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Creating an Inclusive Society

Towards Inclusive Polity and Govenance
The societal churn is an inevitable outcome
of the march of mankind. The churn creates
distinctions of class in a societal set up. The
resulting class divisions thrive on numerous
complex interactions between various members of the society. Economic circumstances, common occupational interests, gender,
and even regionalism could be motivations
for class creation. The evolution of political ideas, and more importantly, the various
concepts of polity saw one major theme –
the State as an institution governed by a social contract with its people. In this context,
the State has an important responsibility of
managing the various class contradictions,
creating incentives for the society to pursue
common interests, and eventually weaving the society into one that transcends the
class contradictions. A common hindrance
towards achieving these objectives appears
when the State itself derives its political legitimacy using these class contradictions. A
State that attains its legitimacy due to superiority and influence of one class relative to
the other is unlikely to pursue an agenda that

aims to end class hegemonies which is the
very source of its power. This is an ill that
plagues the political churn in almost every
society today. It is a fundamental reason
why politics continues to remain constrained
in creating a completely inclusive society.
However, this argument cannot be used to
question the very validity and existence of
politics itself. After all, politics is nothing but
the manifestation of the war of ideology and
its outcome, and the intersection of this outcome and the objective of bringing in societal
welfare. So the question is not whether we
ought to seek alternatives for the institution
of politics. The real question is what more do
we need beyond politics when the ideological
cacophony and hubris dies down.
It is argued that this movement beyond politics shall inevitably lead to the concepts
of polity and governance. Whereas politics
and ideologies operate with an ‘element of
certainty’, the concepts of polity and governance must function in a far more nuanced fashion & responsive to the class
contradictions. They must incorporate a
strong sense of pragmatism and consider

ation for evidence based decision making,
without being blindfolded with any ideological moorings. Such an institutional approach
shall help in taming the vagaries of politics
such as class pandering, politics of appeasement and populism.
The institutionalized approach which involves moving beyond politics to polity and
governance has a huge potential in creating
a State that is representative and inclusive
of various class interests without one overpowering the other. It is worthwhile to reiterate that the two concepts of politics and
governance are not to be seen in contradiction with each other. In fact, the latter is to
be seen as a logical extension of the former.
The complementarities between the two can
be further emphasized by looking at the role
of the State in the modern times. The prism of
welfare state looks at the State as a provider
of essential goods and services in the society. However, society and individuals comprising the society cannot be expected to be
static and mechanical receptors of economic
goods. The society is organic, comprising of
animate and sentient members who create,
destroy, & rebuild ideas, who reciprocate to a
wide variety of thoughts and ideologies. The
State and Society interaction is thus a complex combination of economic and materialistic consumables along with the emergence
and clash of ideas. It is in this complex set
up that the complementarities between politics and governance will help in achieving
an inclusive society. The institutional machinery of governance shall ensure access
to natural and economic resources and the

dynamism and fluidity of politics as an institution shall provide access to control and influence ideologies and agendas. The permanence of institutionalized governance shall
enable economic forces of empowerment to
reach masses irrespective of class contradictions.
The resulting economic empowerment will
also have an impact in terms of an increased
representation of various stakeholders in the
society on ideological spectrum. The economic empowerment resulting in increased
representation on the ideological spectrum
shall make the democratic discourse only
more diverse and vibrant. The permanence
of governance is an essential feature for the
virtuous cycle to remain in motion and even
accelerate.
Without ignoring the interaction that politics and governance can have among themselves, it is safe to assume that the permanence of governance can be an effective tool
to transcend various class boundaries including gender driven and economic impediments. To sum up, the battle of ideologies
cannot wage on perpetually. It must enter a
phase of passivity to create space for governance and polity, which must itself enter
a phase of passivity for ideological clashes
that can serve as instruments of course correction from time to time. The complementarities between the two provide an effective
framework towards an inclusive society.

Health Inclusion in India
On one hand, India boasts to be a top-notch
destination for medical tourism, offering
health therapies that incorporate cutting edge
technologies. With the largest pool of skilled
world-class doctors in South Asia (1.2 million Allopathic doctors, 0.17 million dental
surgeons, 2 million nurses)1, Indian health
sector is one of the most competitive ones in
the World. On the other hand, India, which
accounts for 17.5%of the world population,
carries the burden of 20% of global depredation by diseases and it also accounts for 27%
of neonatal deaths, 23% of infant deaths and
23% of TB deaths in the world, every year
according Jorge Coarsa, senior economist of
the World bank. With an increasing menace
of non-communicable diseases such as diabetes and inadequate financial aid to pay for
the care, India brings up the rear among the
BRICS countries in overall health sector performance. Insightful juxtaposition of these
contradictory facts reflects that the health
sector growth in India is extremely biased
towards the private health players. India’s
health system is plagued with the challenge
of responding to the needs of the most disadvantaged members of Indian society.
The inverse care law, which says that those
who most need the health services are least
likely to have their health needs met, is highly applicable in Indian context. There is an
inverse relation between need for health care
and actual utilization. Inequalities in health
arise due to variations in access to health services and variations in the quality of health
care from area to area.

Understanding Policy Failure in the context
of National Health Policy (2017):
One of the prime reasons for the deplorable
state of health inclusion is the lack of implementation of the policies which are directed to achieve this end. After 15 years, a new
National Health Policy (NHP) was finally
approved by Union cabinet in 2017. The
government has put forward ambitious targets such as reducing Under-Five Mortality
to 23 by 2025, Infant Mortality Rate to 28
by 2019, Maternal Mortality Ratio from current level to 100 by 2020, Neonatal mortality
to 16 and stillbirth rate to “single digit” by
2025. NHP proposes to increase the public
investment in health from the current level
of 1.15% of GDP to 2.5% of GDP by 2025
in a time bound manner. This level of public
investment is inadequate for achieving the
goals of health inclusion. The NHP is seen as
a compromise between the universal public
health goals and the neo liberalism. The government has taken a stand of further enhancing ties with the private sector to fill the gaps
in health care provision. In a predominantly
private sector driven health sector, such a
move without proper enforcement of regulations will entail long term consequences in
terms of denial of health care to the masses. NHP has failed to strengthen the Clinical
establishment act 2010 and regulate the exorbitant prices charged by the private health
players. NHP suffers from twin defects:
1. Feasibility constraints: Though NHP has
made astonishing promises it lacks clarity
on financial feasibility to keep those promises. The new NHP, in the absence of clearly

drawn action plan will cause an unbridgeable
gap between hype and reality.
2. Powerlessness of agencies: Mandated
agencies (in this case, public institutions)
have constrained capability to deliver the
expected outcomes. The 2017 NHP policy,
rightly identifies everything that needs to be
done, without clear road map and allocation
of work.
The draft policy proposed National Health
Rights Act that would “Ensure health as a
fundamental right and whose denial will be
justiciable”. But the final Version of NHP
did not have this clause. This reflects lack
of commitment and government failure in
providing health as a basic right to all, without any discrimination. In a system plagued
with many such ineffeciencies, to achieve
health inclusion targets, the policy makers
need to take concrete steps to make public
sector more accessible than the private sector. There is dire need to strengthen quality
of public health services and enhance infrastructure to reduce waiting time and enhance
physical reach of patients.

Financial Inclusion
Financial inclusion is one of the primary
concern of policy makers in India. It is a process which aims to empower the “unbanked”
and “underbanked”. Largely, it focuses on
bringing the poor under the ambit of formal
financial system by tapping their savings.

While there are several aspects to financial
inclusion, in India, we mainly emphasize the
access to credit and savings. Our nation has
lately realized the importance of ingraining
financial capabilities to the ‘unbanked’ and
‘underbanked’ in the country through various financial inclusion schemes like no-frills
account, Jan Dhan yojana, Payment Banks,
Niche banks. It’s time when take a more
comprehensive approach towards financial inclusion. Apart from issues related to
services and credit, financial inclusion also
takes care of insurance, financial advisory
services affordable credit, payment, and remittances (Rangarajan 2008) and it’s time
that the government and financial institutions should give priority to Insurance inclusion, credit availability, pension coverage
and other aspects.
It is assumed that ‘have nots’ generally are
unable to save towards insurance plans,
pension plans. They are not even aware of
such plans that may help them improve their
financial capability. In developing economies like India, government is also trying
to improve financial literacy which helps
her in achieving its financial inclusion objectives. Insurance penetration is only about
29% in the country (Sankaramuthukumar
& Alamelu, 2011). Insurance inclusiveness
would capable people to protect themselves
against the unforeseen risks and external
shock. Insurance is a vital part of financial inclusion to capacitate the economically backward population of the country.

Not just the households, the small and medium enterprises that mostly operate in the
informal sector don’t have access to basic financial services. They need financing as well
as insurance services. The literature suggests
that when these small enterprises are insured
they attract credit because then they are less
risky. Some studies that focus on insurance
as an important pillar of financial inclusion.
Available reports on insurance suggests that
general insurance has witnessed significant
growth in the last decade or so. The industry,
in terms of gross direct premium, has grown
from INR 11,446 crore in FY02 to INR 57964
crore in FY12, which corresponds to a com
pounded annual growth rate (CAGR) of 17.6
percent. In countries like Azerbaijan, Brazil,
India, Kazakhstan, Morocco, and South Africa, to name a few, governments are using
Posts to significantly expand the provision of
financial services to individuals (Berthaud &
Davico, 2013 cited in UNU report).
It will help in identifying insurance needs
of the poor and introduce microinsurance
schemes by the public and private market
players. Pension schemes are an opportunity
to accumulate savings which provides financial security when there is no regular source
of income. There are several social security
pensions in India which provides stability to
2.6 crore elderly, disabled and widowed persons today. (Chopra, Social Security Pensions
in India An Assessment). A 10-state survey in
2013 revealed that the pension scheme was
running reasonably well. There is strong evidence to support the fact that the money is
reaching the intended beneficiaries without

any major leakages. The patterns of usage of
the pension are indicative of its importance in
the lives of the beneficiaries. An evaluation
of the scheme also brings to the fore issues
related to the diminutive amount, inefficient
disbursal mechanism, cost of collection and
the lack of a fixed pattern of payment. There
are few studies that focus on contribution towards pension coverage and their persistence
in the Indian context.
Inclusion in Education
In India, it is common place to observe the
paradoxical existence of people. As much
as we would like to ignore and overlook the
abject poverty (not just of money, but of opportunity) we see around us, it is difficult to
live in this country and be surprised by it. As
a potential economist, I believe that we must
see, know and empathise with the profound
disparity around us. Education is thought, by
many economists, journalists, social activists and to an extent by the government to be
one of the major resource that will lead us to
a ‘better world’. When it is felt by many, it
requires cognition and debate. For going forward, in a democratic setup, viewpoints of
the majority matter and it would be a folly not
to talk about what is viewed as the solution to
all our problems.
The Right of Children to Free and Compulsory Education (RTE) Act, 2009 means that
‘every child has a right to full time elementary education of satisfactory and equitable
quality in a formal school which satisfies
certain essential norms and standards’. This

