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01

STATE OF THE ECONOMY: AN ANALYTICAL OVER-
VIEW AND OUTLOOK FOR POLICY

OVERVIEW : SHORT TERM

The past year has been marked by some 
major reforms. The transformational Goods and 
Services Tax (GST) was launched in July 2017. 
Decisive action was taken to grasp the nettle 
of the Twin Balance Sheet (TBS) challenge, 
arguably the festering, binding constraint on 
Indian growth prospects. On the 4 R’s of the 
TBS recognition was advanced further, while 
major measures were taken to address two 
other R’s. The new Indian Bankruptcy Code 
(IBC) has provided a resolution framework 
that will help corporates clean up their 
balance sheets and reduce their debts. A large 
recapitalization package (about 1.2 percent of 
GDP) to strengthen the balance sheets of the 
public sector banks (PSBs).

In the first half,  India’s economy 
temporarily “decoupled,” decelerating as 
the rest of the world accelerated– even as it 
remained the second-best performer amongst 
major countries, with strong macroeconomic 
fundamentals. The reason lay in the series of 
actions and developments that buffeted the 

economy: demonetization, teething difficulties 
in the new GST, high and rising real interest 
rates, an intensifying overhang from the TBS 
challenge, and sharp falls in certain food prices 
that impacted agricultural incomes.

In the second half of the year, the economy 
witnessed robust signs of revival. Economic 
growth improved as the shocks began to 
fade, corrective actions were taken, and the 
synchronous global economic recovery boosted 
exports. Reflecting the cumulative actions to 
improve the business climate, India jumped 
30 spots on the World Bank’s Ease of Doing 
Business rankings, while similar actions to 
liberalize the foreign direct investment (FDI) 
regime helped increase flows by 20 percent

Over the coming year, the government 
will need to focus on the 4 R’s, ensuring that 
the process of resolving the major indebted 
cases and recapitalizing the PSBs is carried 
to a successful conclusion, while initiating 
reforms of the PSBs that will credibly shrink the 
unviable ones and signal greater private sector 
participation in the future. The government 
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will also need to stabilize GST implementation 
to remove uncertainty for exporters, facilitate 
easier compliance, and expand the tax base; 
privatize Air- India; and stave off any nascent 
threats to macroeconomic stability, notably 
from persistently high oil prices, and sharp, 
disruptive corrections to elevated asset prices.   

First

GST Council could be used to create 
a common agricultural market, integrate 
fragmented and inefficient electricity markets, 
solve interstate water disputes, implement 
direct benefit transfers (DBT), make access 
to social benefits portable across states, and 
combat air pollution

Second

India’s most intractable challenges, 
evoking the generalization that over the last 
50 years India had gone from “socialism with 
limited entry to marketism without exit.” The 
IBC resolution process could prove a valuable 
technology for tackling this long-standing 
problem in the Indian corporate sector. The 
recently proposed Financial Resolution and 
Deposit Insurance (FRDI) bill would do the same 
for financial firms.  

Third 

Redirecting them away from subsidies 
towards public provision of essential private 
goods and services at low prices, especially to 
the poor.  

Fourth

The macro-economic stability vigilance 
is always needed.  India has two underlying 
macroeconomic vulnerabilities, its fiscal 
and current accounts, both of which tend to 
deteriorate when oil prices rise. Overcoming 
the fiscal vulnerability requires breaking the 
of the tax-GDP ratio. Noteworthy increase in 
the number of tax filers in the demonetization-
GST period the fiscal vulnerability also requires 
halting the steady conversion of contingent 

liabilities into actual ones Addressing the 
current account vulnerability requires raising 
the trajectory of export growth. Here, an 
important lesson is the need for macroeconomic 
policy to support the development strategy. 
Reviving manufacturing and making the 
sector internationally competitive have been 
the twin goals of the Make in India program, 
underpinned by a strategy of reducing the costs 
of doing business.

Fifth

A decision to ban promoters of firms with 
nonperforming loans from the IBC auctions may 
have been necessary to minimize moral hazard 
going forward; otherwise firms would have an 
incentive to default on their loans, then offer to 
repay them at a discount. policy design must 
minimize these costs wherever possible. 

Sixth 

The ambivalence relating to the private 
sector relates to the experience with Indian 
capital.  Now, even the IT sector is confronting 
governance challenges, as its model of providing 
low-cost programming for foreign clients comes 
under threat from rapid technological change. 
So, one might say that India had moved from 
“crony socialism to stigmatized capitalism.” 
It is that zeitgeist (or Maahaul) of stigmatized 
capitalism—an accumulated legacy inherited 
by the government—that made policy reforms 
so difficult and makes the recent progress in 
addressing the Twin Balance Sheet challenge 
noteworthy.    

Finally

Last year’s Survey (Volume 1, Chapter 2) 
identified the unfinished agenda in terms of 
three meta-challenges: addressing inefficient 
redistribution; accelerating the limited progress 
in delivery of essential public services, especially 
health and education; and correcting the 
ambivalence toward property rights, the private 
sector, and price incentives.

SH
A
NK
A
R
 I
A
S 
A
CA
DE
M
Y



3

SANKAR IAS ACADEMY Economic Survey Vol-I

3All Rights Reserved. No part of this material may be reproduced in any form or by any means, without permission in writing.

DO EXPORT INCENTIVES WORK? THE CLOTHING PACKAGE OF 2016

The Cabinet announced a Rs. 6,000 crore package for the apparel sector. The largest component 
of this package were rebates on state levies (ROSL) to offset indirect taxes levied by the states (the VAT) 
that were embedded in exports. This ROSL was over and above the duty drawbacks and other incentives 
(e.g., Merchandise Exports from India Scheme (MEIS)) that were given to offset indirect taxes embedded 
in exports. Prior to the package, duty-drawbacks were between 7.5 percent - 9.8 percent for apparels. 
After the package, the ROSL increased export incentives by between 2.8 percent - 3.9 percent

 ¾ The package increased exports of readymade garments (RMG) made of man-made fibres (MMFs)

 ¾ The package did not have a statistically positive impact on RMG made of other fibres (silk, cotton, 
etc.); and 

 ¾ The impact on MMF-RMGs increased gradually over time; by September 2017, the cumulative impact 
was about 16 percent over other comparator groups

A policy implication is that the GST Council should conduct a comprehensive review of embedded 
taxes arising from products left outside the GST (petroleum and electricity) and those that arise from 
the GST itself (for example, input tax credits that get blocked because of “tax inversion,” whereby 
taxes further back in the chain are greater than those up the chain). This review should lead to an 
expeditious elimination of these embedded export taxes, which could provide an important boost to 
India’s manufacturing exports.  
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THE INCREASE IN TAXPAYERS POST-DEMONETIZATION

One of the aims of demonetization and the Goods and Services Tax (GST) was to increase the 
formalization of the economy and bring more Indians into the income tax net, which includes only about 
59.3 million individual taxpayers (filers and those whose tax is deducted at source in 2015-16), equivalent 
to 24.7 percent of the estimated non-agricultural workforce. Has this happened and to what extent?

A rigorous assessment of the impact of demonetization, however, must account for the pre-existing 
trend growth in new tax filers. To address this, a regression analysis is undertaken. The result is depicted 
in Figure 2. Taking seasonality into account it is found that there is a 0.8 percent monthly trend increase 
in new tax filers (annual growth of ~10 percent). The level of tax filers by November 2017 was 31 percent 
greater than what this trend would suggest, a statistically significant difference.1 This translates roughly 
into about 1.8 million additional tax payers due to demonetization-cum-GST, representing 3 percent of 
existing taxpayers. 

Further analysis suggests that new filers reported an average income, in many cases, close to the 
income tax threshold of Rs. 2.5 lakhs, limiting the early revenue impact. As income growth over time 
pushes many of the new tax filers over the threshold, the revenue dividends should increase robustly.   
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POLITICAL ECONOMY OF INTEREST AND EXCHANGE RATES

The Cabinet announced a Rs. 6,000 crore package for the apparel sector. The largest component 
of this package were rebates on state levies (ROSL) to offset indirect taxes levied by the states (the VAT) 
that were embedded in exports. This ROSL was over and above the duty drawbacks and other incentives 
(e.g., Merchandise Exports from India Scheme (MEIS)) that were given to offset indirect taxes embedded 
in exports. Prior to the package, duty-drawbacks were between 7.5 percent - 9.8 percent for apparels. 
After the package, the ROSL increased export incentives by between 2.8 percent - 3.9 percent

Policy decisions affect various groups differently. As a guide to readers, the table below lists below 
the preferences of different groups in relation to interest and exchange rates, as well as the underlying 
reasons. For example, strong exchange rates may be preferred by companies that sell non-tradeables 
and rely on imports for their inputs: the classic case here is power companies that sell electricity to 
domestic distribution companies and import their capital equipment. Conversely, services exporters 
such as IT companies will be keen on competitive exchange rates because they sell mainly abroad, while 
importing very little. A strong exchange rate is preferred by those who equate currency strength with 
broader national strength.
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RECENT DEVELOPMENTS

The Global Outlook: Baseline and Risks

The latest World Economic Outlook (WEO) 
of the IMF shows global GDP growth accelerated 
to around 3.6 percent in 2017 from 3.2 percent 
in 2016, and the forecast for 2018 has been 
upgraded by 0.2 percentage points to 3.9 
percent.

One reason why the recovery has spread 
around the globe is that world trade in goods 
and services  Inflation has remained remarkably 
quiescent, remaining below 2 percent in 
the main advanced regions.  These unusual 
settings—rapid growth, ultra-low interest 

rates—at a late stage in the economic cycle 
have produced the rarest of combinations: 
record-high high bond prices and stock market 
valuations, both at the same time.   

Of course, there are the usual geo-political 
and geo-economic risks: war in the Korean 
peninsula; political upheaval in the Middle 
East; aggressive output cuts by Saudi Arabia 
(and Russia) in advance of the planned listing 
of the Saudi Arabian oil company, Aramco, 
which could force oil prices even higher; a final 
reckoning from China’s unprecedented credit 
surge in the form of capital controls,  slowdown 
in growth, and a sharply depreciating currency 
with consequences for the global economy. 

NEW ESTIMATES OF FORMAL SECTOR NON-FARM PAYROLLS

Assessments of the employment challenge are hampered by a lack of timely data. Recognizing this, 

the government authorized the NITI Aayog to provide new guidelines for filling this lacuna, and the next 

comprehensive survey of employment is under way. In the meantime, the digitization of government 

data and the introduction of the GST have provided an opportunity to make some preliminary estimates 

of formal employment. Chapter 2 provides details; here the main findings are summarized. Formal 

employment can be defined in at least two senses. First, when employers are providing some kind of 

social security to their employees. Second, when firms are part of the tax net. Accordingly, Table shows 

a 2x2 matrix of payrolls, based on these definitions. The NSSO’s 73rd Survey Round is used to identify 

firms that are neither part of the tax or social security net. This is the pure informality cell in the sense 

that firms are outside both the tax and social security nets. 
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The table shows that from a social security perspective formal employment amounts to 6 crores, 

to which we must add an estimated 1.5 crore of government workers (excluding defense), for a total of 

7.5 crores. Since the non-agricultural workforce (again adding government to the figure in the table) is 

estimated at 24 crores according to the 68th Round (2011) of the NSSO Employment-Unemployment 

Survey, formal employment under this definition is equivalent to 31 percent of the non-agricultural 

workforce.

Meanwhile, from a tax perspective formal employment is 11.2 crores; adding government employment 

yields a total count of 12.7 crores. This implies that nearly 54 percent of the non-agricultural workforce 

is in the formal sector. Of course, not all the firms that pay GST are formal, in the common-use sense 

of the term. As Chapter 2 shows, many small, below-the-threshold firms have registered for the GST so 

they can secure tax credits on their purchases. Against this, the figure excludes many formal workers 

in sectors outside the GST such as health and education.

Notwithstanding the caveats regarding the specific numbers, the broad conclusion is likely to be 

robust: formal payrolls may be considerably greater than currently believed.

Understanding India’s (Temporary) “Decoupling”
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First, India’s monetary conditions 
decoupled from the rest of the world. Figure 1 
shows that until the middle of 2016, real policy 
interest rates were following the global trend 
downwards. Since then, the downward drift has 
continued in most other countries, with rates 
falling on an average by 1 percentage point 
between July and December 2016 in the US. 
But in India, for the same period, average real 
interest rates increased by about 2.5 percentage 
points. 

Fig.1: Real Policy Interest Rates in India and 
Selected Economies, Apr. 2016-Dec. 2017

The second and third factors were one off policy actions: demonetization and GST. 
Demonetization temporarily reduced demand and hampered production, especially in the informal 
sector, which transacts mainly in cash. This shock largely faded away by mid-2017, when the 
cash-GDP ratio stabilized. But at that point GST was introduced, affecting supply chains, especially 
those in which small traders (who found it difficult to comply with the paperwork demands) were 
suppliers of intermediates to larger manufacturing companies.
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Figures 2 and 3 plot the growth of 
manufacturing exports and imports. They 
show that beginning March-April 2017 until 
September 2017, export growth decelerated 
while import growth accelerated sharply, a 
pattern not observed in other Asian emerging 
economies or the world as a whole. This suggests 
that the economy experienced a competiveness 
impact in the demonetization/GST periods.

The fourth factor exerting a drag on the 
Indian economy was the TBS challenge. This has 

been a drag for some time and its effects have 
cumulated as the non-performing assets have 
increased, the financial situation of stressed 
firms and banks have steadily worsened. 

During the past three years, profits of the 
PSBs have plunged into negative territory as 
provisioning against the bad loans increased 
substantially (Figures 4 and 5). This, in turn, 
has impaired banks’ ability to supply credit to 
industry.

SH
A
NK
A
R
 I
A
S 
A
CA
DE
M
Y



SANKAR IAS ACADEMY Economic Survey Vol-I

10 All Rights Reserved. No part of this material may be reproduced in any form or by any means, without permission in writing.

Table 1: Oil Price Changes (Indian basket of 
Crude)

The final factor was oil prices. In the last 
three fiscal years, India experienced a positive 

terms of trade shock. But in the first three 
quarters of 2017-18, oil prices have been about 
16 percent.

OUTLOOK FOR 2017-18

Economic Activity

The key question going forward is whether 
the economy has troughed, and if so at what 
pace it will recover toward its medium term 
trend. High frequency indicators do suggest that 
a robust recovery is taking hold as reflected in 
a variety of indicators, including overall GVA, 
manufacturing GVA, the IIP, gross capital 
formation (Figure 6) and exports.
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UNDERSTANDING GST REVENUE PERFORMANCE

Confusion, even anxiety, abounds about revenue performance so far after five months of collections 
under the new GST. This confusion is understandable given its newness and complexity. Confusion has 
also arisen because of the attempt to view this through the narrow lens of the states or the center; of 
uncertainty about the build-up of balances in the IGST and their sharing; and of the fact that only 11 
months revenues will be collected.

To be sure, uncertainty will not be definitively lifted until the GST stabilizes later this year. But the 
provisional assessment is this: revenue collection under the GST is doing well, surprisingly so, for such 
a transformational reform. Understanding revenue performance requires identifying all the taxes that 
the GST replaced from an All-India perspective: VAT for the states, and the excise and service taxes as 
well as the countervailing duties/special additional duty (SAD) on imports. Together these amounted to 
Rs 9.7 lakh crores in 2016-17 (Table). 

First, CGST (The Center’s) collections are running well below SGST (The States’)collections (they 
should be identical by construction) because of a large stock of unutilized credit available in respect of 
the old excise and service tax. This is expected to decline over time. In the steady state, CGST collections 
should be close to SGST collections. Against this, we need to adjust the IGST for a much higher steady-
state level of refunds, estimated at an additional Rs. 50,000 crores.

OUTLOOK FOR 2018-19

Putting all these factors together, a pick-up in growth to between 7 and 7.5 percent in 
2018-19 can be forecasted, re-instating India as the world’s fastest growing major economy. This 
forecast is subject to upside potential and downside risks.  The biggest source of upside potential 
will be exports.
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GOVERNMENT MARKET BORROWINGS REFLECT THE UNDERLYING FISCAL DEFICIT?

What explains the sudden rise in g-sec rates?

The key factor seems to be financial market concerns that government issuances of secs will be 
greater than earlier anticipated. Certainly, concerns that fiscal deficits of the general (central and state) 
government might be larger than targeted are real. But even if fiscal over-runs do occur, this does not 
automatically mean that market borrowings will be greater than anticipated; put differently, market 
borrowings do not necessarily reflect the underlying fiscal deficit. That’s because in India market 
borrowings are determined not just by the fiscal deficits but also by a distinctively Indian arrangement, 
the National Small Savings Fund (NSSF).

Essentially, the government gets deposits from the public—independent of its deficit-induced 
borrowings—in the form of various savings schemes to the public, encompassed in the NSSF. Currently, 
these schemes offer above-market rates, riskfree investment options, and favorable tax breaks, both at 
the time of deposit and withdrawal, not available in most regular savings schemes. The Economic survey 
of 2015-16 had estimated the magnitude of the implicit subsidies to small savers under the NSSF. But 
what is relevant here is that the flows into the NSSF are autonomous, determined by their perceived 
attractiveness, rather than the size of the fiscal deficits. The following identity captures the idea.

   Net Market Borrowings = Fiscal Deficit- NSSF net flows

If NSSF net flows increase, for any given fiscal deficit, market borrowings should decline; and 
vice versa. Market borrowings and hence the supply of g-secs are endogenous to these autonomous 
flows. So it’s perfectly possible for market borrowing to increase, even when the fiscal deficit decreases 
or remains constant. Net NSSF flows are large, amounting to Rs. 1.2 lakh crore in 2016-17 as Chart 1 
shows, representing about 24 percent of that year’s central government deficit.6 In 2017-18, they could 
be larger still. Part of the reason is that an NSSF saving rates have fallen much more slowly than market 
rates (especially on deposits), while the income tax exemption limit for NSSF saving has been increased 
to Rs. 1.5 lakh under section 80C of the Income Tax Act.

At the level of the central government, these additional flows have been so robust that the reliance 
on market borrowings has declined. For example, in 2016-17 central government market borrowings 
declined by about Rs. 90,000 crores even though the fiscal deficit remained broadly flat in rupee terms.7 
As a result, as Figure 2 shows, market borrowings have declined by 1.7 percent of GDP since 2013-14, 
even though the fiscal deficit has declined by only 1 percent of GDP
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UNDERSTANDING THE STOCK MARKET BOOM: IS INDIA DIFFERENT?

Over the past two fiscal years, the Indian stock market has soared, outperforming many other 
major markets. As Figure 1 shows, since end-December 2015, the S&P index has surged 45 percent, 
while the Sensex has surged 46 percent in rupee terms and 52 percent in dollar terms. This has led to 
a convergence in the price-earnings ratios of the Indian stock market to that of the US at a lofty level 
of about 26 (Figure 2). Yet over this period the Indian and US economies have been following different 
paths. So what explains the sudden convergence in stock markets?

The paths of the Indian and US economies have differed in three striking ways:

 ¾ The stock market surge in India has coincided with a deceleration in economic growth, whereas US 
growth has accelerated (Figure 3).

 ¾ India’s current corporate earnings/GDP ratio has been sliding since the Global Financial Crisis, 
falling to just 3½ percent, while profits in the US have remained a healthy 9 percent of GDP (Figure 
4). Moreover, the recently legislated tax cuts in the US are likely to increase post-tax earnings.

 ¾ Critically, real interest rates have diverged substantially. Rates in the US have persisted at negative 
levels, while those in India have risen to historically high levels. Over the period of the boom, US 
real rates have averaged -1.0 percent, compared to India’s 2.2 percent, a difference of 3.2 percentage 
points (Figure 5).

What, then, explains the stock market convergence? Two factors seem to be at work. First, 
expectations of earnings growth are much higher in India. Indeed, it was such expectations that lie at 
the origin of the stock market boom. In early 2016-17, signs emerged that the long slide in the corporate 
profits/GDP ratio might finally be coming to an end. Investors reacted to this news with alacrity, bidding 
up share prices in anticipation of a recovery they hoped lay just ahead. Accordingly, the ratio of prices 
to current earnings rose sharply.
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And then felt I like some watcher of the 
skies, When a new planet swims into his ken

- John Keats, “On First Reading 
Chapman’s Homer”

The GST has been widely heralded for 
many things, especially its potential to create 
one Indian market, expand the tax base, 
and foster cooperative federalism. Yet almost 
unnoticed is its one enormous benefit: it will 
create a vast repository of information, which 
will enlarge and surely alter our understanding 
of India’s economy.  

Data from the GST can help unveil some 
long-elusive and basic facts about the Indian 
economy. Some exciting new findings include:

 ¾ There has been a large increase in the 
number of indirect taxpayers; many have 
voluntarily chosen to be part of the GST, 
especially small enterprises that buy 
from large enterprises and want to avail 
themselves of input tax credits;

 ¾ The distribution of the GST base among 
the states is closely linked to their Gross 
State Domestic Product (GSDP), allaying 
fears of major producing that the shift to 
the new system would undermine their tax 
collections; 

 ¾ New data on the international exports of 
states suggests a strong correlation between 
export performance and states’ standard 
of living;

 ¾ India’s exports are unusual in that the 
largest firms account for a much smaller 
share than in other comparable countries;

 ¾ Internal trade is about 60 percent of GDP, 
even greater than estimated in last year’s . 
Survey and comparing very favorably with 
other large countries;

 ¾ India’s formal sector non-farm payroll 
is substantially greater than currently 
believed.

 ¾ Formality defined in terms of social security 
provision yields an estimate of formal sector 

02

A NEW, EXCITING BIRD’S-EYE VIEW OF THE
INDIAN ECONOMY THROUGH THE GST
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payroll of about 31 percent of the non-
agricultural work force; formality defined in 
terms of being part of the GST net suggests 
a formal sector payroll of 53 percent.

TAXPAYERS

Adjusting the base for double and triple 
counting, the GST has increased the number 
of unique indirect taxpayers by more than 50 

percent a substantial 3.4 million. The bulk of 
transactions are business-to business (B2B) 
and exports, which account for 30-34 percent 
apiece.

There are about 1.7 million registrants 
who were below the threshold limit (and hence 
not obliged to register) who nevertheless chose 
to do so.  

Further, about 1.6 million taxpayers (17 
percent of the total) are registered under the 
composition scheme, the current threshold 
for which is fixed at Rs. 1.5 crore. They pay a 
small tax (1 percent, 2 percent or 5 percent) 
on their turnover and are not eligible for input 
tax credits. More than 54.3 per cent (1.9/
(1.9+1.6)) of those eligible to register under 
the composition scheme, chose instead to be 
regular filers.

TA X BA SE AND ITS SPATIAL 
DISTRIBUTION

The RNR Committee had estimated a base 
of Rs. 68.8 lakh crore and the GST Council had 
estimated a base of Rs. 65.8 lakh crore.

Based on the average collections in the 
first few months, the implied weighted average  
collection rate (incidence) is about 15.6 percent. 
So, as estimated by the RNR committee, the 
single tax rate that would preserve revenue 
neutrality is between 15 to 16 percent.

