP
investors to raise finance — not the other
way around. Often the IPP will require
that an Escrow account is established
to ensure payment. This means that some
agreed amount of government revenue
(which may or may not be revenue from
electricity charges) is siphoned to a foreign
exchange account. These funds are ear-
marked for the IPP and government
cannot touch this money. To provide
‘comfort’ for investors, escrow payments
may actually exceed those required by

the PPA.*

For example in Maharashtra when
Enron had come for its huge power plant
at Dabhol it had a counter guarantee of
regular payment for output from the
Maharashtra State Electricity Board
(MSEB). The MSEB has set up an ‘es-
crow account’ collected from electricity
consumers on which Enron would have
first claim in the event of default, or even
delay, in paying the power station: “If
MSERB fails to pay any of its obligations
within five business days following the due
date for payment, all escrowed amount

shall be retained in the escrow account and,

to the extent not satisfied by a draw on the
phase- 11 letter of credit, such retained
money shall be paid to the company until
the unpaid obligation has been paid in full.”
10 make the guarantee even more secure,

the board gave Enron rights over 25% more

“«

than it is owed, the escrow account
would cover at least 1.25 times of the
monthly capacity payment owing pursuant
to the power purchase agreement”.®

The lack of escrow cover in some parts
of India has caused a row over who has
first right over the revenue generated
through the state electricity boards. IPPs
want first claim, but they are currently
behind financial institutions and banks.*
Some lenders have suggested that they
should have access to other aspects of
government revenue, such as sales tax.*
Alternatively others have suggested that
investors would get some comfort from a
government commitment to undertake
reforms, in accordance with certain
agreed milestones.’ These are likely to
include privatisation of transmission and
distribution based on the notion that
private distribution companies will have
amore sound revenue base and therefore
more likely to pay the IPPs.”

Under these circumstances there are
also questions that the public sectors
electricity utilities, such as the State Elec-
tricity Boards, would amass extensive
debts due to some of existing contracts
with the IPPs. This also would raise the
trend of privatisation of public sectors.
These situations had already turned down
the government electricity generation
units in Philippines and Kenya. Similar
situations could also arise in India.

IPPS Agreements are
Uncompetitive and Inflexible*®
The terms of power purchase agreements



can be fixed for decades, in some cases for
up to 30 years and provisions are there for
further extension too. Circumstances can
change dramatically over such a time-
frame. Yet, the terms by which govern-
ments have to purchase power from IPPs
remain inflexible. Governments are tied
into buying the same amount of power,
regardless of fluctuations in demand or
alternative sources of supply. Prices are
fixed in foreign exchange, regardless of
how this might relate to domestic prices
or to what utilities are able to charge
customers. Once PPAs have been signed,
it can be difficult to change the terms, not
least because of the fear that future inves-
tors will be put off by a government that
is seen to renege on agreements.*

IPPs are supposed to speed up the
project process compared with other
government contracts but this has not
been the case. Once up and running, I[PPs
continue to stifle competition. According
to a World Bank study, “PPAs can hamper
efficiency in system operations and sector
liberalisation. Even if all the output can be
freely dispatched, PPA prices deviate from
those provided by a competitive pool —
prices that are the same for all generators,
a capacity charge smaller than that of a
base load IPP and time-varying energy
charges. The potential for inefficiencies is
substantial if the IPPs meet a large share of
the load; for example, PPA prices provide
no incentive to maximize the availability of
base load IPPs in the period when supply
costs are highest.”*" This implies that the
higher the proportion of power comes
from IPPs, the greater the scope for inef-
ficiencies. Based on this logic the lower
the proportion of IPPs in power genera-
tion would increase efficient the electric-
ity sector.

Investors have no incentive to respond

to market conditions or to compete with
other producers. The only competition
comes in the contract negotiating stage
(and not always then). This is in itself a
disincentive for new investors as, even
if they can produce power more cheaply,
the electricity utility is unable to switch
to alternative sources for the duration of
the PPA. Governments get left with
‘stranded assets’ which means that they
are committed to paying higher prices for
electricity (or compensation to the IPP),
even if a cheaper competitor comes on to
the market which might be due to techno-
logical progress and access to cheap
power inputs.*!

By insulating companies from some
aspects of commercial risk, the IPP
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bour. Hence, the main ‘efficiency gains’
one could expect from an IPP over a pe-
riod of time is downward pressure on
wages and numbers employed.*?

