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CHAPTER - 1
INTRODUCING ECONOMICS

In Western civilization wealth was the primary and original concern of economics,
and in economics the questions about wealth concerned the means of acquiring,
maintaining, and increasing it. Wealth was seen by Aristotle not as an end, but as a
means of achieving ethical and political ends. Whereas the treatment of wealth in the
non economic fields of religion, history, politics, and the like focused mostly on its
distribution and its effect on affluence, poverty, and the state, the approach of the
economists was to focus on the means to wealth.

The economic problem or the objective of the economic arrangement, be it in a
primitive hunting and gathering society or in the most sophisticated modern industrial
society, is that of provision—how to use scarce resources to produce goods and
services and how to appropriately distribute the product. This problem has remained
basically unchanged in human history. Over time, what has differed or changed are the
modes of economic organization that correspond to the cultural arrangements in human
societies. But the existence of the economic problem is different from an analysis of the
economic probiem. Organized economic systems existed in ancient Egypt, the great
African empires of Western Sudan, the Aztec and Incan civilizations of the Americas,
and the Assyrian and Babylonian theocracies. But according to Joseph Schumpeter,
there is no trace of analytic effort until Greece. Even the beginning of the analytic effort
did not become systematic until the eighteenth century. Hence, as a field of study,
economics is relatively young, and only emerged as a full-fledged separate discipline
following the publication of Adam Smith's The Wealth of Nations in 1776.

The term economics, from the Greek oikonomika, means a science or art of
managing the household. In modern usage, it refers to the efficient allocation of scarce
resources in the production, distribution, and consumption of goods and services to
satisfy various desires. As a branch of knowledge, economics or economic science is
the study of how to efficiently use limited resources—natural resources (land), capital,
labor, entrepreneurship, and information—to achieve maximum satisfaction of human
material wants. Like other social sciences, economics studies human behavior but
focuses on maximizing satisfaction or benefit as efficiently as possible or at minimum
cost in the production, distribution, and consumption of goods and services. Hence,
economics deals with decision making, theory, and management of the economy or
economic systems. The decision makers or economic units of the economic system are
households, businesses, and government.

Although economics originally referred to the management of the affairs of the
household (oikonomia in Greek), its meaning evolved into political economy—" The
financial branch of the art or business of government” (Milgate) then into how to make a
country wealthy, and finally into a social science that studies the production, distribution,
and consumption of commodities.

Notable contributions to the field of economics include Richard Cantillon's Essay
on the Nature of Commerce (1755), Adam Smith's Wealth of Nations (1776), Karl
Marx's Das Capital (1867), Thorstein Veblen's The Theory of the Leisure Class (1899),
and John Maynard Keynes's General Theory of Employment, Interest, and Money
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(1936). Before the publication of the Wealth of Nations, there were other schools of
thought whose main preoccupation was wealth creation and the organization of the
economy, most prominently, mercantilism and physiocracy.

The study of economics is divided into two parts.
1. Micro Economics and 2. Macro Economics

Micro Economics

The word micro means a millionth part. Microeconomics is the study of the small
part or component of the whole economy that we are analyzing. It deals with individual
or specific economic units such as an individual industry, firm, or household and their
interactions For example we may be swuying an individual firm or in any particular
industry. in Microeconomics we study of the price of the particular product or particular
factor of the production. In 1817, David Ricardo (1772-1823) wrote on the forces that
determine the functional distribution of income and the theories of value and price, and
it was from these theories that microeconomic theory originated. Microeconomics in the
early twenty-first century includes the theory of consumer behavior, theory of
production, and the theory of markets. It deals with such topics as prices of a specific
product, the number of workers employed in a specific firm, the revenue or income of a
particular firm or household, and the expenditures of a specific firm, government entity,
or family. Microeconomic analysis focuses mostly on optimization and equilibrium
analysis.

Macro Economics

Macro economics is the study of behavior of the economy as a whole. It deals
with the aggregate economy and the behavior of its major units—households,
businesses, Government, and the foreign sector.

Macroeconomics is cancerned with aggregate and average of entire economy.
e.g. In Macro economics we study about forest not about tree.In other words in macro
economics study how these aggregates and averages of economy as whole are
determined and what causes fluctuation in them. For making of useful economic policies
for the nation macroeconomics is necessary.

Developed in the 1930s, macroeconomics was practically invented by the
English economist John Maynard Keynes (1883-1946) in his attempt to develop an
answer to the Great Depression. Keynes argued that the Great Depression was a
problem of insufficient aggregate demand and that if the private economy could not
generate sufficient demand, it was the government's responsibility to do so.
Macroeconomics focuses on such issues as growth, recessions, inflation,
unemployment, and government policy and deals with such topics as total output or
gross domestic product (GDP), total employment, total income, aggregate expenditure,
and general level of prices.

Mercantilism or bullionism.

Mercantilism or bullionism is a loose economic school of thought whose basic
belief is that a nation's wealth originated from gold and silver bullion and other forms of
treasure. The mercantilist ideas were spread in an uncoordinated three-hundred-year
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effort, mostly through the English pamphlet writers of the seventeenth and eighteenth
centuries, a period marked by significant shortages of gold and silver builion in Europe.
Mercantilism believed in trade regulation, industrial promotion, and imposition of
protective duties on imports of manufactures, encouragement of exports, population
growth, and low wages. This belief in regulating wealth was grounded in the conviction
that favorable balance of trade leads to national prosperity.

Mercantilists assumed that the total wealth of the world was fixed and reasoned
that trade would lead to a zero-sum game. Consequently, they surmised that any
increase in the wealth and economic power of one nation was necessarily at the
expense of other nations. Hence, they emphasized balance of trade as a means of
increasing the wealth and power of a nation.

Physiocracy:

The term Physiocracy (the order or rule of nature) developed for less than two
decades as a reaction against the doctrines and restrictive policies of mercantilism.
Founded on a doctrine of noninterference, the physiocratic ideas were first enunciated
by the Frenchman Frangois Quesnay (1694-1774). Quesnay argued that only
agriculture can produce net output (produit net). According to Physiocracy, the farmers
and landowners were considered to be the productive classes whereas the merchants
and industrialists were not. The Physiocrats believed in natural laws, the free enterprise
system, and the free operation of the natural order of things. Quesnay also developed
the famous Tableau Economique (economic table) in an attempt to establish a general
equilibrium through a basic input-output model. The main ideas of Physiocracy that
were promoted by the intellectual disciples of Quesnay—a group of French social
reformers—came directly or indirectly from his Tableau Economique. Another important
contributor to Physiocracy is Anne-Robert-Jacques Turgot (1727-1781), whose
Reflections on the Formation and the Distribution of Wealth (1769-1770) was one of the

most important general treatises on political economy written before Smith's Wealth of
Nations.

Major Theories

The study of economics is driven by theories of economic behavior and
economic performance, which have developed along the lines of the classical ideas, the
Marxist idea, or a combination of both. In the process, various models were developed,
each trying to explain such economic phenomena as wealth creation, value, prices, and
growth from a separate intellectual and cultural setting, each considering certain
variables and relationships more important than others. Within the aforementioned
historical framework, economics has followed a trajectory that is characterized by a
multiplicity of doctrines and schools of thought, usually identifiable with a thinker or
thinkers whose ideas and theories form the foundation of the doctrine.

Classical Economics.

Classical economic doctrine descended from Adam Smith and developed in the
nineteenth century. It asserts that the power of the market system, if left alone, will
ensure full employment of economic resources. Classical economists believed that
although occasional deviations from full employment result from economic and political
events, automatic adjustments in market prices, wages, and interest rates will restore
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the economy to full employment. The philosophical foundation of classical economics
was provided by John Locke's (1632-1704) conception of the natural order, while the
economic foundation was based on Adam Smith's theory of self-interest and Jean-
Baptiste Say's (1767-1832) law of the equality of market demand and supply.

Classical economic theory is founded on two maxims. First, it presupposes that
each individual maximizes his or her preference function under some constraints, where
preferences and constraints are considered as given. Second, it presupposes the
existence of interdependencies—expressed in the markets—between the actions of all
individuals. Under the assumption of perfect and pure competition, these two features
will determine resource allocation and income distribution. That is, they will regulate
demand and supply, allocation of production, and the optimization of social
organization.

Led by Adam Smith and David Ricardo with the support of Jean-Baptiste Say
and Thomas Robert Malthus (1766—1834), the classical economists believed in Smith's
invisible hand, self-interest, and a self-regulating economic system, as well as in the
development of monetary institutions, capital accumulation based on surplus
production, and free trade. They also believed in division of labor, the law of diminishing
returns, and the ability of the economy to self-adjust in a laissez-faire system devoid of
government intervention. The circular flow of the classical model indicates that wages
may deviate, but will eventually return to their natural rate of subsistence.

Marxist Economics.

Because of the social cost of capitalism as proposed by classical economics and
the industrial revolution, socialist thought emerged within the classical liberal thought.
To address the problems of classical capitalist economics, especially what he perceived
as the neglect of history, Karl Marx (1818-1883), a German economic, social, and
political philosopher, in his famous book titted Das Kapital or Capital (1867-1894)
advanced his doctrine of dialectical materialism. Marx's dialectics was a dynamic
system in which societies would evolve from primitive society to feudalism to capitalism
to socialism and to communism. The basis of Marx's dialectical materialism was the
application of history derived from Georg Wilhelm Friedrich Hegel (1770-1831), which
maintained that history proceeds linearly by the triad of forces or dialectics called thesis,
antithesis, and synthesis. This transition,-in Marx's view, will result from changes in the
ruling and the oppressed classes and their relationship with each other. He then
envisaged conflict between forces of production, organization of production, relations of
production, and societal thinking and ideology.

Marx predicts capitalist cycles that will ultimately lead to the collapse of
capitalism. According to him, these cycles will be characterized by a reserve army of the
uremployed, falling rate of profits, business crises, increasing concentration of industry
into a few hands, and mounting misery and alienation of the proletariat. Whereas Adam
Smith and David Ricardo had argued that the rational and calculating capitalists in
following their self-interest promote social good, Marx argued that in rationally and
purposefully pursuing their economic advantage, the capitalists will sow the seeds of

their own destruction.

The economic thinking or school of economic thought that originated from Marx
became known as Marxism. As the chief theorist of modern socialism and communism,
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Marx advocated fundamental revolution in society because of what he saw as the
inherent exploitation of labor and economic injustice in the capitalist system. Marxist
ideas were adopted as the political and economic systems in the former Soviet Union,
China, Cuba, North Korea, and other parts of the world.

The neo-Marxist doctrines apply both the Marxist historical dimension and
dialectics in their explanation of economic relationships, behavior, and outcome. For
instance, the dependency theory articulates the need for the developing regions in
Africa, Latin America, and Asia to rid themselves of their endemic dependence on more
advanced countries. The dependency school believes that international links between
developing {periphery) and industrialized (center) countries constitute a barrier to
development through trade and investment.

Neoclassical Economics.

The period that followed Ricardo, especially from 1870 to 1900, was full of
criticism of classical economic theory and the capitalist system by humanists and
socialists. The period was also characterized by the questioning of the ciassical
assumption that laissez-faire was an ideal government policy and the eventual demise
of classical economic theory and the transition to neoclassical economics. This
transition was neither spontaneous nor automatic, but it was critical for the
professionalization of economics.

Neoclassical economics is attributed with integrating the original classical cost of
production theory with utility in a bid to explain commodity and factor prices and the
allocation of resources using marginal analysis. Although David Ricardo provided the
methodological rudiments of neoclassical economics through his move away from
contextual analysis to more abstract deductive analysis, Alfred Marshall (1842-1924)
was regarded as the father of neoclassicism and was credited with introducing such
concepts as supply and demand, price-elasticity of demand, marginal utility, and costs
of production.

Neoclassical or marginalist economic theories emphasized use value and
demand and supply as determinants of exchange value. Likewise neoclassicals, William
Stanley Jevons (1835-1882) in England; Karl Menger (1840-1925) in Austria; and Léon
Walras (1834-1910) in Switzerland, independently developed and highlighted the role
of marginal utility (and individual utility maximization), as opposed to cost of production,
as the key to the problem of exchange valuation. Neoclassical models assume that
everyone has free access to information they require for decision making. This
assumption made it possible to reduce decision making to a mechanical application of
mathematical rules for optimization. Hence, in the neoclassical view, people's initial
ability to maximize the value of output will, in turn, affect productivity and determine
allocation of resources and income distribution. Neoclassical economics is grounded in
the rejection of Marxist economics and on the belief that the market system will ensure
a fair and just allocation of resources and income distribution.

Since its emergence, neoclassical economics has become the dominant
economic doctrine in the study and teaching of economics in the West, especially in the
United States. A host of economic theories have emerged from neoclassical economics:
neoclassical growth theory, neoclassical trade theory, neoclassical theory of production,
and so on. In the neoclassical growth theory, the determinants of output growth are
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technology, labor, and capital. The neoclassical growth theory stresses the importance
of savings and capital accumulation together with exogenously determined technical
progress as the sources of economic growth. If savings are larger, then capital per
worker will grow, leading to rising income per capita and vice versa.

Known also as the neo liberal theory, neoclassical economics asserts that free
movement of goods (free trade), services, and capital unimpeded by government
regulation will lead to rapid economic growth. This, in the neoclassical view, will
increase global output and international efficiency because the gains from division of
labor according to comparative advantage and specialization will improve overall
welfare. Even modern trade models (such as the Hecksche-Ohlin) are based on the
neoclassical trade theory, which assumes perfect competition and concludes that trade
generally improves welfare by improving the allocation of factors of production across
sectors of the economy.

Economics - Global Organization And Orientation

Between the two World Wars, two important phenomena affected the
organization and orientation of economics in the world. The first was the Bolshevik
Revolution of 1917 and the exceptionally rapid industrialization of the Soviet Union. The
second was the Great Depression of the 1930s. The former led to the development of
the Marxist-Stalinist economic system and state-directed development, collectivization,
and the establishment of a command economy. The Great Depression led to a declining
faith in the classical (laissez-faire) self-regulating free market capitalism, and the
emergence of Government interventionism, following the publication, by John Maynard
Keynes in 1936, of The General Theory of Money, Interest, and Employment.

The new field of development economics was born in the 1940s and 1950s with
W. Arthur Lewis providing the impetus for and being a prime mover in creating the sub
discipline. The new Keynesian macroeconomics and development economics
advocated widespread government intervention in the economic process. Likewise, the
powerful and far-reaching movements of the developing countries in Africa, Asia, and
Latin America in the 1940s gave rise to the rejection of free-market capitalism in those
regions. In the 1940s and 1950s, economists advocated for a dominant role of the state
and comprehensive national development planning was recommended as a way to
eliminate the "vicious circle of poverty" and underdeveloproent. The advocacy for
dirigisme was founded on the notion of market segmentation and failures as well as on
information asymmetries and resource constraints. Disappointing results after World
War |l forced a serious questioning and tempering of this development dirigisme.

As a social science, economics is subject to ideological manipulation. Aside from
the orthodox (mainstream) and heterodox spheres, in the neoclassical intellectual
tradition, there has been a split since the late nineteenth century as can be seen in the
case of its liberal and conservative wings. Led by Paul Samuelson, liberal thinking is
associated with advocacy for government intervention to correct market imperfections
and market failures while conservatism or neoclassicism led by Milton Friedman is
associated with a more pronounced advocacy for laissez-faire.



FUNDAMENTAL ECONOMIC CONCEPTS

1. Human wants:— Human wants are unlimited. When one want is satisfied, another
want takes it's place.

2. Law of diminishing utility: — Utility means satisfaction. The intensity of any utility,
or of a man's desire for any good, tends to decline as he consumes more units of it.

3. The law of demand and supply: — Every business man knows that the value or
price of any article depends upon the demand for and supply of it. The law of demand
tells that the price and demand are inversely related to each other. That means, a fall in
price leads to a rise in demand and a rise in price leads to a fall in the demand for the
good. The law of supply tells that the price and supply are directly related. That means,
a rise in price leads to a rise in supply and a fall in price leads to a fall in supply.

4. Analysis of demand: — The desire for a commodity will not give demand to it. No
matter how much a man may want an automobile, his desire can have no effect upon
the prices or value of automobiles unless he has the necessary means of payment.

Desire must be accompanied by the necessary purchasing power before it can become
demand.

5. Analysis of supply: —The word supply as commonly used includes the entire stock
of goods within reach of the market. But economists use it in a stricter sense. They
mean supply as that portion of the entire stock which is actually offered for sale at a
given price.

6. Agricultural law of diminishing returns:— One of the most important laws in
economics was borrowed from the science of agriculture and is known as the law of
diminishing returns.

This law is important because of its bearing upon the cost of production. As
population increases farmers must do one of two things: (1) They must bring poorer or
more distant lands into cultivation; (2) the land already tilled must be cultivated more
intensively, by which is meant that more labor and capital must be applied. The result in
either case is the same, namely, higher costs of production and hence higher prices of
foodstuffs in the markets. 1

7. Mechanism of exchange:—The first form of exchange was that of goods or services
for goods, which is termed barter. This system required coincidence of wants. Such a
procedure could be used only in a primitive community where wants were few and
goods were not of great variety. The inconvenience of applying this method led to the
innovation of ‘Money’

A very different state of affairs results after money has come into general use.
Trades can now be made in terms of money with far greater ease, since everyone
wants money. But many exchanges are made without the use of money. The seller is

content with a promise to pay money, which serves in many respecis the same
purposes.



There are three stages of exchanges based on barter, money and credit.

8. Exchange without money:—The inconveniences of barter were largely removed by
the use of money. However money has its limitations. Many of the objections raised
against the use of money in larger transactions due to bulk and weight of the coin, have
been removed by the introduction of paper money. Credit made the bulk transactions
possible. Men buy and sell without possessing money and sometimes without owning
property. The buyer gives instead of money, the promise to pay money. But the promise
to pay money is not of necessity redeemed in money itself. This promise may be, and
generally is, satisfied by the transfer of money's equivalent.

9. Credit: — The term credit is usec > so many different senses, both in everyday life
and in the business affairs. The common expression that a man is given credit for
something means in mercantile life, that he enjoys the confidence of the community and
has the ability to borrow. This is the personal side of credit. The Modern Business Text
on "Credit and the Credit Man" will deal extensively with this personal aspect of credit.

10. Kinds of credit: — All credit arises in the process of exchange, either the exchange
of credit for goods, credit for money, or credit for credit. If A buys goods of B, he may
offer the price of the goods in gold or in bank notes, he may give his promissory note or
he may give nothing but his simple promise to pay. When payment is made in gold no
credit is involved.

11. Commercial credit: —The borrowing on bonds and mortgages naturally suggests a
contrast to ordinary commercial credit. When a dealer purchases goods on credit he
hopes to have sold these goods again before the expiration of the credit period and to
be in a position to meet his obligation from the proceeds of the sale. By such action he
expects to gain in addition a profit for himself. This illustrates what Mill had in mind
when he defined credit as per-mission to use another's capital.

Similarly, when a manufacturer buys materials on credit or borrows money on his
note to pay wages, he hopes to meet such obligations from the sale of his product.
There is in these cases a confident expectation that the whole amount borrowed will be
replaced, as it were, by a single transaction. When money is borrowed for longer terms
the replacement of the capital is only gradual.

