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UNIT 1 A BIRD’S EYE OF DIFFERENT ECONOMIC SECTORS
AGRICULTURAL DEVELOPMENT
India is principally an agricultural country. Agriculture, with its allied sectors, is unquestionably the largest livelihood provider in India. Most of the industries also depend upon the sector for their raw materials. Steady investments in technology development, irrigation infrastructure, emphasis on modern agricultural practices and provision of agricultural credit and subsidies are the major factors contributed to agriculture growth.

For the development of agriculture, the government, the planning Commission and people all combined should make efforts because agriculture in Indian economy is of vital importance from various points of view:
(1) Agriculture contributes remarkably to national income. In 2013-14, the share of agriculture in total national income was l3.9%
(2) From employment point of view, in 2001, 56.7% people were occupied in primary sector, that is agriculture, and other ancillary activities. Thus, secondary sector industries and tertiary sector service sector provided less employment than agriculture.
(3) From exports points of view, today, share in the total exports of the country the share of agriculture was 70%. If agricultural development rate goes up, exports of the agriculture sector would also go up. More foreign exchange can be earned by exporting agricultural produces.
(4) Agriculture sector helps in industries by providing raw materials to food processing industries, sugar, paper industries. These raw materials are produced by agriculture only.
(5) To maintain reasonable price level, agriculture is very useful. In other words, it contributes in maintaining overall price level and price stability. Supply of grains and cash crops can be increased and even if demand goes up, relative stability can be maintained.
Therefore, it is necessary to accelerate development of agriculture. However recently, the agriculture infrastructure fund has been set up. Agriculture credit is provided at 2% less interest than PLR. Other important measures recently taken are agricultural channel, call centres related to agriculture, Kisan Credit card Scheme, setting up Kisan commission etc. All these efforts have been undertaken to make agricultural revolutions intensive as well as extensive.

THE PROBLEM OF LOW PRODUCTIVITY IN AGRICULTURE IN INDIA
In India both agricultural production and agricultural productivity have gone up. Yet when we compare these figures with international production, we find that India still faces the problem of lower productivity and production in agriculture. Index of agricultural production in India is quite low in comparison to other countries.
i)INTERNATIONAL COMPARISON OF AGRICULTURAL PRODUCTION

The figures of agricultural production index of the entire world and some other countries have been produced in the table given below:
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(1) Index of agricultural production of the whole world :

In 1989-1991 the index of agricultural production was 94 which went up to 108 in 2012. During 32 years, the CARG of the agricultural production was 1.2%

(2) Agricultural production index of India :

In 1991 the agricultural production index of India was 100 which went to 118 in 2012. During 32 years    the CARG of agricultural production of lndia was 1.4%
(3) In China agricultural production index is higher than India:

In I990, the agricultural production index of China was 87 which jumped to 119 in 2012.During 32 years, CARG of agricultural production in China remained around 4.0% which is 3 times more than that of lndia.
(4) India's agri-production Index lower than Myanmar, Brazil and Egypt :
In  l 990, Myanmar's agricultural production index was 76 which went up to 121. Brazil's agricultural production index was 69. It went up to 120. Egypt's agricultural production index was 89. It went up to 106. This shows that their index is higher than that of India. In CARG also, Myanmar had 5.5% in Brazil it was 3.2%, in Egypt it was 2.1%.CARG was also higher than that of India.
(5) Agricultural production index of the USA lower than that of India:
In the USA, in 1990, agricultural production index was 97 which reduced to 95 in 2012. Its CARG was only 0.6% which is lower than that of India.
(6) Countries with lower agri-production index :
The UK and Japan had lower agricultural production index than that of lndia. Their CARG was also negative and minus.
(ii) International comparison of certain agricultural productions:
Here we shall compare some of the agricultural produces like rice, wheat, cotton, groundnut of India etc. with the production of these produces of other countries during 2004. We shall examine the Percentage share of these produces in the whole world.

1.India’s share in net production of rice in whole world – 2004*
	Countries
	Percentage share

	India
	21.3%

	China
	27.5%

	Indonesia
	9.6%

	Vietnam
	5.9%

	Japan
	1.4%

	Thailand
	5.2%


The figures given above can help us in drawing following conclusion:
India stands SECOND in the world in rice production: In 2010, in total rice production , India’s share was 20.7%. China’s share was 28.3%. Thus, India stood second in production of rice all over the world.

2. India’s share in net production of wheat in whole world – 2004*

	Countries
	Percentage share

	India
	13.1%

	China
	17.1%

	USA
	8.1%

	France
	5.4%

	Pakistan
	3.4%

	Germany
	3.5%


The figures given above can help us in drawing following conclusion:

India stands SECOND in the world in wheat production in the entire world: In 2013, India’s share in wheat production was 13.1%. China’s share was 17.1%. Thus, India stood second in production of wheat all over the world.
3. The share of cotton production in India out of total production in the whole world - 2013:
	Countries
	Percentage share

	India
	20.5%

	China
	26.2%

	USA
	13.8%

	Australia
	3.7%

	Brazil
	6.2%

	Turky
	3.5%


The figures given above lead us to following conclusion:

India stands second in cotton production in the world :
In 2013, out of the total production of cotton in the world, India produced 20.5%. China's contribution is the highest with 26.2% and India stood second with 20.5%. The USA stood third with 13.8% in wheat production in the entire world.

4. The share of India in groundnut production in the entire world – 2013:

	Countries
	Percentage share

	India
	20.9

	China
	37.4

	USA
	4.2

	Indonesia
	2.5

	Argentina
	2.3

	Myanmar
	3.1


The following conclusion can be drawn from figures given above:

India stood second in groundnut production in the entire world :

In 2013,out of the total production of groundnut lndia’s share was 20.9%. China's share was the highest with 37.4%. Thus,India stood second in groundnut production in the whole world.

The comparative study of agricultural production indices and agricultural production of certain crops proves that India does not suffer so much from low productivity as it did in the past. This problem  has been alleviated due to new strategies of agriculture and use of  modern technology in agriculture.
THE CAUSES OF LOW AGRICULTURAL PRODUCTIVITY / PRODUCTION IN INDIA
The causes of low agricultural productivity can be divided into three parts:

(i) Technological causes

(ii) lnstitutional causes

(iii) General causes

Technological causes :
The following technological causes can be attributed for low  productivity in agriculture in India :
(1)Backward production methods:
In 2010-2012 in India, out of the total land 61%,was used for agricultural land. Indian farmers use backward and outdated methods of farming. They use traditional tools and equipment of agriculture. However, now during the last few years, farmers have started using modern methods and tools of agriculture. Still modern equipments of agriculture are used in limited manner. There is a very little expenditure on research. They have been doing traditional farming and are reluctant to accept new methods. Even if they want to accept new methods, they do not have adequate financial resources to do so. Due to all these causes, productivity does not increase in agriculture.

(2) Agriculture as a way of life :

For India farmers agriculture is a way of life rather than a means of livelihood. They have false notions about agriculture. They are satisfied with the minimum. They consider satisfaction as a great virtue which discourages them to make more efforts or experiments with agriculture. They are happy and satisfied with minimum earning enough for livelihood. Thus, they have no professional attitude towards agriculture. They take agriculture as a part of life rather than a means of production. This attitude makes adverse effect on productivity of agriculture.

(3) Dependence on nature: Indian agriculture still depends on whims of nature. There were no adequate facilities for irrigation before independence; out of total agricultural land only 24% was covered under irrigation. After partition, it was reduced to 19%. After efforts during Plan periods in 2011-12, total agricultural land covered under   irrigation was 63%. The remaining still depends on nature. In India   rains are uncertain and monsoon is unpredictable. Thus, agriculture is kind of wager in India.

(4) inadequate agricultural inputs : For higher productivity in agriculture, inputs like fertilizers, pesticides, improved seeds, tools and equipment are necessary. If they are not available in time, the productivity of agriculture suffers. Due to poverty and debts, the farmers are unable to use them. Due to lack of adequate irrigation facilities, high yield seeds are not used. In 1997-98, the improved seeds were used only in 760 lakh hectares. Fertilizers are used only 114 kg per hectare .In Egypt it is 670.1 kg per hectare and in Japan it is 392.4 kg. Pesticides are also used in limited manner. Land is eroded on a large scale. There is no counteraction of crops. All these lead to low productivity of agriculture.
Institutional factors:

These factors are related to institutional factors. As they are adverse, they affect agriculture productivity adversely.

(1) The problem of implementation of land reforms :

During plan periods, land reforms have been introduced such as removal of landlord system, tenancy, land ceiling, co-operative farming, removal of old debts etc. But in fact these reforms have not been implemented effectively. Prof. Dantawala remarks in this regard: "In India the measures taken in land reforms are in true direction but due to lack of effective implementation, they did not bear satisfactory results."

(2) Increasing proportion of non economic farming units:

In increasing productivity of land and labourers, economically sound farming units are necessary. But in India, non-economic farming units are many. Due to fragmentation and division, small non-viable units come into existence. They are not scientifically cultivated and farmed. In India, 46% families of farmers have less than 5 acre small farming units, 15% have less than 10 acre small farming units, 12% have 10 to 25 acre farming units and only 5% have more than 25 acres of land. From international point of view, these units are small and non-viable.  In Australia, the proportion of land units is 774.2 acres, in the USA it is 167.6 acres on the average. In India, the average land units are only 5.43 acres. As a result, agricultural production and productivity are very low.

(3) Agricultural credit:

In India, institutional credit for agriculture for productive purpose is very important. The Government  has made provisions for such credit facilities. But these facilities are not adequate in comparison to the demand by the farmers. Co-operative credit facilities have also become popular but the rich and big farmers  have been able to avail of these facilities. They often use these Facilities for non-productive purposes, so Commercial banks have not done much in this direction. Therefore, they have to depend on non-institutional credit facilities. This affects productivity in agriculture  adversely. As a result, there is no increase in agricultural productivity.

(4) Defects in selling system of agricultural products :

Due to defective system of selling, farmers are not encouraged to produce  more. Therefore ,productivity in agriculture remains low. There is no proper system for sale of agricultural products. There are no markets   or proper channels for distribution of agricultural products. As the   markets are unregulated and haphazard, farmers do not get reasonable prices for their goods. The go-betweens and brokers get more than the farmers. This also affects productivity adversely. However, now ceiIing prices and minimum prices are determined. They are called support prices. Restricted and controlled markets, co-operative purchase and sale system etc have been introduced. But all these have not added much to productivity of agriculture.

(5) Lack or management and leadership :

To make agricultural production effective, it must be managed scientifically. But in the villages, there is lack of education and training. Therefore, agriculture remains backward and unscientifically managed. 56.7%  people are occupied in agriculture bun out of these hardly l0% are educated. They are not able to farm in scientific manner. There is also lack of leadership in rural areas. Therefore, the framers voice is not properly heard. The problems related to agriculture are not presented in effective manner. This also is responsible for low productivity of agriculture.
(6) Inadequate ancillary services:
Along with agricultural development certain other ancillary services become necessary eg,. transport, roads, godowns. sales and purchase, medical treatment for cattle,electricity etc,. In  rural areas, these services are not adequate. Therefore productiviity in agriculture remains very low

General factors :
(l) Population burden :
Heavy pressure of population is the main cause of low productivity of Indian agriculture. In 1901, 16.30 crore people were dependent on agriculture. The number has gone up to 58.80 crore. So, per capita cultivable land had reduced from 0.43 hectare to 0.23 hectare. Heavy pressure has led to subdivision and fragmentation of land holdings.
(2) Anti-development atmosphere areas:
Social climate includes customs and traditions. Indian farmer is illiterate and has no knowledge for latest techniques of production. He believes in God and fatalist in thought. He wastes money on customs and traditions. So, social climate is not suitable for agriculture.

NEW STRATEGY OF AGRICULTURAL DEVELOPMENT
If we examine the nature of agriculture structure in India, we find that till Third Five Year plan, development of agriculture was very slow. The problem of low productivity plagued Indian agriculture. Due to the use of traditional methods of agriculture, there was no remarkable increase in agricultural productivity. As a result, it affected the agriculture sector adversely. Since 1966-67 and afterwards, many strategic changes were made in agriculture. It is known as new Agricultural strategy. However, it has not been born overnight. During planning periods, many efforts were made to improve agriculture. They all contributed to the birth of the new strategy. They were the motivating forces of agricultural development. The following are the important programmes:

(1)  'Grow More Food' was the slogan that Government of India gave to make India independent and self-reliant in food grains.

(2)  Since October 2,1952, Collective Development Plan was started for the development of agriculture.

(3) To invigorate rural economy 'Panchayati Raj' was introduced in 1956-57.

(4) Ford Foundation Team made constructive recommendations for agricultural development in Third Five year plan. The Government of India accepted these recommendations.

(5) Since 1966-67, the Government of India launched some remarkable programmes. These programmes were as follows :

(i)  High Yielding Varieties Progamme (H.Y.V.P.)

(ii) Intensive Agricultural Dist.ict Programme (I.A.D.P.)

(iii)Package Plan Programmes which acceleratead agricultural development.

1.GREEN REVOLUTION : Its meaning :

Till 1965-66, during the first fifteen years of planning, various programmes for agricultural development were launched and huge investment was also made in it. Yet remarkable results could not be achieved. Since 1966-67 experiments were made with the help of new inputs. The increase in agricultural production with the help of these inputs was named GREEN REVOLUTION. This new agricultural strategy was called Green Revolution.

Several factors have led to the growth of green revolution in the Indian context. They are as follows:

1. Adoption of high-yielding varieties of seeds:

The use of high-yielding varieties of seeds since 1966 has resulted in substantial increase in food grain production. The cause of break­through in the production of wheat and rice has been attributed to magic seeds and certified seeds adopted by the agriculturists.

The role of National Seeds Corporation, State Seeds Corporation and Agricultural Universities in distributing these seeds to the farmers, indeed, has been commendable.

2. Supply of chemical fertilizers:

Besides high-yielding varieties of seeds, chemical fertilizer is the other input which is responsible for making the green revolution a signal success. In fact, the latest agricultural technology is referred to as the seed and fertilizer technology.

The demand for fertilizers has been increasing after green revolution. The total amount of fertilizers used in 1960-61 was 292 thousand tonnes (nutrients). In 2001- 02, the total consumption of fertilizers was 17400 thousand tonnes (nutrients).

3. Expansion of irrigation facilities:

The role of irrigation facilities in bringing about the green revolution cannot be gainsaid. Sir Charles Trevelgan rightly observed, “Irrigation is everything in India. Water is more valuable than land, because when water is applied to land it increases its productiveness at least six-fold and renders great extent of land productive, which otherwise, would produce nothing or next to nothing.”

According to the Indian Council of Agricultural Research (ICAR), the production of irrigated crops is on an average 50 to 100 per cent higher than that of unirrigated crops in the same locality.

Extension of irrigation facilities in the form of major and medium projects, minor irrigation projects like wells and tube wells has led to the adoption of multiple cropping pattern, introduction of modern farm technology and protection of the crops from drought. All these factors result in spectacular increase in agricultural production. Further, many economists consider irrigation as an important factor for providing employment opportunities to the ruralites.”

4. Use of machinery:

Economists like Bergmann hold the view that despite its adverse effect on overall employment, the role of machinery in accelerating the growth of green revolution is, indeed, great. The use of modern agricultural tools and implements like tractors, harvestors, threshers, pump sets sprayers etc. has led to progressive agriculture. As a consequence of the use of machinery, there has been substantial increase in the area under assured irrigation, multiple cropping and increase in agricultural productivity.

5. Provision of agricultural credit:

Credit is another necessary input to increase agricultural productivity. Co-operative credit institutions such as Primary Co-operative Societies, Central Co-operative Banks and State Co-operative Banks for short- term credit and Land Development Banks for long-term credit have been set up throughout the country in quite large numbers. Besides this, Regional Rural Banks, commercial banks like State Bank of India and National Bank for Agriculture and Rural Development have also helped the farmers to grow more output.

6. Soil conservation:

Soil conservation is another significant cause of green revolution. Various soil conservation schemes have led to the conservation of soil fertility and thereby contributed to increased output.

7. Development of infrastructure:

Green revolution in the Indian context has attained considerable success. It is mostly because infrastructural facilities in the form of transport and communication, regulated markets, storage and warehousing, agricultural education and training etc. have enabled the farmers to take recourse to the modern art of cultivation.

8. Multiple cropping programmes:

The multiple cropping programmes aims at increasing the cropping intensity of land. Further, it is instrumental in increasing agricultural production.

9. Incentive prices:

The incentive price policy of the government has induced the agriculturists to grow more. Besides fixing remunerative prices for agricultural crops, the government has also been subsiding the purchase of various agricultural inputs used by the farmers.

10. Land reforms:

The adoption of land reform measures in the form of abolition of intermediaries, security of tenure, consolidation of holdings, ownership right on the tenants, regulation of rent, ceiling on land holdings and co-operative farming goes a long way in increasing agricultural productivity.

11. Development programmes for small and marginal farmers:

So far as District Rural Development Agency is concerned, special attention has been given to the problems of small and marginal farmers. They are being provided with loans at subsidised rates. As a result they can adopt NAT without any difficulty.

INDIAN INDUSTRIES

INTRODUCTION

An industry is a sector that produces goods or related services within an economy. The major source of revenue of a group or company is an indicator of what industry it should be classified in. When a large corporate group has multiple sources of revenue generation, it is considered to be working in different industries. The manufacturing industry became a key sector of production and labour in European and North American countries during the Industrial Revolution, upsetting previous mercantile and feudal economies. This came through many successive rapid advances in technology, such as the development of steam power and the production of steel and coal.

Following the Industrial Revolution, possibly a third of the economic output came from manufacturing industries. Many developed countries and many developing/semi-developed countries (China, India etc.) depend significantly on manufacturing industry.
IMPORTANCE OF INDUSTRIES IN INDIAN ECONOMY
1. Increase in National Income

Industrialization allows countries to make optimal use of their scarce resources. It increases the quantity and quality of goods manufactured in that company, which makes a larger contribution to gross national product (GNP).

2. Higher Standard of Living

In an industrialized society, workers' labor is worth more. In addition, because of higher productivity, individual income increases. This rise in income raises the standard of living for ordinary people.
3. Economic Stability

A nation that depends on the production and export of raw material alone cannot achieve a rapid rate of economic growth. The restricted and fluctuating demand for agricultural products and raw materials—along with the uncertainties of nature itself—hampers economic progress and leads to an unstable economy. Industrialization is the best way of providing economic stability.

4. Improvement in Balance of Payments

Industrialization changes the pattern of foreign trade in the country. It increases the export of manufactured goods, which are more profitable in foreign exchange. But at the same time, processing the raw material at home curtails the import of goods, thereby helping to conserve foreign exchange. The export-orientation and import-substitution effects of industrialization help to improve the balance of payments. In Pakistan in particular, the exports of semi-manufactured and manufactured goods resulted in favorable trends.

5. Stimulated Progress in Other Sectors

Industrialization stimulates progress in other sectors of the economy. A development in one industry leads to the development and expansion of related industries. For instance, the construction of a transistor radio plant will develop the small-battery industry. (This is an example of backward linkage.) In another case, the construction of milk processing plants adds to the production of ice cream as well. (This is forward linkage.)

6. Increased Employment Opportunities

Industrialization provides increased employment opportunities in small- and large-scale industries. In an industrial economy, industry absorbs underemployed and unemployed workers from the agricultural sector, thereby increasing the income of the community.

7. Greater Specialization of Labor

Industrialization promotes specialized labor. This division of work increases the marginal value product of labor. In other words, specialized labor is more profitable. The income of a worker in the industrial sector will be higher on average than that of a worker in the agricultural sector.

8. Rise in Agricultural Production

Industrialization provides machinery to the farm sectors, including technologies like tractors, thrashers, harvesters, bulldozers, transport, and aerial spray. The increased use of modern technologies has increased the yield of crops per hectare. The increase in farmers' income boosts economic development more generally.