Figure 1 provides data on the state-wise 
share of the total GST base. The top states 
are  aharashtra (16 percent), Tamil Nadu (10 
percent), Karnataka (9 percent), Uttar Pradesh 
(7 percent), and Gujarat (6 percent). Figure 2 
shows that each state’s share in the GST base 
is almost perfectly correlated (coefficient of 
0.95) with its share in overall GSDP. So the 
biggest tax bases still seem to be in the biggest 
producing states.
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Figures 2 and 3 plot (for the largest states), 
each state’s share of the GST base against its 
share in GSDP, and aggregate manufacturing 
GVA.

It is true that the share of Maharashtra’s 
and Gujarat’s tax base under the GST is lower 
than their share of manufacturing (in Figure 
3, they are to the right of the 45 degree line). 
But because these two states also have a 
significant presence in services, their tax base 
share remains in line with their share of GSDP. 
Overall, the data seem to suggest fairness and 
balance in the GST outcomes.

SIZE DISTRIBUTION OF INTER-FIRM 
TRANSACTIONS

Table 3 shows the transaction type by 
the size of the firm. All firms are placed in five 
categories based on their annual turnover: 

 ¾ below-threshold  less than Rs. 20 lakhs;

 ¾ below-composition limit, Rs. 20-100 lakhs 

(the current upper limit of the composition 
scheme is Rs. 150 lakhs);

 ¾ small and micro enterprises (SMEs), Rs. 
1-5 crore;

 ¾ medium, Rs. 5-100 crore; and

 ¾ large firms above Rs. 100 crore.
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Table 3. Monthly Turnover Distribution by Transaction Type and Turnover Group

Unsurprisingly, the data show that the 
distribution of turnover is very skewed. The 
registered below-threshold firms account for 32 
percent of total firms but less than 1 percent 
of total turnover, while the largest account for 
less than 1 percent of firms but 66 percent of 
turnover, and 54 percent of total tax liability.   

Registered smaller firms (the first three 
categories) seem to be equally involved in selling 
to consumers (B2C) and selling to other firms 
(B2B). Medium and large firms, in contrast, 
have a much greater presence in B2B than B2C 
transactions

Table 4: Cross-table of Supplier and Purchaser by Turnover Group

INTERNATIONAL TRADE, INTERSTATE TRADE AND ECONOMIC PROSPERITY

Even more exciting is that for the first time in India’s history it is possible to know the 
statewise distribution of international exports of goods and services. Table 5 provides these data. 
Five states—Maharashtra, Gujarat, Karnataka, Tamil Nadu, and Telangana—in that order account 
for 70% of India’s exports.SH
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Figure 4 shows that the conventional 
wisdom is correct: a state’s GSDP per capita is 
highly correlated with its export share in GSDP 
(for the 20 major states).10 The one major 
outlier in the chart is Kerala, but only because it 
is a large recipient of remittances. If remittances 
are added and created a broader globalization 
index for states, Kerala may not be an outlier.

Tables 6 provides data on inter-state trade:

 ¾ The five largest exporting states are 
Maharashtra, Gujarat, Haryana, Tamil 
Nadu and Karnataka;

 ¾ The five largest importing states are 
Maharashtra, Tamil Nadu, Uttar Pradesh, 
Karnataka and Gujarat;

 ¾ The states with the largest internal 
trade surpluses are Gujarat, Haryana, 
Maharashtra, Odisha and Tamil Nadu.

Figure 7 plots the share of trade (exports 
plus imports) in a states’ GSDP against its 
per capita GSDP. The interesting contrast is 
between Figures 4 and 7. The correlation of 
per capita GSDP with international exports 
is stronger than with inter-state trade. More 
research is required to see if this difference is 
significant and causally consequential.
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TRADING SUPERSTARS: INDIAN EXPORT 
EGALITARIAN EXCEPTIONAL ISM

New findings on firm level concentration 
of exports and compare them with a few other 
major countries is  resented in Figure-8. The 
results are striking. Export concentration by 
firms is much lower in India than in the US, 
Germany, Brazil, or Mexico For example:

 ¾ the top 1 percent of firms accounted for 72, 
68, 67, and 55 percent of exports in Brazil, 
Germany, Mexico, and USA respectively but 
only 38 percent in the case of India;

 ¾ the top 5 percent accounted for 91, 86, 
91, and 74 percent in those countries, 
compared with 59 percent in India; and

 ¾ the top 25 percent of firms accounted for 99, 
98, 99, and 93 percent in those countries, 
as opposed to 82 percent in India.

INFORMALITY OF THE INDIAN ECONOMY

Finally, the GST data throw up new data 
that allows a better re-examination of the 
extent of formality/informality in the Indian 
economy. Informality or rather formality can be 
defined in at least two senses. First, when firms 
are providing some kind of social security to 
employees. In India, government provides this 
for its employees, and the Employees’ Provident 
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Fund Organization (EPFO) provides it to private 
sector employees in respect of pensions and 
provident funds; and the Employees’ State 
Insurance Corporation (ESIC) in respect of 
medical benefits.  

A second definition of formality is when 
firms are part of the tax net. Since new data 
on the GST is available, one can define tax 
formality as firms having registered under the 
GST.

The following are the key findings.

 ¾ About 0.6 percent of firms, accounting for 
38 percent of total turnover, 87 percent 
of exports, and 63 percent of GST liability 
are what might be called in the “hard core” 
formal sector in the sense of being both in 
the tax and social security net.

 ¾ At the other end, 87 percent of firms, 
representing 21 percent of total turnover, 
are purely informal, outside both the tax 
and social security nets.

Non-Farm Payroll

Formal non-farm payroll from a social 
security perspective is estimated at about 7.5 

crores, or 31 percent of the non-agricultural 
workforce. This estimate includes government 
non-farm payroll (center and states), which 
is roughly estimated at 1.5 crore (excluding 
defence personnel).

Taking all these into account, and adding 
back government employment, the formal 
nonfarm payroll from a tax definition is 
estimated at 12.7 million. This implies that 
nearly 53 percent of the non-agricultural 
workforce (240 million) is in the formal sector.

These estimates for formal non-farm 
payroll, ranging from 31 percent in the case 
of social security-defined formality and 53 
percent in the case of tax-defined formality, are 
considerably greater than current beliefs about 
the size of formal sector non-farm payroll.

CONCLUSION

This chapter is a mere sampler, giving a 
hint of the insights that analysis of the GST 
will be able to provide in the future. A whole 
new world has indeed opened up to followers 
of the  Indian economy, and much exciting new 
research lies ahead.
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Discussions of India’s growth have centered 
on one simple question: how soon will the 
economy revert to 8-10 percent growth? The 
question is at times posed as if such a reversion 
is a fait accompli, a phenomenon just waiting 
to occur. Underlying this expectation is the firm 
belief that domestic saving and investment will 
soon start to accelerate.

Investment (gross fixed capital formation) 
rate and gross domestic saving rate are actually 
above the levels that prevailed throughout the 
1990s. In fact, it was the boom of the 2000s that 
was exceptional, as India’s climb to about 10 
percent real GDP growth was accompanied by 
an unprecedented 9 percentage point pick-up 
in domestic saving and investment rates. The 

03

INVESTMENT AND SAVING SLOWDOWNS
AND RECOVERIES: CROSS-COUNTRY INSIGHTS 

FOR INDIA

subsequent slide in investment and saving (as 
a percent of GDP) has merely brought these 
rates back towards normal levels. Specifically: 

 ¾ The ratio of gross fixed capital formation to 
GDP climbed from 26.5 percent in 2003, 
reached a peak of 35.6 percent in 2007, 
and then slid back to 26.4 percent in 2017.

 ¾ The ratio of domestic saving to GDP has 
registered a similar evolution, rising from 
29.2 percent in 2003 to a peak of 38.3 
percent in 2007, before falling back to 29 
percent in 2016.

 ¾ he cumulative fall over 2007 and 2016 has 
been milder for investment than saving, but 
investment has fallen to a lower level.
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In the past 15 years have been a special 
period for the entire global economy, no other 
country seems to have gone through such a 
large investment boom and bust during this 
period. The right hand panel of Figure 1 shows 
that in comparable countries the average 
increase in saving and investment prior to the 

crisis was modest, while subsequently only 
domestic saving has shown a pronounced 
decline.

Which sectors are responsible for the 
saving/investment decline in India? Essentially, 
private investment and household/government 
saving (Table 1).

The fall in saving, by about 8 percentage 
points over the same period, has been driven 
almost equally by a fall in household and public 
saving. The fall in household saving has in turn 
been driven by a fall in physical saving, partly 
offset by an increase in the holding of financial 
assets.

So, what can be expected going forward, 
for India’s investment in particular–and for the 
country’s prospects of reverting to sustained 
high growth rates?

To investigate these issues, this chapter:
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 ¾ Identifies episodes of saving and investment 
slowdowns;

 ¾ Studies their patterns;

 ¾ Examines how investment behaves in the 
aftermath of a slowdown; and

 ¾ Draws policy lessons for reversing India’s 
investment slowdown and re-accelerating 
GDP growth.

IDENTIFYING INVESTMENT AND 
SAVING SLOWDOWNS

Investment and saving slowdowns are 
defined  using a specific set of conditions 
(filters). First, a “shortfall” is defined as the 
difference between (a) the average of investment 
(saving) in the slowdown year and subsequent 
two years; and (b) the average of the previous 
five years. Then, a “slowdown year” is defined 
as one where the shortfall in that year exceeds 
a certain threshold. If there are two or more 
consecutive slowdown years, this counts as 
a “slowdown episode”. Second: the average 
investment rate for the 5 years prior to the 
slowdown year is at least 15 percent of GDP.

The thresholds considered are of 2, 3 and 
4 percentage points. As noted in Rodrik (2000), 
the lower the threshold, the greater the risk 
of capturing episodes of  temporary volatility 
rather than more enduring slowdowns.

The effective span over which slowdowns 
are captured is 1975 to 2014, with a sample 
of 55 countries, providing around 2,200 
observations (Annex I).

Duration is a simple count of the number 
of years that the shortfall in investment/saving 
exceeds the various thresholds. For example, if 
the shortfall persists for 5 years, but exceeds 
2 percent only for 2 years, then the duration is 
termed as 2 years. Using this definition, both 
investment and saving slowdowns typically last 
around 4 years.

Most slowdowns in Latin America and 
Africa occurred during the 1980s, a period that 
became known as the ‘lost decade’ in those 
continents.

Meanwhile, Asian countries faced the 
largest number of slowdown episodes (10) 
following 1997. During that period, there 
were large investment slowdowns in Malaysia, 
Thailand, Indonesia and Korea, which of course 
is why this period is known as the East Asian 
crisis—though the phenomenon extended to 
countries as far away as Turkey and Argentina

How does India fit into this broader 
picture? As so often occurs, it seems to be 
a special case. Until recently, India had not 
experienced either type of slowdown (as per the 
definitions used): not during the ‘lost decade’, 
not during the East Asian crisis, not even after 
India’s own balance-of payments crisis in 1991. 
As a result, the current slowdown – in which 
both investment and saving have  lumped – 
is the first in India’s history. Even then, the 
slowdown is detected most fully only in the 2 
percent threshold, largely because the slide has 
been gradual, unlike (for example) the sharp 
adjustments that occurred in East Asia after 
the 1997 crisis.SH
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Table 3 : India Slowdown Years*

The investment slowdown started in 2012 
(when it surpassed the 2 percent threshold), 
subsequently intensified (surpassing the 3 
percent and then the 4 percent thresholds 
in 2013 and 2014  respectively), and was 
apparently still continuing as of the latest date, 
that for 2016.

Meanwhile, the saving slowdown started in 
2010, and also seems to be still continuing In 
other words, India’s current investment/saving 
slowdown episode has been lengthy compared 
to other cases – and it may not be over yet.

SAVING VERSUS INVESTMENT : 
GROWTH CONSEQUENCES

Should policies that boost investment (viz. 
substantial infrastructure push, reforms to 
facilitate the ease of doing business or the ‘Make 
in India’ program) be given greater priority over 
those that boost saving?

The standard solution that is often 
prescribed is that both problems need to be 
tackled simultaneously Rodrik (2000) proposes 
that policies should focus on encouraging 
investment, rather than saving, to boost growth.
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Do similar conclusions follow from the 
present analysis? Figures 2a and 2b plot the 
intensity of investment and saving slowdowns 
(measured as magnitude divided by duration, 
that is, the average fall experienced over the 
slowdown episode) against the change in 
growth Given that a more intense slowdown 
(a larger negative value on the x-axis) should 
lead to a larger fall in real per-capita growth, 
the relationship between the two variables is 

expected to be positive. Indeed, the relationship 
for investment slowdowns is distinctly positive; 
with many of the East Asian crisis episodes 
associated with large growth effects (Figure 
2a). But the relationship for saving episodes is 
unclear, with many of the large saving episodes 
In Figure 2a India is above the line of best fit, 
though not an outlier, suggesting that the 
impact on growth has been relatively moderate 
than witnessed in comparable investment 
slowdowns in other countries.

There are a few episodes across economies 
in which both investment and saving have 
slowed simultaneously. Even though the 
coefficient of investment weakens somewhat, 
it stays significant, especially in the 4 percent 
threshold. The relationship of saving with 
growth not only remains insignificant but turns 
mildly negative.

Not only are investment episodes followed 
by slower growth (unlike saving episodes), this 
is also true of ‘pure’ episodes of investment 
slowdowns, i.e. those not accompanied by 
slowdown in saving. A further classification of 
the investment slowdowns can be attempted: 
those that are driven primarily by a fall in 
private investment and those that are not.

RECOVERY FROM ‘INDIA-TYPE’ 
INVESTMENT SLOWDOWNS

India’s investment slowdown is unusual 
in that it is so far relatively moderate in 
magnitude, long in duration, and started from 
a relatively high peak rate of 36 percent of GDP. 
Furthermore, it has a specific nature, in that 
it is a balance sheetrelated slowdown. In other 
words, many companies have had to curtail 
their investments because their finances are 
stressed, as the investments they undertook 
during the boom have not generated enough 
revenues to allow them to service the debts that 
they have incurred.
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What happens after balance-sheet 
slowdowns?

There are two take-aways from figure 4:

 ¾ Investment declines flowing from balance 
sheet problems are much more difficult to 
reverse. In these cases, investment remains 
highly depressed, even 17 years after the 
peak, whereas in case of non-balance-sheet 
slowdowns the shortfall is smaller and 
tends to reverse.

 ¾ India’s investment decline so far (8.5 
percentage points) has been unusually 
large when compared to other balance sheet 
cases.

What happens after similar investment 
falls?

Accordingly, the experience of countries 
with similar investment declines is examined. 
Specifically, cases in which the rate of investment 
has fallen by at least 8.5 percentage points from 
its peak over a 9 year period are considered 
Figure 5 shows the count of countries that 
recover over the three time periods The median 
country reverses only about 25 percent of the 
decline 14 years after the peak, and about 40 
percent of the decline 17 years after the peak. 
But India is already 11 years past the peak, 
and its current performance puts it below the 
upper quartile.

CONCLUSION:  POLICY LESSONS 
FOR INDIA

First, it is clear that investment slowdowns 
are more detrimental to growth than saving 
slowdowns, Mobilizing saving, for example 
via attempts to unearth black money and 
encouraging the conversion of gold into 
financial saving or even courting foreign saving 
are, to paraphrase John Maynard Keynes, 
important but perhaps not as urgent as reviving 
investment. In any case, the share of financial 
saving is already rising in aggregate household 
saving—with a clear shift visible towards 
market instruments—a phenomenon that has 
been helped by demonetization.

Second, India’s investment slowdown is 
not yet over although it has unfolded much 
more gradually than in other countries, India’s 
investment decline seems particularly difficult 
to reverse, partly because it stems from balance 
sheet stress and partly because it has been 
usually large The deeper the slowdown, the 
slower and shallower the recovery.

Taken together, the results suggest a clear 
and urgent policy agenda which the government 
has launched; first with the step-up in public 
investment since 2015-16; and now, given the 
constraints on public investment with policies 
to decisively resolve the TBS challenge. These 
steps will have to be followed up, along with 
complementary measures: easing the costs of 
doing business further, and creating a clear, 
transparent, and stable tax and regulatory 
environment.
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04

RECONCILING FISCAL FEDERALISM
AND ACCOUNTABILITY: IS THERE A LOW

EQUILIBRIUM TRAP?

The village of which the people come 
together to earn for themselves their food, 
their health, their education, to gain for 

themselves the joy of so doing, shall have 
lighted a lamp on the way to swaraj.

Rabindranath Tagore

Taxation is not just a vehicle for raising 
state revenue. It can also be critically important 
for economic and political development

First, economic and political development  
has been associated with a rising share of 
direct taxes in total taxes. Figure 1a is plotted 
in  development time: it shows how the share of 
direct taxes in total taxes evolved over time in 
these countries as they developed (proxied by 
PPP adjusted per capita GDP from the Maddison 
Project database). Figure 1b plots the same in 
chronological time for the same group since 
1965.

SH
A
NK
A
R
 I
A
S 
A
CA
DE
M
Y



SANKAR IAS ACADEMY Economic Survey Vol-I

28 All Rights Reserved. No part of this material may be reproduced in any form or by any means, without permission in writing.

These graphs reveal that advanced 
countries collect a substantially higher 
proportion of their taxes as direct taxes than 
do emerging markets. Welfare states expanded 
in Europe and the US, government collections 
shifted toward income taxes, so that workers 
could contribute to their social insurance.

Direct taxes account on average for about 
70 percent of total taxes in Europe. Apart 
from China (which is the only non-democratic 
country in the chart), India has the lowest share 
of direct taxes in total taxes.

Direct taxation and development : sub 
–federal levels

A second stylized fact relates to direct tax 
contributions at sub-federal (state and urban/ 
rural local bodies) levels of government what 
is the share of own revenues (compared to 
devolved sources) in total revenues at lower 

levels of government, and what is the relative 
contribution of direct taxes?

The Center is merely collecting the taxes 
in the divisible pool on behalf of the states, and 
sharing it with them. But this position must be 
assessed against the following realities:

 ¾ It is difficult to dispel the association (in the 
eyes of taxpayers) of the Center with the 
income taxes and customs duties that form 
a major part of the divisible pool.

 ¾ If the Center were a mere collecting agency 
the funds would be apportioned according 
to states’ tax bases; they would not have 
sizable redistributive components, as 
quantified in Chapter 13 of the Economic 
Survey, Volume 1, 2016-17;

 ¾ the new GST provides a sharp contrast in 
that it is clearly more “shared” because 
decisions and tax administration are done 
by both.
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Figure 2 provides data on own resources 
and direct taxes for three countries which have 
three tiers of government: Germany, Brazil, and 
India. India stands out as a country where the 
second tier (states) generate a very low share of 
its revenue from direct taxes: about 6 percent in 
India compared to 19 percent in Brazil in 2016 
and  hefty 44 percent in Germany.

At the third tier, India’s rural local 
governments (RLGs) stand out on both counts. 
RLGs’ reliance on own resources is just 6 
percent compared to 40 percent for third-tier 
governments in Brazil and Germany.

And panchayats raise about 4 percent of 
their overall resource envelope in the form of 
direct taxes, compared with about 19 and 26 
percent in Brazil and Germany respectively. 
India’s urban local governments (ULGs), 
meanwhile, are much closer to international 
norms.

LOCAL GOVERNMENTS: WHAT DO 
WE KNOW?

The famous 73rd amendment to the 
Constitution (1992) recognized panchayats 
as institutions of self-government. The 
simultaneous 74th amendment bestowed the 
same status on urban local governments. RLGs 
or panchayats were mandated to have three 
tiers (at the district, intermediate and village 
levels) in states with population of over 20 lakh.

States were also supposed to constitute 
a quinquennial State Finance Commission 
(SFC) to determine the share of their financial 
resources going to the local tiers, analogous to 
the Finance Commissions at the union level. 

Expenditure Pattern Of Different Tiers 
Of Government

Figure 3 plots per-capita expenditure 
of different tiers of government in India. The 
central and state governments spend on an 
average 15- 20 times more per capita than do 
RLGs. ULGs spend about 3 times more. More 
importantly, this gap has persisted over time 
despite per capita spending by RLGs increasing 
almost four-fold since 2010-11.

What may be the reasons underlying the 
spending patterns visible in Figure 3?

Overwhelming reliance on devolved 
funds

From where do ULGs and RLGs derive 
their resources for spending?

ULGs are different: 

ULGs seem to be doing much better in 
terms of own revenue generation. They generate 
about 44 per cent of their total revenue from 
own sources (Figure 4). RLGs, in contrast, 
rely overwhelmingly (about 95 percent) on 
devolution. Per capita own revenue collected 
by ULGs is about 3 per cent of the urban per 
capita income while the corresponding figure is 
only 0.1 per cent for RLGs.
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What may be the reasons underlying the 
spending patterns visible in Figure 3?

Variation Across States

Broadly, there are two categories—RLGs of 
those States that collect some direct taxes and 
own tax revenue (e.g. Kerala, Andhra Pradesh 
and Karnataka in our sample), in contrast to 
RLGs of states like Uttar Pradesh that almost 
entirely depend on transfers. This variation is 
much starker in case of RLGs than ULGs. 

Other issues

In many states, RLGs and ULGs have 
not been devolved enough taxation powers. 
Successive Devolution Reports of the Ministry 
of Panchayati Raj (MoPR) show that the share 
of revenues assigned to local governments in 
many states are much less vis-à-vis expenditure 
assignments.

On the second issue, even though most 
states have constituted SFCs, very few seem 

to have accepted their recommendations in 
full or even to a significant extent, especially 
those that carry financial implications for 
them. As per the latest MoPR Devolution Report 
(2015-16) the percentage of acceptance of such 
recommendations varies from as low as 11 
percent in Karnataka to above 50 percent in 
West Bengal, Andhra Pradesh and Rajasthan 
to full acceptance in Kerala

STATE AND LOCAL GOVERNMENTS: 
POSING AN ENTIRELY DIFFERENT 
QUESTION

Higher levels especially the states have 
not devolved enough taxation powers to the 
Panchayats. For example, the permissible 
taxes for panchayats include property and 
entertainment taxes but not land taxes or tolls 
on roads (except local panchayat roads). Given 
their powers to tax, how have they performed 
and have they collected revenues close to the 
potential conferred by these powers? These 
issues are examined in this section.SH
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Land tax vis-à-vis potential : States

Di f fe rent  s ta tes  fo l low d i f f e rent 
methodologies to assess land values and apply 
different rates of land tax. Figure 5 presents 
the land revenue collections as a percentage 
of the potential estimated separately based on 
notional values of land and market values of 
land in three states on which data on market 
values of land could be accessed online. The 
stark finding is that the states collect a small 
fraction of their potential.

Conclusion: A Low equilibrium trap?

 The status quo can be an equilibrium 
desired by all actors with higher tiers (both 
Centre and states) using their devolution 
powers to control and influence lower levels; 
and the latter, unable and unwilling to tax their 
proximate citizens, need outside resources even 
if they are not always untied. But this is a low-
equilibrium, perhaps even a trap. In the context 

of growing decentralization of economic and 
political power, how to break this equilibrium 
could well be one of the more pressing issues 
confronting fiscal federalism going forward.  

Perhaps there is a broader challenge— 
afflicting all tiers of government—in the limited 
ability to collect direct taxes. Given the quality 
of public service delivery, such taxes are often 
viewed as a “tribute” to a state rather than a 
contribution to and acknowledgement of the 
state in raising the quality of life (Aiyar and 
Pritchett, 2015). 