The distinction between borrowing for investment purposes and borrowing for
operating expenses is very important, although it is not always observed either by those
who seek or by those who grant credit accommodations.

12. Cost of credit: — Credit is an economic good and like other economic goods must
be paid for by those who use it. In the case of bonds and certain long term nctes the
price is expressed as interest. In the case ol 1.0tes discounted at the bank, the price of
credit appears as discount.

The rate of interest is determined by the condition of the credit market. Rates of
interest on bonds and other long-term obligations appear to be fairly fixed, although they
vary somewhat with the demand for, and the supply of, such investments. These
variations, in the case of bonds and similar securities, are more likely to find expression
in the price of issue than in the interest rate.



13. What credit does:— Credit is a relation between individuals, a question which
concerns not the aggregate of wealth but its distribution among individuals. The chief
function of credit in the world of production is to distribute capital. Through its agency
the active, encrgetic men of the world are enabled to secure contro! of the capital
needed in their enterprises. Credit does not increase wealth but it increases capital
greatly.

14. Money: — The word money is used so frequently in daily speech that its
significance might well be deemed a matter of course, but in fact the word money is
used so loosely that it means many things. To the banker money is the medium of ex-
change that serves as the basis of commercial obfigations. To some people the word
money means anything which buys products. another person may say that it is only the
gold coin of the monetary standard.

Horace White declares, "Money is anything that serves as 'a common medium of
exchange and measure of value." Money is the valuable thing or economic good which
possesses in any country or community universal acceptability as a medium of
exchange or means of payment.

15, Bank notes:—The methods pursued by the banks in different countries in loaning
money vary. In some countries credit is extended chiefly through the use of bank notes.
The applicant for a loan receives its proceeds in the notes of the bank, which he uses
as money for the payments that he has to make. Such notes are simply the promissory
notes of the bank. People are willing to accept them because in form they are similar to
money, and because the bank is known generally to be solvent. This solvency is
maintained by holding in the bank a reserve of standard money with which to redeem
the notes on presentation. Such notes are always payable on demand. The reserve of
money held against them is either fixed by law or dictated by experience, but the
reserve is only a fraction of the amount of the notes issued. With a reserve of 20%, for
example, the potency of money to effect exchanges is multiplied five times as long as
the bank holds it in reserve for the redemption of notes issued against it.

The amount of gold held and the amount of notes issued against it varies with the
demand for capital.

In dull times it is curtailed, and in easy times it increases in amount. These
changes are brought about by the issue and the redemption of the notes. If notes are in
excess of needs they flow back into the banks. In common speech such bank notes are
usually spoken of as money, but the economist recognizes the important credit element
which enters into them and calls them as credit money.

16. Demand for money: — The demand for money differs from the desire for wealth.
The demand for money is simply the work that money is required to do.

17. Population and the money demand:— Other things being equal, the demand for
money grows with the volume of business. The growth of population, independently of
any other factors, has created a far larger demand for money. Business activity does
not depend upon population alone; China with its teeming millions is not a business
force comparable to other nations with much smaller numbers.



18. Supply of money: — The supply of money is the quantity of standard money in
existence. The supply of money in any given country is employed as money is
automatically regulated through international trade.

19. Functions of money: — As a matter of convenience the functions performed by
money may be divided into: (1) Primary, (2) Secondary, and (3) contingent. The primary
functions include : Money acting as a medium of exchange and a standard of value. The
secondary functions tells about money as a standard of deferred payments, transfer
values from one person to another, and act also as a store of value.

20. Token money:— When the bullion value of the coins is not equal to the nominal
value they are called tokens or token coins. Such coins circulate because there is a big
demand for them in order to meet the ordinary trade requirements. This offsetithe fact
that their value is less than the amount for which they circulate.

21. Paper money:~ Paper currency was a by-product of Chinese block-printing. It
started in Tang but not untii Song dynasty that it became institutionized as a
governmental policy. It had two main advantages over money made out of silver, gold,
copper or iron: It was easier to carry around and the copper and iron could be saved for
use in everyday objects. Names and seals were printed and written on paper money by
the government officials who issued it. Unfortunatey no written documents exist today
which enable us to know how this system of paper currency actually functioned prior to
the Yuan period. When Maro Polo traveld to China in the 13th century, he was so
impressed by paper money that he described how it was made, used and valued. Paper
money was not used in Europe until the 17th century.

Paper money began with the "flying cash” of the Tang (618-807) dynasty around
800. The Tang government considering the inconvenience of shipping cash to distant
areas where government purchases were made, paid local merchants with money
certifiactes called "flying cash", because of its tendency to blow away. These certificates
bearing different amounts of money could be converted into hard cash on demand at
the capital. Since they were transferable, they were exchanged among merchants
almost like currency.

"Flying cash" was not meant to be currency and its circulation was rather limited.
Real paper currency was not introduced until early in the Song (960-1279) dynasty,
when it was utilitzed by a group of rich merchants and financiers in Szechuan, the same
province where the art of printing had been invented. Each banknote they issued had
printed on it pictures of houses, trees, and people. Red and black inks were
intermittently applied; the seals of the issuing banks were affixed; and confidential
marks were made on each bill. All these devices made counterfeiting extremely difficult.
These banknotes could be converted into hard cash at any time in any of the issuing
banks. Widely circulated, they were readily accepted for the payment in debt and other
financial obligations. In 1023 these banknotes were withdrawn and only official notes
printed by the government were allowed. This new adopted governmental policy was
successful at first for two reaons: First, for each issue of paper notes to be put into
circulation, the government provided a cash backing. Second, paper notes and standard
coins were interchangeable. Moreover, a citizen could buy salt or liquor with his paper
notes from the government-owned stores. In short, paper notes were as good as coined
money.
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After Chin (1115-1234) occupied the north China, it followed Song's practice. In
1154 it established a Bureau of Paper Currency in Kaifeng as the central agency in
charge of all issues. Two kinds paper currency were issued, one of large
denominations, consisting of one to ten strings (each string was worth 1000 standard
coins) and another of small denominations, bearing the amounts of one to seven
hundred standard coins. The validity of each issue was limited to seven years. However
little thought was given to backing the currency issue and inflation soared during the
12th century. Even though counterfeiter of paper currency was punishable by death,
there were few attempts. In 1183, a printer, who had produced 2600 fake notes in 6
months was arrested and sentenced to death.

Soon after the Mongol took over China and established Yuan (1264-1368)
dynasty, it followed the example of its predecessors, Tang, Song and Chin, in using
paper currency. The first paper currency issued in Yuan dynasty was in 1260. Various
denominations were printed, ranging from a face value of two standard coins to the
highest denomination of two strings. Excessive printing year after year soon flooded the
market with depreciated paper money until the face value of each certificate bore no
relation whatsoever to its counterpart in silver. In 1272 a series of new issues was put in
circulation and the old issues were converted into the new ones at the ratio of five to’
one. The new issues were printed with copper plates instead of wood blocks, as had
been the case before. In 1309 another conversion became necessary. In fifty years from
1260 to 1309 Yuan's paper money was depreciated by 1000 percent. To make the
situation worse, the government often refused to exchange for new issues old
certificates that had been worn out through a long period of circulation.

Paper money went westward when the Mongols printed Chinese-style note in
fran in 1291 and led to the usual inflation. The earliest European paper money was
printed in Sweden in 1601. It is possible that Europeans learned the art of printihg and
paper currency through the examination of Chinese paper money which were either
obtained in Western Asia during the Yuan dynasty or had been brought back from
China by travelling Europeans.

22, Prices of commodities: — Changes in the prices of commodities take place due
either to changes which affect' the commodity or due to changes which take place in the
value of money. Change in price may therefore arise from a change in (1) the demand
for, or {2) the supply of the commodity. Changes of this nature are reflected in the price
of one commodity as compared with another; their positions in the price scale change.

A change in the demand for money will change prices. If the demand increases
without change of supply an increased burden is placed on each money unit. There are
more exchanges to be made but there is the same money with which to make them.
Hence units of money must command larger quantities of commodities; prices fall and
this indicates the in-creased value of money. Conversely, when the demand for money
decreases, prices rise and the value of money falls.

Changes in the supply of money work similar results in prices. If the supply

diminishes prices fall and the value of money increases. If the supply of money
increases, the prices of commodities rise and the value of money falls.

11



It may be noted that when prices change by reason of differences in the demand
for and supply of commodities, some commodities may rise in price, while others fall.
Such readjustments in prices of commodities are constantly taking place.

23. Gresham's Law: — Sir Thomas Gresham reformulated this idea in the 16" century
during Queen Elizabeth's reign. Hence, the law has been known as Gresham's Law.

The law has been put in as: "Bad money drives out good money." Thus stated, it
applies to paper money as well as to metallic money.

Good money is money that shows little difference between its nominal value (i.e.,
the face value of the coin) and its commodity value (i.e., the actual rate at which the
coins are exchanged for bullion versions of the commodity). In the original discussions
of Gresham's law, money was conceived of entirely as metallic coins, so the commodity
value was the market value of the coined bullion of which the coins were made. Bad
money is money that has a substantial difference between its commeodity value and its
market vaiue, where market value is lower than exchange value, or the actual value is
lower than the market value.

In Gresham's day, bad money included any coin that had been "debased.”
Debasement was often done by members of the public, cutting or scraping off some of
the metal. Coinage could also be debased by the issuing body, whereby less than the
officially mandated amount of precious metal is contained in an issue of coinage,
usually by alloying it with base metal. Other examples of "bad" money include
counterfeit coins made from base metal. In all of these examples, the market value was
the supposed value of the coin in the market.

In the case of clipped, scraped or counterfeit coins, the market value has been
reduced by fraud, while the exchange value remains at the higher value. On the other
hand, with coinage debased by a Government issuer the market value of the coinage
was often reduced quite openly, but the exchange value of the debased coins was held
at the higher level by legal tender laws.

All modern money is "bad money” in this sense, since fiat money has entirely
replaced the commodity money to which Gresham's law applies. This money is not
redeemable for any kind of valuable commodity, relying entirely on the Government's
decree for its legitimacy, and valued purely in terms of the quantity of money in
circulation relative to available goods. The ubiquity of fiat money could indeed be taken
as evidence for the truth of Gresham's law.

Gresham's law says that any circulating currency consisting of both "good" and
"bad” money (both forms required to be accepted at equal value under legal tender law)
quickly becomes dominated by the "bad" money. This is because people spending
money will hand over the "bad" coins rather than the "good" ones, keeping the "good"
ones for themselves.

Consider a customer purchasing an item which costs five pence, who has in their
possession several silver sixpence coins. Some of these coins are more debased, while
others are less so — but legally, they are all mandated to be of eaual value. The
customer would prefer to retain the better coins, and so offers the shopkeeper the most
debased one. In turn, the shopkeeper must give one penny in change — and has every
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reason to give the most debased penny. Thus, the coins that circulate in the transaction
will tend to be of the most debased sort available to the parties.

If "good"” coins have a face value below that of their metallic content, individuals
may be motivated to melt them down and sell the metal for its higher bullion value, even
if such defacement is illegal. For an example of this, consider the 1965 US Half-doliars
which were made from only 40% silver. The previous year the half-dollar was 90%
silver. With the release of the 1965 half, which was legally required to be accepted at
the same value as the previous year's 90% halves, the older 90% silver coinage of the
US quickly disappeared from circulation, and the debased money was allowed to
circulate in its stead. As the price of builion silver rose above the face value of the coins,
many of those old half-doltars were melted down. With the 1971 issue the government
gave up on including any silver in the half dollars. A similar situation is occurred in 2007
in the United States with the rising price of copper and zinc, which led the U.S.
government to ban the melting or mass exportation of one and five cent coins,
respectively.

In addition to being meited down for its bullion value, money that is considered to
be "good" tends to leave an economy through international trade. International traders
are not bound by legal tender laws the way citizens of the country are, so they will offer
higher value for good coins than bad ones, and thus higher value than can be obtained
within the country. The good coins may leave their country of origin to become part of
international trade. Thus, the good money is driven out of the country of issue, escaping
that country's legal tender laws and leaving the "bad" money behind. This occurred in
Britain during the period of the Gold Exchange Standard.

kokokkk
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CHAPTER - 2
INTRODUCING THE MODERN ECONOMY: THE MICRO VIEW

In a market economy, individual consumers make plans of consumption and
individual firms make plans of production based on the changes in market prices.

Ecoriomists use the term invisible hand to describe the frequent exchanges in the
market because everyone (no matter consumer or producer) takes the market price as
asignalon trade  and makes éxchanges with private property rights {(defined and
protected by laws). The price system works in a market economy only if there is free
choice within the market.

Supply and demand is one of the most fundamental concepts of economics and
itis the backbone of a market economy. Demand refers to how much (quantity) of a
product or service is desired by buyers. The quantity' demanded is the amount of a
product people are willing to buy at a certain price; the relationship between price and
quantity demanded is known as the demand relationship. Supply represents how much
the market can offer. The quantity supplied refers to the amount of a certain good
producers are willing to supply when receiving a certain price. The correlation between
price and how much of a good or service is supplied to the market is known as the
supply relationship. Price, therefore, is a reflection of supply and demand.

The refationship between demand and supply underlie the forces behind the
allocation of resources. In market economy theories, demand and supply theory will
aliocate resources in the most efficient way possible.

l. CONCEPT OF DEMAND

In economics, the word ‘demand’ consists of 4 main concepts:

It refers to both the ability to pay and a willingness to buy by the consumer (s). Demand
is sometimes called effective demand.

Demand can be shown by a demand schedule which shows the maximum quantity
demanded (willing'& able to buy) at all prices.

Demand is a flow concept. Our willingness and abiility to buy is subjected to a time
period. At different times, we may have different demand schedules.

There are many factors affecting our demand. In order to explore the effect of price on
quantity demanded, economists like to assume other factors unchanged so as to make
the analysis easier.

In Latin, the term ‘ceteris paribus’ means * holding other factors constant or
unchanged'.

The Determinants
The determinants of demand for a product are :

1. Price of the good
2. Taste or leve! of desire for the product by the buyer
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3. Income of the buyer

4. Prices of related products: substitute products (directly competes with the good in the
opinion of the buyer); complementary products (used with the good in the opinion of the
buyer)

5. Future expectations: expected income of the buyer expected price of the good.

6. For the total market demand (rather than individual one) the number of buyers in the
market is also a determinant of the amount purchased.

An individual demand refers to the quantity of a good a consumer is willing to buy and
able to buy at all prices within a period of time, ceteris paribus.

Demand Schedule & Demand Curve

A demand schedule is a table showing the quantities of a good that a consumer
would buy at all different prices within a time period, ceteris paribus.
In mathematics, price & quantity demanded have a functional relationship. (In a demand
function, price is called the independent variable and quantity demanded the dependent
variable.)
A demand curve shows the above relationship in a graph.
The following example gives a demand schedule and a demand curve.

A Demand Schedule for A Good of A Consumer

Price ($ per uint) Quantity Demanded ||
30 2
20 4 [
15 6 |
12 8 u
10 10
8 12 I

The example below gives a demand schedule and an increase in demand.

A Demand Schedule

Price ($/unit) | Original Quantity Demanded | New Quantity Demanded
30 20 40
20 40 60
15 60 80
12 _ 80 100
10 10 120
8 12 140

Market_ Demand Curve

It rlefers to the demand for a good by all the consumers in the market, within a time
period.
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Let us suppose that there are Two consumers in a market. The Market demand
Schedule in that case will be:

Price Quantity Demanded
($ per unit) Tom Mary Market (i.e. T + M)
30 2 1 3
20 3 7
15 5 11
12 7 15
10 10 9 19

Law of Demand

The relationship between prices and quantity demanded is called the ‘law of demand’ in

economics. The law of demand states that, if all other factors remain equal, the higher
the price of a good, the less people will demand that good. In other words, the higher
the price, the lower the quantity demanded. The amount of a good that buyers purchase
at a higher price is less because as the price of a good goes up, so does the opportunity
cost of buying that good. As a result, people will naturally avoid buying a product that
will force them to forgo the consumption of something else they value more.

The graph below shows that the demand curve is downward sloping. The slope implies
that price and quantity demanded are inversely related, ceteris paribus.

A, B and C are points on the demand curve.
Each point on the curve reflects a direct
correlation between quantity demanded (Q)
and price (P). So, at point A, the quantity p,]._
demanded will be Q1 and the price will be P1,
and so on. The demand relationship curve
illustrates the negative relationship between
price and quantity demanded. The higher the
price of a good the lower the quantity

e
g
& Demand

Retationship

Demand

demanded (A), and the lower the price, the
more the good will be in demand (C).

(Economics argue that they have observed the
reality and found that people behave as

| 0}
| [ |

[
Q Q Q3 quantity
Copyright 2000 - Investopadia.com

described above according to the law. Such a common behaviour is believed to be a
generai phenomenon of human behaviour. As a result, it is regarded as a law.)

Shifts vs. Movement

For economics, the "movements” and “shifts” in relation to the supply and demand
curves represent very different market phenomena:
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Change In Demand & Quantity Demanded

Whenever the price changes, a consumer will change its quantity demanded

accordingly.

According to the law of demand, when the price rises, the quantity

demanded will fall. Such a change can be expressed by a movement along a demand

curve.

The Movement Along A Demand Curve: Change In Quantity Demanded

A movement refers to a change along a
curve. On the demand curve, a movement denotes
a change in both price and quantity demanded from
one point to another on the curve. The movement
implies that the demand relationship remains
consistent. Therefore, a movement along the
demand curve will occur when the price of the good
changes and the quantity demanded changes in
accordance to the original demand relationship. In
other words, a movement occurs when a change in
the quantity demanded is caused only by a change
in price, and vice versa.

The Shift Of A Demand Curve: Change In
Demand:

Movement Along the Demand Curve

¥ o &

1
QG Quantity
Copyright 2002 + Invesinpedia.com

A change in demand refers to a change of the whole demand schedule, i.e. the
quantity demanded (Qq ) changes at EVERY price. The change may be an increase or

decrease.

A shift in a demand curve occurs when a good's quantity demanded or supplied

changes even though price remains the same.

For instance, if the price for a bottle
of beerwas $%$2 and the quantity of beer
demanded increased from Q1 to Q2, then there
would be a shift in the demand for beer. Shifts in
the demand curve imply that the original demand
relationship has changed, meaning that quantity
demand is affected by a factor other than price.
A shift in the demand relationship would occeur if,
for instance, beer suddenly became the only
type of alcohol available for consumption.

Conversely, if the price for a bottle of beer
was $2 and the quantity supplied decreased

Price (5)

[ ]

Shift in Demand for Beer

D1

F o ] P e

e

Quantity
Cogyright 2000 - {rvestopedia.com

from Q1 to Q2, then there would be a shift in the supply of beer. Like a shift in the
demand curve, a shift in the supply curve implies that the original supply curve has
changed, meaning that the quantity supplied is effected by a factor other than price.
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Factors affecting a change in Demand: A Shift of Demand Curve

1) Prices of Related Goods

When the price of a good (X) rises, it does not only affect its Qq, but also the Qg of
another related good (Y).

If a rise in price of good X leads to a in demand of good Y, these 2 goods are called
substitutes in economics. (There involves a movement along the demand curve of X
and

- a shift of the demand curve of Y.)