9. Greater Control of Economic Activity

Industrial activity is easier to control and regulate than agricultural activity. Industrial production can be expanded—or cut down—to respond to the price and cost of, and demand for, a product.

10. Larger Scope for Technological Progress

Industrialization provides greater potential for on-the-job training and technological progress. The use of advanced technology increases the scale of production, reduces costs, improves the quality of the product, and ultimately helps to widen the market.

11. Reduction in the Rate of Population Growth

In a somewhat roundabout way, industrialization leads to smaller families. Surplus workers migrate from the farm sector to industries, which are mostly situated in urban centers. Cities have better sanitation facilities, and health care is more widely available there. Through the adoption of family-planning measures, people reduce the rate of population growth overall.

12. Increased Savings and Investments

Because industrialization increases workers' income, it also enhances their capacity to save. These voluntary savings stimulate economic growth. By cumulative effect, they eventually lead to the further expansion of industry.

13. Provision for Defense

If a country is industrialized, it can manufacture arms and ammunition that are necessary for its own self defense. A country that depends on other nations for its arms supply will eventually suffer, and may face a serious defeat. Pakistan's two wars with India should open its people's eyes to the importance of this
issue.
THE RELATIONSHIP BETWEEN AGRICULTURE AND INDUSTRIES

Agriculture and Industries are interrelated to each other and move hand in hand:
a. Agriculture serves as a major source of raw materials to many industries.

b. Industries obtain raw materials from agriculture and produce finished products. For example, Jute, sugar, cotton textiles etc.

c. Manufacturing industries which are involved in the production of tools, equipment's have helped in modernizing agriculture.

d. Industries are also involved in producing fertilizers, pesticides, plastics and other tools for the farmers.

e. Agro based industries have also provided employment in the rural areas.

CHARECTERISTICS OF INDIAN INDUSTRIES:
The characteristics of industries in India are as follows:

(1) Development in organized and unorganized sector industries :

In India some industries have developed in organized sector while some have developed in unorganized sector. The industries in organized sector function under the authority of laws concerned. Their statistical data are authentically published. Unorganized sectors are operating without any interventions of laws. There is no authentic statistical data about them.

(2) Public, private and joint sector industries developed :

In India, public. private and joint sectors have progressed. Public sector industries are owned by the Government. Private sector industries are managed by private individual owner or private companies. In joint sectors there is combination of both the sectors. In industries, privare sector is dominant. ln 20l2-I3,in the number of factories, 72% were  privately owned. Public sector factories were 6.3% and joint sector had the share of 0.9% and other sector 2.0%.

(3) Variety of industries from the point of view of proportion of investment :

In India many types of industries have developed from the point of view of proportion of investment. e.g. Large scale   industries, medium scale industries, small scale industries, tiny industries, ancillary industries etc. There are also cottage industries and home industries. All of these are complementary to one another. Medium scale industries and large scale industries play a prominent   part in industrial development from the point of view of production value.

(4) Labour-intensive techniques of production :
In India, there is shortage of capital and abundance of labour. Therefore, labour is comparatively cheaper. That is the reason why in big and medium size industries. the technique of production is mainly labour- intensive.    We find labour-intensive methods of production in small and cottage industries. Now knowledge-intensive techniques of production are increasing day-by-day.
(5) The use of traditional and modern techniques of production :
In Indian industries, we find the use of traditional as well as modern techniques of production. For example, in handloom, still the production of cloth is made in traditional rnanner. On the other hand,textile mills use modern technology and modern methods of production.
(6) Useful in defence of the country :
Industries play a vital role in defence of the countries. They produce weapons and armaments, cannons, missiles, warships and other war-weapons. Indian industries   are quite efficient in production of weapons. In this manner, industries, perform a very important role in defence of the country.
(7) Inadequate use of production capacity in some industries :
Some industries do not make optimum use of their production capacity. This results in higher cost and lower production .As a result ,the goods produced have higher prices. For example, chemicals industries do not make full use of their production capacity in India. The industries owned by the Central Government are the examples of inadequate use of production capacity. In 2000-01, the industries that made use of their production capacity upto 75% were 110. Those that used 50% to 75% production capacity were 38 and those that used less than 50% of their production capacity were 64. In 2010-1l, 60 units were utilizing less than 50% of their production capacity.

(8) More share of exports by industries :

Out of the total exports by India, 75% is the share of industrial goods. Its share is more than other sectors like agriculture and service sector in exports. Foreign exchange is earned by exports and they help in importing useful equipments necessary for industrial development. In this way, industries provide encouragement and direction to cntire economic development of the country.

(9) Some industrial units become sick :

In India, some industrial units are sick. These sick units are large sized, small scale and medium scale industries. In 1990, 2,269 big and medium sized units were sick. The number went up to 4,454 in 2008. Small scale units that were sick in 1990 were 2,18,828. The number went up to 4,56,771 in March.  2014. It was increase of 2,3 7,943. In this way big and medium sized industries increased as sick units. However, in small industrial units, the industrial sickness increased.

(10)The share of industries in national income Increased:

At fixed rates of 2000-01, the share of industrial sector in 2004-05 was 16.1%. It went up gradually to 26.1% in 2013-14. GDP is a gross national income. Thus, industries give more contribution in national  income. However. its share is less than that of service sector. In 20I3.14, the share of industries was 59.9% in national income.
(11)Private sector pioneer in iudustrial development and employment:
In 2013-l4 in private sector, industrial units ,were 72.8%.In public sector units there were 6.3%. In private sector, the rate of employment was 6.7% and in public sector, this proportion was 32.2%.
(12) Public sector pioneer in infrastructure development:

In  infrastructure, roads, transport, telecommunication, energy, irrigation, water supply, education and health services are included. Infrastructural facilities provide industrial development. It is necessary to invest in a large scale for infrastructural facilities. Moreover, they provide more importance to economic welfare than profitability. In these circumstances private sector would not come forward to raise infrastructure. Public sector is owned by Government. Therefore, the huge investment is made to raise infrastructural facilities. In India 4/6 lane National Highways are built. Its length is 24,000 kms. It is known as Golden Quadrilateral or East - West Corridor. Sardar Sarovar Project, Narmada Dam, Power Grid Scheme etc. are developing rapidly in Gujarat also. Thus, the public sector industries play a very important role in developing infrastructural facilities..

(13) More development of manufacturing industries :

Taking l993-94=100, manufacturing industries had production index of 161.3% in 2009. It went up to 181.9% in 2013-14. Thus, there was   increase of 20.6 points.
(14) Productivity of capital and labour increased in manufacturing industries:
In India, during the two decades, the  productivity of capital and labour has gone up in manufacturing   industries. Average productivity of capital and labour went up. Taking 1981-82=1OO in 1980's the average productivity index of capital was 114.3. In 1990s average productivity index of capital went up to 147.0.  In 1980's the average productivity index of  labour was 135.8. During the decade of 1990's , it went up to 24l.8. This means that productivity of both capital and labour has gone up but the productivity of labour showed  double increase in comparison to capital. Thus, in industries showed more efficiency and productivity.

(15) Some industries were privatized :
After the introduction of new economic policy of 1991. The process of liberalization, privatization and globalization started. Comparative importanceof public sector decreased. Only three industries remained reserved. Private sector can set up industries in all other sectors.Now licence is required for five industries only. Small Scale Industries were completely exempted from licence. The process of disinvestment increased in public sector companies. The governments investment in these companies reduced and private sector investment increased. Thus, the process of movement from public to private accerlated.
COTTAGE AND SMALL SCALE INDUSTRIES

On the basis of size, industries can be classify into three categories which are discussed below:

1.Small Scale Industries:

An industrial undertaking in which the investment in plant & machinery, whether held on ownership terms or on lease / hire – purchase basis does not exceed Rs. 5 crore is graded as Small Scale Industry. These are generally managed by the proprietor or by the partners.

2. Tiny Industries:

A tiny unit is one whose investment in fixed assets does not exceed Rs. 25 lakhs, irrespective of the location of the unit

3.Ancillary Industries:

A tiny unit is one whose investment in fixed assets does not exceed Rs. 3 crores

4.Cottage Inndustries:

A small scale industry which is run mainly with the labor of family members.they are generally found at the residence of the labor,that’s why they are called cottage industries.

Small scale industries & cottage industries play a pivotal role in India’s economic development. The importance of Small scale units can be discussed in the following manner.

[1] Employment generation:
One of the basic problems being confronted by Indian economy today is increase in population. To face this problem and reduce its negative impact is to provide employment opportunities. As usually SSIs are labour intensive, they have substantially very high potential as compared to large scale units. SSIs provide employment to about 18 million people.

[2] Equitable distribution of national income:

Judicious distribution of income and wealth is possible through SSIs. This is possible due to two reasons. Firstly, the ownership of small scale industry is widespread as compared to large scale industry as large units are owned by few people and secondly SSIs have much larger employment potential as compared to the large industries as they are labour intensive.

[3] Promotes regional growth & decreases regional inequality (Balanced Regional Growth):

One of the serious problems in India now-a-days is concentration of industries in a few large cities of different states like Mumbai, Chennai etc. People migrate from rural and semi urban areas to these highly developed centers which lead to many evil consequences like over-crowding, pollution, creation of slums etc and create many social, environmental and personal problems.  These problems of Indian economy is better solved by SSI which utilize local resources and brings about dispersion of industries in the various parts of the country thus promotes balanced regional development.

[4] Aids Large Scale Industry (LSI):

The SSI play an important role in assisting bigger industries and projects so that the planned activity of development work is timely attended. They support the growth of large industries by providing components, semi finished goods and accessories required by them. This ancillary role of SSIs helps in to bring vigor into the life of large industries. (Ex. TATA nano)

[5] Promote exports:
With the establishment of a large number of modern SSI in last few decades, the contribution of the SSI sectors in export earnings has increased by leaps & bounds. They have registered a phenomenal growth in export over the years.

[6] Mobilization of capital and entrepreneurial skill:

Entrepreneurs are spread over different towns and villages of a nation. Large scale industries cannot utilize these them effectively. More over the capital spread all over these areas cannot also be mobilized by large industries because it is far from urban areas. But both these tasks are possible for small units.

[7] Provides opportunities for Innovation & Technological Development:

The entrepreneurs of small units play a great role in commercializing new ideas, inventions and productions. SSI has tremendous capacity to generate or absorb innovations. People can enjoy variety of new products due to innovations done by SSIs.

SSI promotes technological development and technology in return creates an environment favorable for the development of small units. It also facilitates the transfer of technology from one to other. As a result the economy can reap the benefits of improved technology.

[8] Better industrial relations:

As they are less number of employees in SSI than LSI and mostly employers are directly in contact with the employees, the issues or problems of employees are looked upon and solved. Thus there is less likelihood of disputes, strikes or lockouts.

Better industrial relations between employer & employees leads to better efficiency in working of unit, increased productivity and greater degree of employee’s satisfaction. In the case of cottage industries, the question of disputes does not arise at all since the main form of labour in these industries is family members.

PROBLES OF SMALL SCALE INDUSTRIES

In spite of having huge potentialities, SSI in India suffer various problems which results into the unsatisfactory progress of SSI in India. Major problems, SSI face while running an enterprise are given below:

[1] Inadequacy of finance and credit:

Due to scarcity of capital and weak credit worthiness of the small units is the main hindrance in development of SSIs.

-They suffer a serious problem in respect of credit, both for long term as well as short term purposes.

-The formation of small and cottage industries is weak because they are usually proprietorship or partnership firms. The situation of cottage industries is worse than small units because it is run by poor artisans and craftsman who borrow from moneylenders or suppliers.

[2] Irregular supply of material:

The problems like non-availability of sufficient quantity of raw material, poor quality of raw material, increasing cost of raw material, faulty or irregular supply, foreign exchange crises or above all lack of knowledge of entrepreneurs regarding government policy etc. are very serious and they adversely affect to the smooth running of SSI.

[3] Absence of adequate infrastructure:

-One of the reasons for comparatively low growth of SSI is absence of adequate infrastructure needed to grow.

- Most of the small units and industrials estates found in towns and cities are having single power supply, drainage problem, poor roads, problems of marketing etc.

[4] Problem of machinery and equipment:

Most of the small units employ outdated machineries & equipments which result in production of inferior quality goods and high manufacturing costs. As technology is changing with greater rate over a period of time, SSI cannot cope up with this. Many a times, goods produced by SSI are of poor quality and design due to obsolescence of machinery.

[5] Marketing related Problems:

-Small scale units do not have any provisions of organized marketing like large scale units.   Various marketing constraints like inadequate information about consumer’s choice.

-They face strong competition from LSIs as their products don’t have quality so good as LSIs.

-Consumer tastes & preferences, lack of research, lack of marketing intelligence, inadequate funds etc. are other barriers that obstruct growth of SSIs.

[6] Competition from LSI & imported articles:

-LSI which is organized on modern lines, having huge fund, updated and  latest technology, well developed infrastructure and having many facilities which cannot be beaten by meager resources of SSIs.

- It is very difficult to compete and sustain for SSIs with the products of large scale units and imported articles which are comparatively very cheap and of better quality than small unit products even though there is support from Government.

[7] Under utilization of capacity:

-Due to various other problems & constraints faced by SSI, it is generally observed that half of the capacity of many SSI units is not utilized.

-This is indeed a serious problem one of the various consequences of this problem is growing industrial sickness in SSI

[8] Improper management & lack of skilled manpower:

-The small scale units can hardly afford highly qualified & knowledgeable employees to manage the business and the functions of management like marketing and finance are not well performed by the entrepreneurs.

- This leads to improper management & wrong decisions. Inefficient human factors and unskilled manpower create innumerable problems for the survival of small industries.

[9] Effects of economic reforms and globalization:

-The economic policy of 1991 deregulated the economy by removing licensing and reservations on certain goods.

-Due to this reform SSI had to face competition from LSIs as well as global markets. This reform resulted into decrease in annual growth rate of production, employment, and exports by SSIs. The flow of Chinese goods in Indian markets is the live example which is adversely affecting market share of Indian goods.

REMEDIES TO SOLVE PROBLEMS OF SMALL SCALE INDUSTRIES

Measures to remove difficulties faced by Small-Scale Industries in India!

It will be noted that small scale industrial units experience serious handicaps by an inequitable allocation system for scarce raw materials, inadequate institutional finance, poor technical skill and managerial ability, and lack of marketing channels.
It is, therefore, essential to develop an overall approach to remove these difficulties and put the small-scale industrial sector on a sound path of development.

In this connection, the following measures may be suggested:

1. Equitable allocation of raw materials, imported components and equipment.

2. Improvement in the methods and techniques of production.

3. Provision for adequate finance.

4. Marketing assistance.

5. Provision for industrial education and training.

6. Demarcating spheres for large-scale and small-scale units.

(1) Equitable Allocation of Raw Materials, Imported Components and Equipment:

The small scale industrial units should be given adequate degree of priority in the allocation pattern of essential, but scarce, raw materials, imported components and equipment.

(2) Improvement in the Methods and Techniques of Production:

The small scale industrial units should be encouraged to replace their outmoded equipment with that incorporating an up-to-date technology, and facilities and incentives should be provided wherever required.

Up-dating the methods and techniques of production of quality goods conforming to standards. The role of the Government in this respect is quite significant. Standardisation of certain products should be ensured, the quality of products should be guaranteed, and malpractices like adulteration, misrepresentation, etc., need to be curbed drastically.

(3) Provision of Adequate Finance:

Promoter’s own capital in the small-scale industrial units is generally small and generation of internal resources small and slow. They depend, therefore, on the external sources of finance in a substantial measure.

This factor requires, therefore, a system of integrated credit whereby the long-term as well as short-term finance is made available in an adequate measure and at a rate of interest which these undertakings can bear.

(4) Marketing Assistance:

Marketing of their products at remunerative prices is the major problem of small-scale industrial units. There is, therefore, a clear case for government intervention with a view to reducing the disadvantages arising out of market imperfections. Market research, intelligence and information systems should be strengthened and the results made available to those units.

(5) Industrial Education and Training:

With full advantages of changing technique of production, dispensation of technical knowledge, both to the small-scale entrepreneurs as well as their workers, should form an essential element of the overall strategy. Provision of adequate facilities for industrial education and training, therefore cannot be over-emphasised.

(6) Demarcation of Spheres of Large-Scale and Small-Scale Industrial Units:

Once the role of small-scale industries in the national economy is recognised, it becomes imperative that a secured berth is provided to it. In this connection the guiding principle should be to clearly demarcate, as possible, the spheres of production for these units. It may be pointed out that all the measures suggested above should be viewed as a package and applied simultaneously.

STEPS TAKEN BY GOVERNMENT FOR SMALL SCALE INDUSTRIES

Some of the Government Policies for development and promotion of Small-Scale Industries in India are:
 1. Industrial Policy Resolution (IPR) 1948,
 2. Industrial Policy Resolution (IPR) 1956,
 3. Industrial Policy Resolution (IPR) 1977,
 4. Industrial Policy Resolution (IPR) 1980 and
 5. Industrial Policy Resolution (IPR) 1990.

Since Independence, India has several Industrial Policies to her credit. So much so that Lawrence A. Veit attempted to say that “if India has as much industry as it has industrial policy, it would be a far well-to-do nation.” With this background in view, in what follows is a review of India’s Industrial Policies for the development and promotion of small-scale enterprises in the country.

1. Industrial Policy Resolution (IPR) 1948:

The IPR, 1948 for the first time, accepted the importance of small-scale industries in the overall industrial development of the country. It was well realized that small-scale industries are particularly suited for the utilization of local resources and for creation of employment opportunities.

However, they have to face acute problems of raw materials, capital, skilled labour, marketing, etc. since a long period of time. Therefore, emphasis was laid in the IPR, 1948 that these problems of small-scale enterprises should be solved by the Central Government with the cooperation of the State Governments. In nutshell, the main thrust of IPR 1948, as far as small-scale enterprises were concerned, was ‘protection.’

2. Industrial Policy Resolution (IPR) 1956:

The main contribution of the IPR 1948 was that it set in the nature and pattern of industrial development in the country. The post-IPR 1948 period was marked by significant developments taken place in the country. For example, planning has proceeded on an organised manner and the First Five Year Plan 1951-56 had been completed. Industries (Development and Regulation) Act, 1951 was also introduced to regulate and control industries in the country.

The parliament had also accepted ‘the socialist pattern of society’ as the basic aim of social and economic policy during this period. It was this background that the declaration of a new industrial policy resolution seemed essential. This came in the form of IPR 1956.

The IPR 1956 provided that along with continuing policy support to the small sector, it also aimed at to ensure that decentralised sector acquires sufficient vitality to self-supporting and its development is integrated with that of large- scale industry in the country. To mention, some 128 items were reserved for exclusive production in the small-scale sector.

Besides, the Small-Scale Industries Board (SSIB) constituted a working group in 1959 to examine and formulate a development plan for small-scale industries during the, Third Five Year Plan, 1961-66. In the Third Five Year Plan period, specific developmental projects like ‘Rural Industries Projects’ and ‘Industrial Estates Projects’ were started to strengthen the small-scale sector in the country. Thus, to the earlier emphasis of ‘protection’ was added ‘development.’ The IPR 1956 for small-scale industries aimed at “Protection plus Development.” In a way, the IPR 1956 initiated the modem SSI in India.

3. Industrial Policy Resolution (IPR) 1977:

During the two decades after the IPR 1956, the economy witnessed lopsided industrial development skewed in favour of large and medium sector, on the one hand, and increase in unemployment, on the other. This situation led to a renewed emphasis on industrial policy. This gave emergence to IPR 1977.

The Policy Statement categorically mentioned:

“The emphasis on industrial policy so far has been mainly on large industries, neglecting cottage industries completely, relegating small industries to a minor role. The main thrust of the new industrial policy will be on effective promotion of cottage and small-scale industries widely dispersed in rural areas and small towns. It is the policy of the Government that whatever can be produced by small and cottage industries must only be so produced.”