One consequence is middle-class exit to 
more privately-provided services (safety, health, 
and education) that only serves to exacerbate 
the problem. Breaking that self-reinforcing cycle 
of inadequate delivery-low direct taxes-weak 
accountability-inadequate delivery is perhaps 
the heart of the governance challenge in India.  
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Introduction
Economic convergence, the process of 

poorer countries “catching-up” with richer 
countries and closing gaps in standards 
of living, has been a big driver of some of 
these developments. Since the mid-1980s, 
the process of catch-up has broadened, as 
the number of poor countries growing faster 
than advanced economies has substantially 
increased. Furthermore, the rate of catch-up 
has also accelerated. In other words, there 
has been “convergence with a vengeance” 
(Subramanian, 2011).

 The exercise also allows comparisons of 
how much faster these converging countries 
have grown in the two periods.  (Table 1) .

India’s own move up the development 
ranks is instructive to track. In 1960, India was 
a low income country with a per capita income 
(in 2011 purchasing power parity (PPP) terms) of 
$1,033. This was equivalent to about 6 percent 
of U.S. per capita income at the time. However, 
India attained lower middle-income status in 
2008 and today has a per capita income of 
$6,538, which is 12 percent of the U.S.. If per 
capita income in India grows at 6.5 percent per 
year, India would reach upper-middle income 
status by the mid -to-late 2020s.  

As it turned out, there was neither a 
middle income trap nor stall. Middle income 
countries as a group continued to grow as 
fast or faster than the convergence standard 
demanded (Aiyar, Duval, Puy, Wu, & Zhang, 
2013; Pritchett & Summers, 2014; Roy, Kessler, 
& Subramanian, 2016). Indeed, some of them–
for example, Korea, Portugal, Poland, and 
Latvia–graduated to high-income status. The 
convergence process remained strong even in 
the last decade.  

05

IS THERE A “LATE CONVERGER STALL” IN ECONOMIC  
DEVELOPMENT? CAN INDIA ESCAPE IT?
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This is shown in figure 1. The years from 
1980 to 2017 are divided into three periods: 

 ¾ 1980 to 1997, the era of divergence in which 
low-income countries fell further behind; 

 ¾ 1998 to 2007, an early period of convergence 
running from the East Asian financial crisis 
until the Global Financial Crisis; and 

 ¾ 2008 to 2017, the most recent period of 
“late convergence.”   

In each period, growth rates for low-, 
lower middle-, upper middle-, and high-income 
countries are compared. Consistent with the 
focus on convergence to the rich-country 
frontier, these income groups are defined in 
terms of their relative position at the beginning 

of each period. Low-income countries are those 
with real per capita GDP less than 5 percent 
of that in the U.S. in purchasing power parity 
terms; lower-middle income countries, those 
with per capita incomes 5-15 percent of the 
U.S.; and upper-middle income countries, 15-
35 percent. High-income countries are all those 
above that line – including some above the 
United States’ income level First, the good news.   

In the two periods after 1997 (the middle 
and right panels) the average poor, lower-middle 
income, and upper middle-income country all 
grew faster than their high-income counterpart. 
In that strict sense, there is no middle income 
trap in any period.  

THE BUT … 

The focus of this chapter is on the 
convergence process of lower middle income 
countries such as India that are attempting to 
make the transition to middle income status. 
And late convergence refers to those attempting 
to do so after the watershed event of the global 
financial crisis (GFC).  

Prima facie evidence for this comes from 
comparing the convergence process in the 
periods before and after the Global Financial 

Crisis (GFC). The GFC represented a watershed 
event, marked by a sharp decline in rates of 
growth across the world. Underlying these 
slowdowns are some major developments that 
could not only damage growth over the long 
term, but eventually even slow the process of 
convergence. To these developments we now 
turn. 

THE FOUR HEADWINDS (“HORSEMEN”)

 Even without succumbing to apocalyptic 
pessimism, the risk of a Late Convergence 
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Stall needs to be taken seriously because 
of four headwinds: the hyper-globalization 
repudiation, thwarted/impeded structural 
transformation, human capital regression 
induced by technological progress, and climate 
change-induced agricultural stress. 

A. Hyperglobalization repudiation 

Early convergers benefited from the process 
of rapid globalization or hyper-globalization, 
reflected in dramatic increases in the world 
trade- GDP ratio But this globalization has led 
to a backlash in advanced countries reflected 
in the decline in world trade-GDP ratios since 
2011 (see figure 2). This means that the trading 
opportunities. available to the early convergers, 
specifically the ability to export at double 
digit rates of growth for three to four decades 
consistently, may no longer be available.

 If the current process of convergence 
continues and adds another country equivalent, 
the distribution of world output will become 
even more dispersed, resulting in an additional 
increase in the world’s trade-GDP ratio of 1 
percentage point. The question is whether 
politics, especially in advanced economies 
and China, might be able to sustain such 
an increase in trade. Recall that politics in 
advanced countries is moving defacto in the 
direction of seeking and forcing lower trade- 
GDP ratios.

B. Thwarted structural transformation: 
good growth and sustainable growth 

Successful development requires two 
kinds of structural transformations: 1) a 
shift of resources from low productivity to 
high productivity sectors (as highlighted by 
Sir Arthur Lewis); and 2) a larger share of 
resources devoted to sectors that have the 
potential for rapid productivity growth. In many 
cases, however, resources do not shift in this 
way. They shift instead from informal, low 
productivity sectors to ones that are marginally 
less informal/more productive. These are cases 
of “thwarted structural transformation”. Rodrik 
(2015) identifies manufacturing as a critically 
important sector for ensuring successful 
transformations. 

This sector exhibits unconditional 
convergence toward the world frontier, so that 
it can become an escalator for rapid growth – if 
countries manage to get on to it. This is why 
“premature de-industrialization,” the tendency 
for manufacturing in late convergers to peak 
at lower levels of activity and earlier in the 
development process, is such a cause for concern. 
In particular, based on the detailed study of 
India by Amirapu and Subramanian, dynamic 
sectors are those with high levels of productivity 
and potential for unconditional convergence. 
Such a list comprises manufacturing, finance, 
telecommunications, and professional services. 
Good growth comprises growth accounted for 
by labor share shifts into these good sectors 
and their productivity growth.

 For China, the average share of good 
growth over the entire period is 53 percent while 
India’s is 37 percent, falling to about 32 percent 
since the Global Financial Crisis. Interestingly, 
China’s good growth persists in both periods; 
India’s share of good growth declines in the 
second period 
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C. Human capital regression 

In early convergence, it was the alignment 
of human capital endowment (educated but 
relatively unskilled labour) with the sector 
associated with structural transformation, 
namely manufacturing, that allowed for the 
percolation and spread of dynamism to the rest 
of the economy. 

The late convergers are doubly challenged. 
Not only have they failed to provide even 

the basic education necessary for some 
structural transformation, that failure will prove 
increasingly costly because the human capital 
frontier for the new structural transformation 
has probably shifted further away. 

Middle-income countries who do participate 
in learning assessments today are further 
behind the rich world than they were in the 
first part of the 21st century, and much further 
behind than they were in the 20th century. 

THE LEARNING POVERTY COUNT (LPC) AND LEARNING POVERTY GAP (LPG) IN RURAL

Great strides have been made in India’s primary school enrollment, which is now nearly 
universal for both boys and girls at elementary level. Yet, both cross-country evidence and evidence 
from India suggests that educational outcomes are incommensurate with years of schooling: learning 
lags attending, as it were (Pritchett, 2013; Das and Zajonc, 2010; Singh, 2014).

 Here we present estimates of learning outcomes drawing parallels from the poverty measurement 
literature. Specifically, we estimate a learning poverty headcount (LPC) as well as a learning poverty 
gap (LPG). The LPC simply measures the number of children who do not meet the basic learning 
benchmark, whereas the LPG additionally takes into account how far each student is from the 
benchmark. In other words, the LPG measures the gap between the basic learning benchmark and 
the average scores of those students who did not meet the benchmark Such estimates are rendered 
possible by the Annual Survey of Education Reports (ASER On math and reading, India’s absolute 
LPC is between 40 and 50 percent: in other words, roughly 40-50 percent of children in rural India in 
grades 3 to 8 cannot meet the fairly basic learning standard (Figure 1). Discouragingly, this poverty 
count score rises over time, substantially in the case of math. There is some consolation that since 
2014 has the trend started to show some improvement; and also consolation that at least there are 
no significant differences in the LPC for boys and girls.

Fig.1: Learning Poverty count, 2007-2016
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Figure 2 presents the estimates for the learning poverty gap. The temporal patterns are 
similar to those of the LPC. The most recent level of the LPG is about 25 percent for reading and a 
little lower for math. One way of understanding this number is that on average, each child in grades 
3 to 8 scores 2.2 compared to the score of 3 necessary to meet the second grade learning requirement

Fig.2: Learning Poverty Gap, 2007-2016

Fig.3: True Distance from Frontier

How do students perform as they progress through grades? Figure 3 plots the proportion of 
students in each grade who meet the grade 2 learning benchmark (the vertical distance from the 
horizontal black line). Unsurprisingly, in higher grades a larger proportion of students meet this 
basic benchmark. However, as students move to higher grades, the learning benchmark should also 
increase. While the ASER data does not allow us to directly compute it, the dashed green line is a 
hypothetical representation of the grade specific benchmark. Using this grade-appropriate poverty 
line, it is clear that learning levels of children in rural India are far below where they should be. 

It is sobering enough that learning poverty counts are around 40 percent, roughly where India’s 
consumption poverty numbers were in the 1970s. But if technology going forward is going to be even 
more human capital intensive as current trends suggest (dotted yellow line), the wedge between the 
opportunities offered to the future labour force and the capabilities to take advantage of them will 
widen even further. That is the true magnitude of India’s human capital challenge.SH
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D. Climate change-induced agricultural stress
Fig.3: Unlike GDP, agricultural productivity levels across countries are increasingly

diverging, not converging

A final factor impeding late convergence 
relates to agriculture.

Figure 3 shows that there has been 
divergence big time on agricultural productivity. 
Growth rates for richer countries have been 
consistently greater than for developing 
countries (in each time period, the lines 
depicting average growth for country groups, 
increase in magnitude from poorest to richest 
groups). 

The analysis there shows that if climate 
change raises temperatures and the variability 
of rainfall, farmer revenues could decline by 
up to 20 percent to 25 percent in nonirrigated 
areas. For the late convergers, agricultural 
productivity is critical not just for feeding people 
but for ensuring human capital accumulation in 
those who move from agriculture to the modern 
sectors. Agriculture could yet come back to 
haunt the structural transformation fortunes 
of the late convergers.

LESSONS FOR INDIA 

The risk for India–as for the other late 
convergers–is that resources (especially labour) 
will move from low productivity, informal sectors 
to other sectors that are marginally less formal 
and only marginally more productive. That is 
the “late converger stall” that India must avoid. 
Rapidly improving human capital–– healthy 
individuals, including all women, with the basic 
education to continually learn and adapt––will 
be key to sustaining India’s dynamic growth 
trajectory. Rapidly improving agricultural 
productivity––against the headwinds of climate 
change and water scarcity––will be another key 
to achieving good growth and hence sustainable 
growth. And, of course, the hyperglobalization 
backlash in advanced countries, over which 
India has little control, must recede to create 
a favorable external climate to sustain rapid 
growth. There is no Late Converger Stall, as 
yet, but it would be wise to act to head it off.
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Introduction 

Kaa barakhaa, jab krishi sukhaanee 
(What’s the use of that untimely rain after the 

crop has dried up) 

- Tulsidas, Ram Charit Maanas  

Indian Agriculture in the  last few seasons 
have witnessed a problem of plenty: farm 
revenues declining for a number of crops despite 
increasing production and market prices falling 
below the Minimum Support Price (MSP).  

Productivity will have to be increased, and 
price and income volatility reduced, against the 
backdrop of increasing resource constraints 
Shortages of water and land, deterioration 
in soil quality, and of course climate change-
induced temperature increases and rainfall 
variability, are all going to impact agriculture. 
It is therefore opportune to analyze the effects 
of climate on Indian agriculture.   

Why Agriculture Matters: An Irony  

Agriculture matters for economic reasons 
because it still accounts for a substantial 

06

CLIMATE, CLIMATE CHANGE, AND
AGRICULTURE

part of GDP (16 percent) and employment (49 
percent)1. Poor agricultural performance can 
lead to inflation, farmer distress and unrest, 
and larger political and social disaffection—all 
of which can hold back the economy.  

The reason why agriculture cannot be 
the dominant, permanent source of livelihood 
is its productivity level, and hence the living 
standards it sustains, can never approach— 
and have historically never approached—those 
in manufacturing and services.  Dr. Ambedkar 
warned about the dangers of romanticizing 
rural India. He famously derided the village as 
“a sink of localism, a den of ignorance, narrow 
mindedness and communalism,” thereby 
expressing a deeper truth—an Indian social 
complement to the Lewisian economic insight—
that in the long run people need to move and 
be moved out of agriculture for non-economic 
reasons. So the irony is that the concern about 
farmers and agriculture today is to ensure that 
tomorrow there are fewer farmers and farms but 
more productive ones.  
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Long run agricultural performance  

Real agricultural growth since 1960 
has averaged about 2.8 percent in India. An 
important contributing factor is that agriculture 
in India even today continues to be vulnerable 
to the vagaries of weather because close to 52 
percent (73.2 million hectares area of 141.4 
million hectares net sown area) of it is still un-
irrigated and rainfed. This chapter pursues 

three objectives - first, to document the changes 
in climactic patterns in temperature and 
rainfall over the past six decades. Second, to 
estimate the effects of fluctuations in weather 
on agricultural productivity. And finally, to use 
these short-run estimates in conjunction with 
predicted changes in climate over the long-run 
to arrive at estimates of the impact of global 
warming on Indian agriculture.  

Fig.1 : Temperature and rainfall : Comparison of Indian and International data

The divergences between the cross-country 
databases are illustrated in Figures1a and 1b 
below for the average annual temperature and 
average annual rainfall data, respectively. In 
these figures, there are substantial differences 
in both levels and trends between the two 
datasets. For example, IMD data (in red) record 
much higher average5 levels of temperatures 
than the Delaware dataset (by over 1 degree 
Celsius on average, in climate terms, the 

difference between disaster and nirvana). 
Similarly, the IMD data shows higher levels 
of precipitation of about 100 millimetres on 
average (again a potential difference between 
deluge and drought) with a sharply declining 
trend since the 1970s unlike the Delaware data. 
These differences suggest that any analysis of 
long run climate impacts could be very different 
across these datasets.  
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TEMPORAL AND SPATIAL PATTERNS OF TEMPERATURE AND PRECIPITATION  
Fig. 2a: Spatial Changes in Temperature

(change in average temperature between the last decade and 1950-1980 period)

Fig. 2b: Spatial Changes in Rainfall
(change in average rainfall between the last decade and 1950-1980 period)

SH
A
NK
A
R
 I
A
S 
A
CA
DE
M
Y



41

SANKAR IAS ACADEMY Economic Survey Vol-I

41All Rights Reserved. No part of this material may be reproduced in any form or by any means, without permission in writing.

The spatial dimensions of changes in 
weather are displayed in Figure 2a (for 
temperature) and Figure 2b (for rainfall). They 
show, respectively, the difference in temperature 
and rainfall between the last decade (2005-
2015) and the period 1950-1980. Figure 2a 
illustrates the pattern of average warming with 
a large part of the map covered in red.   

Temperature increases have been 
particularly felt in the North-East, Kerala, 
Tamil Nadu, Kerala, Rajasthan and Gujarat. 
Parts of India, for example, Punjab, Odisha 
and Uttar Pradesh have been the least affected. 
In contrast, Figure 2b indicates that extreme 
deficiencies are more concentrated in Uttar 
Pradesh, North-East, and Kerala, Chattisgarh 
and Jharkhand. There has actually been an 
increase in precipitation in Gujarat and Odisha 
and also Andhra Pradesh. What is interesting 
is that spatially temperature increases and 
rainfall declines seem to be weakly correlated.  

I M PA C T  O F  W E A T H E R  O N 
AGRICULTURAL PRODUCTIVITY  

Stark heterogeneity: Extreme versus 
Moderate shocks; Irrigated versus Unirrigated 
Areas

 The present analysis yields two key 
findings. The first—and one with significant 
implications in the context of looming climate 
changes—is that the impact of temperature 
and rainfall is highly non-linear and felt almost 
only when temperature increases and rainfall 
shortfalls are extreme. The second is that these 
extreme shocks have highly divergent effects 
between unirrigated and irrigated areas (and 
consequently between crops that are dependent 
on rainfall), almost twice as high in the former 
compared with the latter.    

SH
A
NK
A
R
 I
A
S 
A
CA
DE
M
Y



SANKAR IAS ACADEMY Economic Survey Vol-I

42 All Rights Reserved. No part of this material may be reproduced in any form or by any means, without permission in writing.

Table 1: Impact of Weather Shocks on
Agricultural Yields

(percentage decline in response to temperature
increase and rainfall decrease)

Table 1 provides a detailed quantitative 
break-up of the effects of temperature and 
rainfall shocks between irrigated and unirrigated 
areas in the kharif and rabi seasons. Using 
the insights gained from figures 9 and 10, 
the quantitative impact of extreme shocks on 
yields and revenues is estimated. holding the 
amount of rainfall constant, each additional 
dry day during the monsoon reduces yields by 
0.2 percent on average and by 0.3 percent in 
unirrigated areas. 

Crop impacts  

A next finding relates to the varied 
susceptibility of different crops to temperature 
and precipitation. Figures 5 and 6 plot the 
effects of extreme temperature and rainfall 
shocks on the yields of individual crops. The 
clear pattern that emerges is that crops grown 
in rainfed areas— pulses in both kharif and 
rabi—are vulnerable to weather shocks while 
the cereals—both rice and wheat—are relatively 
more immune.  
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IMPACT ON FARM REVENUE 

 Table 2 shows the impact of extreme 
shocks on famer incomes, measured by value 
of production. Extreme temperature shocks 
reduce farmer incomes by 4.3 percent and 4.1 
percent during kharif and rabi respectively, 
whereas extreme rainfall shocks reduce 
incomes by 13.7 percent and 5.5 percent. Once 
again, these average effects mask significant 
heterogeneity, with the largest adverse effects of 
weather shocks being felt in unirrigated areas.

Table 2: : Impact of Weather Shocks on Farm 
Revenue

Another way to present the result (not 
shown in Table 1) is as follows: In a year where 
temperatures are 1 degree Celsius higher 
farmer incomes would fall by 6.2 percent during 

the kharif season and 6 percent during rabi 
in unirrigated districts. Similarly, in a year 
when rainfall levels were 100 millimetres less 
than average, farmer incomes would fall by 15 
percent during kharif and by 7 percent during 
the rabi season.   

Climate change models, such as the 
ones developed by the Intergovernmental 
Panel on Climate Change (IPCC), predict that 
temperatures in India are likely to rise by 3-4 
degree Celsius by the end of the 21st century 
(Pathak, Aggarwal and Singh, 2012). These 
predictions combined with our regression 
estimates imply that in the absence of any 
adaptation by farmers and any changes in 
policy (such as irrigation), farm incomes will 
be lower by around 12 percent on an average 
in the coming years. Unirrigated areas will be 
the most severely affected, with potential losses 
amounting to 18 percent of annual revenue.  

Overall the analysis here suggests at least 
three main channels through which climate 
change would impact farm incomes – an 
increase in average temperatures, a decline in 
average rainfall and an increase in the number 
of dry-days.  

 Of course, all three are likely to be 
correlated, and therefore the total impact of 
climate change will not be the simple sum of 
these individual effects.
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CONCLUSION AND POLICY IMPLICATIONS

 Based on newly compiled weather data and a methodology that has not been applied to Indian 
data so far, this chapter estimated the impact of temperature and precipitation on agriculture

The policy implications are stark.  India 
needs to spread irrigation – and do so against a 
backdrop of rising water scarcity and depleting 
groundwater resources. Figure 7 shows the 
increase in irrigation across time and space 
in India. In the 1960s, less than 20 percent of 
agriculture was irrigated; today this number is 
in the mid-40s. The Indo-Gangetic plain, and 
parts of Gujarat and Madhya Pradesh are well 
irrigated. But parts of Karnataka, Maharashtra, 
Madhya Pradesh, Rajasthan, Chattisgarh and 
Jharkhand are still extremely vulnerable to 
climate. 

The challenge is that the spread of 
irrigation will have to occur against a backdrop 
of extreme groundwater depletion, especially 
in North India Technologies of drip irrigation, 
sprinklers, and water management—captured 
in the “more crop for every drop” campaign—may 
well hold the key to future Indian agriculture 
(Shah Committee Report, 2016; Gulati, 2005) 
and hence should be accorded greater priority 
in resource allocation. And, of course, the power 
subsidy needs to be replaced by direct benefit 
transfers so that power use can be fully costed 
and water conservation furthered.  

 Agricultural research will be vital in 
increasing yields but also in increasing reliance 
to all the pathologies that climate change 
threatens to bring in its wake: extreme heat 
and precipitation, pests, and crop disease. The 
analysis shows that research will be especially 
important for crops such as pulses and 
soyabean that are most vulnerable to weather 
and climate. climate change will increase farmer 
uncertainty, necessitating effective insurance. 
Building on the current crop insurance 
program (Pradhan Mantri Fasal Bima Yojana), 
weather-based models and technology (drones 
for example) need to be used to determine 
losses and compensate farmers within weeks 
Clearly, the Hirschmanian bottom-up forces of 
“voice” and “exit” along with benevolent and- 
strategic top-down planning and reforms will 
all have to play a key part. The cooperative 
federalism “technology” of the GST Council that 
brings together the Center and States could be 
promisingly deployed to further agricultural 
reforms and durably raise farmers’ incomes.   
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07

GENDER AND SON META-PREFERENCE:
IS DEVELOPMENT ITSELF AN ANTIDOTE?

INTRODUCTION

Recognizing the long-run objective of 
elevating the role and status of women while 
also responding to prominent incidents of 
violence against women, the government in 
January 2015 launched “Beti Bachao, Beti 
Padhao”. Translated roughly as “Save the 
Daughter, Educate the Daughter”, it targeted 
the worsening Child Sex Ratio (CSR) in India 
through a mass campaign aimed at creating 
awareness and changing social norms.

The intrinsic values of gender equality 
are uncontestable. But now there is growing 
evidence that there can also be significant gains 
in economic growth if women acquire greater 
personal agency, assume political power and 
attain public status, and participate equally in 
the labor force (Dollar and Gatti, 1999; Lagarde, 
2016; Loko and Diouf, 2009). 

 IMF research, said that women’s 
participation in the workforce to the level of 
men can boost the Indian economy by 27 
percent.  The role of women evolves with 

development. Policy-making development time 
and chronological time should be informed by 
both perspectives. Urgency of action should 
spring from assessments in chronological time 
but that must be leavened by the understanding 
that comes from assessments in development 
time. 

 ¾ The first part of this chapter is an attempt at 
assessments after taking account of the role 
that development itself plays in changing 
gender outcomes. Specifically, two kinds of 
assessments are made:  

 ¾ Level: How did India fare on a set of gender 
outcomes relative to a set of developing 
economies in the late 1990s/early 2000s 
and in the most recent period (2015-16), 
controlling for the level of development? 