If a rise in price of good X leads to a fall in demand of good Y, these 2 goods are called
complements or complementary goods. They are in joint demand.

2) Income

A rise in income leads to a higher purchasing power or ability to buy of the consumers.

( If nominal income and prices increase by the same percentage, the real income is
unchanged.)

If a rise in income leads to a rise in demand of a good by a consumer, the good is called
a normal good or superior good.

If a rise in income leads to a fall in demand of a good, the good is called an inferior
good. “inferior” does not refer to the quality of the good.

3)Taste

It refers to the subjective choice of consumers. It may be affected by our knowledge,
friends, education, culture and advertising.

4) Weather

We may demand different goods on different seasons or weather, e.g. umbrella,
heater and even food.

5) Expectations of Future Price
Consumers would change their demand if they expect the future price changes.
6) Derived Demand

An increase in demand (e.g. for more university seats) of a good or service may
also lead to a demand for another good or service (e.g. for more lecturers, student
hostels, and other facilities). The demand for these related services is a derived
demand from the university seats.

7) Size of Population

A larger population would mean more consumers. The market demand curve
would shift to the right, i.e. an increase in quantity demand at alll prices.
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. CONCEPT OF SUPPLY

The word 'supply’ bears 4 similar concepts with demand:

It refers to both the ability to sell (produce) and the willingness to sell by the
producer(s). Supply implies an effective supply.

Supply can be shown by a supply schedule which shows the maximum quantity
supplied at all different prices.

Supply is also a flow concept. Time is an important factor affecting the condition
of supply.There are again many factors affecting the supply of a firm. Economics hold
the ceteris paribus condition in order to analyze the relationship between price and
guantity supplied by a firm or producer.

An individual supply
Supply Schedule & Supply Curve

A supply schedule is a table showing the quantities of a good that a firm or
producer would produce (sell) at all different prices within a time period, ceteris paribus.
A supply curve shows the functional relationship between price & quantity supplied in a
graph.

The following example gives a supply schedule and a supply curve of a firm.

A Supply Schedule for A Good of An Individual Firm

Price (Rs.per unit) | Quantity Supplied
10 2
18 4
28 6
40 8
50 10

A Supply Curve of A Good by A Firm

The slope implies that the higher the price, the greater the quantity supplied, vice
versa and ceteris paribus. '

Market Supply Curve

It refers to the supply for a good by all the producers or firms in the market, within
a time

period.

The example below gives a supply schedule in a market consisting of only 2 firms, B &
N.
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A Supply Schedule Of A Market Consisted of Only 2 Firms

Price Quantity Supplied
(Rs. perunit) o1 TMarket (io. B+ N)
| LTI TR DRI ELTOL LRV VOED IO IREDRER RO LA EL OO TVD EOD OV REDLLRE LR AR AODA R0
10 2 3 5
18 4 5 9
28 6 8 14
40 8 10 18
50 10 11 21

Like the case of market demand curve, the market supply curve is obtained by summing
up the individual supply curves in the market. The technique is also horizontal
summation.

Law of Supply

The law of supply demonstrates the quantities that will be sold at a certain
price. But unlike the law of demand, the supply relationship shows an upward slope.
This means that the higher the price, the higher the quantity supplied. Producers supply
more at a higher price because selling a higher quantity at a higher price increases
revenue.

The higher the price, the greater the quantity supplied by a firm will be, ceteris
paribus. This direct relationship between price and quantity supplied is called the law of

supply.

The graph below shows that the supply curve is upward sloping. The slope
implies that price and quantity supplied are directly related.

Price (5}

Supply
Retat‘i,gnship

Su(ps;]:lv

A, B and C are points on the supply curve.
Each point on the curve reflects a direct
correlation between gquantity supplied (Q)
and price (P). At point B, the gquantity
supplied will be Q2 and the price will be
P2, and so on.
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Change in Supply & Quantity Supplied

The Movement along A Supply Curve : Change in Quantity Supplied

Whenever the market price changes, a firm or supplier will change its quantity
supplied accordingly. When the price rises, the quantity supplied will rise also. It is

called as movement along the supply curve.

This movement shows the response of a firm (in case of an individual supply
curve) or all firms in the market ( in case of the market supply curve) to a change in

market price, ceteris paribus.

Like a movement along the demand
curve, a movement along the supply curve

means that the supply relationship remains P

Movement Along the Supply Curve

Surs:’uly

consistent. Therefore, a movement along the pj—ce-w—=

supply curve will occur when the price of the

good changes and the quantity supplied
changes in accordance to the original supply

relationship. In other words, a movement Ps}-—

occurs when a change in quantity supplied is
caused only by a change in price, and vice
versa.

The Shift of A Supply Curve : Change In Supply

A change in quantity supplied is cause by a
change in market price. A change in supply is
cause by some other factors besides a change in
price.

A change in supply refers to a change of the
whole supply schedule, i.e. the Qg changes at
every price. It may be an increase or decrease.

A shift in the supply curve would occur if, for
instance, a natural disaster caused a mass
shortage of hops; beer manufacturers would be
forced to supply less beer for the same price.

Q  Quantity {,
tight 2003 « irmctopedia.com I

Shift in Supply for Beer
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Factors affecting a change in Supply : A Shift of Supply Curve

Prices of Related Goods

When the price of a good (X) rises, it may lead to a decrease in supply of another
good (Y). The 2 goods are in competitive supply, e.g. residential flats and commercial
flats. When the prices of residential properties rise, the developers will put more
resources (e.g. cement, concrete etc.) to build the flats. As a result, the supply of these

building materials for commercial flats will decrease.
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When the price of a good (M) rise, it may lead to an increase in supply of another
good (N). The 2 goods are in joint supply, e.g. beef and leather. .

When the price of beef rises, more beef will be supplied. At the same time, more
leather is also available. A good which is a by-product of another good in general, is an
exampie of joint supply.

1) Prices of Factors of Production
A change in factor prices will change the cost of production. As a result, supply is
affected. A fall in factor prices would lower the production cost, leading to an increase in

supply.

2) State of Technology
An improvement in technology would mean that a greater amount of output can be
obtained from a fixed amount of factors. The supply curve would shift to the right.

3)Objectives of Firms
A firm based on different objectives would act differently, i.e. profit maximization or
sales maximization.

5)Weather 5
Weather usually affects agricultural products or construction works.

6)Expectation on Future Prices
Producers would change their supply if they expect changes in the future price.

7)Number of Producers or Suppliers
The number of producers or suppliers also influences the supply in the market.

Time and Supply

Unlike the demand relationship, however, the supply relationship is a factor of
time. Time is important to supply because suppliers must, but cannot always, react
quickly to a change in demand or price. So it is important to try and determine whether a
price change that is caused by demand will be temporary or permanent.

Let's say there's a sudden increase in the demand and price for umbrellas in an
unexpected rainy season; suppiiers may simply accommodate demand by using their
production equipment more intensively. If, however, there is a climate change, and the
population will need umbrellas year-round, the change in demand and price will be
expected to be long term; suppliers will have to change their equipment and production
facilities in order to meet the long-term levels of demand.

1I.DEMAND & SUPPLY ANALYSIS
Supply and Demand Relationship
Concept of Market Price
With demand & supply in a market, the interaction between market demand &

supply together will determine the market price of a good.
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Determination of Equilibrium Price & Quantity In A Market

The example shows a schedule of market demand & supply for a good:

Price (Rs. per Quantity Quantity Supplied
unit) Demanded
60 200 1100
50 400 900
40 600 700
30 800 500
20 1000 300
10 1200 100

Equilibrium
When supply and demand are equal (i.e. when the supply function and demand function
intersect) the economy is said to be at equilibrium. At this point, the allocation of goods
is at its most efficient because the amount of goods being supplied is exactly the same
as the amount of goods being demanded. Thus, everyone (individuals, firms, or
countries) is satisfied with the current economic condition. At the given price, suppliers
' are selling all the goods that they have
SUEF)"Y produced and consumers are getting all the
goods that they are demanding.

Price 3}

Equilibrizm
Equilibrium point is a point- where the

Pl e demand equal supply. It can be represented
| in the graph:
i
] Demand
I {0)
' : Equilibrium occurs at the intersection
Q° Quantity .+,

’ ‘13 of the demand and supply curve. At this
e . Y point, the price of the goods will be P* and

the quantity will be Q™.

In the real market place equilibrium can only ever be reached in theory, so the
prices of goods and services are constantly changing in relation to fluctuations in
demand and supply.

Changes In Equilibrium

In many cases, there are factors leading to both a change in demand and a
change in supply.Whenever both demand & supply increase, the quantity transacted
(quantity exchanged between buyers & sellers) must be greater than before. The new
equilibrium price is uncertain because it depend on the magnitude of shift of the 2
curves.Disequilibrium occurs V\{henever the price or quantity is not equal to P* or Q*.



1. Excess Supply

If the price is set too high, excess supply
will be created within the economy and there will
be allocative inefficiency.

Price (%)

At price P1 the quantity of goods that the *
producers wish to supply is indicated by Q2. At
P1, however, the quantity that the consumers want
to consume is at Q1, a quantity much less than
Q2. Because Q2 is greater than Q1, too much is
being produced and too little is being consumed.
The suppliers are trying to produce more goods,
which they hope to sellto increase profits, but
those consuming the goods will find the product
less attractive and purchase less because the
price is too high.

2. Excess Demand

Excess demand is created when price is set
below the equilibrium price. Because the price is so
low, too many consumers want the good
while producers are not making enough of it. ;

In this situation, at price P1, the quantity of
goods demanded by consumers at this price is Q2.
Conversely, the quantity of goods that producers are
willing to produce at this price is Q1. Thus, there are
too few goods being produced to satisfy the wants
(demand) of the consumers. However, as consumers
have to compete with one other to buy the good at
this price, the demand will push the price up, making
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suppliers want to supply more and bringing the price closer to its equilibrium.

v. NbMINAL PRICE & RELATIVE PRICE

Nominal Price refers to the price of a good (or service) expressed in terms of

money.

Relative price refers to the price of a good (or service) expressed in terms of another
good. For example, the (nominal) price of a ballpen is Rs.20 and the (nominal) price of a
ruler is Rs.10. The relative price of a ballpen is 2 rulers (=Rs.20/Rs.10).
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CHAPTER -3

INTRODUCING THE MODERN ECONOMY: THE MACRO VIEW

Economic development is the development of economic wealth of countries or
regions for the well-being of their inhabitants. It is the process by which a nation
improves the economic, political, and social well being of its people.From a policy
perspective, economic development can be defined as efforts that seek to improve the
economic well-being and quality of life for a community by creating and/or retaining
jobs and supporting or growing incomes and the tax base.

Economic growth is defined as an increase in an economy's ability to produce
goods and services. Think of an economy as a giant cake. We all have a slice of the
cake to eat, and may be happy with the size of our slice or not. If the economy grows,
we would be able to see the overall size of the cake increasing.

Whether or not our individual slice grows depends on whether we are able to
share in the growing economy. Even if we do not benefit directly, we should still be
able to see some advantages to the growing economy. This is because the extra
economic growth should produce higher tax revenues, which can then be spent on
public services that should benefit everyone.

Economic Growth vs Economic Development

Economic development refers to social and technological progress. Economic
growth is often assumed to indicate the level of economic development.The term
"economic growth" refers to the increase (or growth) of a specific measure such as
real national income, gross domestic product, or per capita income. National income
or product is commonly expressed in terms of a measure of the aggregate value-
added output of the domestic economy called gross domestic product (GDP). When
the GDP of a nation rises economists refer to it as economic growth.

The term economic development on the other hand, implies much more. it
typically refers to improvements in a variety of indicators such as literacy rates, life
expectancy, and poverty rates. GDP is a specific measure of economic welfare that
does not take into account important aspects such as leisure time, environmental
quality, freedom, or social justice. Economic growth of any specific measure is not a
sufficient definition of economic development.

Models of economic development

The 3 building blocks of most growth models are: (1) the production function,
(2) the saving function, and (3) the labor supply function (related to population
growth). Together with a saving function, growth rate equals s/B (s is the saving rate,
and f is the capital-output ratio). Assuming that the capital-output ratio is fixed by
technology and does not change in the short run, growth rate is solely determined by
the saving rate on the basis of whatever is saved will be invested.

/

25



Harrod-Domar Model

The Harrod-Domar Model delineates a functional economic relationship in
which the growth rate of gross domestic product (9) depends positively on the national
saving ratio (s) and inversely on the national capital/output ratio (k) so that it is written
as g = s/ k. The equation takes its name from a synthesis of analysis of growth by the
British economist Sir Roy F. Harrod and the Polish-American economist Evsey
Domar. The Harrod-Domar model in the early postwar times was commonly used by
developing countries in economic planning. With a target growth rate, and information
on the capital output ratio, the required saving rate can be calculated.

Exogenous growth model

The exogenous growth model (or neoclassical growth model) of Robert Solow
and others places emphasis on the role of technological change. Unlike the Harrod-
Domar model, the saving rate will only determine the level of income but not the rate
of growth. The sources-of-growth measurement obtained from this model highlights
the relative importance of capital accumulation (as in the Harrod-Domar model) and
technological change (as in the Neoclassical model) in economic growth. The original
Solow (1957) study showed that technological change accounted for almost 90
percent of U.S. economic growth in the late 19th and early 20th centuries. Empirical
studies on developing countries have shown different results .

Even so, in our post industrial economy, economic development, including in
emerging countries is now more and more based on innovation and knowledge.
Creating business clusters is one of the strategies used. One well known example is
Bangalore in India, where the software industry has been encouraged by government
support including Software Technology Parks.

Iinformation-Led Development

Information-Led Development (ILD) most commonly refers to a development
strategy whereby a developing country makes as a primary economic policy focus the
creation and development of a national information technology (IT) sector with the
express aim of relying on this sector as an engine of growth. Notable examples of
such countries are India and the Philippines.

More recently, a new formulation of ILD has emerged. With origins in
community economic development in the United States, the new ILD model describes
the use of data to generate actionable information or information solutions to
development challenges. Examples of this include the inclusion of non-financial
payment obligations in consumer credit files, also known as alternative data, and the
use of this information in underwriting, as a means to reduce financial exclusion in the
United States, where an estimated 54 million Americans are shut out of mainstream
credit access as there is insufficient information about them in their credit files to be
scored by a credit scoring model!. This variant of ILD was pioneered by PERC, a non-
profit policy research organization and development intermediary headquartered in
Chapel Hill, North Carolina . Other US-based organizations, including Social
Compactand the Local initiatives Support Corporation, employ variants of ILD, but
none has applied this internationally except for PERC.
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This development mode! is gaining traction in emerging markets such as
Colombia and South Africa, where the data is being used to reduce financial exclusion
and facilitate credit access as a means to build wealth and form assets. It is also
attracting increasing attention from development agencies, including USAID, the
International Finance Corporation, the World Bank Group, and the Consuitative Group
to Assist the Poor.

Factors affecting economic growth in developing countries
Savings and Investment

There are some economic facts of life that underpin all macroeconomic
explanations of growth. Perhaps the most important is that in order for capital goods to
be accumulated to produce greater quantities of consumer goods in the future,
consumer goods have to be given up in the present. For example, if workers are
building a textile factory they cannot simultaneously be making textiles these will only
appear in the future as a result of the sacrifices of the present.

Increases in the amount of capital goods are called investment. For growth to
occur the level of investment has to be greater than the amount of depreciation, i.e.
the amount by which machines wear out or become obsolete during the year. The
higher the level of investment above depreciation the greater the potential output of
the economy in the future.

Unfortunately, the resources to enable investment have to come from
somewhere. The only way that workers carn be freed from making cars to build car
factories is by an increase in savings by households i.e. by the postponement of any
decision to buy goods today in favour of future consumption. Look now at the
investment figures for your six case study countries and think about the differences
between them, particularly those between Asian and Latin American countries. Notice
also the very marked regional differences in investment and savings rates.

The Harrod Domar Model has been extremely influential in development
economics.
Evaluation of the model:

An increased level of savings is not a sufficient condition for growth. For a start,
the savings funds have to find their way to people who are willing to take the risk of
investing. Provided they get the funds at reasonable rates of interest they then have to
be able to make informed choices about the kind of investment needed e.g. what
consumer tastes in the future are likely to be.

There are also problems coordinating investment projects often firms will only
invest if other firms are also investing, e.g. providing intermediate goods, infrastructure
support or external economies of scale. Indeed, the two-good PPF model illustrated in
the diagram may be rather misleading because it leaves out of the picture the extent
to which the various sectors of the economy are in tune with each other.

The extent to which the savings rate can be influenced by government policy
may be very limited. The trouble is that the savings rate cannot really be taken as
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independent of the level of GDP. To some extent peoples willingness to save depends
on their income with people generally less inclined to save when their incomes are
low. For example, in developed countries it is usual for people to borrow money when
starting employment and only to start saving when their salaries are higher later on in
their careers.

The situation is much more acute for people below the poverty line in
developing countries. The prospect of future growth in GDP may act as a disincentive
to do the savings necessary for that growth. What makes sense for the economy as a
whole may not appear to be at all sensible for the individuals making the decisions.

A further major problem with the arguments of the Harrod-Domar model is its
assumption that increases in capital automatically expand the PPF. Unfortt)nately,
extra capital for a given quantity of labour can only bring a certain amount of growth.
At some point the economy will run into diminishing returns, i.e. a shortage of labour.
This suggests that the level of savings is much less important than the rate of
technological change. Some countries have compulsory savings laws e.g. Singapore.
But perhaps this works only if the economy is already growing fast enough to provide
the economic and political basis on which to sustain compulsory savings. There is
also a need for potential savers to trust the financial system e.g. that there will be a
low inflationary environment and that institutions are safe places to deposit money.

Gross Domestic Product (GDP)

The Gross Domestic Product (GDP) or Gross Domestic income (GDI), a
basic measure of an economy's economic performance, is the market value of all final
goods and services made within the borders of a nation in a year. GDP can be defined
in three ways, alf of which are conceptually identical.

First, it is equal to the total expenditures for all final goods and services
produced within the country in a stipulated period of time (usually a 365-day year).

Second, it is equal to the sum of the value added at every stage of production
(the intermediate stages) by all the industries within a country, plus taxes less
subsidies on products, in the period.

Third, it is equal to the sum of the income generated by production in the
country in the period—that is, compensation of employees, taxes on production and
imports less subsidies, and gross operating surplus (or profits).

The most common approach to measuring and quantifying GDP is the expenditure
method:

GDP = consumption + gross investment + government spending + (exports -
imports), or,
GDP=C+|+G+(X~-M).

"Gross" means that depreciation of capital stock is nof subtracted out of GDP. If
net investment (which is gross investment minus depreciation) is substituted for gross
investment in the equation above, then the formula for net domestic product is
obtained. Consumption and investment in this equation are expenditure on final goods
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and services. The exports-minus-imports part of the equation (often called net
exports) adjusts this by subtracting the part of this expenditure not produced
domestically (the imports), and adding back in domestic area (the exports).

Economists (since Keynes) have preferred to split the general consumption
term into two parts; private consumption, and public sector (or government) spending.
Two advantages of dividing total consumption this way in theoretical macroeconomics
are:

Private consumption is a central concern of welfare economics. The private
investment and trade portions of the economy are ultimately directed (in mainstream
economic models} to increases in long-term private consumption.