The IPR 1977 accordingly classified small sector into three broad categories:

1. Cottage and Household Industries which provide self-employment on a large scale.

2. Tiny sector incorporating investment in industrial units in plant and machinery up to Rs. 1 lakh and situated in towns with a population of less than 50,000 according to 1971 Census.

3. Small-scale industries comprising of industrial units with an investment of upto Rs. 10 lakhs and in case of ancillary units with an investment up to Rs. 15 lakhs.

The measures suggested for the promotion of small-scale and cottage industries included:

(i) Reservation of 504 items for exclusive production in small-scale sector.

(ii) Proposal to set up in each district an agency called ‘District Industry Centre’ (DIC) to serve as a focal point of development for small-scale and cottage industries. The scheme of DIC was introduced in May 1978. The main objective of setting up DICs was to promote under a single roof all the services and support required by small and village entrepreneurs.

What follows from above is that to the earlier thrust of protection (IPR 1948) and development (IPR 1956), the IPR 1977 added ‘promotion’. As per this resolution, the small sector was, thus, to be ‘protected, developed, and promoted.’

4. Industrial Policy Resolution (IPR) 1980:

The Government of India adopted a new Industrial Policy Resolution (IPR) on July 23, 1980. The main objective of IPR 1980 was defined as facilitating an increase in industrial production through optimum utilization of installed capacity and expansion of industries.

As to the small sector, the resolution envisaged:

(i) Increase in investment ceilings from Rs. 1 lakh to Rs. 2 lakhs in case of tiny units, from Rs. 10 lakhs to Rs. 20 lakhs in case of small-scale units and from Rs. 15 lakhs to Rs. 25 lakhs in case of ancillaries.

(ii) Introduction of the concept of nucleus plants to replace the earlier scheme of the District Industry Centres in each industrially backward district to promote the maximum small-scale industries there.

(iii) Promotion of village and rural industries to generate economic viability in the villages well compatible with the environment.

Thus, the IPR 1980 reimphasised the spirit of the IPR 1956. The small-scale sector still remained the best sector for generating wage and self-employment based opportunities in the country.

5. Industrial Policy Resolution (IPR) 1990:

The IPR 1990 was announced during June 1990. As to the small-scale sector, the resolution continued to give increasing importance to small-scale enterprises to serve the objective of employment generation.

The important elements included in the resolution to boost the development of small-scale sector were as follows:

(i) The investment ceiling in plant and machinery for small-scale industries (fixed in 1985) was raised from Rs. 35 lakhs to Rs. 60 lakhs and correspondingly, for ancillary units from Rs. 45 lakhs to Rs. 75 lakhs.

(ii) Investment ceiling for tiny units had been increased from Rs. 2 lakhs to Rs. 5 lakhs provided the unit is located in an area having a population of 50,000 as per 1981 Census.

(iii) As many as 836 items were reserved for exclusive manufacture in small- scale sector.

(iv) A new scheme of Central Investment Subsidy exclusively for small-scale sector in rural and backward areas capable of generating more employment at lower cost of capital had been mooted and implemented.

(iv) With a view, to improve the competitiveness of the products manufactured in the small-scale sector; programmes of technology up gradation will be implemented under the umbrella of an apex Technology Development Centre in Small Industries Development Organisation (SIDO).

(v) To ensure both adequate and timely flow of credit facilities for the small- scale industries, a new apex bank known as ‘Small Industries Development Bank of India (SIDBI)’ was established in 1990.

(vi) Greater emphasis on training of women and youth under Entrepreneurship Development Programme (EDP) and to establish a special cell in SIDO for this purpose.

(vii) Implementation of delicencing of all new units with investment of Rs. 25 crores in fixed assets in non-backward areas and Rs. 75 crores in centrally notified backward areas. Similarly, delicensing shall be implemented in the case of 100% Export Oriented Units (EOU) set up in Export Processing Zones (EPZ) up to an investment ceiling of Rs.75 lakhs
UNIT 2 ROLE OF GOVT. AND ITS POLICIES IN INDIAN ECONOMY

MONETARY POLICY

INTRODUCTION
The monetary policy refers to a regulatory policy whereby the central bank maintains its control over the supply of money to achieve the general economic goals. Main instruments of the monetary policy are: Cash Reserve Ratio, Statutory Liquidity Ratio, Bank Rate, Repo Rate, Reverse Repo Rate, and Open Market Operations.

THE MEANING OF MONETARY POLICY AND ITS IMPORTANCE

Monetary policy refers to the credit control measures adopted by the central bank of a country. In case of Indian economy, RBI is the sole monetary authority which decides the supply of money in the economy.

OBJECTIVES OF MONETARY POLICY

1. Price Stability: Price Stability implies promoting economic development with considerable emphasis on price stability. The centre of focus is to facilitate the environment which is favourable to the architecture that enables the developmental projects to run swiftly while also maintaining reasonable price stability.

2. Controlled Expansion Of Bank Credit: One of the important functions of RBI is the controlled expansion of bank credit and money supply with special attention to seasonal requirement for credit without affecting the output.

3. Promotion of Fixed Investment: The aim here is to increase the productivity of investment by restraining non essential fixed investment.

4. Restriction of Inventories: Overfilling of stocks and products becoming outdated due to excess of stock often results is sickness of the unit. To avoid this problem the central monetary authority carries out this essential function of restricting the inventories. The main objective of this policy is to avoid over-stocking and idle money in the organization

5. Promotion of Exports and Food Procurement Operations: Monetary policy pays special attention in order to boost exports and facilitate the trade. It is an independent objective of monetary policy.

6. Desired Distribution of Credit: Monetary authority has control over the decisions regarding the allocation of credit to priority sector and small borrowers. This policy decides over the specified percentage of credit that is to be allocated to priority sector and small borrowers.

7. Equitable Distribution of Credit: The policy of Reserve Bank aims equitable distribution to all sectors of the economy and all social and economic class of people

8. To Promote Efficiency: It is another essential aspect where the central banks pay a lot of attention. It tries to increase the efficiency in the financial system and tries to incorporate structural changes such as deregulating interest rates, ease operational constraints in the credit delivery system, to introduce new money market instruments etc.

9. Reducing the Rigidity: RBI tries to bring about the flexibilities in the operations which provide a considerable autonomy. It encourages more competitive environment and diversification. It maintains its control over financial system whenever and wherever necessary to maintain the discipline and prudence in operations of the financial system.

MEANS OF MONETARY POLICY
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FISCAL POLICY

INTRODUCTION

Fiscal policy deals with the taxation and expenditure decisions of the government. Some of the major instruments of fiscal policy are as follows: Budget, Taxation, Public Expenditure, public revenue, Public Debt,
and Fiscal Deficit in the economy.
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THE MEANING OF FISCAL POLICY
Fiscal policy means the use of taxation and public expenditure by the government for stabilization or growth of the economy.

According to Culbarston, “By fiscal policy we refer to government actions affecting its receipts and expenditures which ordinarily as measured by the government’s receipts, its surplus or deficit.”

The government may change undesirable variations in private consumption and investment by compensatory variations of public expenditures and taxes.

Fiscal policy also feeds into economic trends and influences monetary policy. When the government receives more than it spends, it has a surplus. If the government spends more than it receives it runs a deficit. To meet the additional expenditures, it needs to borrow from domestic or foreign sources, draw upon its foreign exchange reserves or print an equivalent amount of money. This tends to influence other economic variables.

On a broad generalization, excessive printing of money leads to inflation. If the government borrows too much from abroad it leads to a debt crisis. Excessive domestic borrowing by the government may lead to higher real interest rates and the domestic private sector being unable to access funds resulting in the “crowding out” of private investment. So it can be said that the fiscal deficit can be like a double edge sword, which need to be tackled very carefully.

THE IMPORTANCE OF FISCAL POLICY IN THE CONTEXT OF WELFARE STATE

Governments use fiscal policy to influence the level of aggregate demand in the economy, so that certain economic goals can be achieved:

Price stability;

Full employment;

Economic growth.

The Keynesian view of economics suggests that increasing government spending and decreasing the rate of taxes are the best ways to have an influence an aggregate demand, stimulate it, while decreasing spending and increasing taxes after the economic expansion has already taken place. Additionally, Keynesians argue that expansionary fiscal policy should be used in times of recession or low economic activity as an essential tool for building the framework for strong economic growth and working towards full employment. In theory, the resulting deficits would be paid for by an expanded economy during the expansion that would follow; this was the reasoning behind the New Deal.

Governments can use a budget surplus to do two things:

· to slow the pace of strong economic growth;

· to stabilize prices when inflation is too high.

Keynesian theory posits that removing spending from the economy will reduce levels of aggregate demand and contract the economy, thus stabilizing prices.

But economists still debate the effectiveness of fiscal stimulus. The argument mostly centers on crowding out: whether government borrowing leads to higher interest rates that may offset the stimulative impact of spending. When the government runs a budget deficit, funds will need to come from public borrowing (the issue of government bonds), overseas borrowing, or monetizing the debt. When governments fund a deficit with the issuing of government bonds, interest rates can increase across the market, because government borrowing creates higher demand for credit in the financial markets. This decreases aggregate demand for goods and services, either partially or entirely offsetting the direct expansionary impact of the deficit spending, thus diminishing or eliminating the achievement of the objective of a fiscal stimulus. Neoclassical economists generally emphasize crowding out while Keynesians argue that fiscal policy can still be effective, especially in a liquidity trap where, they argue, crowding out is minimal.[7]

In the classical view, expansionary fiscal policy also decreases net exports, which has a mitigating effect on national output and income. When government borrowing increases interest rates it attracts foreign capital from foreign investors. This is because, all other things being equal, the bonds issued from a country executing expansionary fiscal policy now offer a higher rate of return. In other words, companies wanting to finance projects must compete with their government for capital so they offer higher rates of return. To purchase bonds originating from a certain country, foreign investors must obtain that country's currency. Therefore, when foreign capital flows into the country undergoing fiscal expansion, demand for that country's currency increases. The increased demand, in turn, causes the currency to appreciate, reducing the cost of imports and making exports from that country more expensive to foreigners. Consequently, exports decrease and imports increase, reducing demand from net exports.

Some economists oppose the discretionary use of fiscal stimulus because of the inside lag (the time lag involved in implementing it), which is almost inevitably long because of the substantial legislative effort involved. Further, the outside lag between the time of implementation and the time that most of the effects of the stimulus are felt could mean that the stimulus hits an already-recovering economy and overheats the ensuing expansion rather than stimulating the economy when it needs it.

Some economists are concerned about potential inflationary effects driven by increased demand engendered by a fiscal stimulus. In theory, fiscal stimulus does not cause inflation when it uses resources that would have otherwise been idle. For instance, if a fiscal stimulus employs a worker who otherwise would have been unemployed, there is no inflationary effect; however, if the stimulus employs a worker who otherwise would have had a job, the stimulus is increasing labor demand while labor supply remains fixed, leading to wage inflation and therefore price inflation.
OBJECTIVES OF FISCAL POLICY IN INDIAN ECONOMY AND ITS ACHIEVEMENTS

1. Increases National Income: it’s the strength of the fiscal policy that is brings out the desired results in the economy. When the government want to increase the income of the country then it increases the direct and indirect taxes rates in the country. There are some other measures like: reduction in tax rate so that more peoples get motivated to deposit actual tax.

2. Balanced Regional Development: there are various projects like building up dams on rivers, electricity, schools, roads, industrial projects etc run by the government to mitigate the regional imbalances in the country. This is done with the help of public expenditure.

3. Reducing the Deficit in the Balance of Payment: some time government gives export incentives to the exporters to boost up the export from the country. In the same way import curbing measures are also adopted to check import. Hence the combine impact of these measures is improvement in the balance of payment of the country.
4. Employment Generation: The government is making every possible effort to increase employment in the country through effective fiscal measures. Investment in infrastructure has resulted in direct and indirect employment. Lower taxes and duties on small-scale industrial (SSI) units encourage more investment and consequently generate more employment. Various rural employment programmes have been undertaken by the Government of India to solve problems in rural areas. Similarly, self employment scheme is taken to provide employment to technically qualified persons in the urban areas.
5. Price Stability and Control of Inflation: One of the main objectives of fiscal policy is to control inflation and stabilize price. Therefore, the government always aims to control the inflation by reducing fiscal deficits, introducing tax savings schemes, productive use of financial resources, etc.
6. Reduction in inequalities of Income and Wealth: Fiscal policy aims at achieving equity or social justice by reducing income inequalities among different sections of the society. The direct taxes such as income tax are charged more on the rich people as compared to lower income groups. Indirect taxes are also more in the case of semi-luxury and luxury items which are mostly consumed by the upper middle class and the upper class. The government invests a significant proportion of its tax revenue in the implementation of Poverty Alleviation Programmes to improve the conditions of poor people in society.
7. To accelerate the process of capital formation : The fiscal policy in developing countries should apparently be conducive to rapid economic development. In a poor country, fiscal policy can no longer remain a compensatory fiscal policy. It has a tough role to play in a developing economy and has to face the problem of growth-cum-stability. The main goal of fiscal policy in a newly developing economy is the promotion of the highest possible rate of capital formation. Underdeveloped countries are encompassed by vicious circle of poverty on account of capital deficiency; in order to break this vicious circle, a balanced growth is needed. It needs accelerated rate of capital formation.

Since private capital is generally shy in these countries, the government has to fill up the lacuna. A mounting public expenditure is also required in building social overhead capital. To accelerate the rate of capital formation, the fiscal policy has to be designed to raise the level of aggregate savings and to reduce the actual and potential consumption of the people.

ECONOMIC REFORMS OF THE SECOND PHASE

The first phase of economic reforms failed to yield the expected result in most of the fronts. More particularly, the deficit in the balance of trade account gradually increased and thus the average deficit in balance of trade during the Sixth Plan which was to the extent of Rs. 5,935 crore, suddenly rose to the tune of Rs. 10,841 crore during the Seventh Plan.

Moreover, receipts on invisible account has also declined Thus the country has been plunged into a serious balance of payments crisis. In order to save the situation, the Government approached the World Bank and the International Monetary Fund (IMF) to extend loan to the tune of about $7 billion. IMF finally decided to advance this loan but at the same times insisted that the Government should put the economy again on right track.

Accordingly, Dr. Manmohan Singh, the then Finance Minister of India finally made a commitment by his letter dated August 27, 1991 to the IMF Managing Director Michel Camdessus that the Government of India set certain macro-economic targets and also initiated certain policy measures in order to bring about structural readjustment of the economy.

In order to restore both internal and external confidence, the Narasimha Rao Government initiated a good number of stabilisation measures in 1991-92. These measures include—tightening of monetary policy by raising interest rates, adjustment of the exchange rate of rupee by 22 per cent, liberalisation and simplification of foreign trade policy, reduction of fiscal deficit and introduction of other reforms in economic policy necessary to bring a new element of dynamism to the process of economic growth of the country.

The memorandum submitted by the then Finance Minister observed that, “The thrust will be to increase the efficiency and international competitiveness of industrial production, to utilize foreign investment and technology to a much greater degree than in the past, to improve the performance and rationalize the scope of the public sector and to reform and modernize the financial sector so that it can more efficiently serve the needs of the economy.”

Macro-Economic objectives:

The main macro-economic objectives of economic reforms (2nd phase) in India include:

(a) Attaining economic growth at the rate of 3 to 3.5 per cent in 1991-92 and at 4 per cent in 1992-93;

(b) Reducing the annual rate of inflation by 9 per cent in 1991-92 followed by 6 per cent in 1992-93;

(c) Relieving the critical balance of payments situation and rebuilding foreign exchange reserves to $ 2.2 billion in 1991-92;

(d) Reducing current account deficit in the budget from 2.5 per cent of GDP in 1990-91 to 2.0 per cent by 1992-93.

Policy Measures of Second Phase of Economic Reforms:
The following are the major areas of the second phase of economic reforms in India:

Fiscal Policy Reforms:The Government initiated various fiscal measures in order to reduce the fiscal deficit from 8.4 per cent of GDP in 1990-91 to 5.0 per cent in 1996-97 and to 3.7 per cent in 2006-2007. In order to achieve this target, the Government introduced various controls over public expenditure and took initiative to raise both its tax and non-tax revenue.

The other measures include imposition of fiscal discipline by both Central and State Governments, reduction of subsidies, developing a more efficient expenditure system, encouraging state governments to streamline the working State Enterprise, more particularly State Electricity Boards and State Transport Corporations and withdrawal of budgetary support to Central public sector enterprises and to improve their profitability and efficiency.

2. Monetary Policy Reforms:The Government pursued a restrictive monetary policy for reducing inflationary pressures and also for improving balance of payment position.

3. Pricing Policy Reforms:In order to reduce budgetary provision for subsidies and to promote a more flexible price structure, the Government increased the administered prices of various commodities and inputs (petroleum products and fertilizers) and gave greater freedom to public sector enterprises to set price as per market forces.

4. External Policy Reforms:The government introduced stabilisation and import compression measures in order to reduce the current account deficit in balance of payments to 2.1 per cent of GDP in 1991-92 and then to 2 per cent of GDP in 1992-93.

5. Industrial Policy Reforms:In order to make necessary reforms in its industrial policy, the Government introduced its new industrial policy on July 24, 1991.

The various measures under industrial policy reforms include:

(a) Abolition of the scheme of industrial licensing for all industrial projects excepting 18 industries related to security, strategic or environmental concerns etc.;

(b) De-reservation of the area of public sector from 17 to 8 industries in order to open up area of investment for the private sector;

(c) Elimination of the system of pre-entry scrutiny of investment decisions of the MRTP companies and controlling only “unfair or restrictive business practices”;

(d) Liberalisation of location policy;

(e) Abolition of phased manufacturing programmes earlier enforced to increase the pace of indigenisation and

(f) Removal of mandatory convertibility clause.

6. Foreign Investment Policy Reforms:The new industrial policy, 1991 made provision for increased flow of foreign investment in connection with technology transfer, marketing expertise and introduction of modern managerial techniques. Accordingly, the new policy included 34 priority industries in Annexure III to give automatic permission for foreign direct investment up to 51 per cent foreign equity.

In respect of foreign technology agreements automatic permission will be provided in high priority industry for royalty payments up to 5 per cent on domestic sales, 8 per cent on export sales or a maximum payment of Rs. 1 crore. Moreover, in order to promote exports of Indian commodities in international market, foreign trading companies were also allowed to raise their foreign equity holdings up to 51 per cent for export activities.

7. Public Sector Policy Reforms:Considering the huge amount of losses incurred by a good number of public sector enterprises, the Government has taken various policy measures of making necessary reforms of the public sector.

These policy measures include:

(a) Reservation of list of industries under public sector reduced to 8 as against 17 industries reserved earlier;

(b) Review of those public investments be made in order to avoid those areas where social considerations are not so paramount and where private sector investment would be more efficient;

(c) Enterprises earning higher profit and judged appropriate, will be provided with much higher degree of arrangement autonomy through the system of MOD;

(d) Progressive reduction of budgetary support of public enterprises;

(e) Inviting private sector participation to increase market discipline and also the competitive capacity of these public sector enterprises through disinvestment of part of equity of selected enterprises;

(f) Referring the chronically sick public enterprises to the 3oard for Industrial and Financial Reconstruction (BIFR) for its rehabilitation, reconstruction or rationalisation.

In the mean time, the Government has taken decision to dereserve the area of industries and thus reduced the number of industries reserved for public sector to 8 and also allow private sector participation even in these 8 areas selectively. The Government also allowed joint ventures with foreign companies.

The Government has also decided to disinvest 20 per cent of the equity of public enterprises to selective private sector enterprises. Accordingly, in 1991-92 and in 1992-93, Rs. 3,038 crore and Rs. 1,866 crore respectively were raised through disinvestment of PSE shares.

In 1993-94, the Government realised Rs. 2,291 crore against the targeted amount of Rs. 3,500 crore and in 1994- 95, the Government plans to mobilise Rs. 4,000 crore through disinvestment of PSUs shares but it realised Rs. 5,237 crore. A National Renewal Fund (NRF) has also been created for training and re­deployment of workers and also to provide voluntary retirement compensation.