 ¾ Change: Is there a kind of convergence 
effect? That is, are gender indicators more 
responsive to improvements in household 
wealth in India than in other countries?  

Gender equal ity is an inherently 
multidimensional issue. But, embracing 
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mult id imensional i ty  indiscr iminate ly 
can impede understanding. Accordingly, 
assessments in this chapter are made on three 
specific dimensions of gender:  

 ¾ Agency relate to women’s ability to make 
decisions on reproduction, spending on 
themselves, spending on their households, 
and their own mobility and health. 

 ¾ Attitudes relate to attitudes about violence 
against women/wives, and the ideal 
number of daughters preferred relative to 
the ideal number of sons.

 ¾ Outcomes relate to son preference 
(measured by sex ratio of last child), female 
employment, choice of contraception, 
education levels, age at marriage, age at first 
childbirth, and physical or sexual violence 
experienced by women. The analysis in this 
chapter is based on the Demographic and 
Health Survey (DHS) datasets from 1980 
to 2016.  

Previous DHS/NFHS datasets for India 
are available for the following periods: 1992-93, 
1998- 99, and 2005-06.  

Our main findings are as follows:  

 ¾ On 14 out of 17 indicators relating to 
agency, attitude, and outcomes, India’s 
score has improved over time. On seven 
of them, the improvement is such that in 
the most recent period India’s performance 
is better than or at par with that of other 
countries, accounting for the level of 
development. 

 ¾ The progress is most notable in the agency 
women have in decision-making regarding, 
household purchases and visiting family 
and relatives. There has been a decline 
in the experience of physical and sexual 
violence. Education levels of women have 

improved dramatically but incommensurate 
with development.  

 ¾ Encouragingly, there is evidence of 
convergence. Analysis at household level 
indicates that on all but 2 measures, gender 
indicators improve as wealth increases 

 ¾ While there is considerable variation within 
the Indian states and across dimensions, the 
broad pattern is one of the North-Eastern 
states doing substantially better than the 
hinterland states even in development 
time; surprisingly, some southern states 
such as Andhra Pradesh and Tamil Nadu 
fare worse than expected given their level 
of development.

 ¾ Communities, and households—needs to 
reflect on the most is what might be called 
“son preference” where development is not 
proving to be an antidote. Son preference 
giving rise to sex selective abortion and 
differential survival has led to skewed 
sex ratios at birth and beyond, leading to 
estimates of 63 million “missing” women. 

 ¾ But there is another phenomenon of son 
metapreference which involves parents 
adopting fertility “stopping rules” – having 
children until the desired number of sons are 
born. This meta-preference leads naturally 
to the notional category of “unwanted” girls 
which is estimated at over 21 million. In 
some sense, once born, the lives of women 
are improving but society still appears to 
want fewer of them to be born.  

INDIA AND OTHER COUNTRIES  

Level: India’s Performance  

On 7 out of these 12 cases, India performs 
better than, or at par with the cohort of other 
developing countries even after accounting for 
levels of development.  
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Figure 1 provides visual illustration of 
India’s (represented by “IND”) progress on 
one such dimension – age of female at first 
childbirth, which improves by 1.3 years (6.9 
percent) between 2005-06 and 2015-16.

Figure 2 explores this finding in greater 
detail. It plots the relationship between 
percentage of women not using sterilization as 

a contraception method (among women using 
any contraception method at all) and log real 
per capita income for the international sample.  

Is there a convergence effect?

The next assessment undertaken is at 
the household level to see if gender related 
indicators improve with wealth both in India 
as well as other countries. 
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The key finding from Table 2 is that in 
15 out of 17 cases, gender indicators are more 
responsive to wealth in India than they are in 
the typical country (15 out of 17 coefficients 
in column 2 are positive). This suggests that 
even if India is lagging in development time, it 
can expect to catch up with other countries as 
household wealth increases.

PERFORMANCE OF THE INDIAN 
STATES 

How do the Indian states perform relative 
to each other and relative to their level of 
development?  A few patterns emerge. All states 
(with the exception of Delhi) are above the 
45-degree line, underscoring the earlier results 
that there is improvement over time. Indeed, 
there is also a “convergence” effect in that the 
poorer performers in the earlier period improve 
their score more over time (the dots at the lower 
end have shifted up to a greater extent relative 
to the 45-degree line compared with dots at the 
upper corner).  

Second, most North-Eastern states (with 
the exception of Tripura and Arunachal 
Pradesh)  and Goa occupy the North-East 
quadrant, indicating that they are the best 
performers at all points of time. Kerala is the 
next best performer.SH
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SON PREFERENCE: SKEWED SEX 
RATIO AT BIRTH (SRB) 

 The biologically determined natural sex 
ratio at birth is 1.05 males for every female.

Significant deviation from this is on 
account of human intervention – specifically, 
sex-selective abortion. In the case of China, the 
one-child policy interacted with the underlying 
son-preference to worsen the sex ratio from 
1070 in 1970 to 1156 in 2014. India’s sex ratio 
during this period also increased substantially 
even without the one-child policy from 1060 
to 1108 whereas if development acted as an 
antidote, it should have led to improvements 
in the sex ratio. 

Figure 6 plots the sex ratio for the different 
states in India in 1991 and in 2011. It is striking 
that there is a general upward drift in sex ratio 
and the regression line is also upward sloping, 

indicating a negative correlation between 
income and sex ratio.

SON “META” PREFERENCE: SEX 
RATIO OF LAST CHILD (SRLC) AND  
UNWANTED” GIRLS 

While active sex selection via fetal abortions 
is widely prevalent, son preference can also 
manifest itself in a subtler form. Parents may 
choose to keep having children until they get 
the desired number of sons. This is called son 
“meta” preference.

 One indicator that potentially gets at 
this is the sex ratio of the last child (SRLC). A 
preference for sons will manifest itself in the 
SRLC being heavily skewed in favor of boys. 
On the other hand, an SRLC of close to 1.05:1 
would imply that parents’ decisions to continue 
having children is uncorrelated with previous 
birth being a son or a daughter. Families 
continue to have children until they get the 
desired number of sons. This kind of fertility 
stopping rule will lead to skewed sex ratios but 
in different directions: skewed in favor of males 
if it is the last child, but in favor of females if 
it is not (see the two panels on India below). 
Where there is no such fertility stopping rule, 
the sex ratio will be 1.05 regardless of whether 
the child is the last one or not. SH
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Figure 7 plots the SRLC against the 
SRB for Indian states. The dashed vertical 
and horizontal lines represent the “ideal” 
benchmark with no son preference. Meghalaya 
stands out as an ideal state because both sex 
ratio at birth and sex ratio of last child are close 
to the benchmark. 

This son “meta” preference is depicted 
in Figures 8a and 8b. All the left-hand panels 
show the sex ratio for each birth order among 

families that had strictly more than one child 
(i.e. which continued having children after the 
first birth). So, in India (top left panel), the sex 
ratio of the first child for households that have 
strictly more than 1 child is 1.07. Similarly, 
0.86 is the sex ratio of the second child among 
families that had strictly more than 2 children. 

 In contrast, the top panel of Figure 8b 
shows the sex ratio of the last child by birth 
order. For India, the sex ratio of the last child 
for first-borns is 1.82, heavily skewed in favor of 
boys compared with the ideal sex ratio of 1.05. 
This ratio drops to 1.55 for the second child 
for families that have exactly two children and 
so on. The striking contrast between the two 
panels conveys a sense of son meta preference. 
This contrast is even more stark when seen 
against the performance of Indonesia (middle 
panels) where the SRLC is close to the ideal, 
regardless of the birth order and whether the 
child is the last or not.  
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Jayachandran (2015) lists a number of 
reasons for such a son preference, including 
patrilocality (women having to move to husbands’ 
houses after marriage), patrilineality (property 
passing on to sons rather than daughters), 
dowry (which leads to extra costs of having 
girls), oldage support from sons and rituals 
performed by sons. Such meta preference gives 
rise to “unwanted” girls–girls whose parents 
wanted a boy, but instead had a girl  

CONCLUSION  

Analysis of multiple rounds of the 
Demographic Health Survey (DHS) and National 
Family Health Survey (NFHS) data indicates that 
over the last 10-15 years, India’s performance 
has improved on 14 out of 17 indicators of 
women’s agency, attitudes, and outcomes. 
Within India, there is significant heterogeneity, 
with the North-Eastern states (a model for the 
rest of the country) consistently out-performing 
other states and not because they are richer; 
hinterland states are lagging behind but the 
surprise is that some southern states do less 
well than their development levels would 
suggest.  

The adverse sex ratio of females to males 
led to 63 million “missing” women. But the 
meta preference manifests itself in fertility-
stopping rules contingent on the sex of the 
last child, which notionally creates “unwanted” 
girls, estimated at about 21 million. Tellingly, 
for example, skewed sex ratios characterize 
families of Indian origin, even in Canada 
(Srinivasan, 2017). 

Given these observations, the state and all 
stakeholders have an important role to play in 
increasing opportunities available for women 
in education and employment. Understanding 
the importance of its role, the government has 
launched the Beti Bachao Beti Padhao and 
Sukanya Samridhi Yojana schemes. It has also 
made 26 weeks maternity leave mandatory 
for women employed in the public and private 
sector. Establishment that has more than 
50 employees is now required to offer creche 
facilities. These steps will offer support to 
women in the workforce.
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08

TRANSFORMING SCIENCE AND TECHNOLOGY IN    
INDIA

WHY SCIENCE

Science, technology, and innovation have 
instrumental and intrinsic value for society. 
They are key rivers of economic performance 
and social well-being. As India emerges as 
one of the world’s largest economies, it needs 
to gradually move from being a net consumer 
of knowledge to becoming a net producer. 
Country cannot rest on its past laurels. Given 
the dizzying pace and expansion of scientific 
research and knowledge on the one hand, and 
a generally higher importance given to careers 
in engineering, medicine, management and 
government jobs amongst India’s youth on the 
other, India needs to rekindle the excitement 
and purpose that would attract more young 
people to the scientific enterprise.

INPUTS AND OUTPUTS: SOME 
EVIDENCE

Research and Development Expenditures

Investments in Indian science, measured 
in terms of Gross Expenditure on R&D (GERD), 
have shown a consistently increasing trend over 
the years. GERD has tripled in the last decade 
in nominal terms – from Rs. 24,117 crores in 
2004-05 to Rs. 85,326 crores in 2014-15 and 
an estimated Rs.1,04,864 crores in 2016-17 – 
and double in real terms (Table 1). However, 
as a fraction of GDP, public expenditures on 
research have been stagnant – between 0.6-0.7 
percent of GDP –over the past two decades. 

About three-fifths of the public investment 
is spread over the key government science 
funding agencies like Atomic Energy, Space, 
Earth Sciences, Science and Technology and 
Biotechnology (Table 2).SH
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India’s spending on R&D (about 0.6 
percent of GDP) is well below that in major 
nations such as the US (2.8), China (2.1), Israel 
(4.3) and Korea (4.2). It is also unique in how 
dominant government is in carrying out R&D.

Private investments in research have 
severely lagged public investments in India. 
According to one analysis (Forbes, 2017) there 
are 26 Indian companies in the list of the top 

2,500 global R&D spenders compared to 301 
Chinese companies. 19 (of these 26) firms 
are in just three sectors: pharmaceuticals, 
automobiles and software. India has no firms 
in five of the top ten R&D sectors as opposed 
to China that has a presence in each of them.

India is also distinctive in another 
dimension: its universities play a relatively 
small role in the research activities of the 
country. 

Ph.Ds.  in Science,  Technology, 
Engineering and Mathematics (STEM)

The other critical input for R&D is a well 
trained workforce among which Ph.D. students 
play an especially important role. Indian Ph.D. 
students obtain their degrees either within India 
or abroad, especially in the US. There are less 
than half as many Ph.D. students in STEM from 
India in the US as from China (figure 2). 
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OUTPUTS:

Publications

Broadly, the publication trends reveal that 
India is gradually improving its performance as 
measured by an important metric – publications 
in addition to increasing publications, trends 
in quality (as measured by highly cited articles 
in table 3) are also slowly improving. 

The Nature Index (which publishes tables 
based on counts of high-quality research 
outputs in the previous calendar year covering 
the natural sciences) – ranked India at 13 in 
2017.

Patents

According to the WIPO, India is the 7th 
largest Patent Filing Office in the World. In 2015, 
India registered 45,658 patents in comparison 
to China (1,101,864), USA (589,410), Japan 
(318,721), republic of Korea (213,694), and 
Germany (91,726). However, India produces 
fewer patents per capita (Figure 3). 

One major challenge in India has been 
the domestic patent system. While India’s 
patent applications and grants have grown 
rapidly in foreign jurisdictions, the same is not 
true at home. Residential applications have 
increased substantially since India joined the 
international patent regime in 2005. However, 
the number of patents granted fell sharply post 
2008 and has remained low (Figure 5).

Reports indicate that due to manpower 
shortages there is a backlog of almost 2 lakh 
patents pending examination. In 2016-2017, 
there were only 132 examiners for all patent 
applications in India. This has meant that 
patent examination and granting can take 5 or 
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more years (Chatterjee 2017). The government’s 
recent hiring of over 450 additional patent 
examiners and creation of an expedited filing 
system for Indian residents in 2017 will 
therefore be a welcome and crucial intervention 
to help fix the existing patent system (Jain 
2017).

EXPANDING R&D IN INDIA: THE WAY 
FORWARD

India needs to redouble its efforts to 
improve science and R&D in the country first 
and foremost by doubling national expenditures 
on R&D with most of the increase coming from 
the private sector and universities ideas are 
discussed below:

i. Improve math and cognitive skills at 
the school level

ii. Encourage Investigator-led Research

iii. Increase funding for research from 
private sector as well as from state 
governments

iv. Link national labs to universities and 
create new knowledge eco-systems

v. Take a mission driven approach to R&D

The potential missions given below were 
chosen for their strategic importance and 
potential for societal impact. 

A. National Mission on Dark Matter 

This mission can build on the strong 
foundation of astronomy and astrophysics 

research institutes in the country. Furthermore, 
research in this area has some of the strongest 
international collaborative possibilities 
including those stemming from India’s ongoing 
participation in the LIGO, Neutrino, CMS/LHC 
projects.

B. National Mission on Genomics

Currently several countries have launched 
ambitious national genomic research projects 
e.g. UK Biobank Study; Finnish Birth 
Cohort Study; Partners HealthCare Bioban; 
China Kadoori Biobank. India already has 
a strong foundation of life science research 
institutes  which together can make significant 
contributions in this area. 

C. National Mission on Energy Storage 
Systems

Substantial investments in energy storage 
systems will ensure that India can be a leader 
in manufacturing energy storage systems. For 
India, this will be especially helpful to provide 
round-the-clock electricity to villages using off-
grid renewable energy systems

D. National Mission on Mathematics

A National Mission of Mathematics will 
improve mathematics teaching at all levels 
of higher education, seek to establish five 
institutes of mathematical sciences within 
existing institutions, conduct annual district, 
state and national math Olympiad competitions 
with sizeable scholarships for all winners, 
with the overall goal of rapidly increasing 
India’s human capital and research profile in 
mathematics within a decade.SH
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E. National Mission on Cyber Physical 
Systems

The term Cyber Physical System (CPS) 
refers to machine based communication, 
analysis, inference, decision, action, and control 
in the context of a natural world (“Physical” 
aspect). This is hugely multidisciplinary area 
including deep mathematics used in Artificial 
Intelligence, Machine Learning, Big data 
Analytics, Block Chains, Expert Systems, 
Contextual Learning going to integration of all of 
these with intelligent materials and machines, 
control systems, sensors and actuators, 
robotics and smart manufacturing.

F. National Mission on Agriculture

A national mission could help overcome 
the weaknesses in existing institutions of 
agricultural research and technology.

vi. Leverage scientific diaspora

There has been an increase in the number 
of Indian scientists returning to work in India 

during the last five years, but the numbers are 
still modest (from 243 during 2007-12 to 649 
in 2012-17) (Press Trust of India 2017). 

There are a number of government 
programs such as the Ramanujan Fellowship 
Scheme, the Innovation in Science Pursuit for 
Inspired Research (INSPIRE) Faculty Scheme 
and the Ramalingaswami Re-entry Fellowship, 
that provide avenues to qualified Indian 
researchers residing in foreign countries, to 
work in Indian institutes/universities, and 
the Visiting Advanced Joint Research Faculty 
Scheme (VAJRA). These schemes could be 
enhanced to take advantage of opportunities to 
recruit in a way to build whole research groups;

vii.  Improve the culture of research

viii. Greater public engagement of the 
science and research establishment

Scientists need to create broad public 
support for their work and not treat it as an 
entitlement, given the many claims on the 
public purse. And if they do that, they will find 
a receptive and supportive public.
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09

EASE OF DOING BUSINESS’ NEXT FRONTIER:      
TIMELY JUSTICE

For who would bear the Whips and 
Scorns of time, The Oppressor’s wrong … … 

the Law’s delay

- Hamlet

India jumped thirty places to break into 
the top 100 for the first time in the World 
Bank’s Ease of Doing Business Report (EODB), 
2018. The rankings reflect the government’s 
reform measures on a wide range of indicators. 
This striking progress notwithstanding, India 
continues to lag on the indicator on enforcing 
contracts, marginally improving its position 
from 172 to 164 in the latest report, behind 
Pakistan, Congo and Sudan.

The government has taken a number of 
actions to expedite and improve the contract 
enforcement regime. For example, the 
government: scrapped over 1000 redundant 
legislations; rationalized tribunals; amended 
The Arbitration and Conciliation Act, 2015; 
passed The Commercial Courts, Commercial 
Division and

Commercial Appellate Division of High 
Courts Act, 2015; reduced intra-government 
litigation; and expanded the Lok Adalat 
Programme to reduce the burden on the 
judiciary. The government has also advanced 
a prospective legislative regime to ensure 
legal consistency, reducing chaos due to 
unpredictable changes in regulations. The 
judiciary has simultaneously expanded the 
seminal National Judicial Data Grid (NJDG) 
and is close to ensuring that every High 
Court of the country is digitized, an endeavor 
recognized in EODB, 2018. However, economic 
activity is being affected by the realities and 
long shadow of delays and pendency across the 
legal landscape.

Following are the highlighting based 
on new data that has been compiled for the 
Economic Survey. The finds are simple and 
stark :SH
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 ¾ Delays and pendency of economic cases are 
high and mounting in the Supreme Court, 
High Courts, Economic Tribunals, and 
Tax Department, which is taking a severe 
toll on the economy in terms of stalled 
projects, mounting legal costs, contested 
tax revenues, and reduced investment more 
broadly;

 ¾ Delays and pendency stem from the increase 
in the overall workload of the judiciary, in 
turn due to expanding jurisdictions and the 
use of injunctions and stays; in the case of 
tax litigation, this stems from government 
persisting with litigation despite high rates 
of failure at every stage of the appellate 
process; and

 ¾ Actions by the Courts and government 
acting together can considerably improve 
the situation

PENDENCY AND DELAY: FACTS

Economic Tribunals

First, there is a high level of pendency 
across the six tribunals, estimated at about 1.8 
lakh cases (Figure 1). Second, pendency has 
risen sharply over time.

It is noteworthy that in two cases—
telecommunicat ions and electr ic i ty—
the explosion in pendency resulted from 
interfiventions by the Supreme Court.

High Courts

Three sets of economic cases pending at 
five High Courts were studied for the Economic 
Survey: company cases, arbitration cases and 
taxation cases. The overall pendency of the High 

Courts (Annex III), and the case-wise pendency 
of these economic cases at High Courts (Figure 
4) continue to increase The average pendency of 
tax cases is particularly acute at nearly 6 years 
per case (Figures 3 and 4).SH
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Intervening measures like the setting up 
of the National Judicial Data Grid and creation 
of tribunals have helped, but more is needed to 
improve the situation.

PENDENCY AND DELAY: POSSIBLE 
REASONS

High Courts: Burden from Expansion of 
Discretionary Jurisdictions

The rising pendency is because of the 
generalized overload of cases. Further, economic 
and commercial cases are usually complex, 
require economic expertise in their handling 
and disposal, and hence, require more judicial 
time.

High Courts: Burden from Original Side 
Jurisdiction

The Delhi and Bombay High  Courts have 
original jurisdictions that occupy nearly 10-
15% of their workload (Annex VII). In 2014, the 
share of original side cases was as high as 30% 
for the Delhi High Court.

Supreme Court: Expansion of Special 
Leave

Petition (SLP) Jurisdiction

As Figure 5 shows, the rate at which the 
Supreme Court admits Special Leave Petitions 
under Article 136 of the Constitution increased 
from around 25% in 2008 to nearly 40% in 
2016. In contrast, the Supreme Court of the 
United States of America and Canada admit 3% 
and 9% respectively of the cases filed before it 
(See Annex IX).

Recourse to Injunctions and Stays

Rising pendency also results from the 
injunction of cases by Courts. For example, in 
the case of Intellectual Property Rights (IPR) 
cases shown in Table 1 below, injunctions have 
led to about 60 percent of cases being stayed, 
whose average pendency is 4.3 years.
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PENDENCY AND DELAY: COSTS

Costs of delay

The project costs (stocks) of stayed 
projects—at the time they were originally 
stayed—amounted close to 52,000 crores.

The Ministries of Power, Roads and 
Railways have been the hardest hit. Since 
project costs were predominantly debt-financed, 
it is likely that project costs have increased by 
close to 60 percent given the average duration 
of stay.

CENTRAL GOVERNMENT TAXES: A 
CASE STUDY

Pendency, arrears and delays are not just a 
feature of courts and tribunals, but also the Tax 

Departments and their multi-layered process.  
As of March 2017, there were approximately 
1,37,176 direct tax cases under consideration 
at the level of ITAT, High Courts and Supreme 
Court (Figure 6).

Together, the claims for indirect and direct 
tax stuck in litigation (Appellate Tribunal and 
upwards) by the quarter ending March, 2017 
amounted to nearly 7.58 lakh crores, over 4.7 
percent of GDP.

The success rate of the Department at all 
three levels of appeal-- Appellate Tribunals, 
High Courts, and Supreme Court-- and for both 
direct and indirect tax litigation is under 30%. 
In some cases it is as low as 12% (See Table 2)
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PENDENCY OF TAX CASES AT ITAT, HC AND SUPREME COURT (IN THOUSANDS)

The Court’s recent experiment with constituting an exclusive bench for taxation produced 
impressive results, which may be replicated for other subject matters, and emulated by other High 
Courts that do not have special rosters for daily hearings. Figure 1 shows that since the constitution 
of the tax bench in 2014, the Supreme Court has been able to reverse the trend of burgeoning 
pendency of tax cases. It is noteworthy that during this period, the SC reduced its reliance on staying 
claims of the Department, and focused on hearing and disposing cases, as evident from Figure 2.

Besides reducing pendency and backlog, this phase of the Supreme Court saw a large number 
of judgments on law, and permitted the Court to discharge its envisaged role of clarifying and settling 
legal questions. The special bench authored 197 judgments in 2015, nearly three times as many 
passed in the previous three years.

There are other profound benefits of dedicated subject- matter benches. Such benches ensure 
that the Supreme Court speaks in one voice, and there is continuity and consistency of legal 
jurisprudence. Further, they create efficiencies by allowing the judge to focus on the specialized 
branch of law placed before her. The model may be replicated for other commercial and economic 
areas of law as and when necessary at the Supreme Court, and should be replicated by every High 
Court of the country.