If separated from endogenous private consumption, government
consumption can be treated as exogenous, so that different government spending
levels can be considered within a meaningful macroeconomic framework.

Measuring GDP

Components of GDP

Each of the variables C (Consumption), | (Investment), G (Government
spending) and X — M (Net Exports) (where GDP =C + | + G + (X — M) as above)
(Note: * GDP is sometimes also referred to as Y in reference to a GDP graph)

C (Consumption) is private consumption in the economy. This includes most
personal expenditures of households such as food, rent, medical expenses and so on
but does not include new housing.

I (Investment) is defined as investments by business or households in capital.
Examples of investment by a business include construction of a new mine, purchase
of software, or purchase of machinery and equipment for a factory. Spending by
households (not government) on new houses is also included in Investment. in
contrast to its colloquial meaning, 'Investment' in GDP does not mean purchases of
financial products. Buying financial products is classed as 'saving’, as opposed to
investment. The distinction is (in theory) clear: if money is converted into goods or
services, it /s investment; but, if you buy a bond or a share of stock, this transfer
payment is excluded from the GDP sum. That is because the stocks and bonds affect
the financial capital which in turn affects the production and sales which in turn affects
the investments. So stocks and bonds indirectly affect the GDP. Although such
purchases would be called investments in normal speech, from the total-economy

point of view, this is simply swapping of deeds, and not part of real production or the
GDP formula.

G (Government spending) is the sum of government expenditures on final
goods and services. It includes salaries of public servants, purchase of weapons for
the military, and any investment expenditure by a government. It does not include any
transfer payments, such as social security or unemployment benefits.

X (Exports) is gross exports. GDP captures the amount a country produces,
including goods and services produced for other nations' consumption, therefore
exports are added.
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M (Imports} is gross imports. Imports are subtracted since imported goods will
be included in the terms G, I, or C, and must be deducted to avoid counting foreign
supply as domestic.

Examples of GDP component variables

Examples of C, I, G, and NX (net exports): If you spend money to renovate
your hotel so that occupancy rates increase, that is private investment, but if you buy
shares in a consortium to do the same thing it is saving. The former is included when
measuring GDP (in I}, the latter is not. However, when the consortium conducted its
own expenditure on renovation, that expenditure would be included in GDP.

For example, if a hotel is a private home then renovation spending would be
measured as Consumption, but if a Government agency is converting the hotel into an
office for civil servants the renovation spending would be measured as part of public
sector spending (G). L

If the renovation involves the purchase of a chandelier from abroad, that
spending would also be counted as an increase in imports, so that NX would fall and
the total GDP is affected by the purchase. (This highlights the fact that GDP is
intended to measure domestic production rather than total consumption or spending.
Spending is really a convenient means of estimating production.)

If a domestic producer is paid to make the chandelier for a foreign hotel, the
situation would be reversed, and the payment would be counted in NX (positively, as
an export). Again, GDP is attempting to measure production through the means of
expenditure; if the chandelier produced had been bought domestically it would have
been included in the GDP figures (in C or 1) when purchased by a consumer or a
business, but because it was exported it is necessary to 'correct’ the amount
consumed domestically to give the amount produced domestically. (As in Gross
Domestic Product.) )

Types of GDP and GDP growth
GDP real growth rates

Current GDP is GDP expressed in the current prices of the period being measured
Nominal GDP growth is GDP growth in nominal prices (unadjusted for price
changes).

Real GDP growth is GDP growth adjusted for price changes.

Another formula can be written as this:

GDP=R+|+P+SA+W

where R = rents ; | = interests ; P = profits ; SA = statistical adjustments (corporate
income taxes, dividends, undistributed corporate profits) ; W = wages

GDP vs GNP

GDP can be contrasted with Gross National Product (GNP, or Gross
National Income, GNI), which the United States used in its national accounts until
1992. The difference is that GNP includes net foreign income (the current account)
rather than net exports and imports (the balance of trade). Put simply, GNP adds net
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foreign investment income compared to GDP. United States GDP, GNP and GNI
(Gross National Income) can be compared at EconStats .

GDP is concerned with the region in which income is generated. It is the market
value of all the output produced in a nation in one year. GDP focuses on where the
output is produced rather than who produced it. GDP measures all domestic
production, disregarding the producing entities' nationalities.

In contrast, GNP is a measure of the value of the output produced by the
"nationals” of a region. GNP focuses on who owns the production. For example, in the
United States, GNP measures the value of output produced by American firms,
regardless of where the firms are located. Year-over-year real GNP growth in the year
2007 was 3.2%.

Measurement
International standards

The international standard for measuring GDP is contained in the book System
of National Accounts (1993), which was prepared by representatives of the
International Monetary Fund, European Union, Organization for Economic Co-
operation and Development, United Nations and World Bank. The publication is
normally referred to as SNA93 to distinguish it from the previous edition published in
1968 (called SNAGS)

SNA93 provides a set of rules and procedures for the measurement of national
accounts. The standards are designed to be flexible, to allow for differences in local
statistical needs and conditions.

National measurement

Within each country GDP is normally measured by a national government
statistical agency, as private sector organizations normally do not have access to the
information required (especially information on expenditure and production by
governments).

Interest rates

Net interest expense is a transfer payment in all sectors except the financial
sector. Net interest expenses in the financial sector are seen as production and value
added and are added to GDP.

Cross-border comparison

The level of GDP in different countries may be compared by converting their
value in national currency according to either Current Currency Exchange Rate or
Purchasing Power Parity

Current Currency Exchange Rate:

GDP is calculated by exchange rates prevailing on international currency
markets
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Purchasing Power Parity Exchange Rate:

Under Purchasing Power Parity (PPP), GDP is calculated by each currency
relative to a selected standard (usually the United States dollar).
The relative ranking of countries may differ dramatically between the two approaches.

The current exchange rate method converts the value of goods and services
using global currency exchange rates. This can offer better indications of a country's
international purchasing power and relative economic strength. For instance, if 10% of
GDP is being spent on buying hi-tech foreign arms, the number of weapons
purchased is entirely governed by current exchange rates, since arms are a traded
product bought on the international market (there is no meaningful 'local’ price distinct
from the international price for high technology goods).

The Purchasing Power Parity method accounts for the relative effective
domestic purchasing power of the average producer or consumer within an economy.
This can be a better indicator of the living standards of less-developed countries
because it compensates for the weakness of local currencies in world markets. (For
example, india ranks 12th by nominal GDP but 4th by PPP). The PPP method of GDP
conversion is most relevant to non-traded goods and services.

There is a clear pattern of the purchasing power parity method decreasing the
disparity in GDP between high and low income (GDP) countries, as compared to the
Current Exchange Rate Method. This finding is called the Penn effect.

Standard of living and GDP

World GDP per capita (in 1990 international dollars) changed very little for most
of human history before the industrial revolution. (Note the empty argas mean no data,
not very low levels. There are data for the years 1, 1000, 1500, 1600, 1700, 1820,
1900, and 2003.) '

GDP per capita is not a measurement of a standard of living in an economy.
However, it is often used as such an indicator with the rationale being that all citizens
would benefit from their country's increased economic production. Similarly, GDP per
capita is not a measurment of personal income. GDP may increase while incomes for
the majority of a country's citizens may even decrease or change disproportionally.
For example, in the US from 1990 to 2006 the earnings (adjusted for inflation) of
individual workers, in private industry and services, increased by less than 0.5% per
year while GDP (adjusted for inflation)increased about 3.6% per year over the same
period.

The major advantages to using GDP per capita as an indicator of standard of
living are that it is measured frequently, widely and consistently: frequently in that
most countries provide information on GDP on a quarterly basis (which allows a user
to spot trends more quickly), widely in that some measure of GDP is available for
practically every country in the world (allowing crude comparisons between the
standard of living in different countries), and consistently in that the technical
definitions used within GDP are relatively consistent between countries, and so there
can be confidence that the same thing is being measured in each country.
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The major disadvantage of using GDP as an indicator of standard of living is
that it is not, strictly speaking, a measure of standard of living. GDP is intended to be a
measure-of particular types of economic activity within a country. Nothing about the
definition of GDP suggests that it is necessarily a measure of standard of living. For
instance, in an extreme example, a country which exported 100 per cent of its
production and imported nothing would still have a high GDP, but a very poor
standard of living.

The argument in favour of using GDP is not that it is a good indicator of
standard of living, but rather that (all other things being equal) standard of living tends
to increase when GDP per capita increases. This makes GDP a proxy for standard of
living, rather than a direct measure of it. GDP per capita can also be seen as a proxy
of labour productivity. As the productivity of the workers increases, employers must
compete for them by paying higher wages. Conversely, if productivity is low, then
wages must be low or the businesses will not be able to make a profit.

Criticism:

There are a number of controversies about the use of GDP.
Limitations of GDP to judge the health of an economy

GDP is widely used by economists to gauge the health of an economy, as its
variations are relatively quickly identified. However, its value as an indicator for the
standard of living is considered to be limited.

Criticisms of how the GDP is used include:

Wealth distribution — GDP does not take disparity in incomes between the rich and
poor into account. However, numerous Nobel-prize winning economists have disputed
the importance of income inequality as a factor in improving long-term economic
growth. In fact, short term increases in income inequality may even lead to long term
decreases in income inequality. See income inequality metrics for discussion of a
variety of inequality-based economic measures.

Non-market transactions — GDP excludes activities that are not provided through the
market, such as household production and volunteer or unpaid services. As a resuilt,
GDP is understated. Unpaid work conducted on Free and Open Source Software
{such as Linux} contribute nothing to GDP, but it was estimated that it would have cost
more than a billion US dollars for a commercial company to develop.

Underground economy — Official GDP estimates may not take into account the
underground economy, in which transactions contributing to production, such as illegal
trade and tax-avoiding activities, are unreported, causing GDP to be underestimated.

Non-monetary economy — GDP omits economies where no money comes into play
at all, resulting in inaccurate or abnormally low GDP figures. For example, in countries
with major business transactions occurring informally, portions of local economy are
not easily registered. Bartering may be more prominent than the use of money, even
extending to services (I helped you build your house ten years ago, so now you help
me).

GDP also ignores subsistence production.
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Quality of goods — People may buy cheap, low-durability goods over and over again,
or they may buy high-durability goods less often. It is possible that the monetary value
of the items sold in the first case is higher than that in the second case, in which case
a higher GDP is simply the result of greater inefficiency and waste. (This is not always
the case; durable goods are often more difficult to produce than flimsy goods, and
consumers have a financial incentive to find the cheapest long-term option. With
goods that are undergoing rapid change, such as in fashion or high technology, the
short lifespan may increase customer satisfaction by allowing them to have newer
products.)

Quality improvements and inclusion of new products — By not adjusting for quality
improvements and new products, GDP understates true economic growth. For
instance, although computers today are less expensive and more powerful than
computers from the past, GDP treats them as the same products by only accounting
for the monetary value. The introduction of new products is also difficult to measure
accurately and is not reflected in GDP despite the fact that it may increase the
standard of living.

What is being produced — GDP counts work that produces no net change or that
results from repairing harm. For example, rebuilding after a natural disaster or war
may produce a considerable amount of economic activity and thus boost GDP. The
economic value of health care is another classic example—it may raise GDP if many
people are sick and they are receiving expensive treatment, but it is not a desirable
situation. Alternative economic measures, such as the standard of living or
discretionary income per capita better measure the human utility of economic activity.

Externalities — GDP ignores externalities or economic bads such as damage to the
environment. By counting goods which increase utility but not deducting bads or
accounting for the negative effects of higher production, such as more pollution, GDP
is overstating economic welfare. The Genuine Progress Indicator is thus proposed by
ecological economists and green economists as a substitute for GDP. In countries
highly dependent on resource extraction or with high ecological footprints the
disparities between GDP and GPI can be very large, indicating ecological overshoot.
Some environmental costs, such as cleaning up oil spills are included in GDP.

Sustainability of growth — GDP does not measure the sustainability of growth. A
country may achieve a temporarily high GDP by over-exploiting natural resources or
by misallocating investment. Economies experiencing an economic bubble, such as a
housing bubble or stock bubble, or a low private-saving rate tend to appear to grow
faster owing to higher consumption, mortgaging their futures for present growth.
Economic growth at the expense of environmental degradation can end up costing
dearly to clean up; GDP does not account for this.

One main problem in estimating GDP growth over time is that the purchasing
power of money varies in different proportion for different goods, so when the GDP
figure is deflated over time, GDP growth can vary greatly depending on the basket of
goods used and the relative proportions used to defiate the GDP figure. For example,
in the past 80 years the GDP per capita of the United States if measured by
purchasing power of potatoes, did not grow significantly. But if it is measured by the
purchasing power of eggs, it grew several times. For this reason, economists
comparing multiple countries usually use a varied basket of goods.
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Cross-border comparisons of GDP can be inaccurate as they do not take into
account local differences in the quality of goods, even when adjusted for purchasing
power parity. This type of adjustment to an exchange rate is controversial because of
the difficulties of finding comparable baskets of goods to compare purchasing power
across countries. For instance, people in country A may consume the same number of
locally produced apples as in country B, but apples in country A are of a more tasty
variety. This difference in material well being will not show up in GDP statistics. This is
especially true for goods that are not traded globally, such as housing.

Human Development Index

The Human Development Index (HDI) is an index used to rank countries by
level of "human development", which usually also implies whether a country is a
developed, developing, or underdeveloped country

The HDI combines normalized measures of life expectancy, literacy,
educational attainment, and GDP per capita for countries woridwide. It is claimed as a
standard means of measuring human development—a concept that, according to the
United Nations Development Program (UNDP), refers to the process of widening the
options of persons, giving them greater opportunities for education, health care,
income, employment, etc. The basic use of HDI is to measure a country's
development.

The index was developed in 1990 by Pakistani economist Mahbub ul Haq, Sir
Richard Jolly, with help from Gustav Ranis of Yale University and Lord Meghnad
Desai of the London School of Economics. It has been used since then by UNDP in its
annual Human Development Report. It is claimed that ideas of Indian Nobel prize
winner Amartya Sen were influential in the development of the HDI. The HDI now
serves as a path towards a wide variety of more detailed measures contained in the
Human Development Reports.

The HDI combines three basic dimensions:

1. Life expectancy at birth, as an index of population health and longevity

2. Knowledge and education, as measured by the adult literacy rate (with two-thirds
weighting) and the combined primary, secondary, and tertiary gross enroliment ratio
(with one-third weighting).

3. Standard of living, as measured by the natural logarithm of gross domestic product

Criticisms

The Human Development Index has been criticized on a number of grounds,
including failure to include any ecological considerations, focusing exclusively on
national performance and ranking, and not paying much attention to development
from a global perspective. The index has also been criticized as "redundant’ and a
"reinvention of the wheel", measuring aspects of development that have already been
exhaustively studied. The index has further been criticized for having an inappropriate
treatment of income, lacking year-to-year comparability, and assessing development
differently in different groups of countries.



Economic growth in India
Indian economy growth in colonial period

When India was first colonized by British, Indian economy was going through a
relatively good period. Production and trade had increased. However, when India
ceased being a colonial nation, it's economy had already been massively exploited
and lay in tatters. A number of leftist economists had squarely blamed British for
decline of Indian economy but their views have been opposed by rightist economists
who opine that since a number of sectors in India were at a developmental stage,
economy of India was unable to sustain that impressive rate of development.

India's economic growth really kicked off in 1990s when India made its markets
more accessible. This was done by introducing a number of economic reforms. From
that point in time Indian economy has been growing at a steady pace. However,
India’s economic growth has not been exactly steady. In 1991, Rajiv Gandhi-led
Indian government imposed limits on office holders regarding expansion of capacity,
brought down corporate taxes, and abolished price controls. This led to an increase in
growth of Indian economy.

But there are some disparities across states and sectors. For example,
Maharashtra has been in better economic condition than states like Bihar.

In past, India's economic growth has been hampered by a variety of factors.
For example in 2002, lesser expenditures in areas like power, telecommunications,
construction, real estate and transportation prevented good growth of Indian economy.
This led to permission and promotion of foreign investment, which has contributed to a
continuous rate of development in last one and a half year.

GDP growth in India

The rise in the GDP growth rate in India was due to the effect of adoption of
liberal economic policy by Government of India. The change in the stance towards an
open and globalized economic policy was taken in the wake of balance of payments
crisis during the late 1980s. Traditionally, the Indian markets were strictly insulated
from foreign investments and investors and the government of India machineries were
the chief market regulators. The wide spread acceptance of border less trade and
open market policies by other developing countries of the world necessitated opening
up of Indian markets to foreign investors and investments. in India GDP growth rate
skyrocketed to all time high, immediately after opening up of Indian markets to Foreign
Direct Investments (FDI) and Foreign Institutional Investors (Fil). This era, during the
early 1990s marks the initiation of the rise of the India GDP growth rate.

The period after the 1990s witnessed around 4.5% to 5% rise of the Indian
Gross Domestic Product output. Further, the astronomical growth of the Indian
Information Technology, Indian service industry and the Indian BPO sector,
skyrocketed the India GDP growth rate to around 6%, during the period from 1988 to
2003. The period after 2004 marks the meteoritic rise of gross domestic product of
India and this rise was affected by service and manufacturing industry. The India GDP
growth rate registered an impressive growth of 8.5% during this period. The present
target of India GDP growth rate is pegged at 9.5% to 10 %.
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In financial year 2007-08, India recorded a growth of 9.1 % in its gross
domestic product. This has enabled india to be counted among two quickest emerging
economies of global world. In this regard, it is placed right after China. A number of
economists are of opinion that if India can sustain this rate of development they would
soon be regarded as a big name in global economic scenario. Goldman Sachs has
predicted that by 2020 India's gross domestic product would be four times of what it
was in 2007.

GDP growth rate of India are as follows —

GDP factor for the first quarter of 2007-08 was at Rs 7,23,132 crore, registering
a growth rate of 9.3% over the cormresponding quarter of previous year. India's
economy grew at 9.3% in quarter April-June and it was driven by manufacturing,
construction and services sector and agriculture sector. The annual inflation rate was
4.45% for the week ended July 28, 2007. India's Balance of Payments is expected to
remain comfortable . Merchandise Exports recorded strong growth. Manufacturing
registered 11.95 % growth. The passenger vehicles sector grew by 11.61% during
April-May 2007. Electricity, gas & water supply performed well and recorded an
impressive growth rate of 8.3%. Construction growth rate rose to 10.7%. Trade,
hotels, transport and communication registered a growth rate of 12%. Financing,
insurance, real estate and business services recorded an impressive growth rate of at
11% during the 1st quarter of this fiscal year 2007. Community, social and personal
services maintained a decent growth rate of 7.6%. The growth rate of agriculture,
forestry & fishing' and 'mining & quarrying' are estimated at 3.8 %, and 3.2 %,
respectively during the 1st quarter of 2007-2008. Exports grew by 18.11% during the
1st quarter of 2007-2008 and the imports shoot up by 34.30% during the same period.
India's FOREX reserves (excluding Gold and SDRs) stood at $219.75 billion at the
end of July ' 07. The food sector is estimated to be of US$ 200 billion and it is
expected to grow to $310 billion by 2015 Stocks of food-grains grew by 13.1% to
17.73 million tonnes.