Gujarat State Electricity Board (GSEB)
is a classical example to this where it is to
pay around Rs. 500 crore to three inde-
pendent power projects including Essar
Power, Gujarat Torrent Electricity Com-
pany (GTEC) and Gujarat Industrial
Power Company (GIPCL). However,
GSEB will not buy power from them be-
cause of the fuel that they use (high cost
naphtha). GSEB has to continue with
payment because it is committed to
paying a fixed cost of these power projects
as per the power purchase agreements
signed between GEB and the three

In the case of IPPs, however, where

PPAs are fixed for long periods,
her kind of 7 i

framework sets an environment in the
private sector, which the whole privatisa-
tion process seeks to eradicate from
public ownership. One of the reasons put
forward for privatisation is that govern-
ment bureaucracies can suffer from
‘moral hazard’. This is the inefficiency
that arises from economic actors being
insulated from the real risks of their ac-
tions. In the private sector, where profits
are at stake, the argument is that manag-
ers will use resources more efficiently. In
the case of IPPs, however, where PPAs
are fixed for long periods, another kind of
moral hazard arises. Managers have no
incentive to respond to market changes
or to improve technological practices.
The only incentive is to keep profits up
and so keep costs down. IPPs are capital
intensive and the most flexible cost is la-

companies.®

High Prices and Generous Concessions44
IPPs are an expensive source of power
generation. According to the World Bank
study, “in the final analysis, it appears that
IPPs have often inflated supply prices for
utilities” * Prices paid under PPA terms
are often so high relative to sales tariffs
that they leave no margin for the costs of
transmission. Raising prices for the end
user is not always a solution as higher
prices may just result in less usage or ef-
forts to avoid charges.*

The reasons for high PPA prices and
generous concessions stem from the
terms negotiated between the IPP and the
government when the contract is drawn
up. Subsequent events may further inflate
costs but to a large extent the problems
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start when contracts are awarded. Some
attribute inflated costs to corruption but
this is also to do with the inexperience

of governments and inflated expec-
tations of IPPs as well as lack of
competition.

One of the problems with
evaluating the effect of
IPPs is that the central util-
ity may already be in finan-
cial difficulties and the IPP
may not be the only cause of
impending bankruptcy. How-
ever that where there is a frag-
ile electricity utility, the use of
IPPs will make matters worse as
the high costs result in an unbearable
financial burden. The solution to this
situation, according to some (in particular
the World Bank) is to privatise the elec-
tricity utility. This is proposed in Uganda
(in order to make the Bujugali IPP ‘sustain-
able’). However, this does not guarantee
success as events in the Dominican Re-
public demonstrate. Here, electricity
distribution as well as generation has
been privatised. The result is that the
government sector has been squeezed
further while the private sector has in-
creased charges and profit margins. The
effects have been disastrous with consum-
ers facing massive tariff increases as well
as lengthy blackouts.”

In Costa Rica, it is reported that the
electricity utility the Instituto Costarri-
cense de Electricidad (ICE) paid private
generators more than what the company
would have produced the electricity it-
self.* In Dominican Republic, generators
increased charges by 51 percent on priva-
tisation. Consumers have suffered and in
June 2000, wholesale businesses in the
north of the country began to withhold
payment of electricity bills in protest
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against daily blackouts lasting more than
20 hours and ‘abusive rates’ charged by
power companies. The government
agreed to absorb 42 percent of the in-
crease leaving customers with nine per-
cent to pay.¥

This subsidy has been costing the gov-
ernment around five million dollars every
month. By July 2000, the Dominican Re-
public state-owned electricity corporation
CDE has accumulated a debt of more
than US$135mn with private generation
companies. With mounting arrears, IPPs
(Which now provide about 40% of the
country's power) are pulling the plug
on power supplies, exacerbating black-
outs which have been lasting up to 24
hours affecting businesses, schools and
hospitals.”® In Philippines, the average
generating cost for IPPs in 1996 was $76
per MW compared with $57 per MW for
the state-owned utility. Power contracts
entered into by the former Ramos admin-
istration with independent power produc-

ers (IPPs) are bleeding the National
Power Corporation to death.’! In Indone-
sia state electricity company PT Perusa-
haan Listrik Negara (PLN) an-
nounced a twelve fold increase in
losses in the first half of the year
2000. These losses were made
despite a 30% increase in reve-