definition makes me pause and think. Free elementary education is relatively easy to comprehend, but only when compared to ‘education of satisfactory and equitable quality’. It
is a conundrum that often arises while talking
about quantity and quality in the same breath.
There are quite a few programs under the
RTE that put down laws for education. The
Sarva Shiksha Abhiyan is Government of India’s flagship program under the RTE Act for
bringing universalisation in elementary education and making it holistic and inclusive.
All the jargon makes it a bit complicated to
see the underpinnings of this predicament.
The laws are beautiful and articulate and
make a plea for everyones needs. But education can’t be considered in isolation from the
very complicated social structures it encompasses. Unequal social, economic, and political power play deeply influence a child’s
access and attainment of a ‘satisfactory’ education. The key concept of education is that
every child has access to knowledge, skill and
information that would enable them to contribute to the world’s communities and workplaces. Inclusive education seeks to maximize the potential of all children, irrespective
of any social, economic or political inequality
that might exist in the society. It is a utopian
concept and one that we, as a society, strive
for, even if happens in little pockets.
I am unable to reconcile the reality that we see
in India with the ideal that I carry deep down in
my heart. It is tough to accept that, because one
is born with a certain background, to a certain
set of parents, the education and the place he or
she able to occupy in this world is different from

everyone else’s. The perspective of our generation is very likely to be different from that of
an earlier generation. The previous generations
have witnessed hunger, lack of means, money
and opportunity, have faced difficulties that our
generation can neither imagine nor understand
or be influenced by. For them the progress we
have made as a country today is tremendous as
well as unbelievable. But we, the “millenials”,
have seen and experienced the world around us
differently. We expect more and better everything. And this influences our push in inclusive
education, which often looks unachievable.
Inclusion doesn’t end with letting every person
into the classroom, it begins there. It means
recognizing different skill sets, aptitudes, and
being able to perceive when these are being influenced by the society. Recognizing that children have different needs, capabilities, psychology and recognizing that pushing all students
through a roller-coaster process of education
may not be what’s best, or even what helps
them achieve their potential is key to this process of inclusion. Having an ideal and dream
is essential, but there also, because we do economics, is a need to be a critique of the present
along with a workable and practical solution to
the problem. Finding solutions for problems of
this magnitude and dimension are going to be
challenging, and they cannot be a theoretical
paper that shies away from the real concerns of
people. It has be one that includes in its process
and matrix, a consideration for the very real and
unfair challenges that children from different
backgrounds face.

Inflation — The Most Iniquitous Tax
Aakash, Abhishek Chand, Tuhin Batra, Pranjal
Madras School of Economics

Stabilizing inflation has been one of the most
coveted goals of monetary policy all around
the world. Central banks around the world
use various instruments to deal with this objective. Many theories have been presented
to explain inflation, most prominent being
Philips curve citing a trade-off between inflation and unemployment. Other theories
include structuralist approach and monetarist theory of inflation. This essay presents
an overview of how inflation affects various agents, the dynamics behind it and policy recommendations to address this issue.

financially savvy can transform their wealth
into mutual funds, equity, stocks, inflation-indexed bonds, gold, real estate and anything
that protects their wealth from inflation.

Socialism for the Hedged
Anyone holding money assets find that it depreciates in value due to inflation. Workers
bringing home fixed wages, senior citizens
drawing decade old pensions and the salaried
find their real incomes diminished due to inflation. The real return on government bonds falls.
While the poor and the middle class are unable to hedge themselves against inflation, the

Inflation redistributes income from fixed-income groups and creditors to flexible income groups and debtors. Since those who
lose out outnumber those who stand to gain,
inflation leads to distress and a collective
feeling of suffocation. Inflation corrodes
faith in the market economy and ameliorates demands for price and wage controls.

Even if salaries and wages of the middle class
rise eventually, they might find themselves in
higher tax brackets and must, unfairly, pay
more tax. As rents go up and cost of essentials
go up, the lower middle class might slip temporarily into poverty. Unless their incomes
grow they may not be able to revert to their
previous standard of living.

Distorted Signals and Risky Investments
An economy that does not have stable inflation will have proportionately higher variance
in relative prices. Agents exert labor, time and
sometimes even pay to compare and evaluate prices of different brands and substitutes.
During unstable inflation and high relative
price variability these “search” costs rise.
For prices are changed far more often. Ill-informed buyers cease to distinguish between
marginal and extra-marginal producers, and
may choose to raise their reservation prices
for products. This causes a fall in demand, as
buyers become cautious. As extra-marginal
firms having average costs higher than marginal firms begin to enter the market, we see
a breakdown of the ability of the competitive
market to keep only lowest-cost producers
within the market.
The real damage that inflation can do is to
economic growth. Inflation discourages
household savings, thereby making it hard for
investment to be financed. Investments are
discouraged from investing, for in the presence of rising input and output prices technological upgrades and new capital arrive only
hesitatingly. Alternatively, there is a shift in
focus from production to speculation. The
profits of arbitrage and speculation lure money away from productive activity leading to
bubbles.
This effect is most evident in the case of
large irreversible industrial projects. When
market prices vary too much firms will
be reluctant to make large scale and irreversible investments. They would rather

invest in non-specialized capital like real estate that can be used in a variety of ways and
disposed of easily. This could hamper the rise
of developing economies like India.
“Inflation is everywhere, always a monetary
phenomenon”
An important cause of inflation is the rise of
money supply in circulation. In modern times,
the central bank monopolizes the power to issue and regulate all legal means of exchange.
Therefore, the central bank’s monetary policy
determines the level of inflation in the long
run. Behind the voluminous and rapid movements of currency and demand deposits, the
economy is nothing but a complex multi-lateral barter of goods and services. Since money is a veil over the real economy we reiterate
Friedman’s dictum, “Inflation is everywhere,
always a monetary phenomenon”.
Inflation is generated whenever the growth of
money supply outstrips the growth of productivity. The monetarists therefore claim that the
real antidote to inflation is a high growth of
output (without easy money policies) alongside high interest rates (which prevents faster
growth of money supply).
Structural Constraints and Administered
Prices
Notwithstanding the monetarist dictum, inflation in India is heavily influenced by
supply bottlenecks in agriculture, due to
price and wage controls. India’s traditional agriculture, linked irrevocably to
the monsoon, ensures that food supply is

inelastic to price changes. Since the productivity of land is dependent on (a) government
intervention in irrigation, fertilizer subsidy, seed technology, land marketization and
(b) natural factor like monsoons, floods and
droughts, there is little farmers can do to increase production if consumer demand rises.
Moreover, long cropping seasons limit the
flexibility of output and only allow post-production price variation as the tool for dealing
with fluctuations in the demand for agricultural produce.
Food inflation sharply reduces real wages in
all sectors. Disruptive fiscal policies such as
MGNREGA and MSP hasten the wage-price
spiral. The former employs rural labour at
“support” wages and the latter purchases crucial food commodities at “support” prices; in
doing so, the former acts as multiplier to wage
inflation and the latter to food price inflation.
They introduce rigidities in the market, and
ensure that wages and prices in agriculture are
downwards rigid.
Productivity growth in manufacturing and
services is contained by agricultural bottlenecks and leads to sharp food inflation and
reduced real wages across the economy, forcing workers to bid up nominal wages followed by general wage inflation. Thereafter,
cost-push inflation punishes the manufacturing and service sector, and wages being
downwardly rigid does not leave any scope
to return to the “good old days”. The landless poor who are employed in the food industry spend almost all their incomes on

food and are thus further punished for biding
up their wages. Rural wage inflation also contributes to food inflation. Some see inflation
as the price of rapid modernization, where the
focus of national policy and resources are directed towards manufacturing and services.
Therefore, they do not advocate inflation-targeting as it would dampen growth prospects,
and do not expect expectation anchoring to be
of any use when people already know that agriculture is the source of inflation. Over time
they expect India to resolve its agricultural bottlenecks via seed and crop technology,
mechanized agriculture, inter-linked rivers,
corporate farming, etc. The share of food in
Indians’ consumption expenditures is expected to fall over time and rigidities in the rural
wages would be smoothened out. Some are
pessimistic; to them inflation is linked to political vote-banks and short-sighted electoral
cycles. Inflation may be a permanent fixture
in a populist democracy.
Coordination Problems
Even if markets are not rigid, governments can
themselves impede the central bank’s attempt
at inflation targeting. The Indian governments
does not pursue sound financial policies and
therefore RBI’s public debt management responsibilities interfere with its pursuit of inflation targeting. Government’s deficit financing
forces RBI to issue more government bonds,
putting a downward pressure on the bond
interest rates. Lower bond interest rates, in
turn, derail RBI’s pursuiof inflation targeting.
Alternatively, since one fourth of the Indian
government’s expenditure in the policy rates

could signal serious difficulties for the efficacy of fiscal policy. Government observes
that its past debt is rapidly liquidating in the
presence of high inflation. Therefore they are
inclined towards low interest rates and fresh
loans and do not mind higher inflation.
Policy rate changes also suffer from transmission losses. Due to NPAs and other costs
involved, the influence of the RBI over commercial banks has waned. Since the repo rates
influence only a portion of commercial banks’
costs, the RBI ceases to control “broad money”. The shift from Base Rate to MCLR is a
good step to improve transmission of policy
rate, but more is needed.
Even if transmission losses and inter-governmental power struggles are resolved, for people to expect that inflation will be what the
Central Bank targets, the Central Bank must
have a credible reputation. People doubt if
RBI can achieve its targets as it has not been
known to do so in the past. Therefore, they
do not internalize RBI’s targets, and usually
expect higher inflation than targeted implying
lower production targets which leads, tragicomically, to higher inflation; reaffirming the
cycle of disbelief in the RBI.
Before the monetary policy can set lower targets for inflation, it must establish its
own credibility with the Indian public. They
should set targets which are achievable and
go on to achieve them to reach its goal of
4% (+/-2%) inflation. This will anchor inflation expectations of the public to its tar-

-get. Only when this is done, can then RBI begin to reduce its target gently towards lower
estimates without public expectations of inflation revolting against its estimate.
Policy Recommendations
a) Investment founded upon easy money policies is mal-investment, the grounds for its
success rapidly evaporates once monetary
stimulus is withdrawn and inflation is the residue. Counter cyclical monetary policy must
understand its own limitations: one cannot
fool people all the time.
b) Insulating the Central Bank from the
election cycles and populism is imperative.
Therefore, reinstating a fixed 6-year term for
its governor would be apt. Predictable rules
must dominate discretionary monetary policy.
c) Greater transparency building measures,
via Digital India and mass media. All the inflation forecasting models of the RBI ought
to publicly available, including key internal
documents revealing the inflation-averse nature of the RBI.
d) Amending constitution of RBI to exclude
from its loss function considerations of output & employment; it’s lone macroeconomic responsibility must be price stability. This
can be done by introduction of a Public Debt
Management Agency, reduction of Statutory Liquidity Requirement and liberalizing of
bond market.
e) Reinvigorated fiscal policy must commit to fiscal consolidation. This implies

elimination (e.g. PDS, Pension). of non-essential subsidies (e.g. fuel, oil) and plugging of leakages in essential subsidies
f) Rerouting fiscal policy away from populism and towards investments in irrigation, inter-linking of rivers, R&D and agriculture extension services, liberalization of agricultural land, subsidization of corporate agriculture and large-scale mechanized farming, delinking of agricultural supply curve from erratic monsoon and making it sensitive to price changes.
g) Real time tracking of all relative price movements in the economy. Eliminating the signal
extraction problem that producers face will delink unanticipated money supply shocks from
real output in the short run.
h) Inflation-indexed bonds of varying maturity and interest rates to be offered to the middle
class and old. Financial literacy should be a part of NCERT course curriculum alongside its
workshops.