Game Plan for Public Sector Reform, 1994-95:

On February 8, 1994, the Government announced a “game plan” for the public sector reform in 1994-95 which gave more emphasis on improving dynamic efficiency and quality check of the performance and also to give more weight (50 per cent) for profit and profit related criteria in the memorandum of understanding (MOU) to improve the financial performance of the public sector.

Originally no weight was given to profit when MOU was introduced in 1988. It subsequently raised to 35 per cent in 1993-94 and the weight has been substantially stepped up to 50 per cent for 1994-95.

The Government has already evolved a six-year action plan to restructure public sector undertakings and the idea is to have 100 per cent weight for profit at the end of six years to make the public enterprises fully run on commercial lines.

8. Trade Policy Reform:In the context of globalisation of the economy and also to promote international integration of our country, phasing out of excessive and indiscriminate protection given to domestic industry become necessary. This would develop a vibrant export sector and create a regime of price based system.

The main objective is to eliminate progressively the system of licenses and quantitative restrictions, particularly for capital goods and raw materials so that these items can be placed easily on open general license (OGL). The new policy made provision for reduction of the scope of public sector monopoly sharply for most export items and also a good number of import items.

In this context, the Government has introduced Export-Import Policy, 1992-97 and 1997-2002 for the coming five years and on 13th April 1998 the Government has further modified this new Exim Policy (1997-2002) and also announced its annual Exim Policy, 2000-01 and also in 2001-2002; Again on 31st March, 2002, the Government announced its new Exim Policy, 2002-07 so as to achieve 1 per cent share in global exports by 2007.

9. Social Policy Reforms:To meet the objective of poverty alleviation as a part of our adjustment process, the government has allocated a higher amount of outlays on elementary education, rural drinking water supply, assistance to small and marginal farmers, programmes for the welfare of scheduled caste and scheduled tribe and other weaker sections of the society, programme for women and children and also on infrastructure and employment generation projects.

As a part of this programme, the 1995-96 Budget has introduced a National Social Assistance Scheme in the form of housing assistance, old age pension, maternity benefit, group insurance for schemes etc. for those living below the poverty line.

IMPORT-EXPORT POLICY

INTRODUCTION

Export Import Policy or better known as Exim Policy is a set of guidelines and instructions related to the import and export of goods. The Government of India notifies the Exim Policy for a period of five years (1997 2002) under Section 5 of the Foreign Trade (Development and Regulation Act), 1992. The current policy covers the period 2002 2007. The Export Import Policy is updated every year on the 31st of March and the modifications, improvements and new schemes becames effective from 1st April of every year. All types of changes or modifications related to the Exim Policy is normally announced by the Union Minister of Commerce and Industry who coordinates with the Ministry of Finance, the Directorate General of Foreign Trade and its network of regional offices.

NEW FOREIGN TRADE POLICY IN THE CONTEXT OF GLOBALIATION
The year 1991 can be considered a milestone in the context of new economic policy and courageous, farsighted measures. The government steps to bring about stability and check the imbalance in the Balance of payments. Process of liberalisation, privatization and globalisation took place under this policy. It includes the new foreign trade policy also. In beginning of July, the Rupees was devaluated. Foreign trade policy emphasising competitiveness of exports and market oriented foreign trade. It aimed at putting Indian economy back on the track and rejuven areaate it with faith and trust. The aim was to make a development oriented. 

The new foreign trade policy of 1991 from the earlier policy in two ways: 

1. Earlier, imports and exports were considered separately. Now they are considered as a part of entire economy. Therefore, along with changes in foreign trade policy, industrial policy, fiscal policy and monetary policy very found in this context. 

2. Till 1985, foreign trade policy was implemented as a short term phenomenon. It was not implemented for a longer period. Now long term strategy foreign trade policy was contemplated. In 1991, it was realise that foreign trade policy should be connected with planning economic efforts. Therefore, since 1992, we started making announcement of foreign trade policy for 5 years. However, necessary marginal changes were made every year. 

The objectives of foreign trade policy of 1991 and afterwards are as follows:
Objectives of new foreign trade policy: 

1. Globalisation and the economy: 1991, Indian market was protected market. India followed the policy of protected market. As a  result, there wastage of resources and means of production, high rate of cost of production, inferior quality of goods etc. During this period Economic thinking all over the world slanted towards free market rather than protected market. International Monetary Fund, world Trade Organisation pressing for free trade policy to many countries including India. Therefore, india was rather compared to move towards free market system.

2. Encouragement to long-term economic growth: In some Asian countries like Korea, hong Kong, singapore and Taiwan could achieve economic growth to Exports. India decided to frame such a long term foreign trade policy,
3.  market oriented automatic balance: For years,There had been deficit in balance of payment. To meet This deficit, licence, quota Grant, export promotion etc. Where employed to a large extent. However, balance of payment continued to increase. It affected production adversely. In this policy, market system was decided to be made free so that it would Resort balance in its own. Therefore, integrated foreign trade policy connected with export came into existence.
4. How to increase competitiveness in foreign trade: In the new foreign trade policy Bureaucracy and red tapism were removed and efficient, free market system was decided to be introduced. Moreover, in agriculture, industries and service sector Technology and work employment were introduced. They were made competitive. As a result, it became possible to increase Exports.
5. Availing reasonable and quality goods to consumers: Our Industries had failed to produce quality goods at reasonable price to the consumer due to protective policy. The market had become monopolistic. They did not care for quality or reduction in cost production. The things were costly and of inferior quality. During 80s some changes took place but and policy, free market policy was declared. There was a competition in domestic as well as from international market. Are markets had to compete with foreign produced goods. Consumer could now buy the best quality goods at reasonable prices. To attend this objectives following important changes were made and export policy:
Reforming export policy:
In foreign trade policy, important changes were introduced in export policy: 

1. Removal of cash compensatory supports: Since 1996,for export, cash compensatory support was introduced. First time passed, it had become very complicated and burdensome. Under budgetary assistance, Rs. 2650 crores more were paid under the scheme. In July, 1991, rupee was devaluated and no assistance was relevant. so,the scheme was closed down in 1991

2. Scheme of returning duties: The duty is paid by the exporter on raw materials or semi prepared material imported for extra duty is paid on goods producing country for Exports, the scheme of returning all these duties was introduced. This created a sense of competitiveness in Exports. This scheme was continued for creating competition.
3. Import replenishment scheme: This is a scheme for registered exporters. Under the scheme, exporters can avail of raw materials semi prepared goods or or any other ancillary goods / tools under this kind of licence. Under certain condition, even the goods belonging to prohibited goods can also be imported(life saving drugs)etc. Search licences are issued on the basis of value of Exports. They are made Transferable so that they can on premium too. Exporters are thus encouraged.
4. Advance licence and October free scheme: 

5. Under this scheme, exporter- products are given advance licence. Its advantages that one who has received certain orders for Exports import raw material without paying duties under this licence. In 1998- 99 policy, it was for the expanded and the rates were also improved
6. Export promotion for diamonds and jewellery: Recently, in our export earnings, exports of diamond and jewellery have contributed remarkably. They can still contribute more. To promote exports of diamonds and jewellery the exporters are returned the amount of duty is paid for import of gold. The exporter should have purchased gold from appointed agents to avail of this scheme. This was resolved in 1998 - 99 foreign trade policy.
7. Liberal depreciation compensation of export oriented units: Electronic units for the units that are completely export oriented units, depreciation upto 90% was decided to be compensated instead of 70 %
Changes in import policy: 

1. Free imports: Imports never made free. During the very first year of the five year foreign trade policy, in 1997 - 98, 542 things were exempted from licence and brought under OGL. In 1998 -99, other 340 things were the brought under OGL. Many items of consumer durables were exam date from the list to the list of free goods.

2. Reduction in import duty: In import duties in agriculture, its ancillary subsidiary sector, readymade clothes, electronic goods, sports quotes, leather, jewellery etc. Removed or reduced drastically. As Small producers can import modern machinery and Technology, remarkable reduction was made in the limit of its minimum value
3. Duty entitlement pass book(DEPD): It was introduced in 1997-98. It was further expanded and liberalised. In the beginning, exporters work given exemption in duty. But now 5 % entitlement was given in addition to exemption from duty. It was provided through DEPD. More than 300 or more goods were provided this benefit
4. Decentralization of licences: To issue licence is more rapidly, the decentralization of licences was introduced. To extend time limit for Exports and renewal of Advance licences are also completely decentralized
5. System against dumping: A separate Department was set up to enquire, search and take precautionary measures against dumping of foreign goods.
EXPORT IMPORT POLICY OF 2002-07

Highlight of Exim Policy 2002 - 07

1. Service Exports

Duty free import facility for service sector having a minimum foreign exchange earning of Rs. 10 lakhs. The duty free entitlement shall be 10% of the average foreign exchange earned in the preceding three licensing years.

However, for hotels the same shall be 5 % of the average foreign exchange earned in the preceding three licensing years. Imports of agriculture and dairy products shall not be allowed for imports against the entitlement. The entitlement and the goods imported against such entitlement shall be non transferable.

2. Status Holders

Duty free import entitlement for status holder having incremental growth of more than 25% in FOB value of exports (in free foreign exchange). This facility shall however be available to status holder having a minimum export turnover of Rs. 25 crore (in free foreign exchange).

Annual Advance Licence facility for status holder to be introduced to enable them to plan for their imports of raw material and component on an annual basis and take advantage of bulk purchase.

Status holder in STPI shall be permitted free movement of professional equipments like laptop/computer.

3. Hardware/Software

To give a boost to electronic hardware industry, supplies of all 217 ITA1 items from EHTP units to Domestic Tariff Area (DTA) shall qualify for fulfillment of export obligation.

To promote growth of exports in embedded software, hardware shall be admissible for duty free import for testing and development purpose. Hardware up to a value of US$ 10,000 shall be allowed to be disposed off subject to STPI certification.

100% depreciation to be available over a period of 3 years to computer and computer peripherals for units in EOU/EHTP/STP/SEZ.

4. Gem & Jewellery Sector

Diamonds & Jewellery Dollar Account for exporters dealing in purchase /sale of diamonds and diamond studded jewellery .

Nominated agencies to accept payment in dollar for cost of import of precious metals from EEFC account of exporter.

Gem &
 Jewellery units in SEZ and EOUs can receive precious metal Gold/silver/platinum prior to export or post export equivalent to value of jewellery exported. This means that they can bring export proceeds in kind against the present provision of bringing in cash only.

5. Removal of Quantitative Restrictions

Import of 69 items covering animals products, vegetables and spice antibiotics and films removed from restricted list

Export of 5 items namely paddy except basmati, cotton linters, rare, earth, silk, cocoons, family planning device except condoms, removed from restricted list.

6. Special Economic Zones Scheme

Sales from Domestic Tariff Area (DTA) to SEZ to be treated as export. This would now entitle domestic suppliers to Duty Drawback / DEPB benefits, CST exemption and Service Tax exemption.

Agriculture/Horticulture processing SEZ units will now be allowed to provide inputs and equipments to contract farmers in DTA to promote production of goods as per the requirement of importing countries.

Foreign bound passengers will now be allowed to take goods from SEZs to promote trade, tourism and exports.

Domestics sales by SEZ units will now be exempt from SAD.

Restriction of one year period for remittance of export proceeds removed for SEZ units.

Netting of export permitted for SEZ units provided it is between same exporter and importer over a period of 12 months.

SEZ units permitted to take job work abroad and exports goods from there only.

SEZ units can capitalize import payables.

Wastage for sub contracting/exchange by gem and jewellery units in transactions between SEZ and DTA will now be allowed.

Export/Import of all products through post parcel /courier by SEZ units will now be allowed.

The value of capital goods imported by SEZ units will now be amortized uniformly over 10 years.

SEZ units will now be allowed to sell all products including gems and jewellery through exhibition and duty free shops or shops set up abroad.

Goods required for operation and maintenance of SEZ units will now be allowed duty free.

7. EOU Scheme

Provision b,c,i,j,k and l of SEZ (Special Economic Zone) scheme , as mentioned above, apply to Export Oriented Units (EOUs) also. Besides these, the other important provisions are:

EOUs are now required to be only net positive foreign exchange earner and there will now be no export performance requirement.

Period of Utilization raw materials prescribed for EOUs increased from 1 years to 3 years.

Gems and jewellery EOUs are now being permitted sub contracting in DTA.Gems and jewellery EOUs will now be entitled to advance domestic sales.

8. EPCG Scheme

The Export Promotion Capital Goods (EPCG) Scheme shall allow import of capital goods for preproduction and post production facilities also.

The Export Obligation under the scheme shall be linked to the duty saved and shall b 8 times the duty saved.

To facilities upgradation of existing plant and machinery, import of spares shall be allowed under the scheme.

To promote higher value addition in export, the existing condition of imposing an additional Export Obligation of 50% for products in the higher product chain to be done away with.Greater flexibility for fulfillment of export obligation under the scheme by allowing export of any other product manufactured by the exporter. This shall take care of the dynamics of international market.Capital goods up to 10 years old shall also be allowed under the Scheme.To facilitate diversification in to the software sector, existing manufacturer exporters will be allowed of fulfill export obligation arising out of import of capital goods under the scheme for setting up of software units through export of manufactured goods of the same company.

Royalty payments received from abroad and testing charges received in free foreign exchange to be counted for discharge of export obligation under EPCG Scheme.

9. DEPB Scheme

Facility for pro visional Duty Entitlement Pass Book(DEPB) rates introduced to encourage diversification and promote export of new products.

DEPB rates rationalize in line with general reduction in Customs duty.

10. DFRC Scheme

Duty Free Replenishment Certificate (DFRC) scheme extended to deemed export to provide a boost to domestic manufacturer.

Value addition under DFRC scheme reduced from 33% to 25%.

11. Miscellaneous

Actual user condition for import of second hand capital goods up to 10 years old dispensed with.

Reduction in penal interest rate from 24% to 15% for all old cases of default under Exim policy

Restriction on export of warranty spares removed.

IEC holder to furnish online return of importers/exporters made on yearly basis.

Export of free of cost goods for export promotion @ 2% of average annual exports in preceding three years subject to ceiling of Rs. 5 lakhs permitted.

FOREIGN TRADE POLICY OF 2004-09
Following are the highlights of the new Foreign Trade Policy (2004-09), announced by Commerce and Industry Minister Kamal Nath. Simplifying procedures and bringing down transaction costs; Adopting the fundamental principle that duties and levies should not be exported;Identifying and nurturing different special focus areas to facilitate development of India as a global hub for manufacturing, trading and services. Special Focus Initiatives have been prepared for Agriculture, Handicrafts, Handlooms, Gems & Jewellery and Leather & Footwear sectors. The threshold limit of designated Towns of Export Excellence is reduced from Rs 1000 crore to Rs 250 crore in these thrust sectors. A new scheme called Vishesh Krishi Upaj Yojana has been introduced to boost exports of fruits, vegetables, flowers, minor forest produce and their value added products.
Duty free import of consumables for metals other than gold and platinum allowed up to 2 per cent of FOB value of exports. Duty free re-import entitlement for rejected jewellery allowed up to 2 per cent of FOB value of exports. Duty free import of commercial samples of jewellery increased to Rs 1 lakh. Import of gold of 18 carat and above shall be allowed under the replenishment scheme.Duty free import of trimmings and embellishments for Handlooms & Handicrafts sectors increased to 5 per cent of FOB value of exports.

A new Handicraft Special Economic Zone shall be established. Duty free entitlements of import trimmings, embellishments and footwear components for leather industry increased to 3 per cent of FOB value of exports.

A new scheme to accelerate growth of exports called Target Plus has been introduced. Another new scheme called Vishesh Krishi Upaj Yojana (Special Agricultural Produce Scheme) has been introduced to boost exports of fruits, vegetables, flowers, minor forest produce and their value added products. Export of these products shall qualify for duty free credit entitlement equivalent to 5 per cent of FOB value of exports.

To accelerate growth in export of services so as to create a powerful and unique Served from India brand instantly recognised and respected the world over, the earlier DFEC scheme for services has been revamped and re-cast into the Served from India scheme. Additional flexibility for fulfillment of export obligation under EPCG scheme in order to reduce difficulties of exporters of goods and services. Technological upgradation under EPCG scheme has been facilitated and incentivised. Transfer of capital goods to group companies and managed hotels now permitted under EPCG.
In case of movable capital goods in the service sector, the requirement of installation certificate from Central Excise has been done away with. Export obligation for specified projects shall be calculated based on concessional duty permitted to them. This would improve the viability of such projects.Import of fuel under DFRC entitlement shall be allowed to be transferred to marketing agencies authorised by the Ministry of Petroleum and Natural Gas.
The DEPB scheme would be continued until replaced by a new scheme to be drawn up in consultation with exporters.A new rationalised scheme of categorisation of status holders as Star Export Houses has been introduced. 

EOUs shall be exempted from Service Tax in proportion to their exported goods and services. EOUs shall be permitted to retain 100 per cent of export earnings in EEFC accounts. Income Tax benefits on plant and machinery shall be extended to DTA units, convert to EOUs. Import of capital goods shall be on self-certification basis for EOUs. For EOUs engaged in Textile and Garments manufacture leftover materials and fabrics upto 2 per cent of CIF value or quantity of import shall be allowed to be disposed of on payment of duty on transaction value only. Minimum investment criteria shall not apply to Brass Hardware and Hand-made Jewellery EOUs (this facility already exists for Handicrafts, Agriculture, Floriculture, Aquaculture, Animal Husbandry, IT and Services).
A new scheme to establish Free Trade and Warehousing Zone has been introduced to create trade-related infrastructure to facilitate the import and export of goods and services with freedom to carry out trade transactions in free currency. This is aimed at making India into a global trading-hub.Units in the FTWZs would qualify for all other benefits as applicable for SEZ units.
Import of second-hand capital goods shall be permitted without any age restrictions.Minimum depreciated value for plant and machinery to be re- located into India has been reduced from Rs 50 crore to Rs 25 crore. An exclusive Services Export Promotion Council shall be set up in order to map opportunities for key services in key markets, and develop strategic market access programmes, including brand building, in co-ordination with sectoral players and recognized nodal bodies of the services industry.
Government shall promote the establishment of Common Facility Centres for use by home-based service providers, particularly in areas like Engineering and Architectural design, Multi-media operations, software developers etc, in State and District-level towns, to draw in a vast multitude of home-based professionals into the services export arena. All exporters with minimum turnover of Rs 5 crore and good track record shall be exempt from furnishing Bank Guarantee in any of the schemes, so as to reduce their transactional costs. All goods and services exported, including those from DTA units, shall be exempt from Service Tax.
Validity of all licences/entitlements issued under various schemes has been increased to a uniform 24 months.

Number of returns and forms to be filed have been reduced. This process shall be continued in consultation with Customs and Excise. Enhanced delegation of powers to Zonal and Regional offices of DGFT for speedy and less cumbersome disposal of matters. Time bound introduction of Electronic Data Interface (EDI) for export transactions. 75 per cent of all export transactions to be on EDI within six months. Financial assistance would be provided to deserving exporters, on the recommendation of Export Promotion Councils, for meeting the costs of legal expenses connected with trade-related matters.
A new mechanism for grievance redressal has been formulated and put into place by a Government Resolution to facilitate speedy redressal of grievances of trade and industry.
NEW FORIEIN TRADE POLICY 2009-14
On August 27, 2009, the commerce and industry minister, Anand Sharma, presented the five-year Foreign Trade Policy (FTP) for 2009-2014. Aiming to reverse contraction in exports for 10 consecutive months, the new FTP has several measures to ensure a healthy growth of foreign trade. The measures comprise fiscal concessions as well as relaxations in procedure.

The export target of $ 200 billion for 2010-11 means a growth of 15 per cent over the next two years. The FTP also envisages an overall medium- term objective of 25 per cent annual growth thereafter.

According to the minister, the three elements which were expected to help achieve the targets are: improvement in export-related infrastructure, reduction in transaction costs, and provision of full refund of all indirect taxes and levies.