The Supreme Court’s experience also confirms that Courts can take steps within existing design 
and capacity constraints to ameliorate pendency, particularly through specialized treatments of 
cases. For instance, there may be merit in handling different stages of cases also through specialized 
benches. Currently, most High Court judges hear cases in the following order: supplementary matters 
(new cases), advanced matters (admitted cases), and regular matters (cases listed for final disposal). 
Every judge starts the day with fresh cases, and reaches old cases only during the second half of the 
day, if at all. The experience of the SC’s management indicates that it may be more prudent to create 
category-wise benches that exclusively deal with cases at the stage of final hearing for the entire 
working week, so that they are given the attention that the IPR data (Table 1) show are necessary.SH
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EXPENDITURE ON ADMINISTRATION 
OF JUSTICE

Total spending on Administration of 
Justice by States and the Centre constitutes 
approximately 0.08- 0.09% of GDP which is low 
when compared to other countries, especially 
common law countries (Figure 7).

POLICY IMPLICATIONS

Pendency, delays and injunctions are 
overburdening courts and severely impacting 
the progress of cases, especially economic cases, 
through the different tiers of the appellate and 
judicial arenas.

Some of the following steps may be 
considered: 

 ¾ Expanding judicial capacity in the lower 
courts and reducing the existing burden on 
the High Courts and Supreme Court;

 • For a smooth contract enforcement 
regime, it may be imperative to build 
capacity in the lower judiciary to 
particularly deal with economic and 
commercial cases, and allow the High 
Courts to focus on streamlining and 
clarifying questions of law.

 • Downsizing or removing original and 
commercial jurisdiction of High Courts, 

and enabling the lower judiciary to deal 
with such cases. 

 • Courts may revisit the size and scale 
of their discretionary jurisdictions 
and avoid resorting to them unless 
necessary. 

 • Existing judicial capacity ought to be 
fully utilized.

 ¾ The tax department exercising greater self 
restraint by limiting appeals, given its low 
success rate.

 ¾ Substantially increasing state expenditure 
on the judiciary, particularly on their 
modernization. The Government may 
consider incentivizing expenditure on court 
modernization and digitization. 

 ¾ Creating more subject-matter and stage-
specific benches that allow the Court 
to build internal specializations and 
efficiencies in combating pendency and 
delay; 

 ¾ Reducing reliance on injunctions and stays.

 ¾ Improving the Courts Case Management 
and Court Automation Systems. The 
EODB, 2018 dentified specific issues with 
India’s poor Court Management and Court 
Automation systems, which may be used as 
a template by Courts and the Government 
(See Annex XXI).

Recent experience with the GST has shown 
that vertical cooperation between the center and 
states-Cooperative Federalism--has brought 
transformational economic policy changes. 
Perhaps there is a horizontal variant of that 
one might call it the Cooperative Separation of 
Powers--that could be applied to the relationship 
between the judiciary on the one hand, and the 
executive/legislature on the other.
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01

AN OVERVIEW OF INDIA’S ECONOMIC 
PERFORMANCE IN 2017-18

GDP GROWTH IN 2017-18

With Gross Domestic Product (GDP) 
growth averaging 7.5 per cent between 2014-

15 and 2016-17, India can be rated as 
among the best performing economies in the 
world on this parameter. Although growth is 
expected to decline to 6.5 per cent in 2017-
18,  the broad story of India’s GDP growth to 
be significantly higher than most economies of 
the world.

 ¾ As per the first Advance Estimates (1st 
growth rate of Gross Value of Added (GVA) 
at constant basic prices is estimated at 6.1 
per cent in 2017-18, as compared to 6.6 

per cent in 2016-17. This is on account of 
lower growth in ‘Agriculture & allied’, and 
‘Industry’ sector, which are expected to grow 
at 2.1 per cent and 4.4 per cent respectively. 

 ¾ In 2017-18, service sector is expected to 
grow at 8.3 per cent, as compared to 7.7 per 
cent in 2016-17. Within the services sector, 
only the growth of ‘Public administration, 
defence & other services’ sector is expected 
to decline in 2017-18. 

 ¾ Major macro indicators viz. gross fixed 
investment and exports are also expected 
to grow at a faster pace in H2 vis-à-vis H1 
of 2017-18
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Key Indicators
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Annual real GVA and GDP growth (per cent)

In the recent years, the wedge between the 
real and nominal GDP growth has narrowed 
significantly. While real GDP growth averaged 
6.4 per cent between 2012-13 and 2014-15, 
the nominal growth was 12.5 per cent in this 
period. The growth in nominal GDP in 2016-17 
is estimated to be 11 per cent and it is expected 
at 9.5 per cent in 2017-18 on account of both 
lower real growth as well as lower value of 
defator in 2017-18 .

The differences in the nominal growth 
between GVA and GDP have also increased 
in the last few years. This is indicative of an 
increase in the share of net indirect taxes 
in GDP. GVA growth of major sectors the 
agriculture sector registered significantly 
higher growth in 2016-17 than the previous two 
years on the back of normal monsoon. It was 
estimated that the output of food grains would 
be of the order of 275.7 million tonnes in 2016-
17, with both cereals and pulses achieving 
record levels of production 

One of the salient features of GVA growth 
in 2016-17 has been that two sectors viz.  

‘Agriculture & allied’, and ‘Public administration, 
defence & other services, contributed nearly 
one-third of the total growth of the economy. 
These sectors on an average contributed to 
about one-sixth of the GVA growth in the period 
2012-13 to 2015-16. The higher contribution 
of these sectors in 2016-17, mainly owed to 
higher growth in both of these sectors. Services 
(excluding public administration, defence, etc.) 
accounted for nearly 57 per cent of the total 
GVA growth between 2012-13 and 2015-16. It 
declined to 41 per cent in 2016-17, mainly on 
account of lower growth in ‘Financial, real estate 
& professional services’ sector. The contribution 
of ‘Public administration, defence & other 
services’ to total growth during 2016-17 was 
nearly twice its average contribution to growth 
between 2012-13 and 2015-16. On the other 
hand, the contribution of ‘Financial services, 
real estate and professional services’ to GVA 
growth progressively declined since 2013-14. 
It declined from an average of 32.7 per cent of 
GVA growth during 2012-13 to 2015-16 to 18.8 
per cent in 2016-17.   
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Assets-wise fixed investment by institutional sector as a share of total fixed 
investment (per cent)

One reason why industry growth might 
have decelerated could be the slowdown in 
credit growth. Growth of credit deployed 
(outstanding) to industry slowed significantly 
in 2015-16, turned negative in 2016-17, and 
has continued to remain so in H1 of 2017-18. 

This decline may be due to lower demand 
for credit or greater recognition of the problem 
of non-performing assets (NPAs) that might 
have led the banks to become more cautious 
on lending. However, as on November 24, 2017, 
credit outstanding to industry sector was 1 per 
cent higher than what was on November 25, 
2016. Although, the value added in construction 
sector contracted in Q4 of 2016-17, it recovered 
in the subsequent quarters. 

Per-capita Income

The real per capita income (measured 
in terms of per capita net national income 

at constant (2011-12) prices is one of the 
important indicators representing the welfare 
of people of a country. It is expected to increase 
from Rs. 77,803 in 2015-16 to Rs. 86,660 in 
2017-18, growing at an annual average rate of 
5.5 per cent.   

GDP AND ITS COMPONENTS

Consumption expenditure has been the 
major driver, accounting for nearly sixty per 
cent of the total GDP growth between 2012-
13 and 2015-16. This contribution increased 
to over 95 per cent in 2016-17, which is 
attributed to higher growth of both Private 
Final Consumption Expenditure (PFCE) and 
Government Final Consumption Expenditure 
(GFCE), particularly the latter. Growth of GFCE 
was nearly 21 per cent in 2016-17, against an 
average growth of 3.5 per cent during 2012-13 
to 2015-16. This owed mainly to the payment 
of higher wages and salaries to the government 
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staff that followed the implementation of 
the recommendations of the Seventh Pay 
Commission. The growth of both  PFCE and 
GFCE is expected to be lower in 2017-18 as 
compared to 2016-17. The share of investment, 
and in particular that of fixed investment in the 
GDP continuously declined between 2011-12 
and 2016-17. While fixed investment was 34.3 
per cent of GDP in 2011-12, it declined to 27.1 
per cent in 2016-17.   

After nearly stagnating in 2014-15 and 
declining in 2015-16, exports of goods and 
services began to pick up in 2016-17. Imports 
also increased but at a slower pace, thus 
helping in narrowing the current account defcit 
in 2016-17. Exports are expected to grow at 4.5 
per cent in 2017-18, while imports are expected 
to grow at a faster rate. As a result, the share 
of net exports of goods and services  in GDP 
is expected to decline from (-) 0.7 per cent in 
2016-17 to (-) 1.8 per cent in 2017-18.    

Between 2011-12 and 2016- 17, the share 
of PFCE averaged 57.5 per cent in total GDP 
and its growth averaged 6.8 per cent. PFCE has 
been the single most important driver of GDP 
growth and particularly so in 2016-17, when it 
contributed nearly two-thirds to GDP growth. 

Added to this, the contribution of GFCE was 29 
per cent.  While PFCE contribution reverted to 
the average levels achieved in 2011-12 to 2015-
16, the contribution of GFCE continues to be 
higher than that average. 

SAVINGS AND INVESTMENT

The investment rate (Gross Capital 
Formation (GCF) as a share of GDP) in the 
economy declined by nearly 5.6 percentage 
points between 2011-12 and 2015-16.

The major reduction occurred in the year 
2013-14, when investment rate declined by 
nearly 5 percentage points. This was on account 
of number of factors viz. difficulties in acquiring 
land, delayed and cumbersome environmental 
clearances, problems on infrastructure 
front, etc. Although many of these problems 
have been addressed, resulting in improved 
power situation, lessening of infrastructure 
bottlenecks, etc., the investment rate (mainly 
fixed investment) has not picked up. 

The faster decline in investment rate vis-
à-vis the savings rate has led to lower level of 
current account deficit (Savings Investment 
gap) from 2013-14 to 2015-16. 

SAVINGS

Saving, Investment rate (per cent)

The savings of household sector as a ratio of GDP have declined from 23.6 per cent in 2011-
12 to 19.2 per cent in 2015-16, while that of private corporate sector have increasedSH
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Gross Savings as a share of GDP       
(per cent)

 ¾ Household sector accounts for the bulk 
of the savings. However, the share of 
household savings in total savings declined 
from around 68 per cent in 2011-12 to 59 
per cent in 2015-16.  

 ¾ Within the households’ savings, there has 
been a substitution away from physical to 
financial assets, with the share of former 
declining by over 10 percentage points. 

 ¾ Public savings that declined from 1.5 per 
cent of GDP in 2011-12 to 0.9 per cent 
in 2014-15, however, increased again in 
2015-16. This could be partly explained 
by higher collection of union excise duties, 
particularly from petroleum products and 
reduced level of petroleum subsidy bill of 
the central government. 

 ¾ The share of private corporate sector in the 
total savings increased from 9.5 per cent 
of GDP in 2011-12 to about 12 per cent of 
GDP in 2015-16. 

 ¾ Financial savings by the households are 
held mainly in currency, bank deposits, 
life insurance funds, provident and pension 
funds and of late in the form of shares and 
debentures. 

 ¾ Bank deposits accounted for about 50 
per cent of the aggregate financial savings 
between 2011-12 and 2015-16. 

 ¾ There was a significant decline in the 
proportion of deployment of financial 
savings in bank deposits and life insurance 
funds and an increase in share of currency, 
provident and pension funds, claims on 
government (primarily in small savings) in 
2015-16.    

 ¾ Savings held in shares and debentures more 
than doubled, and within this category, 
mutual funds segment increased by 126 
per cent in 2015-16 over the previous year. 

 ¾ Within the shares and debentures category, 
the growth of savings in mutual funds 
registered a phenomenal increase of more 
than 400 per cent over and above the growth 
of 126 per cent witnessed in 2015-16. 

 ¾ Thus within a span of 2 years, savings in 
the form of mutual funds registered more 
than 11-fold increase.  
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Household financial savings as a share of GDP (per cent)

Investment

There has been a consistent reduction in 
investment rate from close to 39 per cent in 
2011-12 to 33.3 per cent in 2015-16, the latest 
year for which the information is available for 
GCF. However, information is available for the 
major components of investment viz. gross fixed 
capital formation (GFCF) which accounts for 
overwhelming proportion of GCF, changes in 
stock and valuables, for 2016-17 and 2017- 18. 

 ¾ Fixed investment rate (GFCF as a share 
of GDP) declined by 5 percentage points 
between 2011-12 and 2015-16. The slow 
growth in fixed investment  in the recent 
years could partly be ascribed to twin 
balance sheet problem. 

 ¾ This trend of declining fixed investment rate 
needs to be reversed at the earliest to realise 

the potential growth of over 8 per cent in 
the years to come. The share of valuables 
in GDP has generally been declining since 
2011-12. 

 ¾ However, it is expected to increase to 1.5 
per cent of GDP in 2017-18 from 1.1 per 
cent in 2016-17. The institution-wise break-
up of the investment in the economy has 
undergone significant changes in the last 
few years. 

 ¾ The investment rate of public sector 
(including general government) consistently 
declined from 2011-12 to 2014-15. 

 ¾ However, it increased to 7.5 per cent of 
GDP in 2015-16. This is in line with the 
greater focus on capital expenditure by 
the central government as well as the state 
governments during the year. 
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Investment by different institutions as percentage of GDP (per cent)

 ¾ Fixed investment accounts for around 
90 per cent of total investment. Fixed 
investment is in various assets including 
dwellings, machinery & equipment and 
intellectual property products (IPP), along 
with small contribution coming from 
cultivated biological resources (CBR).  

 ¾ Dwellings account for around 57-58 per 
cent of fixed investment and this share has 
remained fairly stable between 2011-12 and 
2015- 16.

 ¾ On the other hand, nearly the entire 
increase in the share of fixed investment of 
public sector is on dwellings. The reduction 
in share of machinery segment of fixed 
investment is primarily accounted for by 
the household sector. 

 ¾ The share of ‘Others’ (IPP along with CBR) 
increased on account of higher investment 
in this category by the private corporate 
sector.
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RECEIPTS AND EXPENDITURE OF 
THE CENTRAL GOVERNMENT

A. Receipts

There are three distinct patterns on the 
revenue front. 

 ¾ First, the gross tax collections are reasonably 
on track. 

 ¾ Second, the non-tax revenues have visibly 
under-performed. 

 ¾ Third, non-debt capital receipts, mainly 
proceeds from disinvestment, are doing 
well The difference between the gross tax 
revenue and net tax revenue is mainly the 
tax devolution to the States. 

The share of States in taxes grew by 25.2 
per cent during April- November 2017, much 
higher than the growth in net tax revenue 
(to centre), which is what the Centre has 
at its disposal to spend from its own taxes. 
Disinvestment proceeds and non-tax revenues 
have shown contrasting growth patterns, the 

former reinforcing the revenue position and 
the latter dampening it. The growth in direct 
tax collections of the Centre kept pace with the 
previous year. The indirect tax collections in the 
previous two years were buoyed by mobilization 
of additional resources (ARM), prudently 
apportioning the petroleum price advantage 
into pass-through to the consumers and raising 
of development funds. Considering that there 
are no significant ARM measures in the current 
year, the pace of growth in indirect taxes.  

The budgeted growth for indirect taxes for 
the full year of 2017-18 is only 7.6 per cent; 
the growth so far is 18.3 per cent. The eventual 
outcome in indirect taxes during this year will 
depend on the final settlement of GST accounts 
between the Centre and the States and the 
likelihood that only taxes for eleven months 
(excluding IGST on imports) will be realized. 

EXPENDITURE AND DEFICITS

Central  Government expenditure 
progressed at a robust pace during April- 

02

REVIEW OF FISCAL DEVELOPMENTS
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November 2017. One of the major fiscal 
reforms in the current year was the advancing 
of the budget cycle and processes by almost a 
month. This gave considerable leeway to the 
spending agencies to plan in advance and start 
implementation early in the financial year.  

The trends in fiscal and revenue deficits, 
are the combined effect of the patterns in non-
debt receipts  and expenditure.  The fiscal 

deficit overshooting the budgetary target during 
April-November 2017 has also been due to the 
front-loading of some expenditure, undertaken 
as part of prudent expenditure management.

There was pressure on both revenue and 
fiscal deficits during the first eight months of 
the current year and that marked efforts will 
be required to meet the budgeted targets for 
the full year.
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Movements in revenue expenditure can 
be majorly explained by changes in interest 
payment liabilities and subsidy payments. 
Interest payment liabilities have firmed up 
moderately during April-November 2017, 
possibly due to outgo on account of servicing 
the market stabilization bonds issued to reduce 
excess liquidity, post demonetization. With the 
loss of price advantage in petroleum products in 
the international market, the petroleum subsidy 
has firmed up. On the whole subsidies seem 
to be within control and target. The outgo on 
pensions grew strongly during the first eight 
months reflecting enhanced payments under 
the Seventh Pay Commission.   

STATE AND GENERAL GOVERNMENT

UDAY bonds had an impact of 0.5 and 
0.6 percentage points of GDP on the deficits of 
the 26 States under consideration in 2015-16 
and 2016-17 respectively. As per the RBI  the 
quantum of total market borrowings by the 
State Governments and the Union Territory of 
Puducherry for the fourth quarter is expected 
to be in the range of Rs. 1,26,2.0 billion to 
Rs. 1,38,2.0 billion. This, combined with the 
advance estimates of GDP for 2017-18, means 
that all the States taken together would possibly 
be able to meet their targeted level of fiscal 
deficit, if the borrowing plan for the fourth 
quarter is adhered to and if no other significant 
means of financing is resorted to.

Coupled with the Central Government’s 
target for reducing fiscal deficit by 0.3 percentage 
points of GDP, the State fiscal targets for 2017- 
18 meant that the General Government targeted 
to achieve an overall improvement in their 
fiscal position in the current year, boosted by 
a compression in revenue expenditure and a 
modest improvement in capital expenditure. 

 Fiscal Deficit of the general 
government (*) as per cent of GDP

For the general government as a whole, 
with the expected revenues from GST becoming 
increasingly clearer, the fiscal balance vis-à-vis 
budget estimates will depend on the emerging 
patterns of revenue expenditure in the fourth 
quarter. 

Considering the complexities involved in 
rolling out the GST, the preliminary assessment 
should be that the general government is 
navigating the initial phases of this momentous 
change reasonably.
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M O N E TA R Y  D E V E L O P M E N T S 
DURING 2017-18

Monetary policy during 2017-18 was 
conducted under the revised statutory 
framework, which became effective from August 
5, 2016.  The MPC decided to reduce the Policy 
Repo Rate by 25 basis points to 6.0 per cent. 

Accordingly, the Reverse Repo Rate under 
the Liquidity Adjustment Facility (LAF) stands 
at 5.75 per cent, and the Marginal Standing 
Facility (MSF) rate and the Bank Rate at 6.25 
per cent.

Year-on-Year Growth in Monetary Aggregates (end March, %)

03

MONETARY MANAGEMENT AND FINANCIAL                          
INTERMEDIATION
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Notes: # : Data relating to items 1, 4 and 
7 are as on December 30, 2016; data for the 
remaining items are as on December 23, 2016.

* : Data relating to items 1, 4 and 7 are as 
on December 29, 2017; data for the remaining 
items are as on December 22, 2017.

  In tandem with the re-monetisation 
process, the Y-o-Y growth of Reserve Money 
(M0) during the financial year 2017-18 up to 
November 10, 2017 increased sequentially 
but remained in the negative territory and 
significantly lower than that in the previous year, 
reflecting the lingering, though progressively 
attenuated, impact of demonetisation expansion 
in M0 during the financial year 2017-18 was 
driven by the decline in LAF reverse repo 
(net) and increase in RBI’s net foreign assets. 
However, net RBI credit to government declined 
owing to net open market sales as well as an 
increase in government deposits.    

The Y-o-Y growth of M3 had slackened 
post-demonetisation, but remained positive– 
in contrast to the contraction in M0 – because 
the reduction in Currency with Public (CwP) 
was partially offset by an upsurge in aggregate 
deposits. 

LIQUIDITY CONDITIONS AND ITS 
MANAGEMENT

After demonetisation in early November 
2016, the Reserve Bank had scaled up its 
liquidity absorption operations using a mix 
of both conventional and unconventional 
instruments. Liquidity conditions remain in 
surplus mode even as its magnitude moderated 
gradually with progressive remonetisation 
In addition to LAF, surplus liquidity of `100 
thousand crores was absorbed through 
issuance of Treasury Bills (TBs) under the 

Market Stabilisation Scheme (MSS) during 
April-May 2017 Weighted.  Average Call Rate 
(WACR).

DEVELOPMENTS IN THE G-SEC 
MARKET

 ¾ During 2017-18 (up to 11th January, 2018), 
the direction of movement of the 10-year 
generic G-sec yield altered significantly.  

 ¾ In April 2017 Between May 2017 and July 
2017, G-secs traded with a softening bias on 
account of better than expected economic 
data viz., lower inflation, positive monsoon 
forecast and dovish stance of monetary 
policy in June 2017. 

 ¾ The softening of yield was further supported 
by robust FPI inflows. Later, from mid-July 
to November 17, 2017, the yield movement 
was mainly guided by global factors and 
reflected a hardening bias in the US. 

 ¾ Furthermore, domestic factors such as, 
higher CPI inflation, additional supply of 
securities through OMO sales, rise in oil 
prices leading to concerns of higher inflation, 
and higher government borrowings, exerted 
upward pressure on yields. 

India’s sovereign rating upgrade by 
Moody’s, however, briefly led to a decline of 
the 10-year G-sec yield to 7.10 per cent on 
November 20, 2017, but it went back up later. 
The G-sec yield as on January 11, 2018 stands 
at 7.26 per cent  

BANKING SECTOR

The performance of the banking sector, 
Public Sector Banks (PSBs) in particular, 
continued to be subdued in the current 
financial year.  
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 ¾ GNPA ratio of PSBs increased from 12.5 per 
cent to 13.5 per cent between March and 
September 2017. 

 ¾ Stressed advances ratio of PSBs rose from 
15.6 per cent to 16.2 per cent during the 
period. 

 ¾ Capital to Risk-weighted Asset Ratio 
(CRAR) of SCBs increased from 13.6 per 
cent to 13.9 per cent between March 
2017 and September 2017 largely due to 
an improvement for private sector banks 
(PVBs). 

 ¾ SCBs’ Return on Assets (RoA) remained 
unchanged at 0.4 per cent between March 
2017 and September 2017 while their 
Return on Equity (RoE) declined from 4.3 
per cent to 4.2 per cent. 

 ¾ Many PSBs have continued to record 
negative profitability ratios since March 
2016.  

CREDIT GROWTH

Non Food Credit (NFC) grew at 8.85 per 
cent Y-o-Y in November 2017 as compared to 
4.75 per cent in November 2016. Bank credit 
lending to Services and Personal Loans (PL) 
segments continue to be the major contributor 
to overall NFC growth Credit growth finally 
picked up in industrial sector after remaining 
persistently negative from October 2016 to 
October 2017. However, growth of credit to 
medium scale industries has remained negative 
since June 2015.