My Experiences In The Field

Jasleen Kaur
Research Associate, GAP-MIT, J-PAL
“Tum school jaati ho?” (“Do you go to school?”), I asked one of the little girls who looked
around 13-14 years old. “Nai didi, jaati thi par chor dia: ghar ka kaam karti hun” (“I used to go
but left: I do household chores now”), she replied.
The year 2016 has been a J-PAL year and well, it has been like a roller coaster ride, of learning
new things, meeting new people and realizing that there is a lot more to India than we see. The
project I ventured into taught me intricacies of field research in a very short span of time. I am
working on the project, “Disconnected and Uninformed: Dissecting and Dismantling India’s
Gender Gap in Social and Political Empowerment”. The Principal Investigator on this project
is Soledad Artiz Prillaman who is a Phd student at Harvard. We aim to see via an RCT in 5
districts of Madhya Pradesh, the impact of PRADAN’s (our implementation partner) gender
interventions on women’s political and social empowerment. I got connected with Soledad in
January 2016. I had recently graduated out of CDS and was really interested in pursuing Development Economics. The J-PAL opportunity was a right fit for what I wanted to do, and to put
into use what I had learnt for almost 5 years of my education in Economics.
This job has been an enriching experience every single day. When we were doing our baseline
in May-June 2016, I visited a few villages to oversee the work that our surveyors were doing. In
one of those visits in Shahpur Block of Betul district in MP, I had the opportunity to very informally, interact with young boys and girls about their aspirations in life. While one girl who was
the daughter of a sarpanch wanted to become a police woman and wanted to go to Bhopal for

training, there were many who could not even study. Either, they were not allowed or they had
to help with household chores while both parents went to the fields. Elder sisters took care of
the younger kids when both parents were away. They cooked, cleaned, fetched water and gas.
My emotions welled up on seeing their overwhelming reaction when I clicked their pictures.
Mobiles were something that were so new that they were awestruck to find how a camera
worked. Some young girls were so happy to have their pictures clicked that they would dress
and tell me, “Didi, Ab photo loge?”. (Now, could you click a picture?), and their happiness
knew no bounds. This was an intellectually stimulating and an exciting experience
Being a part of J-PAL I have learnt to multitask. I had to manage team of surveyors, supervisors, monitors; be their HR, their trainer, their moral support, and a leader to them. The project work provided me with valuable hands-on experience, also the opportunity to apply the
knowledge and skills I had acquired as a student of Economics. This field requires a person to
develop hard core corporate skills, while keeping intact the soft, people skills. J-PAL research
team encourages innovative ideas and critical problem-solving skills, without forgetting that
we should serve the community in the best possible way.
The fact that we can make a change urges me to work hard. This year has been an effort to
make that change that I have believed in. To try and change the situation of women in this
country. When I meet kids and their parents in the village and tell them that they should study,
I know I have made my contribution. When just my presence makes, them feel that their kids
can become what I am today, if they study, I know I have made my contribution.

Jasleen Kaur
Research Associate, GAP-MIT
J-PAL SA at IFMR
Bhopal, India

Donald Trump-A boon for India
and Asia?
Kennedy Sanabam
Madras School of Economics
In global politics old theories and perspectives become fast obsolete and new thinking
is imperative if we are to survive and prosper in the coming decades. Expectations are
violated, old friendships wither, new foes
emerge and new dangers appear. The world is
a dynamic system be it in politics or economy
or social aspects. The rise of Donald Trump
shouldn’t be seen as a surprise, people no
longer care about the ideologies but they care
about what one can deliver, this doesn’t necessarily mean that one has to be an absolute
pragmatist defying moral and ethical values.
A man who promises to revive dying industries, employment got elected despite being
novice to politics and policies. America is an
unsustainable economy with high fiscal and
current account deficit, it needs to maintain
high dollar value to finance its ever-hungry
consumers. In 2003 Iraq war Iraqi oil ministry
building was the first public installation captured by US navy seal while others were left
ransacked and ensured a 30 years uninterrupted oil supply to US. Military advisors and
400 US mercenaries were fomented trouble
in Ukraine leading to the death of protesters
from both the sides, this orchestrated a regime

change for President Viktor Yanukovych in
2013 who was an ally of Russia.
Series of Central Intelligence Agency’s declassified documents revealed what US did to Latin American countries for regime change. US
policies and influences are like Machiavellian
principles where any manipulation can be made
to suit its agenda. History has shown US is the
first country to propose and impose any economic sanction and it is also the first country to
grab any opportunity. In the case of Myanmar,
US first imposed economic sanctions. In the
case of Iranian nuclear program, US sanctioned
Iran and asked other countries to do the same.
India initially saw this as diplomatic tool that
“does not serve any purpose but then they succumbed to US sponsored sanctions. Finally, US
paid undisclosed amount to Iran and ended the
sanction, which caused a big trouble in the US
congress against Obama administration.
International politics is unstable; there are
no permanent friends or foes. It was only after Soviet Afghanistan invasion in 1979,
Middle East countries including Saudi Arabia turned to U.S for protection.

India protested against Russia’s approval to
Pakistan to supply MI35 helicopter in November 2014 as India turned to US for military hardware. We have seen enough war
in the Middle East under US administration,
this has led to a lot of destruction. More than
6 million people are refugee in different parts
of the world.. Europe and U.S. need to end
their interventionist and hegemony policies,
they shouldn’t interfere in the politics of other nations in the name of democracy and human rights violation if they won’t assure happy and stable conclusions. Libya has been a
complete mess, that happened under the watch
of a ‘Nobel Peace Prize’ awarded President
Obama who had acknowledged that it was
his greatest mistake. There is always a cost
of war, not only in foreign fields but also in
homeland which causes destruction of society,
destruction of families and war expenditures
increase. These inhumane cycles of war must
end. Half of America’s population is under
subsistence level of income. A country which
suffered financial crisis almost for every decade in 1990, 2000, 2008 needs to clean its
own backyard instead of world policing based
on human rights, proliferation of weapons of
mass destruction. US is no longer the free enterprise capitalist country where everyone can
grow while a few entrepreneurs grow, many
don’t even have access to college education.
The world has experienced enough wars and
injustice, it is time for emergence of multi polar power structure.
It is quite likely that 21st century is and will
be the Asian century. Experts believe that this
is the end of an era of western dominance
US is the only country which ratified and abandoned the Trans Pacific partnership (TPP),

this protectionist agenda would only diminish their role from the world map. Lack of political unity may hinder the common growth
and development in Asia but no one would
gamble to disturb the normal trade process.
Chinese confrontationist approach to neighboring countries might shake the confidence
of prospective mutual benefit among the
countries. But there are many areas which no
countries want to disturb other than election
rhetoric. Other side is the shifting of world
economy hub in Asia, projecting Asian economy would contribute to 50 percent of global GDP by 2050.We havecrossed the 7 billion population mark,60 percent of these 7
billion live in Asia — 38 percent in China
and India alone where wages are low and the
population is comparatively young. We need
to figure out our potential and what we can
achieve, instead of focusing on seeking benefits from US and Europe. Asian countries
need to remove infrastructure bottlenecks,
improve education, health and social sectors
as cheap unskilled labours and low infrastructure development doesn’t attract foreign
or domestic investments.
Donald Trump may push for ‘make in America’ but no one would buy costly products
made by them. In the process of structural
changes, Trump seems to have initiated the
process of self-destruction in the name of deregulation of environment rules, the Volcker
rule etc. Now the time has come to concentrate our efforts on Asian century. The time
has come for multipolar world. We should
let people know what to learn and what to
unlearn or else people would lose their rational, logical thinking amidst the scarcity of
resources and uncertain future.

Who is the Hindiwala? - An investigation into
the lives of interstate migrants in Chennai
Anusha G and Vasudha Ramkrishna
Madras School of Economics
The article is based on the results of a pilot survey on migrant workers conducted by the authors, for a paper on the integration of family migrants in Chennai’s
industrial estates, presented at a workshop at the Centre for Policy Research.
Migration for employment is a major component of economic growth and development,
and a significant indicator of the structure and
health of an economy. The Economic survey
has employed new techniques to estimate the
growth of migrants in the labour force in India,
which has nearly doubled in the past decade.
This emphasizes the growing role of migrant
labour and the importance of understanding
their concerns and ensuring their rights. The
survey finds that inter-state migrant rates have
surged for Tamil Nadu[1], which joins other
relatively more developed states receiving
migrant workers, from states with relatively
lower per capita incomes. Chennai has over
5 % of its population from other states, and
is emerging to be a major hub for labourers
from other states. Relatively better wages and
employment prospects draw migrants from
West Bengal, Odisha, Bihar, Jharkhand and

Assam[2], with a majority of these unskilled
workers being employed in the manufacturing, textile, construction, restaurant, and other
allied service industries.
The ‘Push and Pull’ Effects of Migration
The circumstance of migrant movements
largely influences their experiences in the host
city - the kind of work they do, and living
spaces - in turn determining their larger bargaining power. Most migrants who reported
having moved in search of better job opportunities, were relatively more educated and took
up semi-skilled, entry level jobs like security
guards, welders, reception clerks etc, through
recommendations from friends and family.
We also find that they largely take up housing in the slum settlements in the outskirts
of the city, renting rooms from Tamil locals.
In contrast to this, the migrants employed in the
construction sector or brick kilns are seasonal,
circular migrants. They take up employment in
this sector out of extreme necessity, and this is
evident through their poor wage structure (in
comparison to locals), and dismal temporary
settlements, with close to no amenities. These
migrants who are escaping adverse socio-eco

nomic conditions, seem to be less aware of
their rights, and least ready to demand them.
Although the need for intervention is clear,
there is limited motivation for authorities to
design policies specific to these migrants,
given the seasonality of work and limited period of stay.
The need to Migrate towards Cultural
integration
Our paper identifies social networks as an
indicator towards integration into society.
These networks are important as they could
act as safety nets or support systems where
the extended family is largely absent. Here,
we find that the extent of their networks vary
based on their occupation and nature of living
spaces. It is clear that the construction worker
is by design made to work in a highly isolated
environment. The contractors ensure limited
interaction between the inter-state migrants,
and the local workers, and also ensure that
workers do not make any lasting networks
with migrants from other states by constantly
shuffling worker groups. In the labour camp
in Semmenchery, we found this situation to
be highly pronounced, with the ghetto-like
treatment of workers perpetuating, the isolation. There is little need for the families
to leave their camps, except during working
hours to areas very close to the camp.
The industrial workers who reside in
slums, along with the locals have more
opportunity to interact with the locals.
On entering the Perungudi canal area, these
workers and families are referred to as the
“hindiwalas”. Language becomes the most sig-