Highlights:

Higher Support for Market and Product Diversification:

i. Incentive schemes have been expanded by way of addition of new products and markets.

ii. Twenty-six new markets have been added under Focus Market Scheme. These include 16 new markets in Latin America and 10 in Asia- Oceania.

iii. The incentive available under Focus Market Scheme (FMS) has been raised from 2.5 per cent to 3 per cent.

iv. The incentive available under Focus Product Scheme (FPS) has been raised from 1.25 per cent to 2 per cent.

v. A large number of products from various sectors have been included for benefits under FPS. These include engineering products (agricultural machinery, parts of trailers, sewing machines, hand tools, garden tools, musical instruments, clocks and watches, railway locomotives etc.), plastic (value added products), jute and sisal products, technical textiles, green technology products (wind mills, wind turbines, electric operated vehicles etc.), project goods, vegetable textiles and certain electronic items.

vi. Market Linked Focus Product Scheme (MLFPS) has been greatly expanded. Some major products include pharmaceuticals, synthetic textile fabrics, value added rubber products, value added plastic goods, textile made-up, knitted and crocheted fabrics, glass products, certain iron and steel products and certain articles of aluminium among others. Benefits to these products will be provided, if exports are made to 13 identified markets (Algeria, Egypt, Kenya, Nigeria, South Africa, Tanzania, Brazil, Mexico, Ukraine, Vietnam, Cambodia, Australia and New Zealand).

vii. MLFPS benefits also extended for export to additional new markets for certain products. These products include auto components, motor cars, bicycle and its parts, and apparels among others.

viii. Higher allocation for Market Development Assistance (MDA) and Market Access Initiative (MAI) schemes is being provided.

Technological Up-gradation:

i. To aid technological upgradation of India’s export sector, EPCG Scheme at zero duty has been introduced. This scheme will be available for engineering and electronic products, basic chemicals and pharmaceuticals, apparels and textiles, plastics, handicrafts, chemicals and allied products and leather and leather products [subject to exclusions of current beneficiaries under Technological Upgradation Fund Schemes (TUFS), administered by Ministry of Textiles and beneficiaries of Status Holder Incentive Scheme in that particular year]. The scheme shall be in operation till March-end, 2011.

ii. ‘Towns of Export Excellence’ have been recognised: Jaipur, Srinagar and Anantnag for handicrafts; Kanpur, Dewas and Ambur for leather products; and Malihabad for horticultural products.

EPCG Scheme Relaxations:

i. To increase the life of existing plant and machinery, export obligation on import of spares, moulds, etc., under EPCG Scheme has been reduced to 50 per cent of the normal specific export obligation.

ii. Taking into account the decline in exports, the facility of Refixation of Annual Average Export Obligation for a particular financial year in which there is decline in exports from the country has been extended for the 5 year policy period 2009-14.

Support for Green Products and Products from North-East:

i. Focus Product Scheme benefit extended for export of ‘green products’; and for exports of some products originating from the North-east.

Status Holders:

i. To accelerate exports and encourage technological upgradation, additional Duty Credit Scrips of 1 per cent of the FOB value of past exports shall be given to Status Holders. The duty credit scrips can be used for procurement of capital goods with Actual User condition. This facility shall be available for sectors of leather (excluding finished leather), textiles and jute, handicrafts, engineering (excluding iron and steel and non-ferrous metals in primary and intermediate form, automobiles and two wheelers, nuclear reactors and parts, and ships, boats and floating structures), plastics and basic chemicals (excluding pharma products) [subject to exclusions of current beneficiaries under Technological Upgradation Fund Schemes (TUFS)]. This facility shall be available upto March-end, 2011.

Stability / Continuity of the Foreign Trade Policy:

i. To impart stability to the policy regime, Duty Entitlement Passbook (DEPB) Scheme is extended beyond December 2009 till December 2010.

ii. Income Tax exemption to 100 per cent EOUs and to STPI units under Section 10B and 10A of Income Tax Act, has been extended for the financial year 2010-11 in the Budget 2009-10.

iii. The adjustment assistance scheme initiated in December 2008 to provide enhanced ECGC cover at 95 per cent, to the adversely affected sectors, is continued till March 2010.

Marine Sector:

i. Fisheries have been included in the sectors which are exempted from maintenance of average EO under EPCG Scheme, subject to the condition that fishing trawlers, boats, ships and other similar items shall not be allowed to be imported under this provision. This would provide a fillip to the marine sector which has been affected by the present downturn in exports.

ii. Additional flexibility under Target plus Scheme (TPS) / Duty Free Certificate of Entitlement (DFCE) Scheme for Status Holders has been given to marine sector.

Gems and Jewellery Sector:

i. To neutralise duty incidence on gold jewellery exports, it has now been decided to allow Duty Drawback on such exports.

ii. In an endeavour to make India a diamond international trading hub, it is planned to establish “Diamond Bourses”.

iii. A new facility to allow import on consignment basis of cut and polished diamonds for the purpose of grading/certification purposes has been introduced.

iv. To promote export of gems and jewellery products, the value limits of personal carriage have been increased from US$ 2 million to US$ 5 million in case of participation in overseas exhibitions. The limit in case of personal carriage, as samples, for export promotion tours, has also been increased.

Agriculture Sector:

i. To reduce transaction and handling costs, a single window system to facilitate export of perishable agricultural produce has been introduced. The system will involve creation of multi-functional nodal agencies to be accredited by APEDA.

Leather Sector:

i. Leather sector shall be allowed re-export of unsold imported raw hides and skins and semi finished leather from public bonded ware houses, subject to payment of 50 per cent of the applicable export duty.

ii. Enhancement of FPS rate to 2 per cent, would also significantly benefit the leather sector.

Tea:

i. Minimum value addition under advance authorisation scheme for export of tea has been reduced from the existing 100 per cent to 50 per cent.

ii. DTA sale limit of instant tea by EOU units has been increased from the existing 30 per cent to 50 per cent.

iii. Export of tea has been covered under VKGUY Scheme benefits.

Pharmaceutical Sector:

i. Export obligation period for advance authorisations has been increased from the existing 6 months to 36 months, as is available for other products.

ii. Pharma sector extensively covered under MLFPS for countries in Africa and Latin America, and some countries in Oceania and Far East.

Handloom Sector:

i. To simplify claims under FPS, requirement of ‘Handloom Mark’ for availing benefits under FPS has been removed.

EOUs:

i. EOUs have been allowed to sell products manufactured by them in DTA upto a limit of 90 per cent instead of existing 75 per cent, without changing the criteria of ‘similar goods’, within the overall entitlement of 50 per cent for DTA sale.

ii. EOUs will now be allowed to procure finished goods for consolidation along with their manufactured goods, subject to certain safeguards.

iii. During this period of downturn, Board of Approvals (BOA) to consider extension of block period by one year for calculation of Net Foreign Exchange earnings of EOUs.

iv. EOUs will now be allowed CENVAT credit facility for the component of SAD and Education Cess on DTA sale.

Thrust to Value-Added Manufacturing:

i. To encourage value added manufactured export, a minimum 15 per cent value addition on imported inputs under Advance Authorisation Scheme has now been prescribed.

ii. Coverage of project exports and a large number of manufactured goods under FPS and MLFPS.

DEPB:

i. DEPB rate shall also include factoring of custom duty component on fuel where fuel is allowed as a consumable in Standard Input- Output Norms.

Flexibility Provided to Exporters:

i. Payment of customs duty for Export Obligation (EO) shortfall under Advance Authorisation / DFIA / EPCG Authorisation has been allowed by way of debit of duty credit scrips. Earlier the payment was allowed in cash only.

ii. Import of restricted items, as replenishment, shall now be allowed against transferred DFIAs, in line with the erstwhile DFRC scheme.

iii. Time limit of 60 days for re-import of exported gems and jewellery items for participation in exhibitions has been extended to 90 days in case of USA.

iv. Transit loss claims received from private approved insurance companies in India will now be allowed for the purpose of EO fulfillment under export promotion schemes. At present, the facility has been limited to public sector general insurance companies only.

Waiver of Incentives Recovery, on RBI Specific Write-off:

i. In cases, where RBI specifically writes off the export proceeds realisation, the incentives under the FTP shall now not be recovered from the exporters subject to certain conditions.

Simplification of Procedures:

i. To facilitate duty free import of samples by exporters, number of samples/pieces has been increased from the existing 15 to 50. Customs clearance of such samples shall be based on declarations given by the importers with regard to the limit of value and quantity of samples.

ii. Greater flexibility has been permitted to allow conversion of shipping bills from one export promotion scheme to other scheme. Customs shall now permit this conversion within three months, instead of the present limited period of only one month.

iii. To reduce transaction costs, dispatch of imported goods directly from the port to the site has been allowed under Advance Authorisation Scheme for deemed supplies. At present, the duty­free imported goods could be taken only to the manufacturing unit of the authorisation holder or its supporting manufacturer.

iv. Disposal of manufacturing wastes/scrap will now be allowed after payment of applicable excise duty, even before fulfillment of export obligation under Advance Authorisation and EPCG Scheme.

v. Regional authorities have now been authorised to issue licences for import of sports weapons by ‘renowned shooters’, on the basis of NOC from the Ministry of Sports & Youth Affairs. Now there will be no need to approach DGFT(Hqrs.) in such cases.

vi. The procedure for issue of Free Sale Certificate has been simplified and the validity of the certificate has been increased from 1 year to 2 years. This will solve the problems faced by the medical devices industry.

vii. Automobile industry, having their own R&D establishment, would be allowed free import of reference fuels (petrol and diesel), upto a maximum of 5 K1 per annum, which are not manufactured in India.

viii. Acceding to the demand of trade and industry, the application and redemption forms under EPCG scheme have been simplified.

Reduction of Transaction Costs:

i. No fee shall now be charged for grant of incentives under the Schemes of FTP. Further, for all other authorisations/licence applications, maximum applicable fee is being reduced to Rs 100,000 from the existing Rs 1,50,000 (for manual applications) and Rs 50,000 from the existing Rs.75,000 (for EDI applications).

ii. To further EDI initiatives, Export Promotion Councils/ Commodity Boards have been advised to issue RCMC through a web-based online system.

iii. For EDI ports, with effect from December 2009, double verification of shipping bills by customs for any of the DGFT schemes shall be dispensed with.

iv. An Inter-Ministerial Committee will be formed to redress/ resolve problems/issues of exporters.

Directorate of Trade Remedy Measures:

i. To enable support to Indian industry and exporters in availing their rights through trade remedy instruments, a Directorate of Trade Remedy Measures shall be set up.

Analysis:

The salient features of the trend in trade balance are discussed below.

Increasing trade value:

The total trade value has risen from Rs 1,214 crore in 1950-51 to around Rs seven lakh crore in 2003-04. The fastest rise in trade value has taken place from mid- 1990s to mid-2000s due to a rise in quantity of exportable goods as well as a rise in the value of commodities.

The rise in value of trade suggests the significance of international trade vis-a-vis the Indian economy. As India’s economy will be more diversified the value of trade will also increase. It is a matter of concern that, in spite of such a massive growth, India’s share has remained very low in the context of world trade.

Larger growth of imports:

The value of India’s imports has risen higher than the export value since 1951 due to rapid industrialisation, import of food-grains on a regular basis from 1958-59 to 1972-73 under PL 480 scheme in order to supplement domestic productions and maintain a minimum level of buffer stock.

Inflation in India has been controlled by increasing imports and supplying price sensitive commodities like cement, edible oils etc.

On the pretext of export promotion, imports have also been liberalised leading to imports of essential as well as non-essential goods.

Oil prices have been periodically increased by OPEC since 1973. This has added to our growing import bill.

Inadequate export growth:

The first 15 years of export stagnation in India occurred due to the predominance of agricultural commodities like tea, jute and cotton as export items. The demand for these items is always inelastic. Besides, our exportable items are not cost-effective.

After the rupee devaluation in 1966, the government entered into several agreements with socialist countries besides providing fiscal and cash incentives. Further, a number of export promotion councils and agencies were set up. All these factors led to a fairly rapid growth of exports in the 1970s. Despite this, our import bill has for all purposes always been higher than the export value because the majority of exportable commodities were primary goods; increasing domestic consumption left little surplus for export; export promotion measures like tax and other associated incentives were found to be inadequate; the developed countries like the USA resorted to greater tariff barriers against imports from developing countries; there has been a prolonged economic recession in most developed countries during the period; and the unit value of exportable goods rose much higher than the quantum index of exports.

Steps Required Of late, India has embarked on a path of diversifying exportable commodities to reduce its huge trade deficit. Hopefully the developed countries like the USA, UK, Germany and Japan will buy bulk commodities from India (their share is 37 per cent of the total exports). These well-off countries with high per capita income offer us excellent markets for pushing our products.

India needs to cultivate newer markets for some of the products like cotton and jute manufactures, particularly carpet backing, leather manufactures and non-traditional items such as marine products, pearls, precious stones etc. India has a great potential for augmenting exports in the field of software also. It is clear that export of value-added products and technologically advanced products holds the key to tilting the trade balance in favour of India.

NEW FORIEIN TRADE POLICY OF 2015-2020

The Foreign Trade Policy (FTP) 2015-20 was unveiled by Ms Nirmala Sitharaman, Minister of State for Commerce & Industry (Independent Charge), Government of India on April 1, 2015. Following are the highlights of the FTP:

FTP 2015-20 provides a framework for increasing exports of goods and services as well as generation of employment and increasing value addition in the country, in line with the ‘Make in India’ programme.The Policy aims to enable India to respond to the challenges of the external environment, keeping in step with a rapidly evolving international trading architecture and make trade a major contributor to the country’s economic growth and development. 

FTP 2015-20 introduces two new schemes, namely ‘Merchandise Exports from India Scheme (MEIS)’ for export of specified goods to specified markets and ‘Services Exports from India Scheme (SEIS)’ for increasing exports of notified services. Duty credit scrips issued under MEIS and SEIS and the goods imported against these scrips are fully transferable .For grant of rewards under MEIS, the countries have been categorized into 3 Groups, whereas the rates of rewards under MEIS range from 2 per cent to 5 per cent. Under SEIS the selected Services would be rewarded at the rates of 3 per cent and 5 per cent.Measures have been adopted to nudge procurement of capital goods from indigenous manufacturers under the EPCG scheme by reducing specific export obligation to 75per cent of the normal export obligation. Measures have been taken to give a boost to exports of defense and hi-tech items. E-Commerce exports of handloom products, books/periodicals, leather footwear, toys and customized fashion garments through courier or foreign post office would also be able to get benefit of MEIS (for values up to INR 25,000).
Manufacturers, who are also status holders, will now be able to self-certify their manufactured goods in phases, as originating from India with a view to qualifying for preferential treatment under various forms of bilateral and regional trade agreements. This ‘Approved Exporter System’ will help manufacturer exporters considerably in getting fast access to international markets. A number of steps have been taken for encouraging manufacturing and exports under 100 per cent EOU/EHTP/STPI/BTP Schemes. The steps include a fast track clearance facility for these units, permitting them to share infrastructure facilities, permitting inter unit transfer of goods and services, permitting them to set up warehouses near the port of export and to use duty free equipment for training purposes.108 MSME clusters have been identified for focused interventions to boost exports. Accordingly, ‘Niryat Bandhu Scheme’ has been galvanised and repositioned to achieve the objectives of ‘Skill India’. Trade facilitation and enhancing the ease of doing business are the other major focus areas in this new FTP. One of the major objective of new FTP is to move towards paperless working in 24x7 environment.

IMPORT-EXPORT POLICY AND BUSINESS ENVIRONMENT
The foreign trade of India is guided by the Export-Import policy of the Government of India.

 Regulated by The Foreign Trade Development and Regulation Act 1992.

 Exim policy contain various policy decisions with respect to import and exports from the country.

 Exim Policy is prepared and announced by the central government.

 Exim Policy of India aims to developing export potential, improving export performance, encouraging foreign trade and creating favorable balance of payment position.

General Objectives of Exim Policy

 To establish the framework for globalization.

 To promote the productivity competitiveness of Indian Industry.

 To Encourage the attainment of high and internationally accepted standards of quality.

 To augment export by facilitating access to raw material,intermediate, components, consumables and capital goods from the international market.

 To promote internationally competitive import substitution and self-reliance.

Highlights of the New Foreign Trade Policy

1.Special Focus Initiatives: Semi-urban and Rural Area

2.Agriculture : Vishesh Krishi Upaj Yojana and Agri Export Zones

3.Handlooms and Handicrafts: Mark under Market Access Initiatives Scheme and Proposed to Start new SEZ.

4.Gems and Jewellery: Import of gold of 18 carat and above has been permitted under the replenishment scheme

5.Leather and Footwear : Duty free import entitlement of specified items shall be 5% of FOB value of exports during the preceding year

Export Promotion Schemes

1.Assistance to States for Infrastructure Development of Exports [ASIDE]

2.Market Access Initiative [MAI]

3.Marketing Development Assistance [MDA]

4.Towns of Export Excellence

5.Target Plus Scheme

6.Served from India Scheme

7.Service Export Promotion Council

8.New Status Holder Categorization

9.Board of Trade: The role is to advising government on relevant issues connected with Foreign Trade Policy.

Implications of The Foreign Trade

Implications on Indian Economy:

This policy propose to simplify procedures and develop technology and infrastructure.

Implications on Agriculture:

Special Agricultural Produce Scheme has been introduced for promoting the export of fruits, vegetables, flowers, and their value added products.

Implications on Handlooms and Handicraft:

Establishment of Handicraft SEZ and Handicraft Export Promotion Council would promote development of Handloom and Handicraft Industry.

Implications on Gem and Jewellery Sector :

1.This is special thrust area in this policy.

2.Duty free imports of other inputs would give a further boost to this sector.

Implications on Leather and Footwear Industry :

1.Duty free import as a specified percentage of exports.

2.Exemption on customs duty on equipment for effluent treatment plants would help promoting export form this sector.

Implications on Service Industry :

1.An exclusive service promotion council has been set up in order to map the opportunities for key services in key market.

2.Develop strategic market access programmes like brand building in co-ordination with sectoral players and recognize nodal bodies of the service industry.

Annual Supplement to Foreign Trade Policy

Highlights of the Supplement:

1.Inter State Trade Council : To engage the State Government in providing an enabling environment for boosting international trade, by setting up an Inter State Trade Council.

2.Removal of Export Cess : Proposed to abolish cess on export of all agricultural and plantation commodities levied under various Commodity Board Acts.

3.Export Promotion Capital Goods Scheme (EPCG) : This scheme is extended to Agricultural sector, SSI sector, Retail Sectors in order to promote exports from them.

4.Service Export : To upgrade infrastructure in the service related companies.

5.Agri Export : Benefits under ‘Vishesh Krishi Upaj Yojana’ have been extended to exports of poultry and dairy products in addition to export of flowers, fruits, vegetables and their value added products.

6.Package for Marine Sector : Duty free import of specified specialized chemicals and flavoring oils as per a defined list shall be allowed to the extent of 1% of FOB value of preceding financial years export.

7.Advance Licensing Scheme : The Scope of Advance License for annual requirement has been extended to all categories of exporters having past export performance.

8.Duty Free Replenishment Certificate : Brass scrap, Additives, paper board, and dye stuff have been removed from the list of items prescribed for import under DFRC.

9.Procedural Simplification : Proposed to simplify procedures and reduce the documentation requirements so as to reduce the transaction cost of the exporters and thereby increase their competitiveness.

10.EDI Initiatives : DGFT shall introduce an automated electronic system for filing, retrieval and authentication of documents based on agreed protocols and message exchange with other authorities such including Customs and banks.