nue over the period.*

In India according to ex-
perts, “the demand assess-
ment for power has been the

weakest link in the chain for
the Electricity Boards. There is
a distinct fear in the international
lending community that too. Many
IPPs are coming into the arena too
fast. This would lead to a rapid reversal
of the situation from power deficit to
surplus. The Central and the State gov-
ernments have further added to the
fears by announcing large and small
power projects in the public sector.
From the above experiences of turning
a state into a power hub is full of eco-
nomic and financial risks. The idea of
establishing IPPs at economic risks of
state revenue recalls to the inability of
planning at the primary level. This would
further weaken the state and its appara-
tus politically. The abovementioned
analysis hasn’t calculated the social,
cultural and environmental risks in-
volved in the entire process.

The Issues that matters!

a. Land Alienation and Depeasantisation
Land alienation and displacement are
integral part of life in mining plazas. In
fact land is the lone sources of livelihood
in rural areas across the country. In the
last two decade, as an integral part of
globalisation liberalisation policies large
area of land has been taken away from the



people for various purposes — mega in-
dustries being the major one. While ac-
quisition of the land from the people is a
major issue, to the industries — most of
them being private including both na-
tional as well as international — it is a
means of multiplying capital.

An overwhelming majority of the Adi-
vasis are agriculturists. Apparently there
are a few Adivasis nomadic by history,
culture, character and nature. The settled
groups owe land for centuries without any
external intervention, mostly in forest
areas and fringes. Their entire life process
was centered and built upon two major
means of production i.e., the forest and
the land. To understand the dynamics of
land problem in the totality, one needs to
understand the logic underlying the
forces that govern its ownership pattern.
The specific economic form in which un-
paid surplus labour is pumped out of the
direct producers, determines the relation
of the rulers and the ruled.”

Hence land problem of a particular
area has to be understood from its his-
torical perspective. Historical evidences
are ample to prove the conception of
depeasantisation as the net result of un-
even structural changes that have taken
place from time to time due to the com-
moditisation of the Adivasi economy in
which land plays a critical and predomi-
nant role. This is what has and is happen-
ing to the entire Adivasi areas.

b. Privitisation of PSUs

In 2001, Sterlite, a subsidiary of Vedanta
took over BALCQO’s Korba unit in Chhat-
tisgarh along with it mining areas. Sterl-
ite’s further acquisition of a 65.9 percent
controlling stake in Hindustan Zinc was
challenged in the Supreme Court which
questioned the legality of the govern-

ment’s sale. The (BALCO) deal is eco-
nomically irrational, politically deplora-
ble,
environmentally unsound and it violates

legally unsustainable and

the Supreme Court verdict in the Sa-
matha case, which vests ownership of
Adivasi land to Adivasis.**

Even among the sorry stories of betray-
als, caused by privatisation in the mining
industry, the abject surrender of BALCO
—let alone to a dubious outfit like Sterlite
—stunk of expediency and underhanded-
ness. This hasty sale of 51% of India’s
third biggest aluminum company (bro-
kered by Jardine Fleming of Hong Kong)
was seen by some as a ‘pre budget maneu-
ver’ to balance the government’s shaky
books. There were allegations that the
then rightwing central government delib-
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Heavy deposits of iron ore, coal, lime-
stone, bauxite, dolomite, tin ore, gold, etc.
and is also rich in the deposits of precious
and semiprecious stones like diamond,
corundum, alexandrite, garnet, etc. Coal
and iron ore are the key minerals in the
state.

For example in Chhattisgarh the fol-
lowing areas within the state containing
different minerals are being looked at for
future exploitation: Deobhog in Raipur
district and Tokpal in Bastar district has
been identified for the exploration of
Diamond; Bijapur in Bastar district for
Corundum; Saraipali of Mahasamund
district for Gold and Tin (Cassiterite);
Bailadila, Raoghat and areas in Rajnand-
gaon and Kawardha districts for iron ore;
Jhanjhar, Meru, Durg, Bhaupratapur,

There were allegations that the then

rightwin ntral
reven BAL

erately prevented BALCO from modern-
ising on its own terms and with its own
funds. In any event, the company was
grossly undervalued; according to some
estimates, Sterlite secured assets worth
up to ten times what it paid for them.
The most immediate victims of the
BALCO ‘fire sale’ were members of its
workforce, threatened by redundancies
and loss of benefits. Seven thousand
workers in Chhattisgarh came out on a
lengthy strike.