nificant point of identity, but very few cite it
as a major inconvenience. Most of the migrants are conversant in Tamil, but we find
the degree of proficiency varies amongst the
spouses on the basis of whether or not they
work. These migrants share problems such as
water shortages, cramped houses, poor sanitation, electricity cuts and the likes with the
local Tamils who live there-giving the migrants solidarity with the locals. The migrants
do face discrimination when it comes to higher rent for rooms, and sometimes differential
pricing for groceries, but we find that those
who have established friend or family networks from their native villages are able to
overcome these impediments.
Family Migration and the need for
intervention
Given the structural transformation in India,
and the crowding out of labour from agricultural and allied activities and increasing
urbanisation, larger number of families will
have to move out of rural settlements. In this
context, with the diminishing role of agricultural land ownership, it is important to
study whether theses migrants would prefer
to relocate to cities outside their native state
- this will be an indicator of how hospitable
the receiving city is towards migrant families. When migrants move with their families,
they become more formidable constituents
for the state to ignore. The spouse, and child
add to the requirements of the worker in terms
of larger housing, ration, schooling, health
care benefits etc. The family could prove to
be a stronger bargaining unit, because it infiltrates multiple social institutions, and de

mands welfare for more individuals, and vulnerable ones at that because it includes women and children.A natural way of bringing
about social welfare could thus be possible
through the promotion of migrant movement
along with their families.
Males migrating to cities for work and sending back remittances to their families still
living in their native states is a trend which
has dominated migration for labour. Migrant
communities are tied to their native villages
due to ownership of land or significant property, and hence these families prefer to stay
back and send out only the chief wage earners. Moreover the feasibility of moving the
entire family is a key factor, as there exists the
fear of exclusion from state sponsored benefits because in India entitlements are largely
linked with residence. We find that more migrant workers, who are newly married would
prefer to set up their family in Chennai, but
fearing exclusion from benefits choose not
to.This is particularly significant for a state
like Tamil Nadu, which performs well in the
provision of government benefits but may
prove not to be as accommodating to migrant
residents. Many migrant workers also prefer
to send their families back after the child attains school going age, preferring to educate
them in English or their native language rather than in the Tamil medium public schools.
What does it mean for Policy?
Migration for work is a universal phenomenon,
and is a natural accompaniment to the development process of countries. This experience is

not new to India, and increasingly with the
advent of urbanisation, and a structural shift
from agriculture - there is an influx of migrants to our cities. This trend has important
implications for policy, given that cities need
to be more inclusive, in terms of space, provision of amenities and public services to the
entering migrant communities.
Our study finds that the heterogeneity of
the migrant communities in terms of native
states, religions etc as well as in terms of type
of work they are employed in,the seasonality
of the work, the industry and sector as well
as their living spaces in the host city largely
affect their experiences. In Chennai, it is clear
that the construction industry functions differently from the other sectors and interventions
for this sector would have to be of a different nature. The seasonality of work, affects
the living spaces of these workers as well as
the incentives for different stakeholders. The
state has limited need to consider these workers due to the short term nature of work, and
the workers too have little incentive to try and
integrate. For the industrial workers staying
for longer periods, the state needs to ensure
ration possibly by de-linking the benefit with
residence, ensure english medium schools to
tide over the barrier caused by the tamil medium of instruction, affordable housing as well
as relevant documentation.
While Chennai does offer these migrants
more diverse employment, it is essential
for the state to address the socio-economic and political marginalisation of migrant

workers, especially because they come from poor households. The challenges arise from the
absence of proper documentation, causing exclusion from benefits, welfare entitlements and
housing, to poor working conditions and employer exploitation. In some cases they also become victims of police intimidation and resentment and prejudice from local residents.[3]
The absence of any political leverage for migrant communities in Chennai, leave their issues
unaddressed. While there have been developments from the political establishment for safeguarding the rights of migrant workers and creating an enabling environment in the city, these
efforts remain largely inadequate.
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Water-Liquor Paradox
L. Venkatachalam

Professor, Madras Institute of Development Studies, Chennai
The water-diamond paradox, originating from the work of Adam Smith, reflects a contradiction
in that water having high use value is almost free while the diamond with no such use value
carries a high price. The economists of late 19th century resolved this paradox by using the
concept of marginal utility–i.e. the marginal utility of individuals having additional quantity of
water is more or less zero and that of the diamond is very high. Since the price that the individuals would be willing to pay (WTP) for a commodity is based on their marginal utility, the
individuals’ willing to pay for an additional diamond is much higher than water. Economists
also use scarcity factor – diamond being scarcest than water- to explain the paradox.
Recently, we have come across a social phenomenon similar to water-diamond paradox, namely, water-liquor paradox! The paradox is that why liquor that is usually harmful to the society
receives too much of attention of the governments while water which is highly valuable to the
society is getting a relatively little attention. For example, right now there is too much of cry
made by some of the state governments on the Supreme Court’s order to ban liquor sales within
500 meters of national and state highways and they pay too little attention to the chronic water
crisis in some the states like Tamil Nadu. The agitations against the TASMAC shops selling liquor in Tamil Nadu are spreading fast and the government machinery is in full swing to contain
such agitations. At the same time, agitations against non-availability of water are also observed
widely across the state but the efforts to address the problem move very slowly. Though the
public which has been intensely fighting for closing the liquor shops in states like Tamil Nadu
is happy about the supreme court’s ban, the state governments are concerned too much about
it since the ban imposes significant ‘revenue loss’ to their exchequer. Some state governments
are trying to find out escape routes as well. For example, the attorney general who appeared
for Kerala and Tamil Nadu in this case seems to have argued that the ban should be restricted
only to the national highways and not to the state highways. Informal sources suggest that some
of the states are trying to denotify the state and national highways so that they can bypass the
court order. In Tamil Nadu, barricades are erected near some of the liquor shops located within
500 meters from the highway in such a way that the walking distance between the shop and the
highway becomes 500 meters!

The so called ‘revenue loss’ supposed to be caused by the ban is not at all a loss. It is indeed a
significant gain to the society since the money spent on alcohol before the ban stays with the
individuals after the ban and they may now spend it on various productive activities. The ban
can bring substantial social benefits as well. It reduces mortality and morbidity due to reduced
alcohol related diseases and road accidents. As a result, labour productivity increases, goods
and services produced increase and their cost of production declines, in addition to a decline in
massive health costs and loss of income. Social benefits are obtained from shifting the resources spent on health-care services pertaining to alcohol related morbidity to other areas in the
health sector. Accident related legal costs –both financial and opportunity costs of time spent
on legal matters –are minimised. The ban reduces crime rate and the social costs associated
with that. The police force deployed to deal with the alcohol related crimes will now be used
for dealing with other law and order problems, thereby enhancing the benefits of improved law
and order situation.
The agitating people who spend their valuable resources in the form of time and money on
removing liquor shops will now be able to save and utilise those scarce resources on other
productive purposes. There are some unquantifiable social benefits associated with the liquor
ban. For example, reduced domestic violence leads to increased aesthetic values and happiness
among the families. In general, the ban can contribute to neutralise the state-induced poverty
and inequality in the economy. So, there are enormous social benefits from reduced alcohol
consumption which may outweigh the loss of revenue.
There are social costs associated with the ban as well. Non-availability of liquor may reduce
utility of the alcohol consumers. Liquor shortage may increase the price and reduce the consumer surplus. Travel cost to distant shops may also increase. The reduction in revenue to the
government may reduce the resources spent on welfare programmes thereby reducing the social welfare. Benefits from tourism may decline. So, prohibition also would impose social costs
in the society. Therefore, privatising and regulating alcohol sales can significantly reduce these
social costs and increase the social benefits.
Right now, water scarcity is acute in different parts of the country and especially in Tamil Nadu.
Since farmers in Tamil Nadu face sever water shortage, they are in deep distress; they have
no other option than expressing their distress through suicides and wide range of agitations,
including the one that percolated deep in the national capital at present. When water meant
for agriculture purposes becomes scarce and water bodies become dry, they affect not only the
crop output but also a whole range of water-based activities in rural areas. For example, when
agriculture fails, livelihood support comes from livestock. But, water scarcity accompanied by
scarcity of fodder drastically reduces the size of livestock, along with reduced milk and meat.

In addition, live-stock based penning activity earning livelihoods for some households also diminish. Organic manure from the livestock and its environmental benefits –such as, improved
soil quality- also come down. Duck rearing is gone. Reduced subsistence fishing causes livelihood losses while reduced commercial fishing causes revenue losses to the local bodies affecting the provision of local public goods. Water-based recreational services diminish. Biodiversity deteriorates, along with the much needed pollination service in agriculture sector.
Groundwater depletes due to lack of replenishment and as a result, groundwater-based irrigation and drinking water supply in other parts of the region are adversely affected. Social costs in
the form of households spending their valuable resources and time on augmenting water from
alternative and distant sources escalate. Distress migration imposes additional social costs in
rural (reduced labour) as well as in urban areas (increased urban environmental problems). So,
enormous social benefits come from proper water management by the government.
Water scarcity has become a chronic issue in states like Tamil Nadu. At present, the governments’ efforts to conserve water focus mainly on the supply-side aspects only. For example,
desilting tanks for enhancing irrigation water, transferring water from irrigation tanks to urban
areas and installing desalinisation plants to augment drinking water supply are the readily
available options for the governments. Efficient management of water requires proper water
demand management which is more or less missing in the governments’ water policies. Pricing
of water can increase water use efficiency and promote recycling and re-use of wastewater. A
rough estimate suggests that in Chennai city alone, households are spending approximately Rs.
1100 crore per year on purchasing water from private water markets. The implication is that
the households are willing to pay a significant amount of their income on water if good quality
water in adequate quantity is provided to them. Government can mobilise huge revenue by way
of providing good quality water to the households and charging them appropriately. Part of this
revenue can also be used for compensating the rural people who suffer welfare loss due to transfer of water from irrigation tanks to urban areas. Despite enormous social benefits, adequate
efforts are not being taken to address water scarcity problem. Right from Adam Smith since
1776, the economists prescribe government intervention in providing public goods like water
supply and role of market in providing private goods like alcohol. That is how governments can
maximise the social benefits. In reality, liquor sales which can be coordinated efficiently by the
markets is being sold by the government whereas water supply which has to be provided by the
government is being provided by the markets! This is a classic case of water-liquor paradox!

Interview
Prof. Philip E. Graves
Dr. Philip E. Graves is Professor of Economics at University of Colorado
Boulder. He holds a BA-Economics from Indiana University (US), MA-Economics and
PhD-Economics (1973) from Northwestern University (US). He is also a member of
American Economic Association and Regional Science Association, whose interests
currently lie in urban/regional, environmental economics, and applied price theory.