INDUSTRIAL POLICY
INTRODUCTION

India hardly had its own ‘industrial policy’ before independence. But after 1947, there was a systematic

evolution of industrial policy which largely determined the pattern and direction of development of the economy. The industrial policy pursued till 1990 enabled India to develop a vast and diversified industrial structure. Our country could achieve self-sufficiency in a wide range of consumer goods. Even though the problems like regional disparities, poverty, unemployment were not solved with increasing industrial growth. Actually Government controls & regulations had been constraints to the development of Indian Industry. In order to accelerate industrial growth and to achieve international competitiveness, the new industrial policy of 1991 was announced. The progress in industrial policy reforms enabled the country to make a long but successful journey towards economic development and prosperity.

THE MEANING OF INDUSTRIAL POLICY

‘’ Industrial policy, inter-alia, covers the procedures, principles, rules and regulations which impact the industrial establishments of a country and shape the pattern of industrialization.’’

Thus, we can say that The industrial policy include guidelines, principles, procedures, regulations, rules and other important measures taken by government to commence, promote and administer industrial undertakings.

In a broader sense, industrial policy also includes matters related to industrial labour, industrial finance, management and organization of industries etc.

OBJECTIVES / FUNCTIONS OF INDUSTRIAL POLICY

When India got independence in 1947, the industrial sector of the country was underdeveloped and had many hindrances in the path of its development like scarcity of raw materials, insufficient capital provisions, and poor industrial relations etc. In order to improve the matters, Industrial Policy statement were announced from 1948 onwards.

The industrial policy was issued by Indian government with a number of objectives. They are as follows.

•
Balanced regional development by setting up industries even in rural and backward areas and remove disparities of region.

•
Encourage the development of heavy and capital goods industry to be self-sufficient and remove the reliance on foreign countries in case of essential goods and services such as defense goods, heavy and light engineering goods, metals etc.

•
Regulations on the activities of the private sector to prevent the concentration of power in few hands.

•
Encourage small scale sector, cottage and rural industries, handicrafts and cooperative industries to remove the problem of unemployment and reduction in poverty.

•
To achieve speedy economic growth and economic development by encouraging industrial growth and development.

•
Eradication of poverty which is an acute  problem for the nation. Efforts were made for it by creating employment opportunities and thus achieve economic equality.

•
A stride towards achieving a self sustained economy.

•
To make efforts for industrial development in accordance with the priorities laid down in the economic planning.

PRESENT INDUSTRIAL POLICY : 1991
Though the industrial policies till 1991 enabled  India to develop a vast and diversified industrial structure, India attained self-sufficiency in a wide range of consumers goods, but industrial growth was not sufficient to generate enough employment, to reduce regional disparities and to eradicate poverty. Moreover there was an extremely critical situation in respect of India’s balance of payments position. It was felt that the government controls and regulations had put hurdles on the way of growth of Indian Industries.

To achieve international competitiveness and to accelerate industrial development, and to form an advanced, independent and forward looking nation, the industrial policy of 1991 was announced.

There were many fundamental changes in this policy which ultimately lead our country towards rapid industrialization and economic development.

This policy had laid main focus on deregulating Indian industry, allowing the industry freedom and flexibility in responding to market forces and providing a policy regime which facilitates and fosters growth of Indian industry. The important policy measures are : -

· Liberalisation of Industrial Licensing Policy

· Introduction of Industrial Entrepreneur’s Memorandum (i.e., no industrial approval

is required for industries not requiring compulsory licensing)

· Liberalisation of Locational Policy

· Liberalised policy for small scale sectors

· Non-Resident Indians Scheme (NRIs are allowed to invest upto 100% equity on non-repatriation basis in all activities except for a small negative list).

· Electronic Hardware Technology Park (EHTP)/Software Technology Park (STP) scheme for building up strong electronic industry to enhance exports and

· . Liberalised policy for Foreign Direct Investment (FDI).

CHANGES MADE IN INDUSTRIAL POLICY OF 1991 IN RECENT TIMES

1. Abolition of industrial licensing

To bring liberalisation in the economy, the new industrial policy abolished all industrial licensing irrespective of  its investment level except 18 specified industries which are concerned with country’s security and are strategically important, manufacture of goods of hazardous nature and luxurious articles consumption.

Industrial licensing will be abol¬ished on the products comprising coal, lignite, petroleum, alcoholic drinks, sugar, paper, fur skin, asbestos aerospace and defence equipments, drugs and pharmaceuticals, luxurious goods like air conditioners, washing machines etc.

Later on amendments were made and 13 industries have been delicensed. At present only five industries alcohol, cigarettes, chemicals of hazardous nature, aerospace and defence equipment and industrial explosives fall under the purview of industrial licensing.

2.  Reframing the role of public sector
In 1956 resolution, there were 17 industries reserved for public sector. In new policy, the reservation came down to 6 industries. At present only three industries i.e.  atomic energy, minerals specified to atomic energy and railways are reserved for public sector.

The policy states that sick public sector units shall be referred to Board for Industrial and Financial Reconstruction (BIFR)  or other similar institutions for advice on its reconstruction and rehabilition.

It also states to make the board of public sector units more professional and give them autonomy in functioning through the system of MOU (Memorandum Of Understanding).

It also declared closing of such public sector units which are incurring heavy losses. It also provided for social security mechanism to protect workers’ interests who will be adversely affected by closure or rehabilition measures.

By reviewing the existing portfolio management of public enterprises, its role can be reduced in areas like, industries with lower technology, small scale sector, unproductive and meagre or zero social consideration areas, and also those areas where private sectors have grown and cultivated proficiency.

3. Disinvestment of Public Sector Units' shares

The 1991 policy encourages wider participation of public by offering the government share holdings in public sector enterprises to mutual funds, general public, workers and other financial institutions.

Some of the public enterprises whose equity shares will be disinvested include Modern Foods, Air India And Indian Airlines, Bharat Sanchar Nigam Ltd., etc.

4. Relaxation of MRTP Act (Monopolies and Restrictive Practices Act)

MRTP Act has almost been left non-functional. As per the Act, all the industrial undertakings with assets above certain limit were classified as MRTP firms. They were permitted to enter limited industries and were to take approval for establishment. Along with control of industrial licensing, they also needed separate approval for any investment proposals. Amendments were made to remove this threshold limit of assets.

5. Small scale sector

A separate announcement was made in new industrial policy regarding small scale industrial sector for its growth and development.

Increase in investment limits in plant & machinery of :

•
SSIs from Rs. 35 lakhs to Rs.  60 lakhs

•
Ancillary units from Rs. 45 lakhs to Rs. 75 lakhs

•
Export units from Rs. 45 lakhs to Rs. 75 lakhs

•
Tiny units from Rs. 2 lakhs to Rs. 5 lakhs

The policy also stated that SIDO had been reorganised as a nodal agency to support small scale units for export promotion.

Various other amendments were allowance of limited partnership, speedy payments, adequacy insupply of raw materials, marketing facilities and financial assistance technology upgradation and modernisation etc.

6. Removal of mandatory convertibility clause

The industrial policy of 1991 removed the mandatory convertibility clause included in their lending operations to new projects. According to this clause, the banks and financial institutions providing finance to new projects had an option of converting a part of their loans into equity if required. Though this option was rarely implemented, it proved to be a threat to private sector of takeover from banks and financial institutions.

7. Foreign investments

Foreign investment in India is regulated by the Govt, from the very beginning. Therefore, for any foreign investment or technology, it is necessary to obtain prior approval of the Government, which causes unnecessary delays, government intrusion and also impede decision making of the project. Thus, the new industrial policy prepared a list of high investment priority and high technology industries for which automatic approval will be available for direct foreign investment up to 51 percent equity. These industries include food processing, entertainment, capital and metallurgical industries etc.

In order to provide a way into international markets, majority foreign equity holding up to 51 per cent equity will be allowed for trading companies chiefly engaged in exports. Thus Government will promote foreign trading companies to aid Indian exporters in export activities.

Later on, the government liberalised foreign direct investments (FDIs) and permitted 100 percent investments in oil refineries, B to B e-commerce,   in Special Economic Zones (SEZs), and telecom sector. It  also removed the limits in power sector industries for automatic approvals.

A special Board would be formed to negotiate with diverse international firms and grant direct foreign investment in certain areas.

8. Foreign technology

-   
Automatic approval will be given to the high priority industries for foreign technology agreements in upto a lumpsum payment of 1 crore, 5% royalty for domestic sales and 8% for exports, under the condition of  total payment of 8% of sales over a 10 year period from date of agreement or 7 years from commencement of production.

Automatic consent will be given to other industries also subject to the same guidelines as above if no free foreign exchange is required for any payments.

-  
All other proposals will need specific approval under the general procedures in force.

-    
No consent will be required for hiring of foreign technicians and foreign testing of indigenously developed technologies.

-  
Formation of special panel to negoti¬ate with foreign firms for the sake of huge investments technology imports.
9. Abolition of Phased Manufacturing Programme:

To increase the pace of indigenization, phased manufacturing programme was enforced. The new policy has totally abolished such programmes as the Govt, feels, due to substantial reforms of trade policy and devaluation of rupee, there is no need to enforce such programmes

THE EFFECT OF PRESENT INDUSTRIAL POLICY ON BUSINESS ENVIRONMENT

Following are some of the arguments in favour of new industrial policy:

1)
One of the most constructive feature if NIP is liberation of Indian industrial sector from the clutches of rules, regulations, permits, licenses and plenty of hurdles obstructing the way of growth and development of small, medium and large scale industries. It was thoroughly frustrating and disheartening to the entrepreneurs who had to work under such suffocating atmosphere.

-The regulations of FERA and MRTP Act are almost removed. In this liberated environment, the entrepreneurs can work efficiently and achieve substantial growth rate. In the budget of 2001-02, it has been stated that after NIP, the economy has grown at an average rate of 6.4% per year in comparison to 5.8% in the 1980s.

2)
Prior to policy of 1991, the industries of the nation were working in a stopped up and protected domestic environment were there was no international competition due to heavy import duties, export promotion etc. as a result of this, there was industrial inefficiency, low productivity, high costs and poor quality.

-But with the introduction of new industrial policy, the doors to access foreign markets opened. Now, Indian industries have to function more efficiently, with low costs, high productivity and superior quality to gain its market share in the global market.

3)
With the removal of MRTP Act and specifically FERA, it is expected that there will be inflow of considerable foreign investments and foreign technology.

SPECIAL ECONOMIC ZONES (SEZ)

- This will aid India in improving its condition with reference to balance of payments. Moreover technological upgradation will increase the efficiency and productivity of Indian industries. It will result in high growth rate, improved management and lift up of exports.

4)
One of the purposes of economic liberation is to put resources to the social sector from the other sectors where Government investments are large.

- With private sector funds coming into industrial and other infrastructure sectors, now the Government can invest more in the social sectors like health, education, rural development, drinking water supply and other social activities.  These investments will be beneficial for the backward classes and poor people because now they will be able to get better aid in health, education, drinking water supply etc. from government.

5)
One of the most important reforms of new industrial policy was redefining the role of public sectors in India. About 58 public sectors having monopoly in field of infrastructure like power, iron and steel, transport etc. have been incurring losses with passage every consecutive year.

-Their inefficiency had negative impacts on development of other sectors and also on revenues of government because the amount of losses consumed a large share of revenues generated. The idea of selling its equity to general public, workers and other financial institutions and mutual funds was he most rational step taken by NIP.

6)
Purposeful formulation and execution of memorandum of understanding (MOU), professional management and greater autonomy in functioning given to management of public sector is expected to improve their performance.

7)
The aim of new industrial policy is to make Indian industrial sector more progressive, advanced, efficient and highly competitive in global market. It aims at bring Indian industries into main stream of world industrial structure. It aims to achieve a unique place in world economy by optimum utilization of ample human and natural resources that India possesses and gain a huge market share due to availability of vast domestic market at door step and overseas market as well.

Following are some of the arguments against new industrial policy of 1991:

1)
Due to liberalization and removal of industrial licensing, there will be flow of entrepreneurs in certain industries. It will lead to fierce competition, particularly in consumer goods industry.

- Due to the policy of free entry and exit, some incompetent units will quit the market and shut down. There will wasteful competition and loss of scarce resources. It will also cause instability in industrial sector of the nation.

2)
As licensing is not required some of the industrial giants of private sector will enter in the previously regulated industries by starting new large scale units or by expanding their existing units.

- The outcome will be concentration of industrial power as these private sector units shall emerge as monopolies who will exploit both the consumers as well as labour.

3)
There will be number of problems due to participation of foreign investors in Indian industries. Foreign investors are interested in those areas which yield huge profits like consumer goods for elite class.

- In India top 20 percent households form 53.4 percent of the nation’s total disposable income. So the foreign companies will be interested in luxurious goods manufacturing. These investors exploit Indian markets, earn huge profits and take it back o their home countries. They are not interesting in heavy and basic industries which require heavy investments and long gestation period.

4)
A considerable part of Indian market will in control of foreign companies because they have support of their government and Indian government will not be in a position to obstruct them even if their functioning is detrimental to the nation.

5)
So far, raising the limit of small scale sector to 60 lacs was to promote more and more people to enter small scale sector to achieve self sufficiency. But its darker side is that the richer section of the society would enter the field or large units will enter under the name of friends and relatives. It will cause difficulties to enter and even survive for middle class and lower class.

6) 
In the excitement of importing technology less attention is paid on the aspect that these technologies might be appropriate for other countries who have  sufficient capital and scarce labour, the same is not suitable for India because the very purpose of industrialization is that large manpower resources are to be utilized by adopting labour intensive and capital conserving industries.

UNIT 3 ROLE OF GOVT. AND IT’S POLICIES IN INDIAN ECONOMY
PROCESS OF PRIVATIZATION AND DISINVESTMENT

INTRODUCTION

Privatization refers to the process of transfer of ownership, can be of both permanent or long term lease in nature, of a state-owned or public owned property to individuals or groups that intend to utilize it for private benefits and run the entity with the major aim of profit maximization. Although the contribution of Public Sector Undertakings is essential to our economy, their poor performance is a barrier that shall be conceived well. In the social service sector, low level of satisfaction led to exit raising the provision of services. Bureaucracy, red tapism, political hiccups, corruption are prominent obstacles in the development of India and also becomes hindrances to foreign investors.

MEANING OF PRIVATIZATION

Privatisation indicates introduction of private ownership in publicly owned and managed enterprises. Privatisation broadly includes three types of measures -

i.   Ownership measures:   is transferring of ownership of public enterprise either fully or partially leading to its privatisation.

ii.  Organisational measures: for limiting state control through restructuring

iii. Operational measures: for improving efficiency of organisation by injecting the spirit of commercialisation through the   granting   of autonomy to public sectors undertakings, permiting them to raise loans from capital markets, etc. to reduce govern ment control. In 1998, the government announced its willingness to reduce its shareholding to 26 percent and to transfer management control to private stakeholders purchasing a substantial stake in all central public sector enterprises except in strategic areas

THE PROCESS OF PRIVATIZATION
The term privatisation has its diversified use as it signified wide range of ideas. Privatisation, in a narrow sense, indicates an introduction of private ownership in publicly owned and managed enterprises, but, in a broader sense, it signifies introduction of public control and management in the public sector enterprises. V.V. Ramanadhan mentioned fifteen senses by which this term privatisation can be used as the literature ranging from ‘transition to private legal forms’ to ‘partial or complete denationalisation of assets’.
Post-independence India had adopted a very conservative economy that was practically shut to the outside world. But as time went by, Indian leaders and economists recognized the need to merge with the global economy. So in 1991, India went through some very major economic reforms. Let us focus on one such aspect of the reforms – privatization in India.
Thus, privatisation includes the following three sets of measures:
1. Ownership Measures: The ownership of all public enterprises ultimately shifts to private owners. The denationalization can be complete or partial.

2. Organizational Measures: This is where we limit the control of the state in public companies. Some methods include holding company structuring, leasing. restructuring of the enterprises etc.

3. Operational Measures: Public organizations and companies were running into huge losses. So the efficiency of these companies was to be increased.

THE NECESSITY OF PRIVATIZATION IN INDIAN BUSINESS ECONOMY
Private companies always have a better incentive than public companies. The managers and officials of a private company have skin in the game, i.e. their income is related to the performance of the company. In public companies, such an incentive is not present. So privatization usually leads to higher efficiency in the company.

In a public company, there is a lot of political interference. This may dissuade the company from taking economically beneficial decisions. However, a private company will not let political factors affect their performance.

In public companies, at times the government can only think about the upcoming elections. So all their goals may be short-term in the process of trying to gain favours of the voting public. But a private company does not have such restrictions. They have long-term goals and ambitions and steer the company in the right direction.

Privatization will also increase competition in the market. Consequently, this has proved to be very beneficial to consumers. Healthy competitiveness in an economy will push efficiency and performances.
DISINVESTMENT: MEANING
Disinvestment is the action of an organization or government selling or liquidating an asset or subsidiary. Absent the sale of an asset, disinvestment also refers to capital expenditure reductions, which can facilitate the re-allocation of resources to more productive areas within an organization or government-funded project. Disinvestment can be carried out for a variety of reasons, some of which are outlined below. Whether a disinvestment action results in divestiture or the reduction of funding, the primary objective is to maximize the return on investment (ROI) on expenditures related to capital goods, labor and infrastructure.
THE PROCESS OF DISINVESTMENT
Ever since India opened up its economy to the world, the government has been distancing itself from industrial production. Years of monopoly across several industries led to Public Sector Undertakings (PSU) running inefficiently. Thus, the government began the process of disinvesting from loss-making and inefficiently-run PSUs in the 1990s.

Disinvestment is the process by which the Union government either sells its stakes in a PSU–fully or partially–or lists it on the stock market. The concept of disinvestment follows the dictum: The government has no business to be in business. Thus, the government continues to disinvest in sectors where private companies are already the dominant players.

Through disinvestment, the government of the day can spend the proceeds for better purposes. The proceeds of the sale are channelised to the National Investment Fund, which was set up in 2005 as a corpus of permanent nature to help the government.

The fund helps the government to recapitalise public sector banks and public sector insurance companies to strengthen them and subscribe to shares being issued by the central PSUs on rights basis in order to ensure that majority ownership in these undertakings does not dilute.

According to the Department of Investment and Public Asset Management, this fund is managed by UTI Asset Management Company Ltd., SBI Funds Management Private Ltd. and LIC Mutual Fund Asset Management Company Ltd.

The 1991 New Economic Policy, presented by then finance minister (and future prime minister) Manmohan Singh pointed out several objectives for disinvestment. These objectives were as follows: Reducing the financial burden on the government, improving public finances, introducing competition and market discipline, funding growth, encouraging wider share of ownership, and depoliticising non-essential services.

Disinvestment got a much-needed boost during the Atal Bihari Vajpayee regime, when Arun Shourie was appointed the minister for disinvestments. Some of the key disinvestments under the Vajpayee administration include the strategic sale of Videsh Sanchar Nigam Limited, Hindustan Zinc, Balco, IPCL, several Indian Tourism Development Corporation hotels and Modern Food Industries. The strategic sales during that period fetched government Rs 6,344 crore. Additionally, the government began disinvesting its stake in Maruti Udyog Ltd in 2002. The government exited the company completely by 2006.

However, disinvestment slowed under the Manmohan Singh government. It seems to have picked pace under the current dispensation. In March, the Modi government claimed that it exceeded its disinvestment target for FY19 by Rs 5,000 crore after total receipts touched Rs 85,000 crore.

According to a 2018 report by the Department of Investment and Public Assets Management, the Modi government has been responsible for over 2 lakh crore worth of disinvestments. This figure translates to about 58 percent of all disinvestments since 1991.

EFFECTS OF PRIVATIZATION ON THE DEVELOPMENT OF BUSINESS

FOREIGN INVESTMENT

INTODUCTION
If a underdeveloped or developing country is interested in rapid economic development, it will have to import machinery, technical know how, spare parts and even raw materials. One method of paying for the imports is to step up exports. This is possible, if the Government is prepared to curtail consumption drastically and export more, simultaneously curtailing import of consumption goods. Russia, China, and others had adopted this method after the establishment of communist governments in these counties. As this involves a lot of sacrifice, it can be adopted only by a Government which is committed to such a policy. The second alternative of getting

respect of technical progress, the attitude of the respective governments, etc. But the fact cannot be denied that foreign capital contributed in many ways to the process of economic growth and industrialization. The need for foreign capital for a developing country like India can arise on account of the following reasons :-
(a) Domestic capital is inadequate for purposes of economic growth and it is necessary to invite foreign capital.