c. Fragile Ecology at Stake

Mining had already brought in numerous
ecological concerns and problems in the
entire country. Most of the mineral de-
posits are found in central Indian states
like Chhattisgarh, Jharkhand, and Orissa.

from m

V liberatel
rnisin

Kondal area of Kanker district for gold;
Renger, Markanar, Vasanpur area of
Dantewada district for tin; Chhirahi-
Newari, Saradih, Garrabhata and
Patharkundi village of Raipur district and
Sakti area of Janjgir district for limestone.
In addition 500 lakh tonnes of high grade
dolomite has been found in Lagra-
Madanpur in Champa-Janjgir district;
five lakh tonnes of metal grade bauxite in
Dorima (or Barima) of Surguja district;
220 lakh tonnes of coal has been identi-
fied in Hardi Bazar-Kertali in Korba
district; 170.4 lakh cubic metres of flag-
stone having different shades and colours
has been demarcated on the revenue land
of Chitrakot and Matkot area of Bastar
district; clay and banded haematite
quartzite (BHQ) in the Balod area in
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Durg district.*

The mining areas have a huge overlap
with the forest and Adivasi areas in the
state and the increasing mining activities
and allied industries have had a tremen-
dous negative impact on these. A study by
the Forest Survey of India (FSI) looking
at ‘Forest cover in metal mining areas’
shows some revealing statistics. In Bastar
region, one of the biodiversity rich areas
of Chhattisgarh, out of the 13,470 hectare
area under leases for iron ore mining,
11,657 hectares are covered by forests.”’
This of course indicates the forest within
the actual lease, but the impact on the
forests, biodiversity and the communities
dependent on this region due to ancillary
impacts of mining extends far beyond the
actual lease area.

N |

structed. The influx of people from out-
side and mechanical and manual mining
operations have ravaged the area. This
can be clearly seen around Kirandur,
Bacheli and Bhansi where units of NMDC
are working.

Forest destruction continues unabated
to this date for iron ore mining, timber and
firewood requirements. Mining operations
have caused tremendous pollution in the
water of river Sankhini and other rivers
and streams.*® As a consequence of runoff
from the mines, a 32 km stretch of the
Sankhini river is called ‘lal pani’ (red wa-
ter) by the Adivasis; who see the “earth
bleeding from the wounds inflicted on it
by the miners.” The impact on both the
terrestrial and aquatic ecosystems in the
region has been tremendous.

region has been tremendous

Another instance is the Bailadila hill
ranges is a 36 km long and 10 km wide hill
range located in the Dantewada district of
Chhattisgarh. The area is characterised by
rugged terrain and heavy rainfall. It har-
bours rich biodiversity. Its upper ridges
are covered with dense deciduous forest
and the lower slopes and banks of the
nalas consist of semi evergreen species.
Varied physiographic elements and micro-
climatic conditions, in association with
vegetation, have made this area a treasure
house of medicinal plants. Excavation of
iron ore has caused immense damage to
the Bailadila hills and adjoining water
resources and land. NMDC started ex-
ploitation of iron deposits in 1962 for ex-
port to Japan for which a railway line from
Kirandur to Vishakapattanam was con-
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The afforestation done for rehabilita-
tion also involves the use of non native
species such as Eucalyptus, Peltoforum
sp., Acacia auriculiformis and Gulmohar
(D. regia). This region lies south of the
Bhairamgarh sanctuary and west of
Pamed sanctuary.” The area has been
recommended to be declared as a bio-
sphere reserve by an ongoing biodiversity
planning initiative, which also emphasises
the need for NMDC to shoulder the re-
sponsibility to restore biodiversity in the
degraded areas and protect rest of the
areas still having valuable biodiversity.®

One of the major threats to wildlife
habitats in Chhattisgarh is due to pro-
posed diamond mining in protected areas.
It was reported in 1999 that the Udanti
and Sitanadi wildlife Sanctuaries in the