ON-BANKING FINANCIAL SECTOR

 ¾ Peer to Peer (P2P) and Account Aggregators 
are the new categories of NBFC that have 
been introduced recently. 

 ¾ The NBFC sector, as a whole, accounted for 

17 per cent of bank assets and 0.26 per cent 
of bank deposits as on September 30, 2017 
NBFCs depended largely on public funds for 
funding their balance sheets. 

 ¾ Borrowings through Non-Convertible 
Debentures (NCDs) witnessed a growth of 
3.1 per cent as on end-September 2017 
against a 19.8 percent growth during 2016-
17. 

 ¾ On the asset side, loans and advances 
registered a growth of 6.6 per cent during 
the first half of the 2017-18 which was 12.7 
per cent during the 2016-17. 

 ¾ The Capital to Risk Weighted Assets Ratio 
(CRAR) of NBFC sector declined slightly to 
22.5 per cent as on end-September 2017 
from 22.8 per cent as on March 31, 2017. 

 ¾ The gross NPA ratio (per cent to advances) 
of NBFC sector declined to 5.5 per cent as 
on end-September 2017 from 6.1 per cent 
as on March 31, 2017. 

 ¾ The Return on Assets (RoA) of the sector 
increased to 2.0 per cent as on end- 
September 2017 as compared to 1.6 per 
cent as on end-March 2017. 

 ¾ The Return on Equity (RoE) increased 
significantly to 9.0 per cent (annualized) as 
on end September 2017 from 7.0 per cent 
as on end-March 2017  

DEVELOPMENTS IN  CAPITAL 
MARKET

Primary Market

The year 2017-18 (April-November) 
witnessed a steady increase in resource 
mobilisation in the primary market segment as 
compared to the corresponding period in the 
last financial year. 
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During 2017-18 (April- November), there 
were 122 Public Issues which raised `66,641 
crores and 12 Rights Issues which raised 
`3,675 crores 

The Indian mutual fund industry also 
registered a robust growth during April 2016 
– October 2017. 

Resource mobilisation through issuance of 
corporate bonds (public issuance and private 
placement) rose rapidly during 2017-18 (April- 
November)  with an amount of `4.23 lakh 
crores raised. Private placements continued to 
dominate the corporate bond market.

INSURANCE SECTOR

 ¾ Insurance, being an integral part of the 
financial sector, plays a significant role in 
India’s economy. 

 ¾ The potential and performance of the 
insurance sector should be assessed on 
the basis of two parameters, viz., Insurance 
Penetration and Insurance Density. 

 ¾ Insurance penetration is defined as the 
ratio of premium underwritten in a given 
year to the gross domestic product (GDP) 
Insurance density is defined as the ratio of 
premium underwritten in a given year to 
the total population (measured in US$ for 
convenience of international comparison)  

 ¾ The Insurance penetration which was 2.71 
per cent in 2001, increased to 3.49 per cent 
in 2016 (Life 2.72 per cent and General 0.77 
per cent). 

 ¾ The insurance density in India, which was 
US$ 11.5 in 2001, has increased to US$ 
59.7 in 2016 (Life 46.5 and General 13.2). 
During the fiscal 2016-17, the Gross Direct 
Premium (GDP) of General Insurers (within 
India) was `130.97 thousand crores, 
registering 33 per cent growth (highest ever 
since 2000-01). 

 ¾ Crop insurance, motor sales, health 
insurance etc. helped the industry report 
this growth.   
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04

PRICES AND INFLATION

The economy witnessed a gradual transition 
from a period of high and variable inflation 
to more stable prices in the last four years. 
Headline inflation measured by the Consumer 
Price Index (CPI) has remained under control 
for the fourth successive year. Financial year 
(FY) 2017-18 began with an annual inflation 
rate of 3.0 per cent.

Headline inflation rate reached its series 
low of 1.5 per cent in the month of June 2017. 
Food inflation measured by the Consumer Food 
Price Index (CFPI) declined to a low of 1.2 per 
cent during the FY 2017-18 (April-December). 
WPI based inflation for FY 2017-18 (Apr-Dec) 
stood at 2.9 per cent.  

CURRENT TRENDS IN INFLATION

Average inflation for FY 2017-18 (Apr-Dec) 
stood at 3.3 per cent, below the threshold of 4 
per cent. The decline in the inflation in the first 
half of the current fiscal year was indicative of 
a benign food inflation which ranged between 
(-)2.1 to 1.5 per cent. The moderate inflation 

rate of less than 4 per cent was maintained for 
straight 12 months up to the end of October 
2017.   

Food Inflation: Good agricultural 
production coupled with regular price monitoring 
by the Government helped to contain inflation, 
especially food inflation. CFPI declined to 4.2 
percent in 2016-17 from 4.9 per cent in 2015-
16 and 6.4 per cent in 2014-15. The rise in 
food inflation in recent months is mainly due to 
factors driving prices of vegetables and fruits. 
Though decline in food inflation is broad-based, 
major drivers are meat & fish, oil & fats, spices 
and pulses & products.

Food inflation based on WPI has also 
declined, it averaged 2.3 per cent in FY 2017- 
18 (Apr-Dec) as compared to 6.3 per cent in 
FY 2016-17 (Apr- Dec). Core Inflation: While 
significant moderation has been witnessed in 
the headline and food inflation, the CPI based 
core1 inflation has remained above 4 per cent 
during the last four financial years.
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Refined core is moving very close to core 
since the beginning of FY 2017-18, it declined 
to 4.4 per cent in FY 2017-18 (Apr- Dec) 
from 5.0  per cent in FY 2016-17 (Apr- Dec). 
Movements of refined core (excluding housing)3 
track the refined core. However, during the 

current financial year, the wedge between the 
two has grown following the implementation 
of the revised house rent allowance for 
central government employees based on 
the recommendation of the 7th Central Pay 
Commission.

Inflation in selected groups of CPI-C - Base 2012 (per cent)

Core Inflation:

While significant moderation has been 
witnessed in the headline and food inflation, the 
CPI based core1 inflation has remained above 
4 per cent during the last four financial years.  

Refined core is moving very close to core 
since the beginning of FY 2017-18, it declined 
to 4.4 per cent in FY 2017-18 (Apr- Dec) 

from 5.0 per cent in FY 2016-17 (Apr- Dec). 
Movements of refined core (excluding housing) 
track the refined core. However, during the 
current financial year, the wedge between the 
two has grown following the implementation 
of the revised house rent allowance for 
central government employees based on 
the recommendation of the 7th Central Pay 
Commission.  
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PRODUCER PRICE INDEX

The Government had set up a Working Group under the Chairmanship of Professor 
B. N. Goldar on 21st August, 2014 to suggest the methodology for introducing Producer 
Price Index (PPI) in India. The major recommendations of the Working Group on Producer 
Price Index are as follows:

 ¾ PPI in India may be compiled based on Supply Use Table (2011-12) using Total Final 
Use values for higher level weights compiled by CSO.

 ¾ Two separate sets of input PPIs may be compiled - one including services and the 
other excluding services.  

 ¾ An additional set of output PPI based on Final Demand and Intermediate Demand 
framework may also be compiled for the benefit of the users. 

 ¾ The PPIs may be initially compiled on an experimental basis and switching over from 
WPI to PPI should be undertaken after the PPI series stabilizes and due consultation 
with the stakeholders is done.  

 ¾ For compilation of experimental PPI, price quotations collected for current series of 
WPI may be used. 

 ¾ The experimental PPI will be released on monthly basis. Initially, the base year of the 
experimental PPI would be 2011-12. 

 ¾ The Working Group recommended inclusion of 15 services in the PPI basket to begin 
with. The coverage of service sector may be extended to all key sectors on an urgent 
basis during the experimental phases of PPI. 

The Producer Price Index (PPI) measures the average change in the prices of goods 
and services, either as they leave the place of production called Output PPI or as they enter 
the production process called Input PPI. Thus, the output indices measure the average 
change in prices that producers receive for their outputs while the input indices measure 
the average change in prices that producers pay for their inputs. PPI contrasts with other 
measures such as the Consumer Price Index (CPI) which measures changes in prices from 
buyers or consumers perspective. 

PPIs significant reduce the distortion arrising from multiple counting by devising 
weights from supply use table compiled by the CSO. Further, the scope of PPI extends to 
services which are not presently covered under WPI. The benefits of migrating from WPI 
to PPI are to cover bulk transactions of all goods and services, do away with the bias of 
double counting inherent in WPI and to compile indices that are conceptually consistent 
with the National Accounts Statistics (NAS) for use as deflators.SH
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DRIVERS OF INFLATION

At the all India level, CPI-C inflation 
was driven mainly by food during FY 2016-
17 (Apr- Dec). The miscellaneous4 group has 
contributed the most to it during the current 
FY 2017-18.  

Housing group contributed nearly twice 
as much to inflation in 2017-18 (Apr- Dec) as 
compared to 2016-17 (Apr- Dec). Excluding 
housing, services inflation declined to 3.8 per 
cent in 2017-18 (Apr- Dec) from 5.0 per cent 
during the corresponding period last financial 
year. Contribution of fuel and light group in 
CPI inflation in 2017-18 (Apr- Dec) was thrice 
of that in 2016-17 (Apr- Dec).  

Contribution to CPI (Combined) 
inflation 2016-17 (Apr-Dec) & 2017-18  

(Apr- Dec)

STATE-WISE INFLATION

Many States have witnessed sharp fall in 
CPI inflation during 2017-18 (Apr- Dec)6 (Figure 
7). Inflation in seventeen States was below 4 per 
cent in FY 2017-18 (Apr- Dec) as compared to 
only three States in 2016-17 (Apr- Dec). Five 
States, namely, Jammu & Kashmir, Kerala, 
Delhi, Tamil Nadu and Himachal Pradesh 
recorded inflation of more than 4 per cent in 
FY 2017-18 (Apr- Dec) whereas nineteen States 
had inflation of more than 4 per cent in FY 
2016-17 (Apr- Dec). 

Ten States had inflation rate lower than 
All India average for FY 2017-18 (Apr- Dec) 
with Odisha having the lowest inflation followed 
by Uttar Pradesh, Bihar and Chhattisgarh, 
respectively. 

EFFORTS TO CONTAIN INFLATION

 ¾ Advisories are being issued, as and when 
required, to State Governments to take strict 
action against hoarding & black marketing 
and effectively enforce the Essential 
Commodities Act, 1955 & the Prevention 
of Black-marketing and Maintenance of 
Supplies of Essential Commodities Act, 
1980 for commodities in short supply.

 ¾ Higher MSP has been announced so as 
to incentivize production and thereby 
enhance availability of food items which 
may help moderate prices. A scheme titled 
Price Stabilization Fund (PSF) is being 
implemented to control price volatility of 
agricultural commodities like pulses, onions, 
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etc. Government approved enhancement in 
buffer stock of pulses from 1.5 lakh MT 
to 20 Lakh MT to enable effective market 
intervention for moderation of retail prices.

 ¾ Pulses from the buffer are being provided to 
States/UTs for PDS distribution, Mid-day 
Meal scheme, etc. In addition, pulses from 
the buffer are being utilized to meet the 
requirement of pulses by Army and Central 
Para-military Forces.

 ¾ Government has imposed stock holding 
limits on stockist/dealers of sugar till April, 
2018.  Government imposed 20% duty on 
export of sugar for promoting availability 
and moderating price rise. Export of all 
varieties of onion will be allowed only 
on letter of credit subject to a minimum 
export price (MEP) of $ 850 per MT till 31st 
December, 2017. States/UTs have been 
dvised to impose stock limit on onions.
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SUSTAINABLE DEVELOPMENT, ENERGY AND           
CLIMATE CHANGE

05

SUSTAINABLE DEVELOPMENT 
GOALS

The UN Sustainable Development Goals 
(SDGs) adopted by the international community 
in September, 2015 comprehensively covers 
social, economic and environmental dimensions 
and build on the Millennium Development 
Goals (MDGs).   

There are 17 SDGs which have 169 
targets to be achieved by 2030. India played 
an important role in shaping the SDGs. directly 
contribute to advancement of the SDG agenda. 
A noteworthy example is the Pradhan Mantri 
Jan Dhan Yojana (PMJDY) which is the world’s 
largest financial inclusion programme. India 
is one of the countries that has volunteered to 
take part in the Voluntary National Reviews 
(VNRs) at the High-Level Political Forum (HLPF) 
2017. The VNR report is based on an analysis 
of progress under various programmes and 
initiatives in the country. The VNR report 
focused on 7 SDGs: 1 (No Poverty); 2 (Zero 
Hunger); 3 (Good Health and Well-Being); 5 

(Gender Equality); 9 (Industry, Innovation and 
Infrastructure), 14 (Life below Water) and 17 
(Partnerships for the Goals).   

URBAN INDIA AND SUSTAINABLE 
DEVELOPMENT

The SDG 11 states: “make cities inclusive, 
safe, resilient and sustainable”. India is now 
embarking on a fast rural to urban transition 
According to World Economic and Social 
Survey, 2013, achieving the sustainability 
of cities entails integration of four pillars - 
social development, economic development, 
environmental management, and effective 
urban governance. 

According to the UN World Cities Report 
2016, by 2030, India is expected to be home 
to seven mega-cities with population above 
10 million. According to Census 2011, 377.1 
million Indians comprising 31.16 per cent of 
the country’s population live in urban areas. 
India’s urban population is projected to grow 
to about 600 million by 2031. 
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 ¾ Many Indian cities are now struggling with 
multiple problems of poverty, inadequate 
provision of urban services, congestion, 
air pollution, sizeable slum population, 
lack of safety measures, and challenges in 
terms of garbage removal, sewage system, 
sanitation, affordable housing, and public 
transport. 

 ¾ Government of India has undertaken several 
measures to improve sustainability of cities, 
which include the Smart Cities Mission, 
National Urban Housing & Habitat Policy 
(2007), Swachh Bharat Mission (Urban), 
and management of Municipal Solid Waste 
(MSW) etc.

 ¾ The way forward is to encourage the ULBs to 
raise resources through various innovative 
financial instruments such as municipal 
bonds, PPPs, credit risk guarantees, etc. 
Example of one such instrument that 
has been experimented in India worth 
highlighting is that of municipal bonds.

 ¾ In Municipal bonds can be one among 
the options for the massive investment 
requirement in the urban infrastructure. 
However,  the ULBs and the state 
governments have to bring operational 
efficiency and financial viability in urban 
projects. 

ACCESS TO SUSTAINABLE ENERGY

Access to affordable, reliable, sustainable 
and modern energy is the sine qua non of 
achieving all the SDGs due to its deep inter-
linkages with all the other goals.

In India, the burden of collecting fuel wood 
and water and cooking falls disproportionately 

on the female members of ouseholds. Although, 
over the years the country has made considerable 
progress in providing access to households 
to clean cooking options, the proportion of 
population without access to clean cooking 
was around 64 per cent in 2015 compared to 
a World average of 38 per cent and 33 per cent 
for China in the same year (OECD/ IEA, 2017)

According to Lawson (2008), reduction 
in gender gap in India by half over the period 
2008-2017 and then by half again over 2018-
2027 would result in a per capita income that 
would be higher by around 13 per cent in the 
year 2030, compared to a baseline scenario. 

 ¾ Government of India had launched “Pradhan 
Mantri Ujjwala Yojana” (PMUY) in May, 2016 
and upgraded it to provide 80 million LPG 
connections by 2020 to BPL households.

 ¾ Government has come out with other 
initiatives namely “Ujjwala Plus” which 
will address the cooking needs of deprived 
people who are not covered under the Socio-
Economic Caste Census (SECC) 2011.

 ¾ In addition, Government of India is 
committed to provide 24X7 reliable and 
quality power supply to all its consumers 
by 2019. 

 ¾ The Deen Dayal Upadhyaya Gram Jyoti 
Yojana (DDUGJY) scheme was launched 
in 2015 to achieve 100 per cent village 
electrification and Saubhagya scheme 
launched on 25th September, 2017, to 
provide energy access to all by last mile 
connectivity and electricity connections to 
all remaining unelectrified households in 
rural and urban areas to achieve universal 
household electrification in the country.SH
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INTERNATIONAL SOLAR ALLIANCE 
(ISA) ENTERED INTO FORCE

I S A  i s  t h e  f i r s t  I n t e r n a t i o n a l 
intergovernmental treaty-based organization 
headquartered in India. ISA is a coalition of 
solar resource rich countries lying fully or 
partially between the Tropics of Cancer and 
Capricorn and aims to specifically address 
energy needs by harnessing solar energy. The 
Paris Declaration establishing ISA states that 
the countries share the collective ambition to 
undertake innovative and concerted efforts 
for reducing the cost of finance and cost of 
technology for immediate deployment of solar 
generation assets.

Government of India has made a provision 
of `100 crore as one-time fund for ISA Fund 
corpus.  In On the request of the ISA, the 
Government of India has earmarked around 
US $ 2 billion Line of Credit (LoC) to the 
African countries for implementation of solar 
and related projects out of its total US $ 10 
billion LoC under the Indian Development and 
Economic Assistance Scheme.

ISA is also developing “Common Risk 
Mitigating Mechanism” (CRMM) for de-risking 
and reducing the financial cost of solar projects. 
An international expert group has been working 
on the blue print of the mechanism. Another 
major initiative of ISA includes establishment of 
Digital Infopedia which serves as a platform to 
interact, connect, communicate and collaborate 
with one another. ISA also plans to administer 
global awards for solar R&D, applications and 
innovative financing.

INDIA AND CLIMATE CHANGE

India’s climate ranges from continental to 
coastal, from extremes of heat to extremes of 
cold, from extreme aridity and negligible rainfall 
to excessive humidity and torrential rainfall. 
The annual mean, maximum and minimum 
temperatures during the period 1901-2010 for 
India, show a significant increasing trend of 
0.60°C, 1.0°C and 0.18°C per hundred years, 
respectively. For the 1981-2010 period, the 
mean, maximum and minimum temperatures 
increased almost at an equal rate of around 
0.2°C per decade, which is much higher than 
the trends for the period 1901-2010.

Key initiatives and progress in various 
areas include:

 ¾ As part of the mission on strategic 
knowledge on climate change, India has 
established 8 Global Technology Watch 
Groups in the areas of Renewable Energy 
Technology, Advance Coal Technology, 
Enhanced Energy Efficiency, Green Forest, 
Sustainable Habitat, Water, Sustainable 
Agriculture and Manufacturing.

 ¾ National Adaptation Fund on Climate 
Change established in 2015 to support 
concrete adaptation activities which are 
not covered under on-going activities 
through the schemes of State and Central 
Government, continues till 31st March 
2020 with financial implication of Rs.364 
crore.

 ¾ Zero Effect, Zero Defect is a policy initiative 
to enhance energy efficiency and resources 
efficiency in Medium & Small Industries.  
The National Mission for Clean Ganga seeks 
to rejuvenate the river along its length of 
more than 2,500 km.
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C U R R E N T  M U L T I L A T E R A L 
NEGOTIATIONS ON CLIMATE 
CHANGE

Way Foward

The Global Climate Risk Index 2018 has 
put India amongst the six most vulnerable 
countries in the world. Given that a sizeable 
population under poverty live in areas prone 

to climatic shifts and in occupations that are 
highly climate-sensitive, future climate change 
could have significant implications for living 
standards.

Climate change has been given high 
importance in policy decisions. The Fifteenth 
Finance Commission Terms of Reference 
outlined climate change as an important aspect 
for consideration
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EXTERNAL SECTOR

06

GLOBAL ECONOMIC ENVIRONMENT

International Developments

 ¾ The global economy is gathering pace and is 
expected to accelerate from 3.2 per cent in 
2016 to 3.6 percent in 2017 and 3.7 percent 
in 2018 which reflects an upward revision 
of the earlier projections by the IMF 

 ¾ The upward revision in world growth is 
supported by better than expected results 
in the first half of 2017 in Euro Area, Japan, 
emerging Asia and Russia even though 
there are downward revisions in USA and 
UK. 

According to the IMF (October 2017), global 
recovery is not yet complete, as inflation is still 
below the target in most advanced economies 
and commodity exporters, particularly fuel 
exporters have been hit due to fall in oil prices

INDIA’S BALANCE OF PAYMENT 
DEVELOPMENTS 

Overview of balance of payment

 ¾ India’s Balance of Payment situation, which 
has been benign and comfortable since 
2013-14, continued to be so in the first half 
of 2017-18, despite some rise in current 
account deficit (CAD) in the first quarter, 
with a relatively lower CAD in the second 
quarter. 

 ¾ The widening of the CAD was primarily on 
account of a higher trade deficit (US$ 74.8 
billion) brought about by a larger increase 
in merchandise imports relative to exports. 
The surge in imports owed to the sharp rise 
in imports of gold, with its volume more 
than doubling as uncertainty over GST 
implementation resulted in front loading of 
purchases by jewellers in Q1.

 ¾ This, coupled with the rise in crude oil 
prices (Indian basket) resulting in increase 
in oil import bill, led to the increase in 
imports. 
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Trade Performance

Current Account Developments in 
H1 of 2017-18

Merchandise

 ¾ In H1 of 2017-18, merchandise imports (on 
Balance of Payments’ basis) grew by 22.1 
per cent vis-á-vis 11.3 per cent for exports. 
On Customs basis this growth was 25.9 per 
cent and 10.8 per cent respectively. Higher 
import growth owed to POL import growth 
at 17.8 per cent and gold and silver import 
growth at 113.8 per cent as per customs 
basis.

 ¾ India’s positive export growth in 2016-17 
owed to the positive growth of both POL 
and  non POL exports at 3.2 per cent and 
5.4 per cent respectively. 

 ¾ Merchandise imports also fell from a high 
of US$ 490.7 billion in 2012-13 to US$ 
381.0 billion in 2015-16 and registered a 
mild increase of 0.9 per cent to US$ 384.4 
billion in 2016-17. 

TRADE DEFICIT
 ¾ Among India’s trading partners, the 

top five countries with which India has 
negative bilateral trade balance are China, 
Switzerland, Saudi Arabia, Iraq and South 
Korea while the top five countries with 
which it has surplus trade balance are USA, 
UAE, Bangladesh, Nepal and UK. India has 
the highest trade deficit with China. 

 ¾ Its share in India’s total trade deficit 
increased from 20.3 per cent in 2012-13 
to to 43.2 per cent in 2017-18 (April-
September).

 ¾ This deficit has fallen in the last two years. 
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POL  and Non-POL Total Deficit (US$ billion)

Bilateral Trade Surplus/Deficit (US$ billion)
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Invisibles

 ¾ Net invisibles surplus fell from US$ 118.1 
billion in 2014-15 to US$ 107.9 billion in 
2015- 16 and US$ 97.1 billion in 2016-17. 
However, in H1 of 2017-18 there has been 
an increase in net invisibles surplus to US$ 
52.5 billion from US$ 45.6 billion in H1 of 
2016-17, with increase observed both in net 
services and net private transfers.  

 ¾ Private transfer receipts, mainly representing 
remittances by Indians employed overseas, 
increased by 10.0 per cent to US$ 33.5 billion 
in H1 of 2017-18 over the corresponding 
period of the previous year.  

 ¾ According to the World Bank (October 
2017), India will remain a top remittance 
recipient country in 2017, followed by 
China, the Philippines, and Mexico. 