1. Science has made a lot of progress in the
recent years, but the amount of uncertainty
surrounding these issues has made it near
impossible to predict changes in a robust,
consistent manner. Given this context, do
you think some climate change issues are
over-sensationalized by today’s public information outlets?
Yes, since there is inevitable push-back from
the fossil fuel energy sector, the (mostly liberal) media is likely to be exaggerating potential implications of climate change, in order—
rightly or wrongly—to offset that powerful
voice. But it is also the case that journalists
have learned that “bad news” sells, while
“good news” does not—the former is much
more likely to make the front page. It is also
the case that climate scares work to increase
the funding for climate studies, which creates
an incentive to exaggerate at the scientific level; the combination of these incentives results
in over-sensationalization.
2. What are your thoughts on US President Donald Trump’s attitude towards
climate change? What do you think
would be the implications of his stake

on climate change and environment?
He appears not to understand the issue at all.
Hopefully, much of it is just political rhetoric,
although that is yet to be determined. Between
very low natural gas prices and the emergence
of increasingly competitive alternative fuel
technologies, coal is simply never coming
back in the U.S. I think Trump is likely to
be fine with traditional EPA (Environmental
Protection Agency) concerns regarding conventional air pollutants.
3. In your view, what are the issues that
environmental economists, ecological economists, and climate economists should focus?
It seems to me that there is too much emphasis
specifically on CO2 (not even traditionally regarded as a pollutant) relative to longer-standing concerns about particulates, SOx, VOCs,
NOx, ozone, lead, etc. If we truly control traditional pollutants properly, greenhouse gas
emissions are likely to stabilize and ultimately begin a world-wide decline; this is because
the highercost of production with tighter controls on fossil fuel pollutants will result in

a) growth of alternative fuel sources, and b)
reductions in the quantity-demanded of the
more expensive goods produced with fossil
fuels.
4. There is a path that was laid down by
the developed economies which most developing countries are following, as what
Environmental Kuznets Curve too says.
But with the rising global mean temperature, is the older way of developing feasible? As developing countries use the shield
of development to get away with climate
negotiations, what do you think would be
the ways they can be convinced to be a part
of it? According to you, for a developing
country like India with high growth rate,
what should be the government’s approach
towards development?
I think it is somewhat arrogant of the developed world to expect the developing world to
self-impose stringent environmental controls
that raise costs and slow development, when
the now-developed world were not concerned
about that at similar stages of development.
I think the developing world should pursue
policies that are in their own interests, rather
than in the interests of the developed world.
That said, it is also the case that rapid income
growth results in rapid increases in demand for
environmental quality. When one combines
high growth rates in income with existing
population growth in the developing world,
the net benefit numerators in environmental
benefit-cost analyses might well be expected
to grow faster than the appropriate discount

rate — that is, surprisingly large investments
in environmental goods can be justified even
in countries that are currently low-income.
5. Sir, you have worked extensively on migration and other regional economic problems in 1980s and 1990s, how differently
these issues (Syrian refugee crisis, Brexit
etc.) are affecting the societies and economies in today’s world?
My work initiated the “supply-side” approach
to regional growth and decline. That is, traditional regional modelling focused on the demand side—if there is a nationwide increase
in demand for, say, automobiles then Detroit
was expected to grow (in the U.S. context). I
first focused on climate amenities as important exogenous determinants of where people
wanted to move. The notion here is that rising
national income results in increased demand
for locations offering normal/superior bundles of amenities (e.g. the West and South in
the U.S. setting) and decreased demand for
locations offering inferior amenities (e.g. the
Midwest and Northeast in the U.S. setting).
Returning to the topical concern of your question, the refugee crisis is a “supply-side” phenomenon—the supply of housing and safety
is greatly reduced in, for example, Syria and
other locales with factions battling for control
of those regions. In some important respects,
the main problem (and this applies to trade
too, notably as a result of China’s entry to the
WTO) is the size of the flows...a limited number of refugees can be absorbed without creating cultural problems in the receiving regions,

but the flows are much larger than that.This fuels anti-immigrant sentiment. Similarly, growing
anti-trade sentiment in the U.S. and elsewhere has been fuelled by employment disruptions
resulting from extremely large trade flows, primarily from China. In the cases of both immigration and trade, smaller flows would have been more manageable and less disruptive. It will,
however, be very bad for world income growth, if current levels of anti-trade and anti-immigrant sentiment become embedded in official policy.
6. President Trump seems to be on a restrictive front when it comes to immigration policies, particularly H1-B Visa, wouldn’t it be straining to the India - US relationship both
socially and economically?
As with many of the things Trump has said, it is not clear the extent to which he will act on
the anti-immigrant rhetoric of his candidacy. He has not been very vocal about legal immigration, focusing almost exclusively on illegals, largely those from Mexico. I suspect that, as
a businessman, Trump will be sympathetic to the existence of labour shortages in the STEM
fields facing many companies in the U.S. today. I will be surprised if Trump does anything on
immigration to strain the relationship between India and the U.S. If I am wrong on this, the
ultimate implications might actually work out favourably for India. If U.S. companies cannot
get those with skills demanded into America, those companies are likely to engage in more
foreign direct investment—in India and elsewhere. This will, in turn, increase the productivity
of skilled labour—hence will increase wages—in the developing world as that labour has more
capital to work with.
*Interview by Rishabh Mahendra (student of M.Sc. Environmental Economics, 2015-2017)

Interview
Prof. Aradhna Aggarwal
Dr. Aradhna Aggarwal is Professor of Economics in Department of International
Economics and Management at Copenhagen Business School. She holds
a PhD from Delhi School of Economics. She is keenly interested in
industry, technology, international trade and investment related issues. She
has worked as an external consultant to prestigious international agencies
like UNESCAP, ADB, UNDP, World Bank , GIZ, UNCTAD and many others.

1. With the boost in India’s startup culture,
entrepreneurial ecosystem and the government’s initiatives like Startup India Action
Plan, Atal Innovation Mission, Atal Incubation centres. How do you think the promotion and dominance of MNE’s in India
will affect the new firms?
I think that the presence of MNEs will positively affect the emerging entrepreneurial
ecosystem in India. There are three mechanisms underlying this relationship. First,
the spillover effects are directly related with
the absorptive capacity of the country. The
government initiatives that aim at strengthening India’s entrepreneurial capital will
create a positive environment for the spillovers to occur. It is therefore the right time
for MNEs to be there As MNEs enter a market, they bring new hard and soft technologies and present new opportunities for entrepreneurial firms. Their employees are also
likely to found new companies ( spin offs)
if there are government support initiatives.
Second, a growing number of compa nies are relocating parts of their R&D

processes to India. Over 600 companies
have set up their R&D centres in India. The
USPTO data shows that the share of R&D
conducted in India is growing rapidly in the
patent activities of foreign firms. This is likely
to have a major impact on knowledge transfers and spillovers, which can feed the ecosystem positively. The ecosystem in turn can
reinforce the relocation activities generating
a circular and cumulative process. Third,
competition is key to the emergence of
new firms. Unless the markets are contestable, there is no way dynamism can
be injected in the entrepreneurial space.
It must be noted that small and new firms are not
competing directly with MNEs; they become
a part of the value chains (components and
service provides) that emerge with the entry
of these firms and benefit by their association.
2. India scores quite low on “ease of
doing
business”,
multinational
enterprises often complain about the
challenging environment to conduct
business activities. According to you
what are thereasons that makes it a

difficult place to do business and what
reforms should the government introduce
to attract FDI, MNE’s make sustainable infrastructure investments and generate employment?
Two things: first, India is jumping places to
move up these indices; in Global Competitiveness it has moved up 16 places in one year
to reach the 39th rank; second, corruption, favoritism, poor work culture, in transparency
are the key challenges. These informal institutions are the major bottlenecks in India at
the moment. The government has addressed
only the regulatory institutions but now the
need is to have stringent measures to address
the informal ones as well. I would put ‘infrastructure and logistics’ as the second most important challenge that needs urgent attention.
3. How has the Clean Development Mechanism helped domestic firms in their learning curve from the MNCs?
Evidence suggests that the CDM has had a
positive impact on the learning curve of domestic firms. The positive effect is not through
FDI but through technology transfers. My article published in Tech Monitor (2003) argues
how firms in India, China and Brazil have created capacities in some of the clean technologies and are now in a position to transfer them
to lesser developed countries through CDM.
4. How do you see the direction of growth
in India’s manufacturing, service sectors to capture a niche in the growth

story of 21st Asian century when organisations like ASSOCHAM have reported that only 7 % of MBA and 20% of
engineers are employable; India’s current
women labour force participations is 24%
while 64% in China? Also, many reports
have highlighted that India would have a
comparative advantage over China, Japan
because they have a much younger population. Can India compete with them in terms
of human capital?
I firmly believe in India’s human capabilities, if not productivity. Indians are sharp and
intelligent and very fast learners. But at the
same time, I do not believe in the argument
of ‘demographic dividend’. Quality and not
the number matters. The employability issue
is about the kind of education we are providing them. This is also related with the work
culture. Our educational institutions are rigid
and slow in responding to the fast changing
world. As DU faculty in the past, I observed
how teachers were happy teaching the same
stuff in the same format every year. My experience in Copenhagen is very different. Every
year, the faculty is given option to change the
course content, mode of exam, and references. Moreover, they ask us whether we want
to introduce a new course. The procedure of
approval is transparent. They engage the student body to find out how many students will
opt for the new course and how they perceive
it. On the basis of the feedback from experts
and students’ body they take decision. Cutting
long story short, we must continuously change
our courses and course curricula. Further, in

troduce the concept of life-long learning. People should be able to take break and join universities and other professional colleges for upgrading their knowledge for short periods.
Capacities may be created at our universities, professional colleges and ITIs for
this. Faculty refresher programmes should be mandatory followed by some sort
of exam. They are now run just for formality with no learning. We need to review
them and make them effective. Third is related to respect for vocational courses.
We must think ways to bring them at par with academic courses.
A sharp decline in women’s participation rate in India is not abnormal. Theoretically the relationship between women’s participation curve and economic development is U-shaped. With
development taking place, it falls and then again goes up. The fall is due to withdrawal of
women from labour intensive jobs and enrollment in education. They re-enter at higher end of
the jobs. So I do not consider it a bane.
5. By 1987 Korea achieved 87% secondary enrollment and universal primary education
by 1965 which lead the foundation for future growth. What is your thoughts on India’s
initiative in the field of education and skill development and its effect on India becoming
a manufacturing hub. Do you think it will produce necessary human resource for the
country to become a global power?
We adopted an inverted paradigm of education with emphasis on higher education. The results is IT revolution. Manufacturing could never pickup in India
due to the system that was never ready for it. We bypassed two major manufacturing waves: in
the 1960s and then the 1980s. We are bypassing the third one currently. It has gone to Vietnam
and Cambodia. Myanmar and Lao are also in the queue.
I have my doubts whether education and skill development can lead to manufacturing growth
in a big way. We need labour intensive manufacturing to absorb people stuck in agriculture but
with rising and skewed wages, poor infrastructure, poor logistics and overall attitude towards
work, I don’t see it happening in India.
On skill development programmes: My personal view is that doling out funds to social enterprises in the name of skills generation will not lead us anywhere. In fact, it has become a money
spinning business for some. The programme should be embedded in the existing ecosystem.
6. Given India’s booming IT sector which mainly cater to IT-services (not manufacturing)