Raipur district of Chhattisgarh and their
connecting corridors are threatened by
the proposed diamond mining. The pro-
posed mining is mainly around the
Udanti sanctuary. Udanti holds some of
the last herds of the wild buffalo and the
mining will also cause great loss of habitat
contiguity for wildlife in this region.’! In
January 2001 it was reported that the
Union Government had ordered an in-
quiry into illegal mining carried out by B.
Vijay Kumar Chhattisgarh Exploration
(BVKCE) in Deobhog in Chhattisgarh in
the year 1999. The company had been
given a ‘prospecting license over large
area’ of 4600 sq. km. The firm had ille-
gally collected jeeploads of diamond soil
from inside the Udanti sanctuary and
samples had also been sent to Australia
and South Africa for testing.®> More re-
cently several companies have been
granted reconnaissance permits for dia-
mond in Chhattisgarh.

d. Mechanisation and Rights of Mine-
workers
The issue of mechanisation is closely
linked to the question of industrial pro-
duction, and to the question of the size of
the organised industrial workforce and
consequently, to the question of unem-
ployment.®® Up till the 80s whatever
mechanisation has taken place was prima-
rily due to certain bilateral agreements.
Dumping of obsolete machinery and tech-
nology in the third world, especially in
India, is destabilising the very economy.
The deployment of machinery should be
undertaken only when it is keeping with
the economic, social and cultural needs of
the specific locality and country.
Another critical issue related with
mechanisation is that of contract labour.
Industrial development and contract la-



bour system coexist in the country like
twin brothers. Contract labour system is
diametrically opposite to any intension of
employment generation.

Here is another example. In Chhattis-
garh at Mainpat, the biggest single baux-
ite mining complex, around thirty Adi-
vasi workers, unhelmeted, clad in shirts
and saris under a blazing sun, as the lat-
eritic overburden was blasted. The same
story is that of the workers in the Daldali
mines owned by the same company
Vedanta. Virtually all Vedanta’s bauxite
miners are contract labourers. They earn
just over 60 rupees (less for women), for
loading one tonne of ore. In Daldali it is
different story since the rates are differ-
ent for different group of people. Those
who could bargain better rates get better
and those who couldn’t bargain it to their
level are the lost ones. Particularly the
Baigas, one of the primitive tribes adopt-
ed by the President, couldn’t bargain to
the extent of the Gonds. Nevertheless it
won’t be more than 60 rupees per person
per day.

Again in Mainpat their habitations are
small thatched hovels, perched over the
quarry, deprived of electric-

ity and adequate water.
“There’s only one hand
pump to serve 150 fam-
ilies,” a young Adivasi
woman worker, Mati Shahu,
told us. “The company pro-
vides no medical facilities and
if someone’s injured we have
to take them ourselves by taxi
down to the plains”, informed
another worker. Villagers at
another, slightly better ap-
pointed settlement close by,
complained that, day and
night, the silica laden dust

from the mining blew into their windows,
covering walls and floors.

In June 2005, Vedanta’s contract labour-
ers at Mainpat went on strike against the
appalling conditions to which they are
subjected. On July 18, 2005, another 2,500
contract workers at the BALCO Korba
expansion project 200 km further north,
went on strike to protest a worker’s death
on duty. On July 19% 2005, police baton-
charged the striking workers, injuring
seven, instead of consoling the family of
the deceased that has four children.* Last
year’s chimney accident in Korba is an-
other instance of keeping the people in
darkness. Although an inquiry has been
ordered, the real culprits are still at want.

e. Shrinking Employment Opportunities
Reduction of employment is gripping
heavily under globalisation liberalisation
policies. On one hand sophisticated tech-
nology and mechanisation will directly
reduce the possibilities of employment
and on the other hand schemes like VRS
and ESS are retrenching the workers
thereby decreasing the number of em-
ployees in each sector. There are clear
indicators of this in Chhattisgarh too. For
example in 1984, in Bhilai Steel Plant,
96,000 workers were employed but to-
day there are only about 42,000 workers.
The production has tripled
but the number of workers
has fallen. According
to one of the retired
managing direc-
tors, BSP can go
full swing with just
6,000 workers. They
have such plan of mas-
sive mechanisation
and automation.®
There is a ce-
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ment factory run by Ambuja group (for-
merly by Modi group) in Chhattisgarh,
which has the largest production capacity
in Asia. Its total capacity was 10.46 lakhs
in 1992 but to produce that they have
engaged only 300 workers. 30 years ago
Tata had put up a cement factory in Ja-
mul near Bhilai. It had a production ca-
pacity of four lakh tons and the number
of workers are 1800.% Mechanisation
goes to such extents that in future it may
need only two or three employees to run
the entire plant. The prophets of indus-
trialisation talk about prosperity and
creation of jobs, but what is actually hap-
pening is extremely shocking.®