The productivity growth rate of Indian economy is estimated to be around 8%
and it is expected to sustain until 2020. Moreover, at this rate of GDP growth, India is
poised to become the second largest economy in the world after China. Further, the
World Bank has ranked India as one of the top economic reformers worldwide, in the
last decade. India has simplified business registration, cross-border trade, and
payment of taxes, eased access to credit and strengthened investor's interest. The
stupendous growth of Indian industries especially manufacturing, construction, and
services together with bullish stock market suggests that the recent growth is likely to
continue further. The factors like industrial growth, Flls and FDIs inflow, Balance-of-
payments, merchandise exports, invisible accounts and Foreign-exchange-reserves
had substantial contribution towards the growth rate of Indian GDP.

inflation Rate in India .

The Indian economy has been registering stupendous growth after the
liberalization of Indian economy. The opening up of the Indian economy in the early
1990s had increased India's industrial output and consequently has raised the inflation
rate in India.

The stupendous growth rate of industrial output and employment has created
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enormous pressure on the inflation rate. The Reserve Bank of india (the central bank)
and the Ministry of Finance, Government of India are concerned about the prevalent
and intermittent rise of the inflation rate. The present rise of inflation rate in India can
be detrimental to the projected growth of Indian economy. Thus, the Reserve Bank of
India is devising methods to arrest the rise of inflation by putting checks and measures
in place. Although the central bank has assured the Indian business community and
the general public about the harmless inflationary rise, apprehensions still exist among
the business circles of India.

The main cause of rise of India Inflation Rate is the pricing disparity of
agricultural products between the producer and end-consumer. Moreover, the
meteoric rise of prices of food products, manufacturing products, and essential
commodities has also catapulted the India Inflation Rate. As a result of this, the
Wholesale Prices Index (WPI) of India touched 6.1% as on 6th January, 2007.
Moreover, the Cash Reserve Ratio touched 5.5% on the same day.

To arrest the panic and discomfort amongst the Indian business circles, the
Reserve Bank of India, in its recently drafted monetary policy, had given top priority to
price stability. It also sought to sustain the stupendous rate of economic growth of
India. The Reserve Bank of India has raised the Cash Reserve Ratio in a continuous
manner to arrest the rise of India.

The solution to this problem lies in rationalizing the pricing disparity between
the producer and the consumer. Only this will ensure inflation stabilization and thus
sustainable economic growth of India.

National Income

According to the famous economist J.M. Keynes national income is the money
value of all the goods and services produced in a country during a year. The National
income of any country shows the economic position of the country. It is the national
income which helps to compare the progress of the country over a period of time. The
study of National income is important because of the following reasons:

To see the economic development of the country.
To assess the developmental objectives.
To know the contribution of the various sectors to National income.

There are various methods for calculating the national income such as production
method, income method, expenditure method etc.

Calculation of National Income of India: A Brief History

The first attempt to calculate National Income of India was made by Dadabhai
Naroji in 1867 -68. This was followed by several other methods. The first scientific
method was made by Prof. V.K.R Rao in 1931-32. But this was not very satisfactory.
The first official attempt was made by Prof.P.C.Mahalnobis in 1948-49, who submitted
his report in 1954,
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Difficulties in Calculation of National Income

In India people who are calculating the national incomes have shown the
various difficulties in calculating the national income. The most severe one is the
finding of reliable data. Most of the time, it is based on assumptions. Soon after
independence the National Income Committee was formed to collect data and
estimate national income. The two major problems which remain in the calculation of
Nationai Income are:

Most of the data is not from the current year.
Even if current data are available then values are underreported.

Obstacles in High Growth of National Income of India

Despite of India's impressive economic growth over recent decades, it still
contains the largest concentration of poor people in the world, and has a higher rate of
malnutrition among children under the age of three (46% in year 2007) than any other
country in the world.

The percentage of people living below the new international poverty line $1.08
a day (PPP, in nominal terms Rs 21.6 a day in urban areas and Rs 14.3 in rural areas
in 2005) decreased from 60% in 1981 to 42% in 2005 - the 3rd highest rate in South
Asia after Nepal and Bangladesh, despite having a higher per capita income earning
overall 85.7% of the population was living on less than $2.50 (PPP) a day in 2005,
compared with 80.5% for Sub-Saharan Africa. Even though India has avoided famines
in recent decades, half of children are underweight, one of the highest rates in the
world and nearly double the rate of Sub-Saharan Africa. i

It is also estimated that in the next 10 years India's national income is going to
suffer a loss of nearly $200billion. The Government of india must try to frame suitable
strategies for evolving greater generation of goods. Unemployment which is a big
problem of the Indian economy must be solved. Only when people are employed, they
will be able to contribute in the national income.

The other major factors which are going to hurt the National Income of India
are: Slow growth of agricultural sector, defect in planning, poverty etc.

A higher national income will result in a prosperous economy. With an average
annual GDP growth rate of 5.8% for the past two decades, the economy is among the
fastest growing in the world. It has the world’s second largest labour force, with 516.3
million people. In terms of output, the agricultural sector accounts for 28% of GDP; the
service and industrial sectors make up 54% and 18% respectively. Major agricultural
products include rice, wheat, oilseed, cotton, jute, tea, sugarcane, potatoes; cattle,
water buffalo, sheep, goats, poultry; fish. Major industries include textiles, chemicals,
food processing, steel, transport equipment, cement, mining,” petroleum, machinery,
software. India's trade has reached a relatively moderate share 24% of GDP in 2006,
up from 6% in 1985.India’s share of world trade has reached 1%. Major exports
include petroleum products, textile goods, gems and jewelry, software, engineering
goods, chemicals, leather manufactures. Major imports include crude oil, machinery,
gems, fertilizer, chemicals.
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India's GDP is US$1.089 trillion, which makes it the twelfth-largest economy in
the world or fourth largest by purchasing power adjusted exchange rates. India's
nominal per capita income US$977 is ranked 128" in the world. In the late 2000s,
India’s economic growth has averaged 7% a year, which will double the average
income in a decade.

In the revised 2007 figures, based on increased and sustaining growth, more
inflows into foreign direct investment, Goldman Sachs predicts that "from 2007 to
2020, India’s GDP per capita in US$ terms will quadruple”, and that the Indian
economy will surpass the United States (in US$) by 2043.Despite high growth rate,
the report stated that India would continue to remain a low-income country for several
decades but can be a "motor for the world economy" if it fulfills its growth potential.
Goldman Sachs has outlined 10 things that it needs to do in order to achieve its
potential and grow 40 times by 2050. These are : improve governance; raise
educational achievement ; increase quality and quantity of universities; control
inflation; introduce a credible fiscal policy ; liberalize financial markets: increase trade
with neighbours ; increase agricultural productivity ; improve infrastructure and
improve environmental quality. ;

ok ookook
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CHAPTER -4

INDIAN PLANNING PROCESS

Rudimentary economic planning, deriving the sovereign authority of the state,
first began in India in 1930s under the British Raj, and the colonial government of India
formally established a planning board that functioned from 1944 to 1946. Private
industrialists and economist formulated at least three development plans in 1944.

After India gained independence, a formal model of planning was adopted, and
the planning commission, reporting directly to the Prime Minister of India was
established. Accordingly, the Planning Commission was set up on 15 March 1950, with
Prime Minister Jawaharlal Nehru as the chairman.

PLANNING COMMISSION:

The Planning Commission in India was set up in March 1950 to promote a rapid
rise in the standard of living of the people by exploiting the resources of the country,
increasing production and offering employment opportunities to all. The Planning
Commission has the responsibility for formulating plans as to how the resources can be
used in the most effective way. Jawaharlal Nehru was the first chairman of the Panning
Commission.

The Government sought to uplift the condition of India's teeming millions by
exploiting the country's rich resources (natural and otherwise) efficiently, providing
employment opportunities to all, and by increasing the production levels in the
agricultural as weli as industrial sectors.

The various functions of india Planning Commission are:

To assess the country's resources

To formulate 5 year plans that make an effective use of the country's resources
To detérmine national priorities and allot resources to the plans

To decide the machinery required to make the plans successful

To make appraisals of the plans periodically in order to check their progress

The composition of the India Planning Commission has changed a lot since its
inception. With the Prime Minister as the ex-officio Chairman, the committee has a
nominated Deputy Chairman, who is given the rank of a fuli Cabinet Minister. The Indian
Planning Commission has a deputy chairman who is nominated and Cabinet Ministers
with certain important portfolios act as part-time members of the Commission. The full-
time members of the Indian Planning Commission are experts from various fields such
as Economics, Industry, Science and General Administration. Mr. Montek Singh
Ahluwalia is presently the Deputy Chairman of the Commission.

The first Five-year Plan was launched in 1951 and two subsequent five-year
plans were formulated till 1965, when there was a break because of the Indo-Pakistan
Conflict. Two successive years of drought, devaluation of the currency, a general rise in
prices and erosidn of resources disrupted the planning process and after three Annual
Plans between 1966 and 1969, the fourth Five-year plan was started in 1969.
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The Eighth Plan could not take off in 1990 due to the fast changing political
situation at the Centre and the years 1990-91 and 1991-92 were treated as Annual
Plans. The Eighth Plan was finally launched in 1992 after the initiation of structural
adjustment policies.

For the first eight Plans the emphasis was on a growing public sector with
massive investments in basic and heavy industries, but since the launch of the Ninth
Plan in 1997, the emphasis on the public sector has become less pronounced and the
current thinking on planning in the country, in general, is that it should increasingly be of
an indicative nature.

India planning is undertaken by the Planning Commission of India in order to
improve the standard of living of the people belonging to the country. To improve the
quality of life of the people, the resources of the country have to be utilized efficiently.

In India, planning has been done in various areas such as sports, education,
labor, health, village industry, urban development, rural development, agriculture,
industry, information technology, environment, real estate, infrastructure, and finance.
The Indian Planning Commission has been set up in March, 1950 and it undertook to
draw up 5 year plans for developing the Indian economy. iIn these plans the Planning
Commission of India, emphasized particular spheres such as industry, employment,
agriculture, education, and health. Till 2007, there have been 10 five year plans. All
these plans have helped improve the quality of life of the people of India.

in order to improve sports in India, the Sports Authority of India has been set up
by the Indian government. This body sees to it that the infrastructure required for sports
is upgraded regularly and kept in good condition. It also formulates new projects and
gets funding from the government in order to promote sports in the country. Under India
planning, education forms the most important area for it determines the future growth of
the country. The department of higher education oversees all levels of education in
india and is subsidized by the government of India heavily

For rural planning, India planning has set up a Rural Planning and Credit
Department which is under the Reserve bank of India. This department formulates
polices which help in rural development. It also extends credit for employment programs
and agricultural activities in rural areas. Under India planning, local bodies have been
set up in all states in order to develop urban areas. These urban local bodies such as
the municipal corporation and the Panchayat see to it that the services and basic
infrastructure are well maintained.

India planning has helped improve the quality of life of the people. The Indian
government must make efforts so that it continues to do. India Planning has facilitated
the utilization of the resources of the country for the common good of the people and
also to develop the country.

l. FIVE YEAR PLANS :--

In 1951, the 1st 5 year plan was announced and the then Prime Minister,
Jawaharlal Nehru was the chairman of that India Planning Commission. Till 1965, 2
consecutive 5 year plans had been formulated. After that, there was a pause in the
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launch of 5 year plans in India due to the Indo-Pakistan war. Again, in 1969, the 4th five
year plan was launched and by 1992, the 8th five year plan was started. In all these 8
plans emphasis has been laid on the public sector, with huge investments being made
in heavy and basic industries. But in 1997, with the launch of the 9th five year plan, the
emphasis shifted from the public sector and became more indicative in nature.

India Planning Commission has helped in the better utilization of the country's
resources for the common good of the citizens. The Planning Commission is considered
by many as the backbone of the country's progress and all-round development.

The first five year plan India (1951-1956) had been presented by the then Prime
Minister Jawaharlal Nehru in the Indian Parliament on 8th December, 1951.

FIRST FIVE YEAR PLAN (1951-56)

The first five year plan had been made by the planning commission whose
objective was to improve the standard of living of the people by effective use of the
country’s resources. In India, the first five year plan's total outlay was estimated to been
worth Rs. 2,069 crore. In the first five year plan, this amount was allocated to various
areas. They are:

Community and agriculture development
Energy and irrigation

Communications and transport

Industry

Land rehabilitation

Social services

The target of GDP growth in the first five year plan of India was 2.1% per year
and the actual growth of GDP that was achieved had been 3.6% per year. This shows
the extent to which the first five year plan in India had been successful. During the
period of India first five year plan, many projects related to irrigation had been started,
such as the Mettur Dam, Bhakra Dam, and Hirakud Dam.

In the first five year plan of India, provisions have been made for the
rehabilitation of agricultural workers who were landiless. Apart from that financial
allocation was also made for conservation of soil, experiments, and training in co-
operative organizations. Increased provisions have also been made for the
improvement of roads, civil aviation, railways, telegraphs, and posts. For the
development of the basic industry which includes the manufacture of fertilizers and
electrical equipment, provisions have been made in the Indian first five year plan.
Emphasis has also been given to small scale and village industries in the Indian plan of
first five years. First five year plan in India had improved the living condition of the
people of the country and is of historical importance

SECONAD FIVE YEAR PLAN(1956-61)

Second five year plan India (1956-1961) intends to increase and carry forward
the development that had been started by the first five year plan in India.
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These five year plans are formulated by the planning commission whose objective is to
utilize the country's resources effectively, so that the standard of living of the people
improves.

The various tasks of the second five year plan in India are:
To increase by 25% the national income
To make the country more industrialized
* To increase employment opportunities so that every citizen gets a job

In India, the second five year plan focused on industry - more specifically on the
heavy industry. The domestic production of industrial goods in the public sector was
encouraged by the second five year plan in India. The total amount for development
given allocated under the second five year plan in India was Rs. 4,800 crore. This
money has been distributed under the second five year plan in India for the
development of various sectors. They are:

Mining and industry

Community and agriculture development
Power and irrigation

Social services

Communications and transport
Miscellaneous

During the second five year plan India, 5 stee! plants in Jamshedpur, Durgapur,
and Bhilai had been established, apart from a hydro-electric power project which was
also undertaken and implemented. The production of coal increased during this period.
Also, more railway lines were added in the north-east part of the country, during the
Indian second five year plan. Land reform measures have been taken during the period
of the second five year plan India, in order to remove the socio-economic constraints of
the rural population. The second five year plan India has, to a large extent, improved the
living standards of the people.

THIRD FIVE YEAR PLAN (1961-66)

The third five year plan India (1961-1966) intended to make a more determined
effort to develop the nation, carrying forward the legacy set by the previous two five year
plans.

These five year plans are formulated by the planning commission, the aim of
which is to increase the quality of life of the citizens through effective use of the
country’s resources.

The various tasks of the third five year plan India are:

To increase the national income by 5% per year
To increase the production of agriculture so that the nation is self sufficient in
food grains

» To provide employment opportunities for every citizen of the country

* To establish equality among all the people of the country



In the earlier 2 five year plans, agriculture was not given a great deal of
importance in spite of the fact that India's economy is stilt primarily agrarian. But in the
third five year plan of India, more stress had been given to agricuiture because increase
in agricultural production would lead to the growth of the Indian economy. Sufficient
sops and subsidies were allowed by the government for the agricultural sector under the
third five year plan of India.

in an effort to invite increased state participation to the India third five year plan,
more responsibility was given to the states. Also, various organizations such as the
Panchayat and Zila Parishads were set up at the block and district level in order to
increase rural development. In India, the third five year plan have also laid emphasis on
soil conservation, irrigation, afforestation, and dry farming. Many fertilizer and cement
plants were built during the period of the third five year plan India. Stress had been
given to the development of social services and education in India.

FOURTH FIVE YEAR PLAN (1969-74)

At this time Indira Gandhi was the prime minister and she nationalized of 19
major banks. The funds raised for industrialization was used in the Indo-Pak war of
1971. India also conducted nuclear tests in 1974.

FIFTH FIVE YEAR PLAN(1974-79)

The third five year plan in india had, to a large extent, improved the quality of life
of Indian citizens, and played a crucial role in the growth and development of the
country.

The Fifth Five Year Plan India was chalked out for the period spanning 1974
101979 with the objectives of increasing the employment level, reducing poverty, and
attaining self-reliance.

Background of the Fifth Five Year Plan India:

At the onset of the Fifth Five Year Plan India in the 1970s, the international
economy was in a turmoil, which had a great impact on the economy of both, developed
and developing countries of the world. The main changes were perceived in sectors
such as food, oil, and fertilizers where prices sky-rocketed. As a result of this, attaining
self-reliance in food and energy became a top priority. During this period, the Indian
economy was affected by several inflationary pressures. Food grain production was
above 118 million tons due to the improvement of infrastructural facilities like the
functioning of the power plants and the rise in the supply of coal, steel, and fertilizers.
Regarding the oil, credibility of Bombay High had shot up the commercial production of
oil in India. In 1974-75, Indian exports crossed 18%, and the large earnings from these
exports have further increased the Indian foreign exchange reserves.

Objectives of the Fifth Five Year Plan India:

The Fifth Five Year Plan India was designed with emphasis on certain objectives,
enlisted as under:
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to reduce social, regional, and economic disparities for developmental planning

to enhance agricultural productivity

to initiate land reforms

to check rural and urban unemployment

to emphasize on household industries like carpet-weaving, handlooms,

sericulture, and handicrafts

to encourage self-employment through a well integrated local planning

¢ to encourage import substitution in areas like industrial machinery, chemicals,
paper, iron and steel and non-ferrous metals

» to capture the markets with locational advantages
to initiate appropriate use of fiscal, credit and production support policies in the
cottage industry sector

e to develop labor intensive technological improvements

SIXTH FIVE YEAR PLAN (1980-85)

The Sixth Five Year Plan India was undertaken for the period between 1980
101985, with the main aim of attaining objectives like speedy industrialization, rise in the
employment level, poverty reduction, and acquisition of technological self-reliance.

Background of Sixth Five Year Plan India:

At the onset of the Sixth Five Year Plan India, Rajiv Gandhi, the then prime
minister prioritized speedy industrial development, with special emphasis on the
information technology sector. From the Fifth Five Year Plan, the nation had been able
to achieve self sufficiency in food. Moreover, the industrial sector was also diversified
and science and technology also made a significant advance. One of the major
hindrances in the way of further development in this period was the boom in the Indian
population. However, several successful programs on improvement of public health and
epidemic control were also undertaken to reduce infant mortality and increase life
expectancy. Significant investments were made by the government in the Indian
healthcare sector.

Objectives of the Sixth Five Year Plan India:

The objectives of the Sixth Five Year Plan India were mainly focused on increasing
industrialization and reducing long-standing problems such as poverty and
unemployment. Some of the highlights and predominant aims of the Sixth Five Year
Plan India are enumerated as under :

to increase the growth rate of the economy

to concentrate on the promotion of efficient use of resources

to improve productivity level

to initiate modernization for achieving economic and technological self-reliance
to control poverty and unemployment

to develop indigenous energy sources and efficient energy usage

to promote improved quality of life of the citizens

to infroduce Minimum Needs Program for the poor and needy with an emphasis
to reduce the discrepancies in income and wealth accumulation
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* toinitiate Family Planning Programs in order to check the growing population
trends

to protect and improve ecological and environmental assets
s to promote the education at all levels

SEVENTH FIVE YEAR PLAN (1985-89)

The Seventh Five Year Plan India was for the duration between 1985 and 1989
under the approval of the National Development Council in India.