 ¾ The private transfers (gross) inflows to India 
declined by 6.1 per cent in 2015-16 and 
6.5 per cent in 2016- 17. This was due to 
constrained labour market conditions in 
the source countries particularly GCC (Gulf 
Cooperation Council) countries, 

 ¾ According to the World Bank, (October 
2017), the number of Indian workers 
emigrating to Saudi Arabia dropped from 
3.0 lakhs in 2015 to 1.6 lakh in 2016; 
and to the United Arab Emirates from 2.2 
lakh in 2015 to 1.6 lakh in 2016. Total 
Indian workers outflow fell from 7.8 lakh 

in 2015 to 5.1 lakh in 2016. Among the 
structural factors, tightening norms of 
hiring foreign workers in USA, labour 
market adjustment in GCC countries and 
rising anti-immigration sentiments in 
many source countries pose considerable 
downside risk.  

Capital are financial account of balance 
of payment in H1 of 2017-18

 ¾ Net foreign investment recorded a growth 
of 17.4 per cent owing to a sharp rise in 
portfolio investment to India. 

 ¾ Foreign portfolio investment (FPI) increased 
by a whopping 78.0 percent. 

 ¾ Among other forms of capital flows, banking 
capital recorded a net inflow of US$ 6.3 
billion with increase in overseas borrowings 
and liquidation of foreign assets by banks, 
while net repayment of external commercial 
borrowings resulted in an outflow of US$ 
1.5 billion in 2017-18 H1.  

Composition of  Trade

Export growth in 2016-17 was fairly broad 
based with positive growth in major categories 
except textiles & allied products, and leather 
& leather manufactures. In 2017-18 (April 
- November) among the major sectors, there 
was good export growth in engineering goods 
and Petroleum crude and products; moderate 
growth in chemicals & related products, and 
textiles & allied products; but negative growth 
in gems and jewellery SH
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Balance of Payments
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Sector wise share and growth rate of imports

TRADE POLICY

Two important developments on the trade policy front during the year relate to the mid-term 
review of Foreign Trade Policy(FTP) and the recent multilateral negotiations of WTO in December 
2017. Besides these, there were some developments on the trade logistics front and anti-dumping 
measures.SH
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HIGHLIGHTS OF THE MID TERM REVIEW OF FOREIGN TRADE POLICY AND SUBSEQUENT 
TRADE RELATED POLICIES

 ¾ MEIS (Merchandise Exports from India Scheme) incentives for two sub-sectors of Textiles i.e. Ready Made 
Garments and Made Ups increased from 2% to 4% involving additional annual incentives of Rs. 2743 crore.

 ¾ Across the board increase of 2% in existing MEIS incentive for exports by MSMEs / labour intensive 
industries amounting to Rs. 4576 crore.

 ¾ To provide an impetus to the services trade, the SEIS (Service Export from India Scheme) incentives 
have been increased by 2% for notified services such as Business, Legal, Accounting, Architectural, 
Engineering, Educational, Hospital, Hotels and Restaurants amounting to Rs. 1140 crore.

 ¾ The validity period of the Duty Credit Scrips has been increased from 18 months to 24 months to 
enhance their

 ¾ utility in the GST framework. GST rate for transfer/sale of scrips has been reduced to zero from the 
earlier rate of 12%.

 ¾ New trust based Self Ratification Scheme introduced to allow duty free inputs for export production under 
duty exemption scheme with a self-declaration. Under this scheme, instead of getting a ratification of the 
Norms Committee for inputs to be used in the manufacture of export products, exporters will self-certify 
the requirement of duty free raw materials/ inputs and take an authorization from DGFT. The scheme 
would initially be available to the Authorized Economic Operators (AEOs).

 ¾ To focus on improving Ease of Trading across Borders for exporters and importers, a professional team 
envisaged to handhold, assist and support exporters with their export related problems, accessing export 
markets and meeting regulatory requirements.

 ¾ New Logistics Division created in the Commerce Department to develop and coordinate implementation of 
an Action Plan for the integrated development of the logistics sector, by way of policy changes, improvement 
in existing procedures, identification of bottlenecks and gaps and introduction of technology in this sector.

 ¾ For clarity, a negative list of capital goods which are not permitted under the EPCG (Export Promotion 
on Capital Goods) scheme has been notified.

 ¾ The concept of Domestic Tariff Area (DTA) sale from Export Oriented Units (EoUs) on concessional and 
full duty has been removed and hence, the limit on entitlement of DTA sale has also been removed.

 ¾ Consequently, restriction on DTA sale of motor cars, alcoholic liquors, books and tea has been removed. 

 ¾ Second Hand Goods imported for the purpose of repair/ refurbishing/re-conditioning or re-engineering 
have been made free, thereby facilitating generation of employment in the repair services sector.

 ¾ Issue of working capital blockage of the exporters due to upfront payment of GST on inputs has been 
addressed. Under advance authorization Export Promotion for Capital Goods (EPCG) Scheme, 100%

 ¾ EoU’s, exporters have been extended the benefit of sourcing inputs/capital goods from abroad as well 
as domestic suppliers for exports without upfront payment of GST. Further an e wallet will be launched 
from 1st April 2018 to make these schemes operational from 1st April, 2018.

 ¾ The Union Cabinet Committee on 15th December 2017, approved the special package for employment 
generation in leather and footwear sector. The package involves implementation of Central Sector Scheme

 ¾ “Indian Footwear, Leather & Accessories Development Programme” with an approved expenditure of Rs. 
2600 crore over the three years from 2017-18 to 2019-20. The scheme would lead to development of 
infrastructure for the leather sector, address environment concerns specific to the leather sector, facilitate 
additional investments, employment generation and increase in production. The Special Package has 
the potential to generate 3.24 lakhs new jobs in 3 years and assist in formalization of 2 lakh jobs as 
cumulative impact in Footwear, Leather & Accessories Sector.

Source : Based on inputs from Department of Commerce
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TRADE RELATED LOGISTICS

The Indian logistics industry is estimated 
to be worth around US$ 160 billion in 2016-
17 and has grown at a compound annual 
growth rate (CAGR) of 7.8 per cent over the 

past five years. Considering the impact of 
implementation of the Goods and Services Tax 
(GST), the Indian logistics market is expected 
to reach about US$ 215 billion in 2019-20, 
growing at a CAGR of 10.5%. 

LOGISTICS: CHALLENGES AND SUGGESTED ACTION PLAN

Some key challenges

 ¾ High cost of logistics – impacting competitiveness in domestic & global market

 ¾ Unfavorable modal mix (Roadways 60%, Railways 30%) and inefficient fleet mix

 ¾ Under-developed material handling infrastructure and fragmented warehousing

 ¾ Multiple regulatory/policy making bodies with procedural complexities including cumbersome and 
duplicate processes.

 ¾ High dwell time and lack of seamless movement of goods across modes.

Suggested Action Plan

 ¾ Formulation of National Integrated Logistics Policy to bring in greater transparency and enhance 
efficiency in logistics operations

 ¾ Develop integrated IT Platform as a single window for all logistics related matters. This portal will 
have linkages with the IT systems of Railways, Road transport & Highways, Shipping, Civil Aviation, 
CBEC, State Transport departments, etc. and act as a Logistics marketplace

 ¾ Usher in ease of documentation, faster clearance, digitization.

 ¾ Bring down logistics cost to less than 10% of GDP by 2022

 ¾ Faster clearances for setting up of logistics infrastructure like Multi-modal logistic parks (MMLPs), 
Container Freight Station (CFS), Air Freight Station (AFS) & Inland Container Depot (ICD).

 ¾ Introduce professional standards and certification for service providers

 ¾ Promote introduction of high-end technologies like high-tech scanning equipment, RFID, GPS, EDI, 
online Track & Trace systems in the entire logistics network.

 ¾ Improve Logistics skilling in the country and increase jobs in Logistics sector to 40 million by 2022.

Source: Based on inputs from Logistics Division, Department of Commerce

ANTIDUMPING MEASURES

Products wherein anti-dumping duty has 
been imposed fall in the products group of 
Chemicals & Petrochemicals, Products of Steel 
& other metals and Rubber or Plastic Products. 
The countries involved in these investigations 
are China, Iran, Saudi Arabia, USA, EU, Japan, 
Canada, Russia, Indonesia, Georgia, Thailand, 

Norway, Turkey, Bangladesh, South Korea, 
Ukraine and Taiwan, with major products found 
to have been dumped from China. 

FOREIGN EXCHANGE RESERVES

 ¾ India’s foreign exchange reserves reached 
US$ 409.4 billion on end-December 2017. 
Foreign exchange reserves grew by 14.1 
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percent on a y-o-y basis from end-December 
2016 (US$ 358.9 billion) to end-December 
2017 (US$ 409.4 billion. 

EXCHANGE RATE

 ¾ During 2017-18 (up to December 2017), the 
rupee generally traded with an appreciating 
bias against the US dollar, barring 
intermittent depreciation in September and 
October 2017. The rupee strengthened by 
2.5 per cent to a level of  Rs.64.24 per US 
dollar during December, 2017 from the level 
of Rs.65.88 per US dollar during March 2017 
on the back of significant capital flows, both 
foreign portfolio flows and FDI. Improved 
macroeconomic conditions coupled with 
reforms initiated by the Government were 
mainly responsible for the buoyant capital 
flows. The rupee was one of the least volatile 
EM currencies during April-December 2017 
and traded in the range of 63.63 to 65.76 
per US dollar.  

 ¾ In terms of the real effective exchange rate 
(trade weighted) against a basket of 36 
currencies, the rupee appreciated by 5.2 
per cent in April- December 2017 over the 
corresponding period of 2016-17. Following 
the IMF methodology of the REER, there 
was appreciation of 4.5 per cent during 
the April-November 2017. Though the 
rupee continued to be broadly stable, the 
appreciation of REER indicates that India’s 
exports might have become slightly less 
competitive.  

EXTERNAL DEBT

 ¾ India’s External Debt stock increased by 
5.1 per cent to US$ 495.7 billion at end- 
September 2017 from end-March, 2017, 
while it increased by 2.1 per cent from 
end-June, 2017. 

 ¾ Share of Government (sovereign) debt 
in total debt increased to 21.6 percent 
end- September 2017 from 19.4 per cent 
at end-March 2017, mainly due to other 
Government external debt component 
reflecting the increased level of foreign 
portfolio investments in Government 
securities.

 ¾ International comparison of external debt 
situation based on World Bank data shows 
that among the top 20 developing debtor 
countries in 2016, India’s external debt 
stock to Gross National Income (GNI) ratio 
at 20.4 percent was the second lowest 
after China’s 12.8 per cent. In terms of the 
foreign exchange reserves cover to external 
debt, India’s position is the fifth highest and 
India’s debt service rate is the eight lowest. 

 ¾ As per the World Bank data, though India 
is the third largest debtor country among 
developing countries (after China and 
Brazil), India’s share of short term debt to 
total debt is only 18.6 percent and 18.3 per 
cent in 2017 Q1 (end-March) and 2017 Q2 
(end-June) compared to China’s 59.0 per 
cent and 60.1 per cent respectively.
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India’s Key External Debt Indicators (per cent)

CONCLUSION

The prospects for India’s External Sector 
in this and coming year look bright with world 
trade projected to grow at 4.2 percent and 4 
percent in 2017 and 2018 respectively from 
2.4 percent in 2016; trade of major partner 

countries improving and above all India’s export 
growth also picking up. The downside risks lie 
in the rise in oil prices. However, this could also 
lead to higher inflow of remittances which have 
started picking up. The supportive policies like 
GST, logistics and trade facilitation policies of 
the government could help further
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AGRICULTURE AND FOOD MANAGEMENT

07

In a developing country like India, 
agriculture sector and rural economy have 
a significant role in providing livelihoods, 
ensuring food security and providing impetus 
to the growth of industries and service sectors. 

Overview of Agriculture And Allied 
Sectors

The growth rates of agriculture & allied 
sectors have been fluctuating at 1.5 per cent 
in 2012-13, 5.6 per cent in 2013-14, (-) 0.2 
per cent in 2014-15, 0.7 per cent in 2015-16 
and 4.9 per cent in 2016-17. The uncertainties 

in growth in agriculture are explained by the 
fact that more than 50 percent of agriculture 
in India is rainfall dependent which aggravate 
the production risks.

Gross capital formation in agriculture 
and allied sector

The Gross Capital Formation in agriculture 
and allied sectors as a proportion to the total 
GCF showed a decline from 8.3 per cent in 
2014- 2015 to 7.8 per cent in 2015-16. This 
decline can be attributed to reduction in private 
investment.

Agriculture sector key Indicators
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PRODUCTION OF CROPS 2016-17

 ¾ As per the Fourth Advance Estimates 
for 2016-17 released by Department of 
Agriculture, Cooperation and Farmer’s 
Welfare, the country achieved a record 
production of food grains estimated at 275.7 
million tonnes.

 ¾ The production of rice is estimated at 110.2 
million tonnes during 2016-17 which is 
also a new record. Similarly, the production 
of wheat is higher by 2.6 per cent, the 

production of pulses higher by 3.7 million 
tonnes, the production of oilseeds and 
cotton registered a growth of 27 per cent 
and 10.3 per cent respectively in 2016-17. 

KHARIF PRODUCTION 2017-18

Kharif food grains production during 
2017-18 is estimated at 134.7 million tonnes 
which is expected to be lower by 3.9 million 
tonnes from the production of 138.5 million 
tonnes during 2016-17. 

Area, Production and Yield (2016-17*)

SOWING OF RABI CROPS 2017-18

The sowing of rabi crops is under progress. 
As per latest information available on sowing of 
crops from States, 617.8 lakh hectares of area 
has been covered under Rabi crops for 2017-18 
as on 19th January 2018. The area coverage 
under rabi crops is above 98 per cent of the 
normal area.

DYNAMICS OF AGRICULTURAL GROWTH

The agricultural sector has been witnessing 
a gradual structural change in recent years. The 
share of livestock in GVA in agriculture has 
been rising gradually, the share of the crop 
sector in GVA has been on the decline from 65 
per cent in 2011-12 to 60 per cent in 2015-16.SH
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Share of Agriculture and allied sectors in Gross Value Added (in %)

The decrease in share of crop sector in the total gross value added of the agriculture and 
allied sector has impacted the sources of incomes of the farm households. As can be seen from 
the following  Figure in 2002-03 the share of livestock in total farm incomes was just 4 per cent 
which increased to 13 per cent by 2012-13.

Sources of Farm Incomes, 2002-03 and 2012-13
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POLICY FOR WOMEN FARMERS
Women play a significant and crucial role in agricultural development and allied fields including 

in the main crop production, livestock production, horticulture, post-harvest operations, agro/social 
forestry, fisheries, etc. is a fact long taken for granted (NCW, 2001). For sustainable development of the 
agriculture and rural economy, the contribution of women to agriculture and food production cannot be 
ignored. As per Census 2011, out of total female main workers, 55 per cent were agricultural labourers 
and 24 per cent were cultivators. However, only 12.8 per cent of the operational holdings were owned 
by women, which reflect the gender disparity in ownership of landholdings in agriculture (Table 1) 
Moreover, there is concentration of operational holdings (25.7 per cent) by women in the marginal and 
small holdings categories.

With growing rural to urban migration by men, there is ‘feminisation’ of agriculture sector, with 
increasing number of women in multiple roles as cultivators, entrepreneurs, and labourers. Globally, 
there is empirical evidence that women have a decisive role in ensuring food security and preserving local 
agro-biodiversity. Rural women are responsible for the integrated management and use of diverse natural 
resources to meet the daily household needs (FAO, 2011). This requires that women farmers should 
have enhanced access to resources like land, water, credit, technology and training which warrants 
critical analysis in the context of India. In addition, the entitlements of women farmers will be the key to 
improve agriculture productivity. The differential access of women to resources like land, credit, water, 
seeds and markets needs to be addressed. Towards this, Government has been implementing various 
schemes which help improve the entitlements of women farmers, which will prove to be advantageous 
in bridging the policy gaps which exist in the sector. 

The following measures have been taken to ensure mainstreaming of women in agriculture sector:

 ¾ Earmarking at least 30 per cent of the budget allocation for women beneficiaries in all ongoing 
schemes/programmes and development activities

 ¾ Initiating women centric activities to ensure benefits of various beneficiary-oriented programs/
schemes reach them.

 ¾ Focusing on women self-help group (SHG) to connect them to micro-credit through capacity building 
activities and to provide information and ensuring their representation in different decision-making 
bodies.

 ¾ Recognising the critical role of women in agriculture, the Ministry of Agriculture and Farmers 
Welfare has declared 15th October of every year as Women Farmer’s Day.

With women predominant at all levels- production, pre-harvest, post-harvest processing, packaging, 
marketing- of the agricultural value chain, to increase productivity in agriculture, it is imperative to 
adopt gender specific interventions. An ‘inclusive transformative agricultural policy’ should aim at 
gender-specific interventions to raise productivity of small farm holdings, integrate women as active 
agents in rural transformation, and engage men and women in extension services with gender expertise
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CROPPING PATTERN IN INDIAN 
AGRICULTURE

 ¾ India ranks first, with 179.8 Mha (9.6 
percent of the global net cropland area) 
of net cropland area according to United 
States Geological Survey 2017. 

 ¾ The Index of Crop Diversification1 has been 
computed for major States and All India 

to examine whether there has been major 
changes in the cropping patterns across 
States. The index value ranges between 
0 and 1 and higher the value, greater the 
diversification.  

 ¾ Two of the States Himachal Pradesh and 
Jharkhand have shown increasing values 
in crop diversification. 

Index of Crop Diversification

INPUT MANAGEMENT IN AGRICULTURE

Managing the inputs in appropriate combinations for specific crops can improve the 
productivity in agriculture without losing soil fertility and causing environmental damages.   
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Operational Holdings by educational 
status

As per Input Survey 2011-12 (with an 
estimated 138.11 million operational holders), 
about 69.3 percent were literate with 22.5 
percent studied up to class V, 22.7 percent up 
to middle class, 15.4 percent up to secondary, 
5.2 percent up to senior secondary, 1.3 percent 
technical diploma holders below degree level 
and rest 2.1 percent has graduation and above. 
However, 30 per cent among marginal and small 
farmers were illiterate.

Use of Inputs by Agricultural Holdings

 ¾ As reported in Input Survey, out of total 
operational holding only 9.4 percent used 
certified seeds while 27 percent used seeds 
of notified variety and only 9.8. percent used 
hybrid seeds. 

 ¾ More than 80 per cent of agricultural 
holdings in the marginal size category 
using organic manure which increases soil 
fertility. The percentage of small holdings 
which use hybrid seeds and fertilisers 
are also lower in comparison to marginal 
holdings.

DIRECT BENEFIT TRANSFER IN FERTILISER SECTOR

The Government of India has introduced Direct Benefit Transfer (DBT) system for fertilizer 
subsidy on Pilot Basis with effect from October, 2016. Under the proposed fertilizer DBT system, 
100 per cent subsidy on various fertilizer grades shall be released to the fertilizer companies on the 
basis of actual sales made by the retailers to the beneficiaries. The Sale of all subsidized fertilizers to 
farmers/buyers will be made through Point of Sale (PoS) devices installed at each retailer shop and 
the beneficiaries will be identified through Aadhar Card, KCC, Voter Identity Card etc. 

The implementation of the DBT Scheme requires development of PoS devices at every retailer 
shop, training of retailers for using PoS device, Stock initialization in the PoS device after verifying 
the physical stock at retail point, before making sales transactions. Presently, the DBT scheme is 
under implementation in 17 pilot districts. Based on the deployment of PoS device in different States, 
preparedness of State Government, Lead fertilizer Suppliers/Fertilizer companies, the Department 
has drawn up a detailed action plan to extend the DBT Scheme to other States in a phased manner. 
As on 22nd December, 2017, 14 States/UTs have been brought under DBT Framework.   

The benefits of the DBT Scheme are: 

 ¾ The proposed DBT framework is a beneficiary driven subsidy payment mechanism being initiated 

at national level. 

 ¾ It creates Aadhaar seeded data base of beneficiaries and provides transaction visibility at the 

level of buyers. 

 ¾ By linking the actual sales to subsidy payments, it facilitates a more transparent and faster 

tracking of funds along the value chain i.e. from manufacturers to beneficiaries. 

 ¾ Diversion of fertilizers is expected to be minimized.SH
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Irrigation

 ¾ The all India percentage of net irrigated area 
to total cropped area was 34.5 per cent, 
which makes a large segment of cultivation 
dependent on rainfall. 

 ¾ There is tremendous potential to increase 
the coverage of irrigated area for which 
the Government launched the Prime 
Minister’s Krishi Sinchayee Yojana (PMKSY) 
in 2015. PMKSY has been approved for 
implementation across the country with 
an outlay of Rs.50,000 crore in five years. 
During the year 2016-17, Rs.1991.2 crores 
was allocated for Per Drop More Crop under 
PMKSY which is 28 per cent, more than in 
the year 2015-16.   

Agricultural Mechanization

 ¾ Farm mechanization and crop productivity 
has  a  d i rect  corre lat ion as  farm 
mechanization saves time and labour, 
reduces drudgery, cut down production cost 
in the long run, reduces post-harvest losses 
and boosts crop output and farm income. 

 ¾ Use of improved implements has potential 
to increase productivity up to 30 per cent 
and reduce the cost of cultivation up to 20 
per cent. 

 ¾ According to the World Bank estimates, 
half of the Indian population would be 
urban by the year 2050. It is estimated that 
percentage of agricultural workers of total 
work force would drop to 25.7 per cent by 
2050 from 58.2 per cent in 2001. Thus, 
there is a need to enhance the level of farm 
mechanization in the country

Power available from different power 
sources on Indian farms

Mitigating risk in agriculture : Crop 
insurance and  Crop loss

There is predominance of small operational 
holdings in Indian agriculture. It is, therefore, 
needed to consolidate the land holdings to reap 
the benefits of agricultural mechanization. 

In respect of wheat and paddy, less 
than 5 percent of the cultivating agricultural 
households insured their crops. 

The reasons for not insuring for selected 
crops are:

1. ‘Not aware about the crop insurance’

2. The lack of awareness about the availabil-
ity of the facility for the harvested crop. 

3. 20 percent of households which were ei-
ther not interested in insuring their crops 
or not felt the need for insuring their crops,  
lack of awareness, improper coverage and 
reach.

4. Complicated procedures and lack of re-
sources.

 ¾ The Pradhan Mantri Fasal Bima Yojana 
(PMFBY), which is a yield index based 
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crop insurance scheme launched in 2016, 
has made substantial progress with more 
ground coverage compared to erstwhile 
schemes. 

 ¾ During 2016-17, the target of 30 percent 
of the Gross Cropped Area (GCA) in the 
country for PMFBY has been achieved. 
PMFBY provides comprehensive coverage 
of risks from pre-sowing to post harvest 
against natural non-preventable risks. 

Reasons for Crop Loss
 ¾ Inadequate rainfall/ drought was most 

reported reason for crop loss for all the 
selected crops except coconut and urad 
during the first half of the agricultural year. 

 ¾ During the period January-June 2013, the 
agricultural households that cultivated 
sugarcane reported to have incurred highest 
average total loss (Rs. 36290) followed by 
cotton (Rs. 22,785) and onion (Rs. 18,860).  