and is receiving great competition from countries like Egypt and Philippines. How the
industry will be affected due to changes in International policies.
India must upgrade along the value chains faster now. It has indeed upgraded over time and we
are now attracting high end activities. But it has to now move to become innovative itself and
in my view, the start ups are a way forward.
7. Observers often worry about the paucity of manufacturing innovations in India and
that there has been a spur in the technology startups that has devoured the funding. Do
you agree with this observation and is it going to change anytime soon?
I think the companies that want to invest in innovations can set up spin offs and get benefitted
by the initiative. We have never had a proliferation of manufacturing innovations. It is not
known but the fact is that many initiatives have been launched to promote manufacturing innovations. I compiled a list of such programme two years ago. The problem is that the outcomes
of these initiatives are not assessed. I did one for SIBRI and BIPP programmes launched by
the Ministry of Biotechnology and found it doing well. The report is uploaded on my website
http://aradhna.me/.
There is evidence that business cycle and FDI co-movements are strongly linked. In FY’16
India received record FDI inflows mostly from Mauritius and Singapore into the service
sector and not the manufacturing sector. In such a scenario, what should be the strategy
of Government of India to reshape the industrial policy so that India won’t be affected
with any macroeconomic shocks.
I agree that FDI is pro cyclical. But it has nothing to do with FDI coming from the tax haven
countries. That’s a separate issue. Please don’t merge the two. In most countries, FDI is routing
through tax haven countries.
The question is how to have stability in FDI. ‘Good growth prospects’ is the key to attract FDI.
If a country makes business sense, FDI will flow in. The way forward is to strengthen the process of growth and development, Doing business conditions alone will not help unless there are
good growth prospects.
*Interview by Arushi Gupta (Editorial Board Member, 2015 - 2017)

From ‘Economics’ Lens: Ameliorating
Global Refugee Crisis
Ruby Mittal
University of Oxford
The world has seen unprecedented levels
of displacement and forced migration. The
figures by United Nations Refugee Agency
(UNHCR) in 2015 are as high as 65.3 million, out of which approximately one-third
are refugees. [1] Wars, conflicts and persecution in countries like Syria and Afghanistan
have forced people to leave these countries
and secure asylum elsewhere. But the people
in receiving countries have expressed fear
of refugees’ encroachment into their welfare
state and terrorism, leading to much xenophobia. Forced to leave homes, with food insecurity, poverty and lack of healthcare, millions
of refugees are living in hard-to-reach areas
and besieged locations. [2] Refugee crisis has
become a humanitarian challenge which requires immediate attention.
This essay proposes a solution to this problem, based on the economic concept of substitutes and complements. It briefly explains
the concept of integration and popular anxieties of people in the receiving countries. Further, building on Becker’s proposal, two ways
are proposed by the essay.
The Concept of Integration
Integration is referred to as the process of

settlement. R. Penninx and B. Garcés-Mascareñas focus on the legal-political, socio-economic and cultural-religion dimensions to
explain this concept. [3] The process of integration can be viewed as the provision of political rights, social benefits, access to job and
basic amenities for refugees, and acceptance
of different culture and religion in the receiving societies. Integration in the ‘mainstream’
society also affects the way refugees’ children
grow up. [4] Usually, children grow up to be
quite different from their parents as they are
exposed to diverse cultures and institutions.
Popular Fears and Anxieties
The possibility that integration brings change
for the people in receiving countries, is perhaps the reason why there is strong opposition towards accepting refugees. One of the
main arguments against immigration is the
increase in competition for employment opportunities.[5] Local workers fear that new
entrants would compete for the jobs which
should have only been available for them.
Another challenge is xenophobia. They fear
that new entrants would undermine the foundation of established ways of life. [4] The way

this is voiced by politicians and featured in
media determines fate of the following bigger
challenge – advantage of the welfare state.
As mentioned by Gary Becker at 2010
(IEA) Hayek Memorial Lecture, benefits
of having a welfare state makes case for
refugees unattractive. [5] Receiving countries argue that refugees would take advantage of these benefits while contributing no value to the ‘mainstream’ society.
Becker’s Proposal
Gary S. Becker proposes sale of immigration right as a radical policy proposal. [5] He
relies on the price mechanism and argues to
set an appropriate fee to encourage young,
skilled and committed immigrants. The fee
prevents free riding the welfare state benefits
as government revenue increases. Given the
circumstances in which refugees leave their
homes, it is natural that refugees would be unable to pay the fee. Although Becker suggests
that migrants might be allowed to take student-loan-like loans, their repayment would
mean taking up jobs which locals want. This
brings us back to square one, having to address employment competition argument. [5]
The ’Economics’ Proposal
It can be illustrated as the increase in demand for black pencil when the price
of red pencil increases. This is because
the red pencil and black pencil are substitutes.
[6] This concept could be thought in two
ways to help refugees – (i) promote micro enterprises and cottage industries for refugees
in the sectors producing complementary
goods – complementary to the goods produced

by the sectors where local workers seek jobs,
and (ii) acknowledge the fact that native
workers and refugees are imperfect substitutes of each other. [7]
Setting up micro enterprises and cottage industries is relatively easy and requires low
investment when compared to creating more
jobs in large firms. Also, for a sudden influx
of people, it seems to generate employment
quite quickly. This would help solve the
problem in many ways. Firstly, it leads to
creation of employment opportunities. Secondly, it would allow new entrants to contribute to the receiving country’s revenue.
A large fraction of their income would be
spent on consumption and access to basic
amenities which would increase the size of
country’s GDP, thereby preventing free ridership. [9] Thirdly, while social or cultural
beliefs are hard to change, economic measures are feasible means to impact social
behaviour. That economic decisions have
some impact on collective decision-making of the society is a plausible assumption.
For instance, improvement in healthcare and
sanitation which decreased infant mortality rate and increased the cost of raising too
many children (considered as old-age insurance), led to a change in social outcome of
early high fertility rates. [9] Along similar
lines, when the receiving society would know
the value of contribution by refugees, xenophobia would reduce moderately, ifnot completely.
Nonetheless, one of the biggest worries is
that not everyone would be able to subscribe
to this entrepreneurial plan. Therefore, it
is important to realize that native workers

and refugees have different skills. Peri and
Sparber (2009) find that foreign-workers
specialize in manual-physical labour skills,
whereas natives specialize in communication-language skills. [9] Thus, both these
groups of workers are imperfect substitutes
of each other.
The classic Ricardian Model makes a case
for specializing in production of the good in
which country has comparative advantage.
[10] This concept implies that native workers
take up occupations which demand communication skills. On the other hand, refugees
could be employed in manual labour intensive jobs. Interestingly, Peri and Sparber
also find complementarities between manual
labour and communication skills. They find
that returns for language-intensive tasks are
enhanced by complementary manually intensive tasks. [7] Therefore, to the extent that
specialization in production is possible, refugees would increase wages for the native
workers.

Conclusion
Deriving from the economic concept of substitution effect, the essay suggests to help refugees in two ways. First, by promoting micro and small-scale enterprises for refugees
in the complementary good sectors; second
by realizing imperfect substitutability of native workers and refugees, and specialization
which could increase returns for native workers. Along with creating new jobs, the proposal envisions to encourage integration as it
will allow residents in receiving countries to
recognize economic contribution of refugees.
However, it is recognized that change in social attitude towards refugees would require a
push from political and mass media frontiers.
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Is strategic disinvestment an answer to
India’s fiscal woes?
Abhiprerna Smit (GE, 2014-2016)
Research Associate, Centre for Advanced Financial Research and Learning (CAFRAL)
The year 1991 is certainly the most significant
in Indian economic history where decades of
state controlled regime was questioned by the
need of a competitive economy. India’s external debt crisis along with the collapse of
Soviet Union in 1991 elucidated the failure
of idealistic socialism. It became evident that
both individual and national growth was unlikely if not enough incentives for investment
and participation was created. Responding to
the cries of reforms from the economy, India
introduced its most famed reform policy of
Liberalization, Privatization and Globalization, or more commonly, LPG.
Liberalization saw the end of license raj
in India and invited private players to enter Indian manufacturing sector. The policy has been time and again supported by
amendments in The Companies Act, etc.
and though corruption exists as a huge deterrent, structural restrictions to entry has
been minimized in most industries. . Globalization on the other hand is an on-going phenomenon and, with the prevalence
and access to communication sources,

is hardly a government controlled policy anymore. Hence we are left with the ‘P’ of our
LPG reforms.
The policy of privatization was aimed at reducing the losses incurred by Public Sector
Units (PSUs) by subjecting them to effective
management and constructive competition. It
was also meant to reduce the increasing government debt burden in financing these enterprises and writing off their losses. The funds
generated from disinvestment were proposed
to be used in restructuring existing PSUs,
providing safety net to workers, debt reduction and as an alternative source of financing
of various government social and infrastructure policies.
Why Disinvestment?
Strategic sales can take place in two
ways, namely, transfer of shareholding
to strategic partner and transfer of management control to the strategic partner.
Transfer of shareholding has been limited to loss making enterprises while
government is required to retain 51%

of shareholding in strategic/core public sector
units. The debt burden and operational inefficiency of retaining complete control in loss
making government enterprises can be evident from the case of Air India where government is forced to infuse as much as Rs 25,000
crores last year for helping the airline meet
its operational expenditures. Even though
one of the biggest, Air India is only one example of numerous such PSUs weighing on
government’s balance sheet. The given fiscal
health of the government, especially the size
of its revenue deficit, demands heavy disinvestments in such loss making units. Strategic
sale through transferring managerial control
to private partners is an alternative way of
retaining the control of units but subjecting
them to effective management. Such PPP set
up is a prized theoretical model and is likely
to do well in addressing the inefficiency issues of the government.
Disinvestment is also crucial to address the
issue of excess capacity of many government
enterprises arising out of unconstrained funding and insufficient motivation to the management. Government has a naturally monopoly
in many industries and its entry is an automatic deterrent to the private sector. Thus exit
from certain industries through sale to private
partners will encourage entry of new players.
In 1991 alone Rs. 3038 crores were released
from disinvestment of PSUs, exceeding the
budgeted disinvestment ofRs. 2500 crores.
The initial enthusiasm of the gov ernment
in disinvestment suggested its determination to minimize control and enhance its