(b) For want of experience, domestic capital and entrepreneurship may not flow into certain lines of production. Foreign capital can show the way for domestic capital.

(c) There may be potential  savings in a developing economy like India but this may come forward only at a higher level of economic activity. It is therefore, necessary that foreign capital should help in speeding up economic activity in the initial phase of development.

(d) It may be difficult to mobilize domestic savings for the financing of projects that are badly needed for economic development. In the early stages of development, the capital market is itself underdeveloped. During the period in which the capital market is in the process of development, foreign capital is essential for the development of capital market itself.

(e) Foreign capital brings with it other scarce productive factors, such as technical know how, business experience and knowledge which are equally essential for economic development. It also create an overall environment for investment into various business activities and boosts the demand thereof.

THE NECESSITY OF FOREIGN CAPITAL IN INDIA

The need for foreign capital arises because of the following reasons. In most developing countries like India, domestic capital is inadequate for the purpose of economic growth. Foreign capital is typically seen as a way of filling in gaps between the domestically available supplies of savings, foreign exchange, government revenue and the planned investment necessary to achieve developmental targets. To give an example of this ‘savings-investment’ gap, let us suppose that planned rate of growth output per annum is 7 percent and the capital-output ratio is 3 percent, then the rate of saving required is 21 percent.

If the saving that can be domestically mobilized is 16 percent, there is a shortfall or a savings gap of 5 percent. Thus the foremost contribution of foreign capital to national development is its role in filling the resource gap between targeted investment and locally mobilized savings. Foreign capital is needed to fill the gap between the targeted foreign exchange requirements and those derived from net export earnings plus net public foreign aid. This is generally called the foreign exchange or trade gap.

An inflow of private foreign capital helps in removing deficit in the balance of payments over time if the foreign-owned enterprise can generate a net positive flow of export earnings.

The third gap that the foreign capital and specifically, foreign investment helps to fill is that between governmental tax revenue and the locally raised taxes. By taxing the profits of the foreign enterprises the governments of developing countries are able to mobilize funds for projects (like energy, infrastructure) that are badly needed for economic development.

Foreign investment meets the gap in management, entrepreneurship, technology and skill. The package of these much-needed resources is transferred to the local country through training programmes and the process of learning by doing’. Further foreign companies bring with them sophisticated technological knowledge about production processes while transferring modern machinery equipment to the capital-poor developing countries.

In fact, in this era of globalization, there is a great belief that foreign capital transforms the productive structures of the developing economics leading to high rates of growth. Besides the above, foreign capital, by creating new productive assets, contributes to the generation of employment a prime need of a country like India.

FOREIGN INVESTMENT AND THE POLICY OF THE GOVERNMENT OF INDIA

With the advent of freedom, the pressure for economic development in India necessitated a realistic approach towards foreign capital. The late Prime Minister Nehru made a statement in April 1949 giving three important assurance to foreign investors :
(a) India would not make any discrimination between foreign and local undertakings ;

(b) Foreign exchange position permitting, reasonable facilities would be given to foreign investors for remittances of profits and repatriation of capital; and

(c) In case of nationalization of the undertaking, fair and  equitable compensation would be paid to foreign investors.
The Industrial Policy Resolution of 1948 and 1956 as well Mr. Nehru’s statement on foreign capital were the basis of the Government’s policy on foreign capital till 1991 when the New Industrial  Policy was announced.

The Indian Government recognized foreign capital as important supplement to domestic saving for the development of the country and for securing scientific, technical and industrial know-how. Although as a matter of policy the major ownership and effective control of undertaking was to be in Indian hands. The Government permitted, in a few cases, foreign capital to have majority control of an enterprise. The Government extended a number of tax concessions favouring foreign enterprises and streamlined industrial licensing procedures to avoid delays in approvals of foreign collaborations. The Government of India decided in 1972 to permit wholly owned subsidiaries of foreign companies provided they undertake to export 100 per cent of their output. However, in case the new venture is to export less than 100 per cent of its output, the extent of permissible foreign capital participation would be subject to negotiation with the Government. Since the new policy of the Government marked a reversal of its earlier policy of reducing the share of foreign equity holdings in subsidiaries of foreign companies operating in India, it gave rise to suspicion and anxiety. During February 1972, the Government developed a precise formula setting out the limits of participation by Indians in foreign subsidiary companies if they undertook plans of output-expansion. Thus companies with foreign holdings exceeding 75% would have to raise 40% of the estimated cost of expansion by issue of additional equity to Indians. The corresponding proportion for companies with 60-70% foreign ownership would be 33.3% and for those with 51-60% foreign ownership would be 25%. Thus, the Government had to choose between pursuing a policy of Indianisation of foreign subsidiary companies to boost up exports through the agency of foreign firms. The latter course, which was chosen, was beset with grave dangers of proliferation of the influence of foreign concerns. While, liberalizing the conditions for foreign private investment the Government should in no case permit such subsidiary companies which are neither willing to make a firm commitment about export promotion nor are willing to accept the scheme of gradual Indianisation. The principles of participation should be laid down in unambiguous terms.
THE FORMS OF FOREIGN CAPITAL

The different forms of foreign investment are :

(a)Direct Foreign Investment. Foreign capital can enter India in the form of direct investments. In the past, companies had been formed in advanced countries with the specific purpose of operating in India. Sometimes companies of advanced countries start their subsidiary offices or branches and affiliates in India. Alternately, foreigners may subscribe to stocks and debentures of concerns in India. (This is known as portfolio investment.)
(b) Foreign Collaboration. In recent years there has been joint participation of foreign and domestic capital. India has been encouraging this form of import of foreign capital. There are three types of foreign collaborations joint participation between private parties, between foreign firms and Indian Government and between foreign governments and Indian Government, Inter-Government Loans. Since the Second World War, there has been a growing tendency towards direct inter-government loans and grants. Marshall Aid was a massive system of American aid given to the war-devasted European countries to reconstruct their economies. Other advanced countries too provide grants and loans to Governments of less developed countries.
(d) Loans from International Institutions. Since 1946, the World Bank and its affiliates have been important suppliers of capital to India. International Monetary Fund (MF), Aid India Consortium, Asian Development Bank (ADB) and the World Bank have been the major sources of external assistance to India in recent years.
(e) External Commercial Borrowing (ECB).  India has also been tapping export credit agencies like the US Exim Bank, the Japanese Exim Bank, ECGC of the UK etc. to obtain a major portion of the commercial borrowing from the capital market.
UNIT 4 PLANNING IN INDIA

ECONOMIC PLANNING IN INDIA

INTRODUCTION

The economy of India is based in part on planning through its five-year plans, which are developed, executed and monitored by the Planning Commission. The eleventh plan completed its term in March 2012 and the twelfth plan is currently underway. Prior to the fourth plan, the allocation of state resources was based on schematic patterns rather than a transparent and objective mechanism, which led to the adoption of the Gadgil formula in 1969. Revised versions of the formula have been used since then to determine the allocation of central assistance for state plans.
OUTLINE OF ECONOMIC PLANNING IN INDIA

1 First Five-Year Plan (1951–1956)

2 Second Five-Year Plan (1956–1961)

3 Third Five-Year Plan (1961–1966)

4 Fourth Five-Year Plan (1969–1974)

5 Fifth Five-Year Plan (1974–1979)

6 Sixth Five-Year Plan (1980–1985)

7 Seventh Five-Year Plan (1985–1990)

8 Eighth Five-Year Plan (1992–1997)

9 Ninth Five-Year Plan (1997–2002)

10 Tenth Five-Year Plan (2002–2007)

11 Eleventh Five-Year Plan (2007–2012)

First Five-Year Plan (1951–1956)

The first Indian Prime Minister, Jawaharlal Nehru presented the first five-year plan to the Parliament of India on December 8, 1951.This plan was based on the Harrod-Domar model. The plan addressed, mainly, the agrarian sector, including investments in dams and irrigation. The agricultural sector was hit hardest by the partition of India and needed urgent attention. The total planned budget of  2069 crore was allocated to seven broad areas: irrigation and energy (27.2 percent), agriculture and community development (17.4 percent), transport and communications (24 percent), industry (8.4 percent), social services (16.64 percent), land rehabilitation (4.1 percent), and for other sectors and services (2.5 percent). The most important feature of this phase was active role of state in all economic sectors. Such a role was justified at that time because immediately after independence, India was facing basic problems—deficiency of capital and low capacity to save.

The target growth rate was 2.1% annual gross domestic product (GDP) growth; the achieved growth rate was 3.6%. The net domestic product went up by 15%. The monsoon was good and there were relatively high crop yields, boosting exchange reserves and the per capita income, which increased by 8%. National income increased more than the per capita income due to rapid population growth. Many irrigation projects were initiated during this period, including the Bhakra Dam and Hirakud Dam. The World Health Organization, with the Indian government, addressed children's health and reduced infant mortality, indirectly contributing to population growth.

At the end of the plan period in 1956, five Indian Institutes of Technology (IITs) were started as major technical institutions. The University Grant Commission was set up to take care of funding and take measures to strengthen the higher education in the country. Contracts were signed to start five steel plants, which came into existence in the middle of the second five-year plan. The plan was successful.

Target Growth: 2.1% Actual Growth: 3.6%

Second Five-Year Plan (1956–1961)

The second five-year plan focused on industry, especially heavy industry. Unlike the First plan, which focused mainly on agriculture, domestic production of industrial products was encouraged in the Second plan, particularly in the development of the public sector. The plan followed the Mahalanobis model, an economic development model developed by the Indian statistician Prasanta Chandra Mahalanobis in 1953. The plan attempted to determine the optimal allocation of investment between productive sectors in order to maximise long-run economic growth . It used the prevalent state of art techniques of operations research and optimization as well as the novel applications of statistical models developed at the Indian Statistical Institute. The plan assumed a closed economy in which the main trading activity would be centered on importing capital goods.
Hydroelectric power projects and five steel mills at Bhilai, Durgapur, and Rourkela were established. Coal production was increased. More railway lines were added in the north east.

The Atomic Energy Commission was formed in 1958 with Homi J. Bhabha as the first chairman. The Tata Institute of Fundamental Research was established as a research institute. In 1957 a talent search and scholarship program was begun to find talented young students to train for work in nuclear power.

The total amount allocated under the second five-year plan in India was Rs. 4,600 crore. This amount was allocated among various sectors:

•
Power and irrigation

•
Social services

•
Communications and transport

•
Miscellaneous

Target Growth:4.5% Growth achieved:4.0%
Third Five-Year Plan (1961–1966)

The third plan stressed on agriculture and improvement in the production of wheat, but the brief Sino-Indian War of 1962 exposed weaknesses in the economy and shifted the focus towards the [Defence industry]. In 1965–1966, India fought a [Indo-Pak] War with Pakistan. Due to this there was a severe drought in 1965. The war led to inflation and the priority was shifted to price stabilisation. The construction of dams continued. Many cement and fertilizer plants were also built. Punjab began producing an abundance of wheat.

Many primary schools have been started in rural areas. In an effort to bring democracy to the grassroot level, Panchayat elections have been started and the states have been given more development responsibilities.

State electricity boards and state secondary education boards were formed. States were made responsible for secondary and higher education. State road transportation corporations were formed and local road building became a state responsibility.

Target Growth: 5.6% Actual Growth: 2.4%
Fourth Five-Year Plan (1969–1974)

At this time Indira Gandhi was the Prime Minister. The Indira Gandhi government nationalised 14 major Indian banks and the Green Revolution in India advanced agriculture. In addition, the situation in East Pakistan (now Bangladesh) was becoming dire as the Indo-Pakistani War of 1971 and Bangladesh Liberation War took Funds earmarked for the industrial development had to be diverted for the war effort. India also performed the Smiling Buddha underground nuclear test in 1974, partially in response to the United States deployment of the Seventh Fleet in the Bay of Bengal. The fleet had been deployed to warn India against attacking West Pakistan and extending the war.

Target Growth: 5.7% Actual Growth: 3.3%
Fifth Five-Year Plan (1974–1979)

Stress was by laid on employment, poverty alleviation, and justice. The plan also focused on self-reliance in agricultural production and defence. In 1978 the newly elected Morarji Desai government rejected the plan. Electricity Supply Act was enacted in 1975, which enabled the Central Government to enter into power generation and transmission.[citation needed]

The Indian national highway system was introduced and many roads were widened to accommodate the increasing traffic. Tourism also expanded.

Target Growth: 4.4% Actual Growth: 5.0
Sixth Five-Year Plan (1980–1985)

The sixth plan also marked the beginning of economic liberalization. Price controls were eliminated and ration shops were closed. This led to an increase in food prices and an increase in the cost of living. This was the end of Nehruvian Plan and Rajiv Gandhi was prime minister during this period.

Family planning was also expanded in order to prevent overpopulation. In contrast to China's strict and binding one-child policy, Indian policy did not rely on the threat of force[citation needed]. More prosperous areas of India adopted family planning more rapidly than less prosperous areas, which continued to have a high birth rate.

Target Growth: 5.2% Actual Growth: 5.4%
Seventh Five-Year Plan (1985–1990)

The Seventh Plan marked the comeback of the Congress Party to power. The plan laid stress on improving the productivity level of industries by upgrading of technology.

The main objectives of the 7th five-year plans were to establish growth in areas of increasing economic productivity, production of food grains, and generating employment.

As an outcome of the sixth five-year plan, there had been steady growth in agriculture, control on rate of Inflation, and favourable balance of payments which had provided a strong base for the seventh five Year plan to build on the need for further economic growth. The 7th Plan had strived towards socialism and energy production at large. The thrust areas of the 7th Five year plan have been enlisted below:

•
Social Justice

•
Removal of oppression of the weak

•
Using modern technology

•
Agricultural development

•
Anti-poverty programs

•
Full supply of food, clothing, and shelter

•
Increasing productivity of small- and large-scale farmers

•
Making India an Independent Economy

Based on a 15-year period of striving towards steady growth, the 7th Plan was focused on achieving the pre-requisites of self-sustaining growth by the year 2000. The Plan expected a growth in labour force of 39 million people and employment was expected to grow at the rate of 4 percent per year.

Some of the expected outcomes of the Seventh Five Year Plan India are given below:

•
Balance of Payments (estimates): Export –  33,000 crore (US$6 billion), Imports – (-) 54,000 crore (US$9.8 billion), Trade Balance – (-) 21,000 crore (US$3.8 billion)

•
Merchandise exports (estimates):  60,653 crore (US$11 billion)

•
Merchandise imports (estimates):  95,437 crore (US$17.4 billion)

•
Projections for Balance of Payments: Export –  60,700 crore (US$11 billion), Imports – (-)  95,400 crore (US$17.4 billion), Trade Balance- (-)  34,700 crore (US$6.3 billion)

Under the Seventh Five Year Plan, India strove to bring about a self-sustained economy in the country with valuable contributions from voluntary agencies and the general populace.

Target Growth: 5.0% Actual Growth: 5.7%

Eighth Five-Year Plan (1992–1997)

1989–91 was a period of economic instability in India and hence no five-year plan was implemented. Between 1990 and 1992, there were only Annual Plans. In 1991, India faced a crisis in Foreign Exchange (Forex) reserves, left with reserves of only about US$1 billion. Thus, under pressure, the country took the risk of reforming the socialist economy. P.V. Narasimha Rao was the twelfth Prime Minister of the Republic of India and head of Congress Party, and led one of the most important administrations in India's modern history overseeing a major economic transformation and several incidents affecting national security. At that time Dr. Manmohan Singh (currently, Prime Minister of India) launched India's free market reforms that brought the nearly bankrupt nation back from the edge. It was the beginning of privatisation and liberalisation in India.

Modernization of industries was a major highlight of the Eighth Plan. Under this plan, the gradual opening of the Indian economy was undertaken to correct the burgeoning deficit and foreign debt. Meanwhile India became a member of the World Trade Organization on 1 January 1995.This plan can be termed as Rao and Manmohan model of Economic development. The major objectives included, controlling population growth, poverty reduction, employment generation, strengthening the infrastructure, Institutional building, tourism management, Human Resource development, Involvement of Panchayat raj, Nagar Palikas, N.G.O'S and Decentralisation and people's participation. Energy was given priority with 26.6% of the outlay. An average annual growth rate of 6.78% against the target 5.6% was achieved.

To achieve the target of an average of 5.6% per annum, investment of 23.2% of the gross domestic product was required. The incremental capital ratio is 4.1.The saving for invetsment was to come from domestic sources and foreign sources, with the rate of domestic saving at 21.6% of gross domestic production and of foreign saving at 1.6% of gross domestic production.
Ninth Five-Year Plan (1997–2002)

Ninth Five Year Plan India runs through the period from 1997 to 2002 with the main aim of attaining objectives like speedy industrialization, human development, full-scale employment, poverty reduction, and self-reliance on domestic resources.

Background of Ninth Five Year Plan India: Ninth Five Year Plan was formulated amidst the backdrop of India's Golden jubilee of Independence.

The main objectives of the Ninth Five Year Plan of India are:

•
to prioritize agricultural sector and emphasize on the rural development

•
to generate adequate employment opportunities and promote poverty reduction

•
to stabilize the prices in order to accelerate the growth rate of the economy

•
to ensure food and nutritional security.

•
to provide for the basic infrastructural facilities like education for all, safe drinking water, primary health care, transport, energy

•
to check the growing population increase

•
to encourage social issues like women empowerment, conservation of certain benefits for the Special Groups of the society

•
to create a liberal market for increase in private investments

During the Ninth Plan period, the growth rate was 5.35 per cent, a percentage point lower than the target GDP growth of 6.5 per cent.
Tenth Five-Year Plan (2002–2007)

•
Attain 8% GDP growth per year.

•
Reduction of poverty ratio by 5 percentage points by 2007.

•
Providing gainful and high-quality employment at least to the addition to the labour force.

•
Reduction in gender gaps in literacy and wage rates by at least 50% by 2007.

•
20 point program was introduced.

Target growth:8.1% Growth achieved:7.7%

Eleventh Five-Year Plan (2007–2012)

The eleventh plan has the following objectives:

1.
Income & Poverty

· Accelerate GDP growth from 8% to 10% and then maintain at 10% in the 12th Plan in order to double per capita income by 2016–17

· Increase agricultural GDP growth rate to 4% per year to ensure a broader spread of benefits

· Create 70 million new work opportunities.

· Reduce educated unemployment to below 5%.

· Raise real wage rate of unskilled workers by 20 percent.

· Reduce the headcount ratio of consumption poverty by 10 percentage points.

2.
Education

· Reduce dropout rates of children from elementary school from 52.2% in 2003–04 to 20% by 2011–12

· Develop minimum standards of educational attainment in elementary school, and by regular testing monitor effectiveness of education to ensure quality

· Increase literacy rate for persons of age 7 years or above to 85%

· Lower gender gap in literacy to 10 percentage point

· Increase the percentage of each cohort going to higher education from the present 10% to 15% by the end of the plan

3.
Health

· Reduce infant mortality rate to 28 and maternal mortality ratio to 1 per 1000 live births

· Reduce Total Fertility Rate to 2.1

· Provide clean drinking water for all by 2009 and ensure that there are no slip-backs

· Reduce malnutrition among children of age group 0–3 to half its present level

· Reduce anaemia among women and girls by 50% by the end of the plan

4.
Women and Children

· Raise the sex ratio for age group 0–6 to 935 by 2011–12 and to 950 by 2016–17

· Ensure that at least 33 percent of the direct and indirect beneficiaries of all government schemes are women and girl children

· Ensure that all children enjoy a safe childhood, without any compulsion to work

5.
Infrastructure

· Ensure electricity connection to all villages and BPL households by 2009 and round-the-clock power.