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

As an outcome of the sixth five year plan, there had been steady growth in agriculture,
control on rate of Inflation, and favorable 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 week

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 labor force of 39 million people and employment was
expected to grow at the rate of 4 percent per year.

e Anti-poverty program: Special emphasis was given to the most vulnerable
classes of people in the society viz., women, children, schedule tribes, and
schedule castes. The poverty ratio was expected to decline to 26 percent in
1989-90.

» Agriculture: The government undertook to increase productivity of oilseeds, fruits,
vegetables, pulses, cereals, fish, egg, meat, and milk.

o Welfare: Improved facilities for education to girls, family welfare, healthcare,
reduction in infant mortality were undertaken by the government as part of the
7th five year plan.

» Communications: Emergence of informatics, telematics, and hooking ug of
telecommunications with computers were important features of the 7th five year
plan in terms of development in Communications.

» Transport: More stress was laid on increasing supplementary modes of transport
such as inland waterways, product pipelines, civil aviation, coastal shipping. The

7th Plan expected an increase in accessibility to about 60 percent of the villages
in India.
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Some of the expected outcomes of the Seventh Five Year Plan India are given below:
Balance of Payments (estimates):

Export - Rs. 33 thousand crore, Imports - (-)Rs.54 thousand crore, Trade Balance - (-
JRs.21 thousand crore

Merchandise exports (estimates): Rs. 60,653 crore

Merchandise imports (estimates): Rs. 95,437 crore

Projections for Balance of Payments: Export - Rs.60.7 thousand crore, Imports - {-) 95.4
thousand crore,

Trade Balance- (-) Rs.34.7 thousand crore

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.

EIGHTH FIVE YEAR PLAN (1992-97)

Eighth Five Year Plan India runs through the period from 1992 to1997 with the
main aim of attaining objectives like modernization of the industrial sector, rise in the
employment level, poverty reduction, and self-reliance on domestic resources.

Background of the Eighth Five Year Plan India:

Just before the formulation of the Eighth Five Year Plan India, there was great
poiitical instability in India which hindered the implementation of any five years plan for
the following two years after the Seventh Five Year Plan. This period is characterized by
extreme FOREX reserve crisis and introduction of liberalization and privatization in
Indian economy. To invite FDI in Indian industrial sector and to follow free market
reforms were the only possible ways to revive the country from foreign debt.

Objectives of the Eighth Five Year Plan India:
The main objectives of the Eighth Five Year Plan India are:

to prioritize the specific sectors which requires immediate investment

to generate full scale employment

to promote social welfare measures like improved healthcare, sanitation,

communication and provision for extensive education facilities at all levels

to check the increasing population growth by creating mass awareness programs

to encourage growth and diversification of agriculture

to achieve self-reliance in food and produce surpluses for increase in exports

to strengthen the infrastructural facilities like energy, power, irrigation

to increase the technical capacities for developed science and technology

to modernize Indian economy and build up a competitive efficiency in order to

participate in the global developments

¢ to place greater emphasis on role of private initiative in the development of the
industrial sector

» toinvolve the public sector to focus on only strategic, high-tech and essential

infrastructural developments k

48



« to create opportunities for the general people to get involved in various
developmental activities by building and strengthening mass institutions

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:

The main feature of the Ninth Five Year Plan India is that at its onset our
nation crossed the fifty years of independence and this called for a whole new set of
development measures. There was a fresh need felt for increasing the social and
economic developmental measures. The government felt that the full economic
potentiality of the country, yet to be explored, should be utilized for an overall growth in
the next five years. As a result in the Ninth Five Year Plan India, the emphasis was on
human development, increase in the growth rate and adoption of a full scale
employment scheme for all. For such development one needs to promote the social
sectors of the nation and to give utmost importance to the eradication of poverty.

The Ninth Five Year Plan India looks through the past weaknesses in order to
frame the new measures for the overall socio-economic development of the country.
However, for a well-planned economy of any country, there should be a combined
participation of the governmental agencies along with the general population of that
nation. A combined effort of public, private, and all levels of government is essential for
ensuring the growth of India's economy.

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

TENTH FIVE YEAR PLAN (2002-2007)

The Tenth Five Year Plan india (2002-2007) aims to transform the country into
the fastest growing economy of the world and targets an annual economic growth of

10%. This was decided after India registered a 7% GDP growth consistently over the
last decade.
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This GDP growth of 7% is much higher than the world's average GDP growth
rate. Thus, the Planning Commission of India sought to stretch the limit and set targets
which would propel India to the super league of industriaily developed countries.

In a nutshell, the Tenth Five Year Plan India envisages -
More investor friendly flexible economic reforms
Creation of congenial investment environment
Encourage private sector involvement

Setting up state-of-the-art infrastructure

Capacity building in industry

Corporate transparency

Mobilizing and optimizing all financial resources
Implementation of friendly industrial policy instruments
The Tenth Five Year Plan India documents are -
Vol. |: Dimensions and strategies

Perspective, objectives and strategy
Macroeconomic dimensions

Public sector plan: resources and allocations.
External sector dimensions

Employment perspective

Governance and implementation

Disaster management: the development perspective
Policy imperatives and programmatic initiatives
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ELEVENTH FIVE YEAR PLAN (2007-08)

The major objectives of the eleventh five year plan are income generation,
poverty alleviation, education, health, infrastructure, environment etc.

ll. OTHER PLANS:--
1. EDUCATION PLANNING IN INDIA

Education Planning in India is one of the essential areas of concern in all the Five
year Plans in India. With the onset of globalization and modemization in recent times,
education at all levels is very necessary if India is to outdo other nations.

Since the 1990s, the Indian government has been emphasizing the need to
develop education in India across all levels - eiemenfary, secondary, vocational, higher
level, and technical. Towards this, the government has also formulated certain
measures to increase adult literacy and continuing education among Indians.

Hindrances for Education Planning in India:

The major problems of the Education Planning in India as far as analysts opine are as
under:

e high drop-out rates
o Jow levels of learning achievement
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low participation of girl students

inadequate school infrastructure

teacher absenteeism rate high

large-scale teacher vacancies

inadequate teaching/learning material

lack of public involvement in provisioning of educational services
variation in the literacy rates for the Special Groups of citizens
variation in inter-state literacy rates

Steps taken by Government in accelerating Education Planning in India:

The Central as well as the State Governments have been emphasizing on the
growth of education at all levels. Moreover there are District Literacy Societies or Zilia
Saksharta Samiti who also plays the most pivotal role in the pursuance of aduit
education. The first step taken by the Indian government is to initiate measures for
universal elementary education among all. The other significant steps taken on the
Education Planning in India are -

s toincrease the number of institutions, teachers and students at elementary level
to provide for incentives like textbooks, free uniforms and scholarships

¢ to offer Centrally Sponsored Program of Nutritional Support to Primary Education
or Mid Day Meal Scheme

¢ to launch the Sarva Siksha Abhiyan Scheme

« to initiate the District Elementary Education Plan
to launch the National Literacy Mission for providing functional literacy to the non-
literates between the age group of 15 and 35

e to provide free and compulsory education for children

» to improve the Industrial Training Institutes, Boards of Technical Education and
Engineering Colleges, and Polytechnology and Apprenticeship Schools

s to upgrade the Indian Institutes of Technology and Indian Institutes of
Management

s to progress in new technology based areas like biotechnology, bioinformatics,
and nano-technology

2. SPORTS PLANNING

The Ministry of Youth Affairs and Sports is playing a pivotal role for Sports Planning in
India.

The Government of iIndia is in the process of including legistative guidelines in the
Indian Constitution with regard to sports. The major responsibilities towards sports

planning in India have already been taken up by the Sports Ministry. The following are a
list of such responsibilities:

Launching of Government schemes - Relating to awards, events, anti-doping,
incentives, state sports academies efc.

¢ Adequate sports infrastructure
+ Developing various sports career opportunities for Indians - As offered by
National Institute of Sports (Patiala), Lakshmibai National institute of Physical

Education (Gwalior), and Lakshmibai National College of Physical Education
{Kerala)
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Having a proper database of sportsperson
Efficient coaching facilities
Emphasis on sport sciences like nutrition, psychology, medicines, and prohibited
items

e Anti-doping program - The Government of India has established anti-doping
programs through an ISO certified Dope Control Center having modern testing
facilities. The National Anti-doping Agency is acting as an advisory board to The
GOl's anti-doping program.

The apex sports coordinating body of the Indian Government known as Sports
Authority of India (SAl) was set up in 1984 with a view to build excellence in the career
of sportsmen and emphasize on efficient Sports Planing in India.

SAl has facilitated the building of 5 major stadiums in the country which are:
Jawaharlal Nehru Stadium (New Delhi), Indira Gandhi Stadium (New Delhi), National
Stadium (New Delhi), Talkatora Swimming pool (New Delhi), and Dr. Karni Singh
Shooting Ranges (New Delhi).

SAl has introduced 4 schemes under its banner viz., Special Area Games (SAG),
National Sports Talent Contest (NSTC), SAl Training Centers (STC), and Army Boys
Sports Company (ABSC).

Intelligent Sports Planning in India is the key to setting up the stage for growth in
the sports talents in India where sportsmen belong to a varied range of sports
disciplines - hockey, weightlifting, archery, athletics, kabaddi, swimming, badminton,
shooting, and volleyball.

3. HEALTH PLANNING

Establishing health planning in India is a key to improving the health of the Indian
Population. The Ministry of Health and Family Welfare has been facilitating Health
needs in India by establishing various schemes and organizations.

The Government is conscious of the need for dynamic Indian health planning and
management. Innovative healthcare and development programs are the need of the
hour. For this, major organizations like the National AIDS Control organization have
been established by the Health Ministry. The areas to focus on in Health Planning have
been laid down by the Ministry's National Health Policy. Some of them are mentioned
below:

+ |ncreasing Healthcare programs: To be implemented in various socio-economic
settings of different States of India

* Increasing Public Health infrastructure: More hospitals, Qutdoor medical facilities,
Medical equipments
Efficient doctors and nurses: To ensure minimum standards of Patient care
Family Medicine: Establishing more personnel for family healthcare
Low cost drugs and vaccines: Keeping in view of the possible globalization
induced high costs

* Mental health: Need for increase in hospitals and professionals
Health research: Medical innovation and specialization is needed
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+ Disease control: More database needs to be collected in this regard in ordertreat
and prevent diseases

* Women's health: Adequate access {o public healthcare facilities is a necessity
which in turn will improve family health as well

e List of National Health Programs organized by the health ministry are National
Vector Borne Disease Control Program (NVBDCP) , National lodine Deficiency
Disorders Control Program, National Leprosy Eradication Program, National
Program for Control of Biindness, National Filaria Control Program, Nationai
Program for Prevention and Control of Deafness, National Cancer Control
Program, National Aids Control Program,
Universal Immunization Program (RTI ACT, 2005), Revised National TB Control
Program, and National Mental Health Program.

Some more endeavors for health planning in India are Medical Health Division,
Hospital Services Consultancy Corporation, SC/ST facilities, Central Government
Health Schemes, Prevention of food adulteration, establishment of food and drug

testing laboratories, L.R.S. Institute of Tuberculosis and Respiratory Diseases, National
Rural Health Mission, etc.

Good health planning in India will enable the country to establish a Healthcare
system which will be socially acceptable, medically sound, and cost-effective enough for
every Indian. . :

4. SOCIAL AND CULTURAL PLANNING

Social and Cultural Planning in India aims at preserving the social and cultural
heritage of india. The Ministry of Culture strives to promote, preserve, and portray the
art forms and diverse culture of India in a planned and organized manner.

The Ministry has indulged in a number of promotional activities in order to support
India's cultural heritage which are enlisted below:

Maintaining archival libraries and records

Important National personalities of the society are honored by observing
centenaries and anniversaries in their name

Conservation and maintenance of archaeological sites and historical monuments
Promotion of museums and art exhibitions

Promoting Buddhist and Tibetan study institutions

Building relations with foreign countries

Various autonomous bodies have been set up for promoting, disseminating, and
preserving Indian culture. Sormne of them are Gandhi Smriti and Darshan Samiti
(New Delhi), Nava Nalanda Maha Vihara (Bihar), Raja Rammohan Roy Library
Foundation {Kolkata), Kalakshetra Foundation (Chennai), Lalit Kala Akademi
(New Delhi}), and Salar Jung Museum (Hyderabad).

*» The Government of India has established some important Acts to facilitate social
and cultural planning in India such as:

Ancient Monuments and Archaeological Sites and Remains Act of 1958

The Antiguities and Art Treasures Act of 1972

The Delivery of Books (Public Libraries) Act of 1952

Public Records Act of 1993

L
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» As far as social planning in India is concerned, the Ministry of Social Justice and
Empowerment has played a significant role too. This Ministry is focused in areas
of:

Social Defense

Schedule Caste Welfare

Welfare of disabled persons
Welfare of backward class
Grants-in-Aid to NGOs

Justice to workers and employees

The chief aim of this Ministry is to uplift the marginalized and to help them come
to a position of being self-reliant.

Efficient and considerate Social and Cultural Planning in India is the need of the
hour. Itis thus, the prime duty of the Government as well as the general populace to
work together in striving to make India a premium destination for tourists across the
world.

5. RURAL PLANNING

Rural Planning in India is an area of prime importance for the Ministry of Rural
Development. As part of the Planning objectives in India, Rural Planning needs to
reflect growth and social justice. Growth in the rural sector is the key to social and
economic development of India.

The Government of India has stated its policy objective as achieving 'Samagra
Gramin Vikas' which means catering to the basic necessities and demands of the rural
scenario. Hence, the Ministry of Rural Development has been playing a key role in
organizing life improvement programs and other schemes for the development of rural
India.

The departments of the Ministry of Rural Development established to facilitate rural
needs have been enlisted below:

» Department of Land Resources- (i) Land Reforms Division and (ii) Wastelands
Development Division

* Department of Rural Development

Department of Drinking Water Supply

Rural Planning in India is based on various issues. The chlef areas of

development include:

Rural infrastructure habitant development

Poverty reduction

Provision of basic minimum servnce

Employment generation

Making available basic necessities

* @

In order to meet these needs of rural India, the Indian Government had launched
various rural schemes. A brief description of those schemes has been given below:
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e Sampoorna Gramin Rozgar Yojana (SGRY): A self employment program for the
rural people in which all necessary financial help, infrastructure, training, etc is
given

¢ Rural Housing (Indira Awaas Yojana): A former sub-scheme of Rural Landless
Employment Guarantee Programme, IAY facilitates the construction of houses
for the rural homeless and deprived. The vision is to establish pucca houses for
all by the arrival of the 11th Plan. Pradhan Mantri Gram Sadak Yojana (PMGSY):
A scheme aiming at increasing connectivity to unreached rural areas with a
population of minimum 500 and hilly and desert areas having a population of
minimum 2590.

o Training Schemes: Institutions like NIRD have taken up endeavours in training,
seminars, workshops, and international programs.

e Other programs and schemes facilitating rural planning are Accelerated Rural
Water Supply Programme, Jawahar Gram Samridhi Yojana (JGSY), Drought
Prone Areas Programme (DPAP), and Integrated Wastelands Development
Programme (IWDP}

Rural Planning in india has indeed become an integral part of the development of
the country's economy and the Ministry of Rural Development is playing a pivotal role in
this regard.

6. AGRICUTURAL PLANNING

Agriculture in India Planning is one of the major factors for the growth of the
Indian economy which is still primarily agrarian.

Agriculture is the most important sector in India. As the Indian economy is mainly
based on agriculture, the annual output of products from the agricultural sector is an
important factor in the growth of the economy. Agriculture also has a crucial role to
play in Indian exports, where it has a significant contribution. Many of the industries
in India are dependent on agriculture for raw materials. So, without agriculture and
agriculture-based products, the Indian economy cannot sustain or accelerate its
growth rate.

Agriculture Planning in India is a very important tool to enhance and maximize
the total agriculture based produce. The planning in agricuiture is mainly looked after
by the Ptanning Commission of India which operates and executes under the aegis
of the government of India. Agriculture in India planning takes into account all factors
that are related to the rural sector where most of Indian agriculture originates. The
sole objective of the Planning Commission in terms of Agriculture Planning in India is
to enhance the tota! output of agriculture and boost the economic growth of the
country.

The major objectives under Agriculture in India Planning:
Wastelands and underutilized lands to be utilized
Development and reclamation of problematic lands

Harvesting the abundant rainwater for the purpose of irrigation
Irrigation development +

Utility and conservation of natural resources

The activities to be diversified to high value crops
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* . The intensity of cropping to be increased

* To have adequate inputs on time

» Area of expansion under Agriculture in India Planning:

@ |mprovement in production

 improvement in productivity

¢ Reduction in the cost of production

° Improvement in quality of the produce

¢ Value additions

¢ Promoting marketing and exports of the produce

o Development in Human resource

e~ Provision of proper storage facilities like store houses and warehouses

» The projections under the Agriculture in India Planning:

* Growth in the Indian Agriculture is based on resources being used efficiently and
conservation of natural resources

» Growth must be equal in all the levels of the society including the farmers

= Growth will be demand and export oriented

o Growth will be due to the technological advancements

» Growth rate is projected to be more than 4%

7. VILLAGE INDUSTRY PLANNING

Village Industry Planning in India and its subsequent development are predicated
to a large extent upon the development of India's 700-million strong rural population.
Village Industry Planning in India is drafted according to the needs of rural India since
majority of the population lives in around 600,000 small villages of India.

This section of the Indian population is primarily engaged with occupations that
are directly or indirectly linked with agriculture. A substantial portion of India's current
agricultural labor force had to move to non-agriculture sectors for making a livelihood.
The challenge for Village Industry Planning in India is to manage the transition of 80%
of the rural population from a village-centric, agricultural-based economy to a industry-
based village economy.

As a part of Village Industry Planning in india the retarding factors for the
development of industries in indian villages were identified, as follows:

A set of basic facts define the constraints within which the economic growth and
development of India's rurai population must be addressed. Fundamentally, they relate
to resource constraints, the nature of infrastructure, - and the future trajectory of the
geographical distribution of the poputation.

Infrastructure investment is irregular and inadequate to support India's 600,000
villages and the average cost of providing infrastructure is inversely related to the scale
of the operation.

Limitations in the financial and other resources available for providing
infrastructure made it impossible to provide infrastructure at every village in India and

even if they were, it would not have been commercially sustainable.