role as a regulator instead of a market player.
In 1996 a disinvestment commission was set
up for a period of 3yrs for an overall disinvestment program for the government. However the commission’s recommendations were
not fully accepted by the government and the
actual disinvestment fell heavily short of targeted figures in most years. The budget of
1999-2000 addressed this issue and explicitly
planned to privatize non-strategic enterprises
and channel the resources to strategic enterprises. The Department of Disinvestment was
set up in December 1999 under the Finance
Ministry to look over strategic sale of PSUs.
With the establishment of the department, the
targets for sale was increased tremendously in following budgets with priority to liquidating most priced securities and quickly
exiting the units which has been classified
as sick companies. The actual disinvestment in 1998-99 surpassed the target. However in the succeeding years, disinvestment
was meagre with government meeting less
than 30% of the budget figures. A part of it
can also be blamed on highly unrealistic targets of disinvestments which were reduced
in 2005. The year 2003-04, however, impressively exceeded its target of Rs. 14.500
crores which was achieved mainly through
sale of minority shareholding in large units.
The years close to the financial crisis saw little or no receipts.
Problems infecting Disinvestment
A stylized argument against the disinvestment
policy is that the policy is not answering most

of the issues that it was targeted at. Only 3
years, since privatization was introduced in
1991, has been able to surpass the targets of
revenue through disinvestment as set in the
budget. The government’s unwillingness
to pursue strategic sales each year has led
to continued bleeding of its resources. The
state has also been accused of not carrying
the sales when stock markets are bullish and
hence many securities are sold underpriced.
Disinvestment till now has also not changed
the ownership of most PSUs as majority stake
is retained by the government, and hence the
targeted cost efficiency has not been achieved.
These disinvestment processes has also been
impeded with transparency issues.
Policy Recommendations
In most cases the government has opted the
strategy of small and modest size disinvestments thus retaining managerial control in
most companies. Such policy has helped in
raising some revenue but has defeated the
larger purpose of structural reorganization of
public sector In most cases the government
has opted the strategy of small and modest
size disinvestments thus retaining managerial control in most companies. Such policy
has helped in raising some revenue but has
defeated the larger purpose of structural reorganization of public sector companies.
Applying a PPP model can be one way of
government retaining the ownership of public organizations without worrying about its
every day operations. However such models
will work only for profitable units.As far as
loss making companies are concerned, the
government needs to devise a proper exit

plan. If the loss making company is of strate
gic importance or valuable to maintain social
equality, the government should sell the managerial control at minimum negative price as
a lump sum payment will be better than dragging a sick firm year by year.
Most of all, the government must set realistic
targets for disinvestment and devise a strategy to meet them. Past observations signal at
the center’s ignorance to sell till the end of
fiscal year and thus lose the best prices that
can be fetched. The revenue generated from
timely sales can be directed towards investment in well performing PSUs and infrastructural investments. Such sales are expected to
bring down deficits significantly by reducing
the debt burden of sick units and generating
additional revenue to fund policies.
The volatility of equity markets and consistent fall of oil prices have acted as huge hurdles to profitable disinvestment in the past
couple of years, especially of oil related units.
To structure disinvestments, the government
is set to establish another commission similar
to the erstwhile Disinvestment Commission
which will do away with bureaucratic bottlenecks related to strategic sale of units. The
commission will carry out time bound sales
of PSU stocks.
Ultimately how will the whole scheme
help government finances? It can be envisaged that both the capital and revenue expenditure on PSUs will continue to rise.
The most competent way of reducing the
burden of such expenses on tax revenues

is by selling the sick and non-strategic units to private partners and directing the receipts towards funding investments of core industries. Exiting loss making industries and listing the
unlisted public sector companies will significantly bring down the debt service burden of PSUs
for the government. Religiously meeting the disinvestment targets is bound to reflect positively
on state finances.
The idea of disinvestment is not radical and hardly new. The whole scheme of getting rid of a fiscal
burden to concentrate better on profitable endeavors is more common sense than an economic
rationale. One of the rare irrefutable arguments in economics has been the role of state to be reserved as a regulator and facilitator instead of a market player. Privatization is also a critical step
towards sending a market signal of minimum government control and simulative environment
to competition in the economy. Conclusively strategic disinvestment is the Occam’s razor solution to government’s fiscal and growth woes if carried with thoughtful and disciplined behavior.

Potential of e-Nam In
The Indian Agriculture Sector
Riddhima Sobti and Anisha Jindal
Miranda House, University of Delhi
The Indian agriculture market is characterized by poor competitiveness, fragmentation,
inefficiency, presence of excessive middlemen and frequent price manipulation. The
creation of a unified common market platform called National Agriculture Market
(NAM) as proposed by the Union Budget for
2014-15 is touted as a turning point of India’s
Agriculture sector.
Introduction
According to the Economics Survey of India (2014-15), Agriculture is a source of
livelihood for about 54% of Indians. Even
today, this sector is not well developed and
faces lot of problems resulting in low productivity. India has 2,477 principal regulated primary agricultural markets created by
Agriculture Produce Marketing Committee(APMC). This mechanism hinders the
free flow of agricultural commodities from
one market to another and leads to market
inefficiencies. Only when the market is integrated over space and time, market efficiency can be realised. The government’s
decision to create National Agriculture

Market (NAM) e-platform for farmers has
the potential to improve their lives and can
prove to be a game changer in the Indian Agriculture sector.
Chand (2012) studied the various reforms in
the agriculture sector which led to the launch
of NAM.
License Raj in Agriculture Market:
The agriculture market in India is governed
by the APMC Act, originally established to
bring transparency in the markets and protect the farmers from exploitation by the
middlemen. However, the APMC model did
not have the provision to create a national
market or even state level common market.
The APMC Act limits the number of licenses
issued to the traders for a particular market
and takes away freedom of options from the
farmers to sell their produce. This created a
license raj in the agricultural market.
Attempt to Reform Market:
The Union Government in the 1990’s
brought in a series of reforms in response

to the changing trading environment but did
not include agricultural marketing or transactions of farmer’s produce. This can be attributed to the fact that agriculture was a state
subject.
The Rashtriya electronic Market Scheme
(ReMS) is the first initiative in the country
which is a joint venture of the government of
Karnataka and NCDEX Spot Exchange that
involves the creation of a transparent, integrated, e-trading mechanism. Prime Minister
Narendra Modi launched a nationwide electronic trading platform, National Agriculture
Market (e-NAM) on 14 April 2016 led by the
success of the Karnataka model.
Report of Agricultural Reforms Committee (2013) focused on how e-platform for
NAM could be systematically designed into
a process flow taking the example of ReMS
(Rashtriya e Market Services) as a model
process flow for marketing the agricultural
produce.
Dey (2015) in his paper studied how implementation of NAM can be made easier by
creating a Public Private Partnership (PPP)
model. The system would make storage, transportation and processing easier at the mandi
level and to maintain the payment and information flow through an electronic system.
What Is e - Nam?
On 14 April, 2016, the Prime Minister of India launched e-NAM –National Agricultural Market, an electronic link among various
mandis in the country. The Finance Minister,

Mr. Arun Jaitley on 1st February 2017 announced the Union Budget that the coverage
of e-NAM will be expanded from 250 regulated markets available on the online platform to 585 markets in coming years. It was
also announced that each online agriculture
wholesale market will receive Rs 75 lakh for
the development of cleaning, grading and
packaging of the farmers’ products.
The need for a national market is twofold.
First, the electronic auction platform to be
installed in existing APMCs can bring transparency in the price discovery process and
the unified market platform might lead to
real time price dissemination. Second, the
common market platform can promote a single licensing system across the implementing statesand lead to a single point levy of
market fee.
Model Of e-Platform For Nam
ReMS model process flow at the market yard
can be adopted by the implementing states.
Challenges And Outlook
The implementation of NAM has faced many
challenges due to the flaws in the present agriculture marketing system: 1) fragmentation
of State into multiple market areas, each administered by separate APMC, 2) multiple
levy of mandi fees, 3) requirement for multiple license for trading in different APMCs,
4) conditions of monopoly due to barriers
in licensing,5) information asymmetry and
opaque process for price discovery.Broadband penetration and digital infrastructure in
rural India are poor.

PROCESS FLOW AT MARKET YARD
Farmer lot wise entry and lot ID creation
Unloading at commission agent
Commission agent inventory update
Sampling/Heap
E bidding based on unique Lot ID
Best price/ bidder and farmer communicated via SMS
Final E weight of lot
Generation of Sale Receipt
Payment from buyer/commission agent
Generation of farmer receipt
Payment transferred to farmers account
Update buyer inventory
Exit process

Source - Report of Agricultural Reforms Committee, Government of India 2013

Partnernship Model : A Way Out
In a nutshell, for creating and implementing
e-NAM successfully, it is essential to build
a public-private partnership (PPP) model
to maintain information and payment flow
through an electronic system, to provide processing and storage facilities at the mandi level, and to provide transport facility for smooth
movements of agricultural produce from one
state to another. Combining information flow,

product flow and cash flow could have significance to value chain stability (Dey 2015).
Implementation Phases Of e-Nam In Various States
The current status of e-NAM shows remarkable results which are evident from a pilot
survey by the government in 200 districts
across India. States like Rajasthan, Telegana
and Andhra Pradesh have experienced considerable growth by adopting e-NAM.

Conclusion
The emergence of e-NAM, if properly implemented, is expected to be the game changer in agricultural trading and a potential source of various direct and indirect benefits to the agricultural
sector and the economy. For e-NAM to succeed, there is a need to streamline fees and taxes at
state-level wholesale markets, reform agriculture produce market committees (APMCs), introduce grading and standards, etc. It is also important to understand that though e-NAM will pave
a positive trend in the agricultural sector , it should not be considered as the ultimate solution
for all the problems in the agricultural markets. The Indian Agriculture sector with the implementation of e-NAM will benefit only when a single trading license is valid across the country
and when a farmer gets the option to sell his/her produce in any market across the country.