· Ensure all-weather road connection to all habitation with population 1000 and above (500 in hilly and tribal areas) by 2009, and ensure coverage of all significant habitation by 2015

· Connect every village by telephone by November 2007 and provide broadband connectivity to all villages by 2012

· Provide homestead sites to all by 2012 and step up the pace of house construction for rural poor to cover all the poor by 2016–17

6.
Environment

· Increase forest and tree cover by 5 percentage points.

· Attain WHO standards of air quality in all major cities by 2011–12.

· Treat all urban waste water by 2011–12 to clean river waters.

· Increase energy efficiency by 20%

Target growth:8.33% Growth achieved:7.9%

EVALUTION OF 11TH FIVE YEAR PLAN
The economic reforms ushered in since 1991 are revolutionary indeed in comparison with  the policy and procedural reforms hitherto attempted in India. It, undoubtedly, is a bold step in the direction of freeing the Indian industry from the shackles of abortive and crippling controls. Although further policy changes and reform are needed, changes already introduced, if implemented in real earnest, will certainly provide a considerable growth impetus. However, real debureaucratising is a challenging task. The bureaucracy has a tendency to attempt to defeat the measures aimed at deregulations. A strong mandate and political will and bold administrative measures are essential for implementing several of the proposals. The government, however, often shows signs of confusion and lack of boldness on the face of opposition from trade unions, politicians and bureaucrats. There will certainly be strong opposition from these groups to protect their vested interests. For example, in the face of the strong opposition from the trade unions, the government's stand on privatisation has not been clear. In our country the might of the organised minority often gets prominence over the rights and welfare of the unorganised majority. The policy environment now in India is much more conducive for both domestic and foreign investments than in the past. However, there are now a host of countries trying to foreign investment with much more conducive economic environment than in India. Further, cultural factors also tilt the balance in favour of other nations as far as foreign investment is concerned. Further, foreign business still regards the policy and procedural system in India perplexing. Even many Indian entrepreneurs feel that the policy/procedural and development environments in countries like China are much superior to that in India and a number of them prefer to locate production bases abroad. The development of the infra structural sector has been tardy in India even after the liberalization. Because of these factors one should not expect wonders out of the belated measures. However, for the first time the domestic industry has been given a considerable leeway to, prove its mettle. This dynamism coupled with an enhanced external collaboration and competition should be expected to provide a considerable momentum for development. At the same time, the government should strive to remove the remaining lacunae and to implement the proposed reforms in letter and spirit. Although the economic policy liberalisation of 1991 came in for scathing criticism by the opposition parties, when these parties drew up their election manifestoes in April, 1996, their anti-liberalisation stand was conspicuous by its inconspicuousness. More interestingly, when the short lived BJP government and the United Front government that followed announced their economic policies, they amounted not only to endorsing the liberalisation policy ushered in by the Congress government under Narasimha Rao but also to carrying forward the process of deregulation and decontrol to achieve faster economic growth. The economic policy of the United Front (UF) government as expressed in the Common Minimum Programme (CMP), which observed that there was no substitute for growth, and that the country's GDP needed to grow' at over seven per cent in the next 10 years in order to abolish endemic poverty and unemployment, stated that the UF government is committed to faster economic growth. The document on the CMP observed that further deregulation and decontrol might be required in the agricultural, industrial and other sectors to accelerate economic development. In short, all political parties almost unanimously accept India’s economic liberalisation so that it is irreversible. The Union Budget 2001-2002 was hailed for initiating the second generation reforms. Whichever political party or combine comes to power in future, the difference will be, at the most, in it’s fine-tuning. In other words, the major differences between the political parties in India will no more be related to economic policies or ideologies; the differences will pertain rather to ethnic and related factors (including the issue of secularism and regional factors). The ubiquitous support to liberalisation seen now is due to the good liberalisation can do for the economic development of the country. Developments since 1991 have demonstrated the growth and competitive impulses that the liberalisation can generate. There is also a lot of lessons to be learnt from the Chinese experience of liberalisation.

CONCLUSION
Until 1991, the industrial policy of India was characterized by a monopoly or dominant  role for the public sector in strategic basic and heavy industries; preference for small scale units and reservation of a large number of items for the SSI sector; preference for cooperative sector and joint sector in several areas; a host of entry, growth, and operational and functional restrictions on the private sector; and a very restrictive attitude towards foreign capital and technology. The industrial policy announced in July 1991 along with other economic policy changes and measures ushered in a process of economic reforms in India. Now there are no entry and growth restrictions on the private sector, except in a very small number of industries. The policy towards foreign capital and technology has been substantially liberalised. Imports have been very significantly liberalized; quantitative restrictions on imports, by and large, have been removed.

APPROACH LETTER TO 12TH FIVE YRAR PLAN
Broad Objectives of 12th Five Year Plan

· To reduce poverty

· To improve regional equality across states and within states

· To improve living conditions for SCs, STs, OBCs, Minorities

· To generate attractive employment opportunities for Indian youth

· To eliminate gender gaps

12th Five Year Plan lists various growth indicators as follows:

· It aims at average GDP growth rate of 8%

· It seeks to achieve 4% growth in agricultural sector 

· It aims at reducing head-count poverty by 10% 

· It aims at generating 50 million work opportunities in non-farm sector and providing skill certifications

· It aims at eliminating gender and social gap in education

· Reducing Infant Mortality Rate (IMR) to 25, Merternal Mortality Rate (MMR) to 100 and Total Fertility Rate (TFR) to 2.1

· Increasing infrastructure investment to 9% of GDP

· Achieving universal road connectivity and access to power for all villages

· Provision of banking services for 90% households

· Major welfare benefits and subsidies via Aadhaar card

· Secondary Education for all by 2017

· Increase public spending from 1% (11th plan) to 2.5% of GDP by the end of 12th

· Development of a National Action Plan for Climate Change to achieve target of 20% to 25% reduction in emission levels by 2020

· Getting 5 Indian universities in the list of top 200 universities in the world

· For the purpose of providing electricity to households it aims at addition of 88,000 MW electricity generation capacity and 55,000 MW of renewable energy capacity.

· Eliminate gender and social gap in school enrollment

· Improving child sex ratio (0-6) to 950

· Reducing under nutrition among children aged 0-3 to half of the NFHS-3 level

· Increasing Gross Irrigated area from 90 million hectares to 103 million hectares

· Connecting all villages with all-weather roads and upgrading national and state highways to minimum two-lane standard

· Complete Eastern and Western Dedicated Freight Corridor

· Increase rural tele-density to 70%, currently it is 40.81%

· Ensuring 50% of rural population has access to 40 lpcd piped drinking water supply and 50% of Gram Panchayat achieve Nirmal Gram Status

· Increasing Green Cover (as measured by Satellite Imagery) by 1 million hectare every year

· It has proposed a modified Accelerated Irrigation benefits program and expanded Watershed Management project
EVALUTION OF ECONOMIC PLANNING
Major Accomplishments of Planning:

(a) Higher Rate of Growth:

Economic plan­ning in India aims at bringing about rapid eco­nomic development in all sectors. In other words, it aims at a higher growth rate.

India’s macroeconomic performance has been only moderately good in terms of GDP growth rates. The compound annual rate of growth stands at 4.4% at 1993-94 prices for the whole planning period (1950-51 to 1999-00). Compared to the pre­-plan period when she was caught in a low level equilibrium trap, growth acceleration during the last 50 years has been impressive indeed. How­ever that it is not yet clear as to how much of this acceleration has been due to the change in the world economic boom since World War II and how much due to India’s own planning efforts.

(b) Growth of Economic Infrastructure: 

India’s performance in building up the necessary economic infrastructure is really praiseworthy. It is to be noted that the process of industrialisation of any country largely depends on the develop­ment of economic infrastructure in the form of transport and communications, energy, irrigation facilities, and so on.

At the inception of economic planning road length was 4 lakh kms, but by 1996- 97 it rose to approximately 24.66 lakh kms, rail­way route length increased from 53,596 kms in 1951 to about 62,800 kms in 1999-00. Today, the Indian railway system is the largest in Asia and the fourth largest in the world. Similarly, other modes of transport (such as shipping and civil aviation) have also expanded phenomenally.

The electric power generated jumped from a meager 61.26 million kw in 1970-71 to 526.7 billion kw in 1999- 00. However, as per the needs of the economy, it is still inadequate. The gross irrigated area as a per­centage of gross cropped area increased from 17.4% in 1950-51 to 38.7% in 1996-97.

(c) Development of Basic and Capital Goods Industries:

Another major area of success of In­dian planning is the growth of basic and capital goods industries. With the adoption of the Mahalanobis strategy of development during the Second Plan period, some basic and capital goods industries like iron and steel witnessed spectacu­lar growth.

It is said that the present level of devel­opment in infrastructure as well as basic and capi­tal goods industries is considered enough to put the Indian economy on the path of self-sustaining growth. Yet more is to be done for achieving rapid industrialisation. But whatever growth has been achieved in infrastructure and basic industrialise been due to planning.

(d) Faster Growth of Agriculture:

The most significant aspect of India’s five year plans is that the overall rate of growth of food production has now exceeded the rate of growth of population. No doubt, in the early years of planning, agricul­tural performance was miserable. As a result there had emerged food crisis. But due to the impact of biochemical revolution from the late 1960s, food crisis has become almost a thing of the past. She has attained self-sufficiency in food-grains.

That is why the Indian economy is now stronger and bet­ter equipped to tackle any eventuality (mainly food crisis) than ever before. Despite the worst- ever droughts of 1986 and- 1987, India was re­quired to import a very small quantity of food. This is, no doubt, a notable achievement.

(e) Savings and Investment:

The rise in the domestic savings rate from 8.9% of GDP in 1950- 51 to 22.3% in 1999-00 is definitely impressive. Similarly, India’s gross domestic capital forma­tion increased from 8.7% in 1950-51 to 23.3% of GDP in 1999-00. However, this higher growth rate of capital formation failed to accelerate the rate of economic growth. Hence, a paradox has been en­countered high saving rate and slow growth of per capita income.

(f)Economic Self-Reliance:

Self-reliance refers to the lack of dependence on external assist­ance. In other words, it means zero foreign aid. India all along used to importing huge food-grains, fertilisers, raw materials and industrial machinery and equipment. This resulted in draining of In­dia’s precious .foreign exchange reserves. Hence, the need for achieving economic self-reliance.

No doubt India has achieved quite some progress in certain important directions. Firstly, because of the increase in output of food-grains, India has achieved near self-sufficiency in food. India is now capable of handling food crises in spite of failures due to the building up of buffer stock of food-grains. Secondly, with the establish­ment of basic industries as well as imports substi­tute industries, India’s dependence on imports for heavy chemicals, transport and communications machinery, plant and other capital equipment has diminished a great deal.

Major Failures of Planning:

(a) Inadequate Growth Rate:

In quantita­tive terms, the growth rate of the Indian economy may be good but not satisfactory by any stand­ards. Since the actual growth rate was less than the planned or targeted rate of growth it was not possi­ble to meet other goals of planning such as pov­erty alleviation and improvement of living stand­ards.

Except in the First and the Sixth Five Year Plans, the actual growth rate remained below the targeted growth rates of GNP and per capita in­come. India remains one of the poorest nations of the world even after 50 years of economic planning. It has been estimated that at least 7 to 7 ½ years are required to attain the five-yearly targeted growth rates of various plans.

Let us now turn to the desired rate of growth which involves several non-economic (mainly socio-psychological) variables such as people’s hopes and aspirations, desires and rising expecta­tions. An ordinary man evaluates planning in terms of availability of essential goods and services at affordable prices.

The per capita availability of cotton cloth has, in fact, increased marginally from 12.9 metres per annum in 1980-81 to 14.2 metres p.a. in 1999-00. Per capita availability of food-grains has increased from 394.9 grams per day in 1950-51 to 470.4 grams per day in 1999-00. The falling or slow growth of per capita supplies of necessary wage goods (such as food-grains, tex­tiles, tea, etc.) is a matter of grave concern and is an indication of tragic failure-of planning.

(b) Move Toward Socialistic Pattern of So­ciety:

Indian planning aims at building up a ‘so­cialistic pattern of society’, in a mixed economy, through various egalitarian measures. These are (i) land reform measures with the purpose of redis­tribution of land among poorer peasants, (ii) re­duction of concentration of economic power in the hands of a few big bourgeoisie and 

(iii) expan­sion of the public sector and nationalisation of certain important industries.

Most land reform measures have failed a achieved partial success. Security of tenure, con­ferment of ownership rights on actual tillers, ceil­ing on landholdings, etc. are all on paper.

The concentration of economic power in a few hands has to be reduced. But mainly due to India’s tax system and industrial licensing policy the big firm have become bigger over the plan period. In recent years, the Government has en­couraged privatisation in a large measure by de-licensing industries. This has led to further in­equality.

The development of public sectors has been viewed by the Government as a “countervailing power” to private monopoly. But the contribution of the public sector and nationalised institutions towards the national exchequer is highly insig­nificant. Barring a few public sector industries, all Central and State Government public sector units are running at a loss.

(c) Economic Inequality and Social Injus­tice:

Two aspects of social justice involves, on one hand, the reduction of poverty and on the other, the reduction of inequality. Indian plans aim at reducing such inequalities, so that the ben­efits of economic development can be enjoyed by poor people and the weaker sections of the soci­ety.

It was estimated that more than 50% of the total population was below the poverty line in 1950-51. The poverty ratio come down to 37% in 2000-01. In spite of some success achieved in al­leviating poverty, the incidence of poverty is still high in India. And the incidence of poverty is higher in rural areas than in cities and towns.

(d) Unemployment:

The removal of unem­ployment is considered to be another important objective of India’s five-year plans. But the em­ployment generation programmes did not achieve much success and the problem of unemployment has become more and more serious plan after plan. The number of applicants on the live register of employment exchanges increased from 17.83 lakhs in 1981 to 40.37 lakhs in 1999.

(e) Regional Imbalance: 

The entire plan­ning exercise has created a vast regional imbal­ance. Over the years, inequalities among the States have widened. This is mainly because the back­ward areas did not receive fair treatment, so far as resource transfer is concerned.

(f) Inflation:

Finally, the benefits of eco­nomic planning have largely offset by price infla­tion. The prices of essential goods have been in­creasing much faster than other prices. This has resulted in great hardships to the vast majority of the people mainly the poor and the weak. Growth without stability has become an essential charac­teristic of Indian planning.

On the social side, poverty remains perva­sive, the infant mortality rate has stagnated at 72 per 1000 for a number of years, the literacy rate is still low (65.38% in 2001) though improving, and 60% of rural and 20% of urban households have no power connections. So the quality of life of Indian people remains very low even after 50 years of planning.

In view of these failures, Prof. Sukhamoy Chakraborty remarked that “Indian plans may be good on paper but are rarely good in implementa­tion”. So the need of the hour is to formulate a correct economic policy and implement it properly.
NITI AYOG

India has undergone drastic changes over the decades. These changes are the sum total of the shifts in global scenario. Keeping with the changing times, NDA Government, in 2014, has decided to set up NITI Ayog.

The new institution will be a catalyst to the developmental process; nurturing an overall enabling environment, through a holistic approach to development going beyond the limited sphere of the Public  Sector and Government of India. This will be built on the foundations of:

· An empowered role of States as equal partners in national development; operationalizing the principle of Cooperative Federalism.

· A knowledge hub of internal as well as external resources; serving as a repository of good governance best practices, and a Think Tank offering domain knowledge as well as strategic expertise to all levels of government.

· A collaborative platform facilitating Implementation; by monitoring progress, plugging gaps and bringing together the various Ministries at the Centre and in States, in the joint pursuit of developmental goals.

Objectives of niti aayaog:

1. To evolve a shared vision of national development priorities, sectors and strategies with the active involvement of States in the light of national objectives.

2. To foster cooperative federalism through structured support initiatives and mechanisms with the States on a continuous basis, recognizing that strong States make a strong nation.

3. To develop mechanisms to formulate credible plans at the village level and aggregate these progressively at higher levels of government.

4. To ensure, on areas that are specifically referred to it, that the interests of national security are incorporated in economic strategy and policy.

5. To pay special attention to the sections of our society that may be at risk of not benefiting adequately from economic progress.

6. To design strategic and long term policy and programme frameworks and initiatives, and monitor their progress and their efficacy. The lessons learnt through monitoring and feedback will be used for making innovative improvements, including necessary mid-course corrections.

7. To provide advice and encourage partnerships between key stakeholders and national and international like-minded Think tanks, as well as educational and policy research institutions.

8. To create a knowledge, innovation and entrepreneurial support system through a collaborative community of national and international experts, practitioners and other partners.

9. To offer a platform for resolution of inter-sectoral and inter departmental issues in order to accelerate the implementation of the development agenda.

10. To maintain a state-of-the-art Resource Centre, be a repository of research on good governance and best practices in sustainable and equitable development as well as help their dissemination to stake-holders.

11. To actively monitor and evaluate the implementation of programmes and initiatives, including the identification of the needed resources so as to strengthen the probability of success and scope of delivery.

12. To focus on technology upgradation and capacity building for implementation of programmes and initiatives.

13. To undertake other activities as may be necessary in order to further the execution of the national development agenda, and the objectives mentioned in above.
Formation:

The NITI Aayog comprises the following:

· The Prime Minister as the Chairperson.

· A Governing Council composed of Chief Ministers of all the States and Union territories with Legislatures and lieutenant governors of Union Territories(except Delhi and Pondicherry)

· Regional Councils composed of Chief Ministers of States and Lt. Governors of Union Territories in the region to address specific issues and contingencies impacting more than one state or a region.

· Full-time organizational framework composed of a Vice-Chairperson, five full-time members, two part-time members (from leading universities, research organizations and other relevant institutions in an ex-officio capacity), four ex-officio members of the Union Council of Ministers, a Chief Executive Officer (with the rank of Secretary to the Government of India) who looks after administration, and a secretariat.

· Experts and specialists in various fields.

· With the Prime Minister as the Chairperson, presently NITI Aayog consists of:

· Vice Chairperson: Rajiv Kumar

· Ex-Officio Members: Amit Shah, Rajnath Singh, Nirmala Sitaraman and Narendra Singh Tomar

· Special Invitees: Nitin Gadkari, Piyush Goyal, Thawar Chand Gehlot and Rao Inderjit Singh 

· Full-time Members: V. K. Saraswat (former DRDO Chief), Ramesh Chand (Agriculture Expert) and Dr. Vinod Paul (Public Health expert)

· Chief Executive Officer (CEO): Amitabh Kant

· Governing Council: All Chief Ministers of States (and Delhi and Puducherry), Lieutenant Governor of Andaman & Nicobar Islands, and Special Invites

Difference between Planning commission and NITI Aayog:

	Planning Commission
	NITI Aayog

	Enjoyed the powers to allocate funds to ministries and state governments.
	To be an advisory body, or a think-tank. The powers to allocate funds might be vested in the finance ministry.

	The last Commission had eight full-time members
	The number of full-time members could be fewer than Planning Commission

	States' role was limited to the National Development Council and annual interaction during Plan meetings.
	State governments are expected to play a more significant role than they did in the Planning Commission.

	Secretaries or member secretaries were appointment through the usual process
	Secretaries to be known as the CEO and to be appointed by the prime minister.

	Full Planning Commission had no provision for part-time members.
	To have a number of part-time members, depending on the need from time to time.

	The commission reported to National Development Council that had state chief ministers and lieutenant governors.
	Governing Council has state chief ministers and lieutenant governors.

	Had deputy chairperson, a member secretary and full-time members
	New posts of CEO, of secretary rank, and Vice-Chairperson. Will also have five full-time members and two part-time members. Four cabinet ministers will serve as ex-officio members.

	Policy was formed by the commission and states were then consulted about allocation of funds.
	Consulting states while making policy and deciding on funds allocation. Final policy would be a result of that.

	Had power to decide allocation of government funds for various programmes at national and state levels.
	No power to allocate funds

	Imposed policies on states and tied allocation of funds with projects it approved.
	NITI is a think-tank and does not have the power to impose policies.
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