The basic geographical structure of popuiation distribution will change once India
shifts from being an agriculture-based country to an industry-based nation.
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The Ministry of Rural infrastructure, Government of India and the Planning

Commission of India aim at Village Industry Ptannlng in India and its development on
the following lines ~

& ® % & & o

rural

Irrigation

Roads

Housing

Water Supply

Electrification
Telecommunication Connectivity

Further, they have launched the "Bharat Nirman" scheme for the development of
infrastructure. Plans proposed for the development of industries in Indian viltages

To connect 66,800 habitations with population over 1000 with all weather roads
To construct 146,000 km of new rural roads
To upgrade and mcdcrnize 194,000 km of existing rural roads
Total investment of Rs. 174,000 crore envisaged under "Bharat Nirman",
investment on rural roads estimated to be at Rs. 48,000 crore.
To provide corpus of Rs. 8,000 crore to Rural Infrastructure Development Fund
(RIDF).
Village Industry Planning in india to encourage further development of -
o Poultry farming
Fishery
Sericulture
Aviary
Handicrafts
Textile designing
Pottery
Food products
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8. URBAN PLANNING

Urban Planning in India is slowly but steadily gaining pace. The rapid increase in

urban population of India is the result of aggressive industrialization, According to
reports, in 2001 the number of people lived in urban India was around 285 million.

In the last 40 years, there has been more than 350% of increment in the urban

population and at this rate, the projection is around over 400 million by the end of year
2011 and 533 million by the end of year 2021. Urban Planning in India took a beating
during the period from 1991 to 2001 as the number of metropolitan cities increased from
23 to 35. This in turn resulted in the shortage in housing, drinking water supply,
sewerage, health care center etc. Further, this had led to increased vehicular traffic,
pollution, pcverty, and social chaos, thus compromising the main essence of urban life.
Urban Planning in India includes (but is not confined to} the following -

o Town planning

o Regulaticn cf land use for residential and commercial purposes
Construction of buaidings

o Planning for econoruic developmeni
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Planning for social development

Construction of roads

Constructions of bridges

Water supply for domestic use, industrial and commercial purposes

Public health care management

Sewerage, sanitation and solid waste management

Proper fire services

Urban forestation and maintenance

Protection of environment through sustainable development

Promotion of ecological balance and maintenance

Safeguarding the interests of weaker sections of society

Offering proper infrastructural help to the handicapped and mentally

retarded population of the society

Organized slum improvement

Phased removal or alleviation of urban poverty

Increased provision of basic urban facilities like public urinals, subways,

footpaths, parks, gardens, and playgrounds

o Increased public amenities including street lighting, parking lots, bus-stop
and public conveyances

o Continual promotion of cultural, educational and aesthetic aspects of the
environment

o Increased number of burials, burial grounds, cremation grounds and
electric crematoria

o Proper regulation of slaughter houses and tanneries

o Absolute prevention of / zero tolerance of cruelty to animals

o Proper maintenance of population statistics, including registration of births
and deaths records

o Urban Planning in India functions through mechanisms called Urban Local

Bodies or ULBs. These Urban Local Bodies are classified into four major

categories -

Municipal corporations,

Municipalities (Municipal council, municipal board, municipal committee)

Town area committees

Notified area committees
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In the year 1991, there were around 3255 Urban Local Bodies in the country.
These Urban Local Bodies are responsible for providing and overseeing the
- maintenance of basic urban infrastructure and services in cities and other relevant
areas.

Until the early 1990s, Industry in India Planning was in a state of sorry affairs. By
the end of 1980s, the Indian industry was a protected and strictly regulated sector. But
the period from 1990s was marked with speedy reforms and their subsequent
successful implementation.

The Government took measures which were more rational than previous ones.
Although skeptics had their reservations, the trend was clearly towards that of
globalization and liberalization that were effecting sweeping changes in the world
economy.

Further, Industry in India Planning is now more focused on areas like improving
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the urban infrastructure, ensuring fair competition and access to markets, reduction of
import duties, quality improvements in vocational and higher education, increased
investment in R&D, and support of SMEs. Government leaders, experts, and
researchers are striving towards making the Indian industry globally competitive and to
being about a sustained growth which would contribute significantly to GDP growth,
employment generation, and overall economic development.

Indian industrial policy also aims to identify factors hampering industrial growth
and seeks to redress these factors. A brief summary of Industry in India Planning in all 5
year plans, are as foilows -

¢ The first four 5-year plans involved a total public sector disbursement of Rs.314.1
billion. The first plan prioritized agriculture and power projects

¢ The second plan focused on new industrial policy, rapid industrialization and
envisaged 25% increase in national income The third plan targeted rapid
industrialization, with 24.6% outlay on transport and communications and 20.1%
on industry and minerals

¢ The fourth plan stressed on agriculture and allied sectors and received around
27%, while industry and minerals outlay was 18.5%, transport and
communications stood at 18.4%, and power development at 17.8%

» The fifth plan envisaged removal of poverty and the attainment of self-reliance. A
total spent of Rs.393.2 billion was allocated, and actual expenditures amounted
to Rs.394.2 billion

¢ The sixth plan targeted developmental plans and the projected outlays amounted
to Rs.975 billion

e The seventh plan projected 5% overall GDP growth (which was surpassed)
based on increases of 4% in agricultural and and 8% industrial output. And spent
amounted to Rs.1,800 billion

» The eighth development plan laid the foundation for long-term economic gains.
The eighth plan was a grand success and economic growth rose to 6% a year,
generated more employment, poverty was curtailed, exports increased many
folds, and inflation declined substantially

e The ninth plan witnessed overall stupendous improvement in the GDP growth

rate from an average of about 5.7% to about 6.1% The Tenth Plan envisages -
More investor friendly flexible economic reforms

Creation of congenial investment environment

Encourage private sector involvement

Setting up state-of-the-art infrastructure

Capacity building in industry

Corporate transparency

Mobilizing and optimizing all financial resources

Implementation of friendly industrial policy instruments

9. INFORMATION TECHNOLOGY PLANNING

The robust growth of the India IT Industry can be attributed to meticulous
Information Technology Planning in India. In fact, the Information Technology Planning
in India was so aggressive and accurate that no-dther Indian industry could rival or
better the performance of the Indian Information Technology industry.

The master control of Information Technology Planning.in India is in the hands of
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Department of Information Technology which aims to make the Indian IT industry, a
Global IT Super Power by 2008 and bring the benefits of electronics to every walk of
life. Further, Information Technology Planning in India is drafted to enhance creation of
wealth, employment generation, and IT led economic growth. According to sources,
annual revenue projections for Indian IT sector in 2008 are US$ 87 billion and market
openings are emerging across 4 broad sectors - IT services, software products, IT
enabled services, and e-businesses, thus creating a number of opportunities for Indian
companies. All these segments have opportunities in foreign and as well as in domestic
markets. With the formation of a new ministry for IT, the Government of India (GOI) has
taken major steps towards promoting the Indian IT industry. it has taken steps to
promote angel investors, venture creators, and incubation to promote further growth of
the IT industry in India.

Information Technology Planning in India has taken major steps to promote —
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Electronics and hardware manufacturing

Increased budget for R&D activities

Protection of Intellectual Property Rights related to Information Technology
industry

Strengthening Indian Cyber law

Arrest random use of pirated version of software products

Feasibility of software patenting

Increase PC penetration

Increase utilization of Internet

Domestic software market growth consolidation

Development of local language softwares

Tax holidays

Use of Information Technology to increase productivity

Use of Information Technology as a means of generating employment

Increment of technical work force

Increase in number and quality of training facilities

Encouraging IT education

Infermation Technology Planning in India sources estimates -

Information Technology services will contribute over 7.5 % of the overall GDP
Information Technology product exports will account for 35% of the total exports
with potential for 2.2 million jobs in IT by 2008

Information Technology industry wili attract Foreign Direct Investment (FDI) of
U.S. § 4-5 billion Market capitalization of information Technology shares will be
around U.S. $ 225 billion

The Indian IT sector is a knowledge-based industry and it will help take the
Indian economy to a new horizon and further change the scenario of Indian IT
industry, fueling India's economic growth.

10. TOURISM PLANNING

Tourism planning in India started quite late with the first tourism policy being

announced by the Goveinment of India in November, 1982 after tourism was
recognized as an industry by the Planning Commission of India in June, 1982.

in July, 1986 the Planning Commission of India set up the National Committee on
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Tourism in order to formulate plans for this sector. The government's initiatives of

incorporating a planned tourism sector in India went a long way in boosting Indian
tourism.

In May, 1992 the National Action Plan for tourism was announced. The
objectives of this landmark plan for tourism planning in India were:

To improve the economy category domestic tourism

To develop the tourist areas socially and economically

To preserve the environment and the national heritage

To encourage international tourism

To improve in world tourism India's share

To increase opportunities for employment in this sector

India tourism planning increased with the seventh five year plan India (1985-

1989). The various polices advocated by the seventh plan for tourism planning in
India are:

To promote aggressively domestic tourism
it laid stress on creating more beach resorts
To conduct conferences, trekking, conventions, and winter sports so that various
options are available to the foreign tourists

¢ These polices of the seventh five year plan gave a boost to the tourism planning
India. To further encourage tourism planning in India, the eighth five year plan
(1992- 1997) mentioned that the private sector should increase its participation in

the sector. The various polices advocated by the eighth plan for tourism planning
in India are:

To develop the tourists places

To develop winter sports, beach resort, and wildlife tourism
To restore the projects of national heritage

To provide in tourists centers economy class accommodation
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Tourism planning in India has increased by leaps and bounds in the last few
years and the government and Department of Tourism needs {0 make continuous
efforts to ensure that tourism ptanning in India takes the tourism sector of the country to
greater heights on a sustainable basis.

11. REAL ESTATE PLANNING

Real estate ptanning in India has been introduced as a separate chapter by the
Planning Commission of India in the tenth five year plan (2002-2007). The chapter on
India Real Estate planning covers shopping malls, residential townships, multiplexes,
entertainment centers, hotels, factories, and industrial building as activity related to real
estate. The real estate sector is one of the fastest growing sectors of India and provides
many employment opportunities as well. More than 250 industries indirectly or directly
depend on the Indian real estate industry.

The Indian real estate sector contributes 6.5% to the country's GDP. This shows
the importance of the real estate sector in the Indian economy. This is the reason that
the government of India is making more efforts in order to organize this industry which is
at present largely unorganized. In order to increase planning of real estate in India, the
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National Building Organization has been set up. This is an agency which is under the
Housing and Poverty Alleviation Ministry of India.

. According to the Indian Planning Commission, around 61.8 million people lived in
urban slums in 2001. This means that there is need millions of houses with basic civic
. facilities. In the indian real estate planning, a National Housing and Habitat Policy- 2006
had been formulated, which aimed at providing shelter for all slum-dweilers by 2010.
Under this policy, the government plans to provide 2 million dwelling houses per year.
All these plans have given a major boost to real estate planning in India.

The planning of real estate in India has increased in recent years for it have been
found that the majority of people are evading taxes related to real estate. The
government of India plans to make the tax regime more rationalized in this sector, so
that the evasion of taxes becomes less.

Real estate planning in India has begun only recently. The government needs to
make diligent efforts i.tg:: ensure that this sector grows and realizes it full potential in the
near future.

12. INFRASTRUCTURE PLANNING

Infrastructure in Indian planning is a recent development which was ushered in
with the setting up of the committee on infrastructure (Col) on 31st August, 2004. A sub-
committee has also been set up on 16th May, 2005 in order to assist the committee and
its functioning. '

The various objectives of the committee on infrastructure for infrastructure planning in
India are: '

* To make polices that lead to the creation of infrastructure that is of world class
standard

¢ To monitor the progress of the various infrastructure projects in order fo see that
they are completed on time

e To make such polices that maximize the private- public partnership role in the
infrastructure field :

¢ The various sectors in which the committee on infrastructure is planning

infrastructure in India are: '

Ports

Highways

Power

Railways

Telecoms

Airports

The Indian infrastructure planning has taken place in various sectors of which
ports infrastructure planning deserves a special mention. A program called the National
Maritime Development had been launched under which over Rs 50,000 crore will be
invested in order to develop the ports infrastructure. All the 12 major ports in the country
will be developed so that they attain international quality standards. In India, the
planning of infrastructure. has also been done in the highways sector. The golden
quadrilateral, which is 5,900 km long, is being developed as a four-lane project. The
North-South East-West (NSEW) corridor is also a four-lane project and is expected to

~
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be concluded by December, 2009. In the power sector, the planning of infrastructure
India has also been done.

Infrastructure planning in India has been done in the railways sector. With an
investment of Rs. 22,000 crore, freight corridors are to be built in the eastern and
western routes. Infrastructure in India planning has also been done in the telecom
sector. In the airport sector of the infrastructure planning in India, significant
development is also being made. In Hyderabad and Bangalore, international green field
airports are coming up and the Mumbai and Delhi airports are also being modernized.

Infrastructure in India planning has led to the modernization of the country and
has also given a boost to the Indian industry.

Forest and environment planning in India began in the 1970s, after the Human
Environment Conference at Stockholm which was held by the United Nations. It was
after attending this conference that the government of India became aware of issues
relating to environment.

As a result, the National Committee on Environmental Planning and Co-
ordination (NCEPC) had been set up by the government. Forest and environment
planning in India includes survey and conservation of the fauna, flora, forests,
afforestation, and control and prevention of pollution.

Unplanned urbanization, industrialization, and deforestation have resulted in the
degradation of the soil, forests, and water resources. These have also led to
environmental pollution. It was to check all these phenomena that the Indian
government felt the need for planning of forest and environment in India. The Indian
Planning Commission emphasized environmental issues in the fourth and fifth five year
plans. In the mid 1980s, the Ministry of environment and Forests (MoEF) was
established by the government of India in order to plan the environment and forests in
India. This agency plans, promotes, and implements programs which are related to
forestry and environmental conservation. . .

The government has set up various offices, independent agencies, and
institutions in order to implement forest and environment planning in India. There are
over 1 lakh forest management committees (FMC) at the village level. These
committees aim at regenerating 22 million hectares of forests. The National Forest
Policy has also been formulated by the India government to encourage the planning of
environment and forest in India. This policy encourages people to involve themselves in

the regeneration, protection, management, and development of the degraded forests of
India.

Investment and financial planning in India has been successful to a very large
extent, as is evident from the fact that in the present scenario, India is the 5th largest
economy of the world.

The market in India offers very high potential for earning and growth in all the
spheres of business. Ali this has been possible due to the proper financial and
investment planning in India. The Ministry of finance regulates all the investment and
financial planning in India. It is this ministry that formulates all the rules and regulations
that are to be followed for financial investment in the country.
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The National Common Minimum Program was formulated by the government of
India, for planning investments and finances in India. This program had identified certain
sectors which must be given more emphasis in order to boost investments and
economic growth of the country. The National development council is an agency which
had been set up by the Indian government in order to boost financial and investment
planning in India.

The Indian Planning Commission, in the 4th and 5th five-year. plans, has
implemented investment and financial planning in India in such a manner that it has
given huge amounts of resources to the states. But in the 9th and 10th five year plans,
this financial assistance given to the states has been cut down sharply.

In the planning of finance and investment in India, the 9th five year plan did not
lay down a definite investment pattern. Due to this it was not possible to gauge the
investment requirements in the various sectors, the amount of investment that was likely
to take place, and the sectors that will have insufficient or excess of funds.

In the 10th five year plan in india, investments had to be cut by 12.5% in
important areas like manufacturing, agriculture, and power due to constraints in
resources. However, it cannot be denied that Investment and financial planning in India
has helped the country to grow economically.
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CHAPTER -V

PUBLIC-PRIVATE PARTNERSHIP

Public-private partnership (PPP) describes a government service or private
business venture which is funded and operated through a partnership of government

and one or more private sector companies. These schemes are sometimes referred
to as PPP or P®.

In some types of PPP, the government uses tax revenue to provide capital for
investment, with operations run jointly with the private sector or under contract. In
other types, capital investment is made by the private sector and Government
provides service. Government contributions to a PPP may also be in kind. In projects
that are aimed at creating public goods like in the infrastructure sector, the
Government may provide a capital subsidy in the form of a one-time grant, so as to
make it more attractive to the private investors. In some other cases, the
Government may support the project by providing revenue subsidies, including tax
breaks or by providing guaranteed annual revenues for a fixed period.

Public service provision in India is seen by many as inadequate. It is not that
India lacks the engineering expertise or the desire to provide reliable and quality
public services; but it is just a matter of organisation and funding.

Some commentators, such as the World Bank, point out that the Government
tries to extend access to services, perhaps in terms of political capital instead of
sound economics.

Added to that, corruption is a major problem, making sure that funds intended
for the payment of service provision do not find their way to the interided end users.
Using private money to fund the provision of public services may be part of the
solution.

Also with sufficient risk transfer to the private sector, the use of private money
and private sector expertise in providing public services may be acceptable and
justifiable, in terms of value for money, to the Indian Government.

The concept of partnerships between the public and private sectors is already
being embraced by a number of so called 'developing' countries.

In PPP schemes, the public sector asks the private sector to fund, provide
and take some of the risks inherent in the project, in return for the possibility of
making a profit. The idea is that the public body purchases a service.

It is not a method of infrastructure procurement per se, although the project
will involve either the construction or refurbishment of infrastructure.

In a hospital scheme for example, the services being purchased will be the
use of the hospital, equipment and the provision of ancillary services (such as

cleaning and repair) -- the doctors and nurses are still trained and employed by the
Government.
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This switches the role of the public sector from a provider of services to a
guardian of services. Control in the day to day delivery of certain services is taken
away from Government officials and Government managers. [f services are not
being provided satisfactorily, the public sector managers can make deductions from
the fees paid.

At the heart of the PPP concept is optimum risk allocation. Certain risks are
transferred to the private sector such as design risk, construction risk and
operational risk, incidental to running any business.

Risk transfer is supposed to outweigh the increased cost of borrowing by the
private sector who will have to obtain the finance from an investment bank at a more
expensive rate than the Government. Whether this is true is a matter of debate and
still requires some research.

Origin

Initially, most public-private partnerships were negotiated individually, as one-
off deals. tn 1992, however, the Conservative government of John Major in the
United Kingdom introduced the private finance initiative (PFl), the first systematic
program aimed at encouraging public-private partnerships. In the 1992 program, the
main focus was on reducing the Public Sector Borrowing Requirement, although, as
already noted, the effect on the public accounts was largely illusory. The Labour
government of Tony Blair elected in 1997, persisted with the PF| sought to shift the
emphasis to the achievement of "value for money” mainly through an appropriate
allocation of risk.

A number of Australian State Governments have adopted systematic
programs based on the PFI. The first, and the model for most others, is Partnerships
Victoria.

Public-private Partnership Model In India: Concepts, issues And Outlook

According to the official estimates, an estimated 50% of the population in
India will be'living in cities by 2025. That means the Governments at the Central,
State and Local levels face the hard task of providing efficient and reliable
infrastructure facilities to improve the quality of life, connectivity, utilities and access
to basic/civic -amenities for all citizens. For instance, factors like lack of skilled
manpower, project management expertise, time and financial resources act as major
constraints before the Government in developing infrastructure on massive scale in
areas like national highways, power, railways, ports and airports. The role of private
sector becomes crucial as the Governments and urban local bodies alone cannot
shoulder the responsibility due to certain constraints. Hence, the private sector
especially entrepreneurs, builders and NGOs (non-governmental organizations) got
an opportunity to jointly execute infrastructure development projects through the
Public-Private Partnership (PPP) model.