Demographic Profile Of India:
Old Wine In New Bottle
Priyanka Gupta
Miranda House, University of Delhi
Some would extol the virtues of the demographic juggernaut. On the other hand, some
would denigrate it to- “old wine in new bottle” whereas some others would term it as a
political gimmick. What impact has bypassing the population growth had on our economy? Do we need a reconsideration and reallocation of resources, or should we continue
on the path to development without such targeting?
India is on track of becoming the world’s
most populous country in the not-so-distant
future. Census data (2011) clearly shows a
declining trend in rate of growth of population and an increasing proportion of economically active population (15-59 years), over
decades, since the last half of the twentieth
century. This robust projection of the pyramid shaped age structure has much to do
with the demographic profile of the country,
socio- political status and the economic opportunities of the nation.
Today, the education system in India churns
out students that are not immediately apt for
employment due to lack of training and practical know- how, however the exorbitant mass

of young people are prognosticated to have a
significant impact on the country’s economic
and strategic capabilities. Currently, the need
of the hour is to analyse the background of
vocational education in India and take steps
to provide skills to the labour force which in
turn will lead to establishment of quality human capital.
Cannan rightly said- “a baby comes to the
world not only with a mouth and a stomach, but also with a pair of hands.” A steady
rise in the economically active population
would lead to more people participating in
the work- force thereby increasing productivity and promoting equitable distribution of
wealth and income. This will in turn create a
balance between people in Research and Development as well as in the production sector. With increase in population there will be
supply of low- cost manpower and with quality research there will be a surge in new ideas
in the economy This will lead to increase in
production by plummeting cost of production. This process stretches to signal that a
significant population would demand more
goods and services; hence the aggregate demand would augment setting the Keynesian

consumption multiplier in motion. But does
the extensive supply imply an increase in demand of the goods or an increase in the consumption level of the population? Is this the
only aspect once should cater to?
On the supply side, even after cost- effective
labour power and extensive supply of goods
“India is not able to feed its entire population”. Surprising as this may sound, but India is one of the traders of unskilled labours.
Ironically, more than 80% of the labour force
in India are unskilled and they are the major
consumers of our economy. Now the main
question arises, how can there be a rise in the
aggregate demand when their income level is
so low?
One of the reasons behind this might be the
competition – not in the supply market but
in the demand market. The population of India is so huge that the current level of supply
which is growing at the rate of arithmetic progression is insufficient to meet the demand of
exponentially the growing population.
The majority of the labour force is incompetent due to lack of skill training which in turn
title them as “Mazdoor” and get them to earn
only a meagre amount that is insufficient for
catering to the basic amenities of his/her entire family. Therefore the unskilled labourers
who are the major consumers of the economy find it difficult to spend their hard earned
cash for goods and services. This leads to two
major consequences – Firstly, majority of the
people end up compromising with the nutrients and switch to subsidized grains which

does not assure good enough quality and secondly, the consumption of the economy falls
which in turn affects aggregate demand.
IDFC’s India Infrastructure Report 2012
notes that poor quality education leads to low
income rather than unemployment. Moreover, if the economy uses low cost labour to
produce commodities, it would end up producing goods that are of low quality because
firstly the “Mazdoors” are not incentivised
enough above the margin to stick their necks
out and put work their heart and soul in the
task they undertake and secondly they lack
the required skills. For this, the economy today switches to intensive capital and hires
skilled labourers to operate these machines
which meet the quality and quantity demands
of the economy.
But for how long will the economy be able
to sustain this switch with limited skilled labourers?
The NSSO Survey indicated that the general education level of over 50% of our labour
force remains extremely low and only 10%
of the labour force is vocationally trained.
Supply of cheap labour would not take much
time to manifest itself in widespread unemployment and social unrest if employment
opportunities are not generated. But again a
benefit of doubt pops up- Are the remaining
20% of the skilled labours in India residing
and contributing to the GDP of India? Are
they well incentivised above the margin to
stay back and contribute to the nation?

Even after highlighting the importance of vocational education, the analytical issue associated
with it is that the etymology of vocational education hasn’t been constant over the ages. During
the industrial revolution, ‘vocational’ referred to the type of education that aimed at stable job
and stable career in a respectable profession. However, in the 20th century vocational is seen
to be at the bottom of the pyramid of knowledge and value and is seen as a stream of learning
to the “lower achiever”.
Thus, recognizing the fact that opportunity and threat of demographic profile of India are opposite sides of the same coin, there needs to be an extra effort invested in order to build and sustain
the quality of the profile. It cannot be denied that India has an unskilled labour pool, although
demand is largely for skilled labour. In order to be able to utilize this ‘reserved army of labour’
categorical skill development is important. The government should integrate the multiple ministries handling this segment in order to make the process smooth for the trainee. Secondly,
labour laws can be formulated by the state government under the supervision of the central
government so that they can be customized for local industry. Thirdly, skill development is not
only necessary for unskilled labours but also for each and every worker in the economy. About
90% of the employment opportunities require vocational skills but 90% of schools and colleges
provide only bookish knowledge so it is needed that skill development should be at the centre of
proposals. Graduates find it difficult to get placed- the demand side does not react to the supply
because the labour lacks practical skills and “hands-on” training. Therefore, this calls for greater
public spending on education as well as skill development. A positive fiscal policy implies higher returns on investment through the Multiplier mechanism. This requires an interaction and integration between formal and informal institutions as well as increase in people’s participation.

The Productivity Puzzle:
Causes and Solutions
Kadambari Shah
Senior Analyst, IDFC Institute
Introduction
Technology and innovation have been instrumental in connecting the world. Time, space,
and distance shrink, as virtual reality manifests parallel to the physical one. Yet, simultaneously, countries are facing several macroeconomic challenges to growth and gross
domestic product (GDP) growth rates have
remained relatively stagnant over the past few
years. Why is it that technological progress
is not being reflected in the numbers? Why
are total factor productivity (TFP) and GDP
growth rates not accurately capturing the benefits that accrue from higher innovation? This
paper seeks to answer these questions.
Technology and Growth Theory
According to the convergence hypothesis,
economic growth depends on several factors
such as the investment ratio, governance, infrastructure, technological progress, and systemic environments. The trajectory is as follows: at the initial development phase when a
country has low per capita income, enhancements in these factors encourage robust economic growth. As growth increases, countries
converge towards advanced development.

However, at the same time, these elements are
subjected to the law of diminishing marginal returns. Hence once all the ‘low-hanging
fruits’ have been harvested, the exogenous
forces pushing growth gradually lose their vitality. This is prevented only if the economy
is able to shift to a TFP-driven endogenous
growth model.
TFP growth is determined by, inter alia, rate
of innovation, research and development expenditure, skilled labour, and venture capital.
In terms of TFP calculation, Romer (1990),
and Aghion and Howitt (1992) created an intellectual property system to endogenise TFP
growth, i.e. to pay the fixed costs of innovation in a perfectly competitive economy with
constant returns to scale in capital and labour.
Innovators can recoup initial costs through
the profit margin they make from commercialising their patents/copyrights. Hence as
TFP growth is augmented, markets expand
and increase innovators’ revenues, setting off
more innovation and higher TFP growth.
Thus, innovation and economic growth constitute a virtuous cycle. This is not to say that

innovation alone puts the pedal in motion; several factors work in tandem to foster this change.
However, theoretically, if the ‘A’ factor in the Solow-Swan model increases, ceteris paribus, the
economy moves to higher economic growth.
1. Productivity Growth through the Years

Source: Goldman Sachs Global Investment Research

The Productivity Paradox
The Bloomberg Innovation Index boasts of innovation happening faster than ever before. The largest innovation-rich markets are energy, biotechnologies, information technologies, manufacturing, finance, and defence. These sectors together comprise 30-40%
of world GDP (MGI 2011), but global GDP growth rates have increased by less than one
percentage point. Economists have termed this phenomenon, the ‘productivity puzzle’.
To elaborate, the following table correlates rates of innovation with TFP and GDP growth.
The table is structured so as to reflect the correlations in two groups, i.e. the top and bottom
five countries on the Global Innovation Index (GII) 2015 (with matching TFP data). The table
separately includes India, which ranks 81 among 141 countries. A correlation figure is also
calculated for the entire sample set of countries.

G I I
Rank

Economy

GII Value

1

Switzerland

68.3

2
3
4
5
133
134
137
138
141
81

UK
Sweden
Netherlands
USA
Zimbabwe
Niger
Yemen
Myanmar
Sudan
India
Total (all countries including
India)

62.4
62.4
61.6
60.1
22.5
21.2
20.8
20.3
15
31.7

T
F
P G D P Correlation 1 Correlation 2
G r o w t h Growth ( I n n o v a t i o n ( I n n o v a t i o n
Rate
Rate
and TFP)
and GDP)
-1.3
0.855
-0.741625105 -0.583818173
0.2
2.248
1.3
4.094
0.5
1.925
0.1
2.426
-1.5
1.495
-0.1254098
-0.177937451
-2.1
4
-33.7
-28.097
-1.9
7.031
-3.0
3.5
1.9
7.336
0.38103578
0.189395537

Sources: 2015 figures - GII, Conference Board TFPG, IMF WEO

The results show low TFP and GDP growth rates, and high rates of innovation, which vary by
a wide margin. The correlation for all 11 countries is not at all significant, reiterating the phenomenon of the productivity puzzle. It is intriguing that there is higher negative correlation in
high-income countries as compared to low-income countries (first 5 versus bottom 5), which
falls in line with the development trajectory mentioned in the convergence hypothesis earlier,
i.e. when countries reach an advanced stage of development, they necessarily need TFP growth
to boost economic growth. Thus, innovation is not contributing to growth at the rate expected,
and the effects of innovation aren’t being captured properly. Economists and policymakers
have recognised this divergence and detected explanations for this paradox.

Perspectives and Solutions
Robert Gordon (2015), a self-proclaimed
techno-pessimist, asserts that economically,
today’s innovations fall short when juxtaposed to those of the Industrial Revolutions.
However, Joel Mokyr (2015) argues that it is
difficult to doubt technological growth when
the breadth and depth of innovations demonstrate otherwise.
A second explanation suggests difficulties in
measurement as costs of the new information-intensive products are falling faster than
traditional measures are adept to estimate.
Economists are then unable to accurately
gauge output. However, if this were true, then
mis-measurement of productivity would create errors in other variables as well. Instead,
economists attribute errors to ambiguous approximations of software (versus hardware)
output and the ‘free goods’ of the Internet.
The lag time between invention and implementation (innovation and productivity
growth) is a third interpretation. Spurts in productivity growth disseminate into the economy at large only after some years, as they take
time to be applied to common goods (Hall
2011). A similar stance would occur between
innovation and productivity.
Another possible explanation is Larry Summers’ hypothesis of ‘secular stagnation’
(2014): ageing populations (like in China and Russia), combined with lower investment in physical capital, slows down
productivity growth. Economists believe
this fall in labour productivity has led to
hysteresis, i.e., a persistent cyclical downturn or weak recovery that causes reductions in growth. Summers uses three graphs
to illustrate actual and forecasted GDP.

3.1 USA

3.2 Eurozone

3.3 Japan and Eurozone

A Way Forward
Innovation is important. McKinsey & Co. guesstimates that Internet of Things (IoT) could
potentially reduce costs by up to 25%, and cut unplanned outages by up to 50%. Rockwell
Automation calculates IoT increments raising productivity by 4-5% annually. But innovation
is just one of the factors encompassing TFP. The lack of correlation between innovation, TFP,
and GDP indicate that labor and capital accumulation, government policies, and other variables
are needed alongside innovation to fuel TFP growth, i.e. the ‘ceteris paribus’ condition in the
Solow-Swan model is unrealistic. However, Solow has also said that the computer age can be
seen everywhere except in productivity statistics.
As the world moves from ‘bricks to bits’, new business models are required. Hence from a
policy standpoint, pro-growth policies are complicated because every economy faces its own
functional constraints. Two broad approaches to the challenge are an efficient mix of socio-economic policies, and structural change. South Korea is a notable example. The country’s capacity to maintain high growth stems from economies of scale related to technology-based diversification, productive upgrading, and trade-led growth in value-added sectors.
Thus, answering the question raised at the beginning of this paper: it is clear that innovation
plays a big role in economic growth, but it is unclear as to what form that role takes, as there
are several factors that are needed alongside it to propel growth. Therefore, innovation can
be classified as a necessary but not sufficient condition for productivity growth, and in turn,
productivity growth can be considered a necessary but not sufficient condition for overall economic growth.
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