f. Refutation of Rights
Refutation of the rights is characteristically
multidimensional — one is the denial of the
eligible rights of people in mining zones,
another is the flouting of law by the State
machinery and third is the rights of the
mineworkers. Looking at the aspect of de-
nial of rights, certain constitutional provi-
sions are also not taken care while execut-
ing the project. Apart from this, there are
some other laws with specific provisions in
terms of land acquisition, right on common
property like water, forests, etc. provisions
preventing any sort of mining activity
within the Scheduled Area and so on.
PESA is fully ignored. In most of the places
such violations have become a common
routine. Labour laws are never practices
with mineworkers. In almost all the places
these mines are recruiting contract labour-
ers. Some of the commonly violated articles
of the Constitution of India under funda-
mental rights are Article 19 (), (f), (g), (i),
(o). Similarly under the Directive Principles
of State Policy Artcle 38, 39 (), (b), 46, 47,
48, Article 51 (g), (i) are grossly violated.®®
Mining in forest areas grossly violates
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major provisions under the National For-
est Policy 1988 such as Sections 2.1, 2.2,
3.1,3.2,3.4,35,4.3,4.4,4.6, and 4.9.°
Similarly in Scheduled Areas all provi-
sions with regards to the provisions under
the Panchayat Raj Act are clearly violated.
In Section 4 (a) it clearly states, “a state
legislation on the panchayats that may be
made shall be in consonance with the cus-
tomary law, social, and religious practices
and traditional management practices of
community resource”. Further Section 4
(b) says, “every gram sahbha shall be com-
petent to safeguard and preserve the tradi-
tions and customs of the people, their cul-
tural identity, community resources and the
customary mode of dispute resolution”.
The Scheduled Area Act or the Panchay-
at Extension to Scheduled Area Act
(PESA) is one powerful weapon in fight-

ing unjust mining. Gross irregularity and

corruption in granting the mining lease
are involved.

In Chhattisgarh there is a specific provi-
sion holding back the transfer of Adivasi
land to non Adivasis under section 170-B
of the Land Revenue Code.” This again
is not a national policy barring the transfer
of Adivasi land to non-Adivasis. In addi-
tion to this land could be taken away via
land acquisition in the name of National
Development.

g. Absence of Resettlement and Rehabili-
tation Policy

Though the inception of planned eco-

nomic development brought in a lot of

infrastructure projects, they have also

displaced a number of people. Yet there

is the absence of a proper national reset-

tlement and rehabilitation policy. Nei-
ther at the national level nor at the state
level there exist any specific legislation
for rehabilitation of the project oustees,
particularly in those areas where the land
settlement hasn’t been executed in ac-
cordance with the traditional land hold-
ing patterns among Adivasis. Hence
there is difficulty in claiming rehabilita-
tion as a matter of constitutional rights
after displaced. Although there are cer-
tain policies stands against people’s as-
piration. In fact this very policy under-
mines the possibility of Adivais rights in

many ways.

Planning and Commissioning:
India on Sale!
From the above, there is no doubt that

mining has in no way benefited the people.



There are several instances where people
have strongly resisted the different moves
of such mining companies. They had re-
sisted the land acquisition process, chal-
lenged the environmental procedures, and
expressed their strong discontented
against any such action. In most of these
areas PESA as a law had been abandoned
by the officials thereby superseding it with
other legal acclimation, while on the con-
trary people’s resistance had been turned
into a law and order problem. In Sched-
uled Areas, it is seldom allowed to exer-
cise their rights under the provisions of
PESA.

Therefore in a general overview one
could find the depletion of natural re-
sources like water, forests, land, declina-
tion of food grain produce and productive
process, depletion in the arability of culti-
vable land, pollution of water, air and land
and an alarming decline of democracy as
an institution in these areas. Hence under
these circumstances it is essential to look
into the question of the professed na-
tional development through mining in the
Adivasi areas vis-a-vis Adivasi develop-
ment through local and natural resources.
Never in the past, have the state and in-
dustry kept their promises with the ordi-
nary people.