CRITICISM

However, PPPs are not without their critics, and many of the problems facing
the UK will of course also relate to any implementation in India. Some schemes have
not worked well at all and have collapsed.
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Also, in the UK, many people (mainly on the political Left) see PPPs as a kind
of mortgage, for which the public will pay more in the long run. Evidence suggests
that some PPPs are more expensive than outright procurement, and some people
object to the 'have now, pay later' mentaiity.

A further problem facing the introduction of such schemes (and one which
might affect any introduction in India) is the views of the public sector workers. In
the UK, some public sector workers and their unions object to the private sector
taking control in areas where there is a long tradition of public service.

Public sector workers may also consider (rightly or wrongly) that their
employment rights will be reduced and job security threatened and this may lead to
industrial action.

Whatever the specific problems India may face if she were to introduce PPPs,
the acid test will be whether banks are interested in funding such projects. As the
bank is providing the finance, it will want to ensure that there is no risk or
impediment to its loan being repaid, which ultimately flows from contract payments
made by the public sector. it would also like to see quick and efficient dispute
resolution procedures and will require as many procedures in place to avoid
corruption. The ultimate challenge is whether the Government can provide an
investment environment that will attract banks and funding.

The electorate can see the infrastructure being built before their eyes and
projects may not be affected by a new Government reversing the decision or cutting
off the funding.

PPPs are not necessarily a bad idea; some schemes in the UK are delivered
early, to a good quality standard and on budget. It remains to be seen whether they
are good value for money.

The Indian Government should therefore look very carefully at PPPs,
because if economic advancement can be made via infrastructure improvements, it
may meet any increased cost of involving the private sector.

PPP-AP

Located in south India, Andhra, Pradesh is the fourth largest economy in the
country. At national level, the state stands first in the generation of hydroelectric
power. According to the predictions of 2007-2008, its gross state domestic product
(GSDP) at constant prices is projected to record a growth of 10.37 percent. During
the 11th Five Year Plan (2007-2012), the state is focusing on 9 % annual economic
growth. The states' GSDP growth averaged 6.8 % during 2002-07. Its major thriving
fields have been IT, pharmaceuticals, biotech, outsourcing, electronic hardware,
textiles, and mining.

Advantage to Andhra Pradesh

» Hyderabad is ranked as the No. 1 Indian ITES destination by NASSCOM
» Ranks second in the number of industrial estates in the country
¢ Only state with abundant energy

67



e Several world-class academic institutions with foreign collaborations
e Accounts for about 23 % of software professionals in India
* Second largest storehouse of minerals in the country

SPECIAL ECONOMIC ZONES

A Special Economic Zone (SEZ) is a geographical region that has economic
laws that are more liberal than a country's typical economic laws. The category '‘SEZ"
covers a broad range of more specific zone types, including Free Trade Zones
(FTZ), Export Processing Zones (EPZ), Free Zones (FZ), Industrial Estates (IE),
Free Ports, Urban Enterprise Zones and others. Usually the goal of a structure is to
increase foreign investment. One of the earliest and the most famous Special
Economic Zones were found by the Government of the People's Republic of China
under Deng Xiaoping in the early 1980s.

The most successful Special Economic Zone in China, Shenzhen, has
developed from a small village into a city with a population over 10 million within 20
years. Following the Chinese examples, Special Economic Zones have been
established in several countries, including Brazil, India, Iran, Jordan, Kazakhstan,
Pakistan, the Philippines, Poland, Russia, and Ukraine. North Korea has also
attempted this to a degree, but failed. Currently, Puno, Peru has been slated to
become a "Zona Etonomica" by its president Alan Garcia. A single SEZ can contain
multiple 'specific’ zones within its boundaries. The two most prominent examples of
this layered approach are Subic Bay in the Philippines and the Agaba Special
Economic Zone in Jordan. According to World Bank estimates, as of 2007 there are
more than 3,000 projects taking place in SEZs in 120 countries worldwide.

SEZs have been implemented using a variety of institutional structures across
the world ranging from fully public (Government operator, Government developer,
Government regulator) to ‘fully’ private (private operator, private developer, public
regulator). In many cases, public sector operators and developers act as quasi-
government agencies in that they have a pseudo-corporate institutional structure
and have budgetary autonomy. SEZs are often developed under a public-private
partnership arrangement, in which the public sector provides some level of support
(provision of off-site infrastructure, equity investment, soft loans, bond issues, etc) to
enable a private sector developer to obtain a reasonable rate of return on the project
(typically 10-20% depending on risk levels).

India

India was one of the first in Asia to recognize the effectiveness of the Export
Processing Zone (EPZ) model in promoting exports, with Asia's first EPZ set up in
Kandla in 1965. With a view to overcome the shortcomings experienced on account
of the multiplicity of controls and clearances; absence of world-class infrastructure,
and an unstable fiscal regime and with a view to attract larger foreign investments in
India, the Special Economic Zones (SEZs) Policy was announced in April 2000.

Special Economic Zones (SEZs) Scheme in India was conceived by the
Commerce and Industries Minister Murosoli Maran during a visit to Special
Economic Zones in China in 1999. The scheme was announced at the time of
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annual review of EXIM Policy effective from 1.4.2000. SEZ is basically a
geographically distributed afea or zones where the economic laws are more liberal
as compared to other parts of the country. Within SEZs, units may be set-up for the
manufacture of goods, provisioning of services, and other activities including
processing, assembling, trading and repairing etc. A SEZ may be set-up in the
public, private, or joint sector and /or by a state govenment and even by a foreign
country. The minimum land area requirement for establishing a SEZ is 1000
hectares. Out of this total ar:ea. only 30-35% of area is used for setting up plants and
rest of the area is used to provide housing facilities, malls, muitiplexes etc. The area
under 'SEZ' cavers a broad range of zone types, including Export Processing Zones
(EPZ), Free Zones (F2), industrial Estates (IE), Free Trade Zones (FTZ), Free Ports,
Urban Enterprise Zones and others. Usually the goal of an SEZ structure is to
increase foreign investment. In Indian, at present there are eight functional Special
Economic Zones located at Santa Cruz (Maharashtra), Cochin(Kerala), Kandla and
Surat (Gujarat), Chennai (Tamil Nadu), Visakhapatnam (Andhra Pradesh), Faita
(West Bengal) and Nodia (Uttar Pradesh) in India. Further a Special Economic Zone
at Indore ( Madhya Pradesh ) is also ready for operation. In addition 18 approvals
have been given for setting up of SEZ at Positra (Gujarat), Navi Mumbai and Kopata
(Maharashtra), Nanguneri (Tamil Nadu), Kulpi and Salt Lake (West Bengal),
Paradeep and Gopalpur (Orissa), Bhadohi, Kanpur, Moradabad and Greater Noida
(U.P.), Vishakhapatnam and Kakinada (Andhra Pradesh), Vallarpadam
/Puthuvypeen (Kerala) Hassan (Karnataka), Jaipur and Jodhpur (Rajasthan) on the
basis of proposals received from the State Governments. Any new policy or
amendment related to the Special Economic Zones (SEZs) will be very soon
released with the new EXIM Policy 2008-2009 on. or after 31st March 2008. The
policy relating to Special Economic Zones is governed by SEZ Act 2005, and the
Rutes framed there under.

This policy intended to make SEZs an engine for economic growth supported
by quality infrastructure complemented by an attractive fiscal package, both at the
Centre and the State level, with the minimum possible regulations. SEZs in India
functioned from 1.11.2000 to 09.02.2006 under the provisions of the Foreign Trade

Policy and fiscal incentives were made effective through the provisions of relevant
statutes.

To instill confidence in investors and signal the Government's commitment to
a stable SEZ policy regime and with a view to impart stability to the SEZ regime
thereby generating greater economic activity and empioyment through ' the
establishment of SEZs, a comprehensive draft SEZ Bill prepared after extensive
discussions with the stakeholders. A number of meetings were held in various parts
of the country both by the Minister for Commerce and Industry as well as senior
officials for this purpose. The Special Economic Zones Act, 2005, was passed by
Parliament in May, 2005 which received Presidential assent on the 23rd of June,
2005. The draft SEZ Rules were widely discussed and put on the website of the
Department of Commerce offering suggestions/comments. Around 800 suggestions
were received on the draft rules. After extensive consultations, the SEZ Act, 2005,
supported by SEZ Rules, came into effect on 10th February, 2006, providing for
drastic simplification of procedures and for single window clearance on matters

relating to central as well as state governments. The main objectives of the SEZ Act
are:
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(a) generation of additional economic activity

(b) promotion of exports of goods and services;

{c) promotion of investment from domestic and foreign sources;
(d) creation of employment opportunities;

(e) development of infrastructure facilities;

It is expected that this will trigger a large flow of foreign and domestic
investment in SEZs, in infrastructure and productive capacity, leading to generation
of additional economic activity and creation of employment opportunities.

The SEZ Act 2005 envisages key role for the State Governments in Export
Promotion and creation of related infrastructure. A Single Window SEZ approval
mechanism has been provided through a 19 member inter-ministerial SEZ Board of
Approval (BoA). The applications duly recommended by the respective State
Governments/UT Administration are considered by this BoA periodically. All
decisions of the Board of approvals are with consensus.

The SEZ Rules provide for different minimum land réquirement for different
class of SEZs. Every SEZ is divided into a processing area where alone the SEZ
units would come up and the non-processing area where the supporting
infrastructure is to be created.

The SEZ Rules provide for :

Considering the need to enhance foreign investment and promote exports
from the country and realizing the need that a level playing field must be made
available to the domestic enterprises and manufacturers to be competitive globally,
the Government of India had in April 2000 announced the introduction of Special
Economic Zones policy in the country, deemed to be foreign territory for the
purposes of trade operations, duties and tariffs. As of 2007, more than 500 SEZs
have been proposed, 220 of which have been created. This has raised the concern
of the World Bank, which questions the sustainability of such a large number of
SEZs. The Special Economic Zones in India closely follow the PRC model. India
passed special economic zone act in 2005.

Considering the need to enhance foreign investment and promote exports
from the country and realizing the need that level playing field must be made
available to the domestic enterprises and manufacturers to be competitive globally,
the government_had in April 2000 announced the introduction of Special Economic
Zones policy in the country, deemed to be foreign territory for the purposes of trade
operations, duties and tariffs.

SEZs when operational are expected to offer high quality infrasiructure
facilities and support services, besides allowing for the duty free import of capital
goods and raw materials. Additionally, attractive fiscal incentives and simpler
customs, banking and other procedures are offered in such zones. Setting up of
SEZs is also treated as an infrastructure development activity and offered same
incentives.
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alient features of the Indian SEZ initiative include:

Unlike most of the international instances where zones are primarily
developed by Governments, the Indian SEZ policy provides for development
of these zones in the government, private or joint sector. This offers equal
opportunity to both Indian and international private developers.

For green field SEZs, the Government has specified a minimum preferable
area of 1,000 hectares. However, for sector specific SEZs, there is no
restriction of minimum area.

100 per cent FDl is permitted for all investments in SEZs, except for activities
under the negative list.

SEZ units are required to be positive net foreign exchange earners and are
not subject to any minimum value addition norms or export obligations.

Goods flow into the SEZ area from Domestic Tariff Area (DTA) will be treated
as exports and goods coming from the SEZ area into DTA are treated as
imports, :

Currently, a number of SEZ projects are coming up in the country. The

government has given a go-ahead for around 17 SEZs to be set up in the private
sector or the joint sector. Of these, the projects at Positra (Gujarat), Vishakhapatnam
(Andhra Pradesh), Indore (Madhya Pradesh) and Navi Mumbai (Maharashtra) are in
advanced stages of planning and development, while the others are preparing to get
off the ground.

Incentives and Benefits

Besides providing state-of-the-art infrastructure and access to a large well-

trained and skilled work force, the SEZ policy also provides enterprises and
developers with a favourable and attractive framework of incentives:

Duty free import/domestic procurement of goods for development, operation
and maintenance of SEZ units

100% Income Tax exemption on export income for SEZ units under Section
10AA of the Income Tax Act for first 5 years, 50% for next 5 years thereafter
and 50% of the ploughed back export profit for next 5 years. -
100% FDI in the manufacturing sector permitted through automatic route,
barring a few sectors.

100% FDI permitted to SEZ franchisee in providing basic telephone services
in SEZs.

Exemption from minimum alternate tax under section 115JB of the Income
Tax Act.

External commercial borrowing by SEZ units upto US $ 500 million in a year
without any maturity restriction through recognized banking channels.
Exemption from Central Sales Tax.

Exemption from Service Tax.

Exemption from industrial licensing requirements for items reserved for the
SS| sector.

Exemption from customs duties on import of capital goods, raw materials,
consumables, spares etc
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Exemption from Central Excise duties on procurement of capital goods, raw
%tenals consumable spares etc., from the domestic market.

Exemption from State sales tax and other levies as extended by the

respective State Governments.

Single window clearance for Central and State level approvals.

No cap on foreign investment for small scale sector reserved items.

No import licence requirements

No routine examinations by Customs for export and import cargo.

Facility to realize and repatriate export proceeds within 12 months.

Profits allowed to be repatriated without any dividend-balancing requirement.

Job work on behalf of domestic exporters for direct export allowed.

Subcontracting both domestic and international is permitted; this facility is

available to jewellery units as well.

Facility to retain 100% foreign exchange receipts in Exchange Earners'’

Foreign Currency Account.

Facilities to set up off-shore banking units in SEZs.

Incentives and facilities offered to the SEZs

The incentives and facilities offered to the units in SEZs for attracting

investments into the SEZs, including foreign investment include:-

Incentives to Developers

Exemption from duties on import /procurement of goods for the development,
operation and maintenance of SEZ.

Exemption from minimum alternate tax under Section 115 JB of the Income
Tax Act.

Exemption from dividend distribution tax under Section 1150 of the Income
Tax Act.

Exemption from Central Sales Tax (CST).

Exemption from Service Tax (Section 7, 26 and Second Schedule of the SEZ
Act).

Income tax exemption for a block of 10 years in 15 years under Sectlon 80-
IAB of the Income Tax Act.

Exemption from Service Tax

FDI to develop townships within SEZs with residential, educational, health
care and recreational facilities permitted on a case-to-case basis.

Approval mechanism

The developer submits the proposal for esiab!ishment of SEZ to the

concerned State Government. The State Government has to forward the proposal
with its recommendation within 45 days from the date of receipt of such proposal to
the Board of Approval. The applicant also has the option to submit the proposal
directly to the Board of Approval.

The Board of Approval has been constituted by the Central Government in

exercise of the powers conferred under the §EZ Act. All the decisions are taken in
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the Board of Approval by consensus. The Board of Approval has 19 Members. Its
constitution is as follows:

(1) Secretary, Department of Commerce Chairman
(2) Member, CBEC Member
(3) Member, IT, CBDT Member

(4) Joint Secretary (Banking Division), Department of
Economic Affairs, Ministry of Finance
(5) Joint Secretary (SEZ), Department of Commerce Member

(6) Joint Secretary, DIPP Member
(7) Joint Secretary, Ministry of Science and Member
Technology

(8) Joint Secretary, Ministry of Small Scale Industries Member
and Agro and Rural industries

(9) Joint Secretary, Ministry of Home Affairs Member

(10) Joint Secretary, Ministry of Defence Member

(11) Joint Secretary, Ministry of Environment and Member
Forests

(12) Joint Secretary, Ministry of Law and Justice Member

(13) Joint Secretary, Ministry of Overseas Indian Member
Affairs

(14) Joint Secretary, Ministry of Urban Development Member

(15) A nominee of the State Government concerned  Member

(16) Director General of Foreign Trade or his nominee Member

(17) Development Commissioner concerned Member

(18) A professor in the Indian Institute of Management Member
or the Indian Institute of Foreign Trade

(19) Director or Deputy Sectary, Ministry of Commerce Member Secretary
and Industry, Department of Commerce

Administrative set up

The functioning of the SEZs is governed by a three tier administrative set up.
The Board of Approvat is the apex body and is headed by the Secretary, Department
of Commerce. The Approval Committee at the Zone level deals with approval of
units in the SEZs and other related issues. Each Zone is headed by a Development
Commissioner, who is ex-officio chairperson of the Approval Committee.

Once an SEZ has been approved by the Board of Approval and Central
Government has notified the area of the SEZ, units are allowed to be set up in the
SEZ. Al the proposals for setting up of units in the SEZ are approved at the Zone
level by the Approval Committee consisting of Development Commissioner,
Customs Authorities and representatives of State Government. All post approval
clearances including grant of importer-exporter code number, change in the name of
the company or implementing agency, broad banding diversification, etc. are given
at the Zone level by the Development Commissioner. The performance of the SEZ
units are periodically monitored by the Approval Committee and units are liable for
penal action under the provision of Foreign Trade (Deveiopment and Regulation)
Act, in case of violation of the conditions of the approval.
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SEZ Approval Status

Consequent upon the SEZ Rules coming into effect w.e.f. 10th February, 2006,
Twenty-eight meetings of the Board of Approvals have since been held. During
these meetings, formal approval has been granted to 531 SEZ proposals. There are
143 valid in-principle approvals. Out of the 531 formal approvals, 260 SEZs have
been notified.

Land requirements for approved Special Economic Zones:

The total land requirement for the formal approvals granted till date is
approximately 67680 hectares out of which about 109 approvals are for State
fndustrial Development Corporations/State Government Ventures which account for
over 20853 hectares. In these cases, the land already available with the State
Governments or SIDCs or with private companies has been utilized for setting up
SEZ. The land for the 270 notified SEZs where operations have since commenced
involved is approximately over 31405 hectares only.

Out of the total land area of 2973190 sq km in India, total agricultural land is of
the order of 1620388 sq km (54.5%). It is interesting to note that out of this total land
area, the land in possession of the 270 SEZs notified amounts to approximately over
314 sq km only. The formal approvals granted also works out to only around 676 sq
km.

SEZs- leading to the growth of labour intensive manufacturing industry:

Out of the 531 formal approvals given till date, 174 approvals are for sector
specific and multi product SEZs for manufacture of Textiles & Apparels, Leather
Footwear, Automobile components, Englneenng etc.. which would involve labour
intensive manufacturing. SEZs are going to lead to creation of employment for large
number of unemployed rural youth. Nokia and Flextronics electronics hardware
SEZs in Sriperumbudur are already providing employment to 14577 and 1058
persons, Hyderabad Gems SEZ for Jewellery manufacturing in Hyderabad has
already employed 2145 persons. majority of whom are from landless families, after
providing training to them. They have a projected direct employment for about 2267
persons. Apache SEZ being set up in Andhra Pradesh will employ 20, 000 persons
to manufacture 10,00,000 pairs of shoes every month. Current employment in
Apache SEZ is 5536 persons. Brandix Apparels, a Sri Lankan FOI project would
provide employment to 60,000 workers over a period of 3 years. Even in the
services sector, 12.5 million sq meters space is expected in the |T/ATES SEZs which
as per the NASSCOM standards translates into 12.5 lakh jobs. 1t is, therefore,
expected that establishment of SEZs would lead to fast growth of labour intensive
manufacturing and services in the country.

Benefits derived from SEZs
Benefit derived from SEZs is evident from the investment, employment, exports
and infrastructural developments additionally generated. The benefits derived from

multiplier effect of the investments and additional economic activity in the SEZs and
the employment generated thus will far outweigh the tax exemptions and the losses
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