Conlflicts over mining have existed for
more than four decades in different forms
in. In earlier days such disagreements
were not taken to be conflicts as such, but
only as immediate questions related to
inadequacy. Another reason for limitation
of these conflicts is the limitation of trade
union movements in industrialised areas
to understand the gravity of the problem
and address it thoroughly. The stand-
points of trade unions were only one di-
mensional; related to an increment in
wages or matters related with labouring

class. The Union could never address the
entire question of mining in totality.
Moreover mining has been strongly pre-
supposed as a major means of industrial
development contributing to the state
economy. Even organised trade unions
find nothing wrong in mining as such. So
how the vehicle of development could be
understood as a conflict was another ques-
tion. Over the course of time the very
definition of state and its economy has
changed. This has impacted the general
thought process of the opinion building
class.

These middle class thoughts have much
reflected in all the policy documents of the
state. A few aspects are crystal clear flip-
ping the mineral policy, the industrial
policy, the investment policy, the environ-
mental policy, the water policy, the land

utilization policy and the compensation
package. It is meant for increasing private
and foreign capital in the mining sector by
creating conducive business environment
to attract private investment in the State.
The state will provide counter guarantee
in case of any loss incurred by such foreign
companies. All social, political, environ-
mental and legal hindrances have been
slowly and strategically cleared for the
entrance of these private sectors. For re-
alising this, administrative procedures
have been simplified and all procedural
impediments are taken care by the state.
Now the Forests Conservation Act 1980is
considered to be the biggest obstacles.
Mining invariably brings about environ-
mental destruction, human displacement

REsOURCE PLANNING

and non repairable ecological imbalances.
It undermines the amount of disparity it
brings due to land acquisition. The indig-
enous people are denied of their eligible
rights in mining zones and laws are flouted
by the State machinery. The rights of the
mineworkers are also flouted. The after-
maths of mining could be gazed in the
following few points.

The Final Word

The picture is lucid that how the concept
of industrialisation under planned devel-
opment and now under globalisation
liberalisation policies had adversely af-
fected the masses. In this situation,
where are the people going to be listed?
The choice and space is limited. It is also
clear that the land acquisition and free
market economy goes hand in glove. In

amarket economy people are disallowed
to exercise their free will at least in the
matter of disposing their land at the
market price.”> The mechanism of com-
pensation and rehabilitation is too much
supportive to the corporate sector; this
only pauperises the poor than a change
in their destiny. The principles of com-
pensation often forgets or never esti-
mates that on the very first day of reach-
ing a rehabilitation colony, a poor
family has to buy firewood, which they
procured free from the Common Prop-
erty Rights (CPR).”?

Land is a productive asset but people
are more emotionally attached with the
land in many ways. For many it is the sym-
bol of their freedom. To some it is the
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image of their fight against the upper
caste. It represents the mark of reiterating
the lost identity. To many it is the icon of
self-determination, coexistence and com-
munity feeling. But to the corporate sector
and agents of development it is a com-
modity to be consumed. The state also
takes side with these so-called think tanks.
Land can be purchased and sold for com-
mercial purpose. Or even it could be ac-
quired forcefully. The common man of the
country sacrifices himself for the relish
and enjoyment of the elite.” No mining
company could compensate the loss that
people have to suffer.

Today the trust of the disinherited has
been shattered and disowned by the disin-
genuous attitude of the state. In many
cases even the highest offices of the
President and the Governor closed eyes
and remained disabled to use their pre-
rogative powers. All attempts were only to
sugar-coat and water-down the efforts of
democratic protests and opposition, which
give an impetus to the mining companies
to capitalise the situation and overthrow
the people’s aspirations. Questions per-
taining to human rights violation go un-
heard.

This abominable and abhorrent atti-
tude, the odious and repulsive demean-
our, the atrocious and heinous actions of
the state puts forward an array of ques-
tions. The hire and fire formula of the
capital-fascist brigade, the coherence of
world capital with global fascism is per-
meating glaringly. It is under this context
questions what sort of planning does the
many commissions did in the context of
mining and for whom it was needs to be
addressed. This litmus test is on the
meaning of planned development, the
meaning of displacement and eviction,
the parlance of rehabilitation and reset-
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tlement, etc. With such a drastic situation
one can’t honestly laud kudos to the en-
tire phase of planned development. The
state should become more responsible
and accountable to the masses and needs
to undergo a serious planning with a
bottom-up formula. Otherwise this land
would be vacant without people by the
next generation! (ER
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(The views expressed in the write-up are

personal and do not reflect the official poli-
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