POLICY TO PROMOTE CLIMATE SMART AGRICULTURE (CSA)

Climate change incidence on agriculture can be in the form of increased variability in 
temperature and rainfall and intensity of extreme weather events like drought and flood ultimately 
creating disturbance to agro-ecosystems, thereby impacting farmers and farming community. This 
necessitates the need to address adaptation and rural development in an integrated manner, so 
as to achieve climate resilient development. It is in this context that there is emergence of the 
concept and significance of ‘Climate Smart Agriculture (CSA).

Climate Smart Agriculture (CSA)
Climate-smart agriculture (CSA) is an approach that helps to guide actions needed to 

transform and reorient agricultural systems to effectively support development and ensure food 
security in a changing climate. CSA aims to tackle three main objectives: sustainably increasing 
agricultural productivity and incomes; adapting and building resilience to climate change; and 
reducing and/or removing greenhouse gas emissions wherever possible. CSA is an approach for 
developing agricultural strategies to secure sustainable food security under climate change. CSA 
provides the means to help stakeholders identify agricultural strategies suitable to their local 
conditions.

AGRICULTUR AL CREDIT AND 
MARKETING INITIATIVES

 ¾ Credit is a critical input in achieving high 
productivity and overall production in the 
agricultural sector. A sum of Rs.20,339 
crore has been approved by the Government 
of India in 2017-18 to meet various 
obligations arising from interest subvention 
being provided to the farmers on short 
term crop loans, as also loans on post-
harvest storages meets an important input 
requirement of the farmers in the country 
especially small and marginal farmers who 
are the major borrowers. 

 ¾ The crop insurance under Pradhan Mantri 
Fasal Bima Yojana (PMFBY) is linked to 
availing of crop loans, the farmers would 
stand to benefit from both farmer oriented 
initiatives of the Government, by accessing 
the crop loans. 

 ¾ The loans are available to Kisan Credit Card 
(KCC) holding small and marginal farmers 
at interest subvention of 2 per cent on such 
storages for a period of upto six months.  

 ¾ The credit from institutional sources will 
complement all such government initiatives 
like Soil Health Card, Input Management, 
Per Drop More Crop in Pradhan Mantri 
Krishi Sinchai Yojana (PMKSY), PMFBY, 
e-NAM, etc.  
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INTEREST SUBVENTION SCHEME (ISS)

The Interest Subvention Scheme (ISS) has been operational since 2006-07. Under this scheme, 
the farmers can avail concessional crop loans of upto Rs.3 lakh at 7 per cent rate of interest. It also 
provides for an additional subvention of 3 per cent for prompt repayment within a period of one year 
from the date of advance. The scheme for 2017-18 will help farmers to avail of short term crop loans up 
to Rs. 3 lakh payable within one year at only 4 per cent per annum. As a measure to check distress sale, 
post-harvest loans for storage in accredited warehouses against Negotiable Warehouse Receipts (NWRs) 
are available for upto 6 months for KCC holding small & marginal farmers. The Interest Subvention 
Scheme will continue for one year and it will be implemented by NABARD and RBI.  

The interest subvention will be given to Public Sector Banks (PSBs), Private Sector Banks, 
Cooperative Banks and Regional Rural Banks (RRBs) on use of own funds and to NABARD for refinance 
to RRBs and Cooperative Banks. The salient features of the scheme are as follows:

 ¾ The Central Government will provide interest subvention of 5 per cent per annum to all prompt 
payee farmers for short term crop loan upto one year for loan upto Rs. 3 lakhs borrowed by them 
during the year 2017-18. Farmers will thus have to effectively pay only 4 per cent as interest. 
In case farmers do not repay the short term crop loan in time they would be eligible for interest 
subvention of 2 per cent as against 5 per cent available above.

 ¾ The Central Government will provide approximately Rs. 20,339 crore as interest subvention for 
2017-18. 

 ¾ In order to give relief to small and marginal farmers who would have to borrow at 9 per cent for the 
post-harvest storage of their produce, the Central Government has approved an interest subvention 
of 2 per cent i.e. an effective interest rate of 7 per cent for loans upto 6 months.

 ¾ To provide relief to the farmers affected by natural calamities, the interest subvention of 2 per cent 
will be provided to Banks for the first year on the restructured amount.

 ¾ In case farmers do not repay the short term crop loan in time they would be eligible for interest 

subvention of 2 per cent as against available above.

The ISS is to make available at ground level, agricultural credit for Short Term crop loans at an 
affordable rate to give a boost to agricultural productivity and production in the country.

AGRICULTURE RESEARCH AND 
DEVELOPMENT

 ¾ Agricultural R&D is the main source of 
innovation, which is needed to sustain 
agricultural productivity growth in the long-
term (FAO, 2012). The actual expenditure of 
DARE/ICAR has increased from Rs. 5393 
crore in 2010-11 to Rs. 6800(BE) crore 
during 2017-18. The compound annual 
growth rate of expenditure has been 4.2 
percent over the years and in recent years’ 
expenditure has been on higher side.

FOOD MANAGEMENT

 ¾ The food security system in India is 
managed by intertwined organizational 
framework between Centre and States 
that involves centralized and decentralised 
procurement of foodgrains through 
price support operations, allocation and 
distribution of foodgrains at reasonable 
prices to consumers/beneficiaries through 
TPDS (Targeted Public Distribution System) 
and the maintenance of buffer stocks for 
price stabilization. 

 ¾ The offtake of foodgrains is primarily under 
the National Food Security Act, 2013 
(NFSA) and other welfare schemes of the 
Government of India. 
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Foodgrains allocation under NFSA/Non 
NFSA (2017-18)

Economic cost of foodgrains to FCI

The Economic Cost of foodgrains consists 
of three components, namely, pooled cost of 
grains, procurement incidentals and the cost 
of distribution. Pooled cost of food grains is 
the weighted MSP of the stock of foodgrains 
available with FCI at the time of calculating 
the economic cost. The economic cost for both 
wheat and rice witnessed significant increase 
during the last few years due to increase 
in MSPs and proportionate increase in the 
incidentals.  

Component-wise economic cost of rice 
(Rs./Quintal)

 

Open Market Sale Scheme (Domestic)

FCI on the instructions from the 
Government sells excess stocks out of Central 
Pool through Open Market Sale Scheme 
(Domestic) [OMSS (D)] in the open market from 
time to time at predetermined prices to achieve 
the following objectives:-

 • To enhance the supply of food grains 
during the lean season and deficit 
regions

 • To moderate the open market prices

 • To offload the excess stocks

 • To reduce the carrying cost of food 
grains

The way Forward:

The transformation of agriculture and allied 
sector is imminent by way of appropriate policy 
interventions related to prices, trade, adoption 
of Climate Smart Agriculture, increased focus 
on small, marginal and women farmers. Though 
the share of agriculture and allied sector in 
GVA is on the decline, in the quest for inclusive 
economic development in India, agriculture 
sector will remain an engine of broad based 
growth which will reduce inequalities and 
provide food security.
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INDUSTRY AND INFRASTRUCTURE

08

INDUSTRY

 ¾ India has leapt 30 ranks over its previous 
rank of 130 in the World Bank’s latest 
Doing Business Report 2018. This has been 
made possible due to a host of measures 
undertaken by the Government including 
implementation of the Goods and Services 
Tax, Insolvency and Bankruptcy Code, 
introduction of inflation targeting regime 
and announcement of bank recapitalization. 

Growth of Sectoral Gross Value Added 
(per cent) 

Index of Industrial Production (IIP) 

The Index of Industrial Production (IIP) is 
a measure of industrial performance, released 
by Central Statistics Office (CSO). CSO revised 
the base year of IIP in May, 2017 from 2004-05 
to 2011-12.    

Index of Industrial Production (IIP) 
Growth Rates (per cent)

Eight Core Industries 

 ¾ In line with the base year change in IIP, 
Department of Industrial Policy and 
Promotion, revised the base year of Index 
of Eight Core Industries from 2004-05 to 
2011-12.
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 ¾ The industries included in the eight core 
industries comprise about 40 per cent 
weight in the IIP. 

 ¾  In 2016-17, the eight core industries grew 
by 4.8 per cent as compared to 3 per cent 
in 2015- 16. 

Growth in the production of Eight 
Core Industries (per cent) 

Corporate Sector Performance

 ¾ Growth in Sales (Y-o-Y) of over 1700 
nongovernment non-financial (NGNF) listed 

manufacturing companies in first two 
quarters of 2017-18 was 8.9 per cent in Q1 
and 9.5 per cent in Q2 of 2017-18.

 ¾ This has been on account of improved 
performance of industries like Iron & Steel 
and Motor Vehicles & other Transport 
Equipment within the manufacturing 
sector. 

Foreign Direct Investment 
 ¾ Mauritius, Singapore and Japan have been 

top three countries in India contributing 
36.17 per cent, 20.03 per cent and 10.83 
per cent of the total FDI Equity Inflows 
during 2016-17.

 ¾ In terms of the Sectors receiving FDI 
Equity inflows, Services (Finance, Banking, 
Insurance etc.), Telecommunications and 
Computer Software & Hardware have been 
the top three sectors with a share of 19.97 
per cent, 12.80 per cent and 8.40 per cent 
respectively.   

EASE OF DOING BUSINESS

The year 2017-18 has been remarkable for India’s global image as a promising investment 
destination. In recognition of the reforms carried out by the Government, Moody’s Investor Service 
upgraded India’s sovereign credit rating to Baa2 from the lowest investment grade of Baa3 after a 
period of 13 years. India ranked 100 among 190 countries assessed by the Doing Business Team 
in the Ease of Doing Business Report, 2018 with an improvement of 30 ranks over its rank of 130 
in the Ease of Doing Business Report 2017. India saw an improvement in six out of ten indicators 
namely – Dealing with construction permits, getting credit, protecting minority investors, paying 
taxes, enforcing contracts and resolving insolvency  

Ranking on Doing Business Topics  

These  improvements in rankings have been a 
result of various reform measures undertaken by the 
Government including Structural and deep-seated 
reforms such as Goods and Services Tax (GST) and 
Insolvency and Bankruptcy Code (IBC); reforms aimed 
at strengthening India’s institutions – Demonetization, 
mechanism for inflation targeting via the Monetary 
Policy; progress in Aadhaar enrollment and use in 
targeted delivery of benefits; and announcement of 
the Government’s decision for recapitalization of 
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Key initiatives taken by government 
to boost industrial performance

Make In India 

 ¾ The ‘Make in India’ programme was 
launched on 25th September 2014 which 
aims at making India a global hub for 
manufacturing, research & innovation and 
integral part of the global supply chain. 

 ¾ The Government has identified ten 
‘Champions sectors’ that have potential 
to become global champion, drive double 
digit growth in manufacturing and generate 
significant employment opportunities. 

Intellectual Property Rights (IPR) 
Policy  

 ¾ In May, 2016, Government for the first 
time adopted a comprehensive National 
Intellectual Property Rights (IPR) policy to 
lay future roadmap for intellectual property. 

 ¾ This aims to improve Indian intellectual 
property ecosystem, hopes to create an 
innovation movement in the country and 
aspires towards “Creative India; Innovative 
India”.

Start-up India
 ¾ Startup India hub has been developed as a 

single point of contact for the entire Startup 
ecosystem and enables knowledge exchange 
along with access to funding. 

 ¾ In order to provide support, a Fund of 
Funds for Startups (FFS) with a corpus of 
`10,000 crores has been created and is 
being managed by SIDBI. 

S E C T O R  W I S E  I S S U E S  A N D 
INITIATIVES 

Steel sector

In the backdrop of a slowing world economy 
and over capacity in production of steel, India 

witnessed rising imports of cheap steel from 
countries like China, South Korea and Ukraine 
into Indian markets at low prices since early 
2014-15. This dumping of cheaper steel imports 
adversely affected domestic producers. In order 
to address this, apart from raising customs duty 
and imposition of anti-dumping duty, Minimum 
Import Price (MIP) on a number of items was 
introduced in February 2016 with a sunset 
clause of one year. These measures helped the 
domestic producers and exports recovered since 
February 2016 until March 2017.  

MSME Sector

 ¾ The share of MSME Sector in the country’s 
Gross Value Added (GVA) is approximately 
32 per cent. MSMEs in India play a crucial 
role in providing large scale employment 
opportunities at comparatively lower capital 
cost than large industries and also in 
industrialization of rural & backward areas.  

 ¾ The MSME sector faces a major problem 
in terms of getting adequate credit for 
expansion of business activities. Latest data 
on credit disbursed by banks shows that 
The MSME received only 17.4 per cent of 
the total credit outstanding.

The major schemes implemented for the 
development of MSME sector are as follows: 

 ¾ Prime Minister’s Employment Generation 
Programme (PMEGP) is aimed at generating 
self-employment opportunities through 
establishment of micro-enterprises in the 
non-farm sector by helping traditional 
artisans and unemployed youth

 ¾ Credit Guarantee Scheme for Micro and 
Small Enterprises covers collateral free credit 
facility (term loan and/or working capital) 
extended by eligible lending institutions 
including Non-Banking Financial Company 
(NBFC) to new and existing micro and small 
enterprises up to ̀  200 lakh per borrowing 
unit.
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 ¾ Credit Linked Capital Subsidy Scheme 
(CLCSS) aims at facilitating technology 
upgradation of the MSME sector. 

 ¾ The Government has also initiated 
the Pradhan Mantri Mudra Yojana for 
development and refinancing activities 
relating to micro industrial units. The 
purpose of Micro Units Development 
and Refinance Agency (MUDRA) is to 
provide funding to the non-corporate small 
business sector. 

Textile and apparels

The Cabinet announced a `6000 crore 
package for the apparel sector on 22nd June 
2016. Major components of the package 
includes: -

 • enhanced subsidy under Amended 
Technology Upgradation Fund Scheme 
for concessional import of machinery 
from 15 per cent to 25 per cent. 

 • implementation of Rebate of State 
Levies on Export( RoSL) for state levies 
which were not refunded through duty 
drawback earlier; 

 • Government to bear 12 per cent of the 
employers’ contribution of the full EPFS 
for new workers; 

 • increasing overtime caps in line with 
ILO norms; 

 • introduction of fixed term employment. 

The Government has in December 2017 
approved the scheme for Capacity Building 
in Textile Sector (SCBTS). The scheme will be 
applicable from 2017-2018 to 2019-2020 with 
an outlay of `1,300 crore. 

Leather sector 

A scheme for promotion of employment 
in the leather & footwear sector has been 
approved with an outlay of `2600 crore over 
three financial years 2017-18 to 2019-2020. 
The scheme would lead to development of:- 

 • infrastructure for the leather sector, 

 • address environment concerns specific 
to the sector, 

 • facilitate additional investments, 
employment generation and increase 
in production.

Gems and Jewellery  

As per the 68th round of NSSO, the 
sector employed 20.8 lakh persons in 2011-12. 
Exports of the sector have risen from 0.7 per 
cent in 2014-15 to 12.8 per cent in 2016-17.

In view of the tremendous scope in gems 
and jewellery sector, following programs may 
be taken up for promoting employment in this 
sector:

 ¾ Public Private Partnership models could be 
explored for training in jewellery designing. 

 ¾ Setting up infrastructure such as refineries, 
hallmarking centres etc., to promote 
jewellery manufacturing in rural areas. 

 ¾ Creation of multiple jewellery parks so as 
to promote production in a more organized 
environment. 

INFRASTRUCTURE SECTOR 

 ¾ The Global Infrastructure Outlook reflects 
that rising income levels and economic 
prosperity is likely to further drive demand 
for infrastructure investment in India over 
the next 25 years. Around US$ 4.5 trillion 
worth of investments is required by India till 
2040 to develop infrastructure to improve 
economic growth and community wellbeing. 
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To fill the infrastructure investment gap 
by financing from private investment.  National 
Infrastructure Investment Bank (NIIB) and also 
global institutions like Asian Infrastructure 
Investment Bank (AIIB),  New Development 
Bank (erstwhile BRICS Bank) which is focusing 
more on sustainable development projects and 
infrastructure projects.

Policy Intervention in the Road Sector 

India has one of the largest road networks 
of over 56.17 lakh km comprising National 
Highways, Expressways, State Highways, Major 
District Roads, Other District Roads and Village 
Roads.  

Modal Share of Road in Inland Freight 
Transport (per cent) 

Conversion  of state Highways to 
National Highways

National Highways (NHs) /Express Ways 
in India accounted for 2.06 per cent of the total 
road length. So far 3180 km of State Highways 
have been converted to NHs Highways in Indian 
States has a significant impact on trade and per 
capita income. Two interesting relationship can 
be established as follows:

 ¾ Higher the Density of National Highways, 
higher the Interstate Trade (Export + 
Import) as per cent of Gross State Domestic 
Product (GSDP) in Indian States 

 ¾ A- positive relationship exists between 
density of NHs and the per capita income 
in Indian States. Higher the density of 
National Highways (NHs), higher the Per 
capita GSDP.   

Density of National Highways (NHs) 
and State Highways (SHs) in India (In 

K.M. Per 1000 SQ K.M. of Area

The relatively developed States like 
Maharashtra, Karnataka, Kerala and Goa have 
higher density of National Highways and State 
Highways followed by Gujarat, Tamil Nadu, 
Bihar, Haryana and a number of hilly States 

Road Network by Categories (per cent)
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The Government is connecting habitations 
with rural roads through the Pradhan Mantri 
Gram Sadak Yojana (PMGSY),  

The relatively developed States like 
Gujarat, Kerala with higher density of NHs 
and SHs have lower density of rural roads 
constructed under PMGSY.

Density of PMGSY Road in India (In 
K.M. Per 1000 SQ K.M. of Area) 

 ¾ Among Indian States there is a positive 
relationship between GSDP Per capita and 
Density of OPWD road. 

 ¾ In many under developed States with 
lower Per capita GSDP like Bihar, Odisha, 
Chhatisgarh, Jharkhand and Jammu & 
Kashmir, West Bengal, Madhya Pradesh, 
the density of OPWD/District Road is 
very low. In fact, the density is higher in 
many North Eastern States like Nagaland, 
Tripura, Assam and Manipur. 

Bharatmala Pariyojana 
Bharatmala  Pariyojana is a new umbrella 

program for the highways sector that focuses 
on optimizing efficiency of freight and passenger 
movement across the country by bridging 
critical infrastructure gaps through effective 
interventions like development of Economic 
Corridors, Inter Corridors and Feeder Routes, 
National Corridor Efficiency Improvement, 
Border and International connectivity roads, 
Coastal and Port connectivity roads and Green-
field expressways The objective of the program 
is to achieve optimal resource allocation for a 
holistic highway development/improvement 
initiative. 

HYBRID ANNUITY MODEL (HAM) 
Hybrid Annuity Model (HAM) is a combination of two models i.e., the EPC (Engineering, Procurement and 

Construction) model and BOT - Annuity (Build, Operate, Transfer) model. Under the EPC model, the private 
players construct the road and have no role in the road’s ownership, toll collection or maintenance. National 
Highways Authority of India (NHAI) pays private players for the construction of the road. The Government with 
full ownership of the road, takes care of toll collection and maintenance of the road. 

Under the BOT model private players have an active role in road construction, operation and maintenance 
of the road for a specified number of years as per agreement. After the completion of the years of operation, 
the private players transfer the asset back to the Government. Under BOT, the private players arrange all the 
finances for the project, while collecting toll revenue (BOT toll model) or annuity fee (BOT annuity model) from 
the Government, as agreed. In the BOT annuity model, the toll revenue risk is taken by the Government. The 
Government pays private player a pre-fixed annuity for construction and maintenance of roads. 

HAM combines EPC (40 per cent) and BOT-Annuity (60 per cent) Models. On behalf of the Government, 
NHAI releases 40 per cent of the total project cost, in five tranches linked to milestones. The balance 60 per cent 
is arranged by the developer. The developer usually invests not more than 20-25 per cent of the project cost, 
while the remaining is raised as debt. 

In BOT toll model, the private players did not show their willingness to invest, since they had to fully 
arrange for the entire finances, either through equity contribution or debt. NPA-riddled banks were reluctant 
to lend to these projects. Since there was no compensation structure such as annuity, the developers had to 
take entire risk in low traffic projects. The essence of HAM model arose due to requirement of better financial 
mechanism where the risk would be spread between developers and the Government.  
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Railways 

 To make rail transportation attractive 
and arrest the declining trend of rail share, 
various initiatives were taken in 2016-17 which 
includes :-

 • tariff rationalization

 •  classification of new commodities, 

 • new policy guideline for station to 
station rates 

 • expansion of freight basket through 
containerization. 

 • withdrawal of dual freight policy for 
export of iron ore 

 • rationalization of coal tariff, 

 • policy guidelines of Merry Go Round 
System, discount for loading of bagged 
consignment in open and flat wagons, 

 • new delivery models like Roll-on Roll-
off services 

 • re-introduction of short lead concession 
and reduction in minimum distance 
for charge, digital payment for freight 
business 

Metro Rail System 

Higher capacity rail based mass transit 
system popularly called Metro, are rapidly being 
accepted across the country as a solution to the 
problem of urban transportation Government of 
India has been providing financial assistance to 
cities for improving public transport including 
metro rail projects. There are 425 km of metro 
rail systems operational in the cities of Delhi, 
NOIDA, Gurugram, Kolkata, Mumbai, Chennai, 
Bengaluru, Hyderabad, Jaipur, Lucknow and 
Kochi and another about 684 km are under 
construction in various cities by December 
2017 . 

Civil Aviation 

India is the 3rd largest and the fastest 
growing domestic aviation market in the world 
in terms of number of domestic tickets sold. In 
2016-17, annual growth in domestic passenger 
departures was 23.5 per cent as compared to 
3.3 per cent in the US and 10.7 per cent in 
China. Recent Initiatives taken for the growth 
of the Civil Aviation sector are as follows: 

Regional Connectivity Scheme – ‘Ude 
Desh ka Aam Naagrik’ (RCS-UDAN)  

To make flying accessible and affordable 
for the masses in the regionally important 
cities, the RCS-UDAN scheme was launched in 
October 2016. This is a first-of-its-kind scheme 
globally to stimulate regional connectivity 
through a market based mechanism. 27 States/
UTs have already signed MOUs with the Central 
Government under RCS-UDAN. Many private 
sector airlines are actively participating under 
this scheme.

Liberalization of Air Services

India-Afghanistan Air freight Corridor: 

The Corridor will provide Afghanistan, a 
landlocked country, greater access to Indian 
market especially for perishables, and will 
allow Afghan businessmen to leverage India’s 
economic growth and trade networks for its 
benefit.

Air Services Agreement between India 
and Serbia: 

The agreement signed on 31.01.2003 has 
been liberalised and updated in May 2017 
with a view to spur greater trade, investment, 
tourism and cultural exchanges between the 
two countries .SH
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Shipping

Around 95 per cent of India’s trade by 
volume and 68 per cent in terms of value is 
transported by sea To encourage the growth of 
Indian tonnage and for higher participation of 
Indian ships in Indian trade, the Government 
has implemented several measures which 
include 

 • Reduction of GST from 18 per cent to 5 
per cent on bunker fuel used in Indian 
flag vessels; 

 • brought parity in the tax regime of 
Indian seafarers employed on Indian 
flag ships vis-à-vis those on foreign 
flag ships; 

 • removing obstacles in the smooth 
implementation of the India Controlled 
Tonnage (ICT) scheme 

Easing many procedural compliance issues 
like ship registration, procuring chartering 
permission and payment of chartering fees 
online. 

Sagarmala programme

 The Sagarmala programme is the flagship 
programme of the Ministry of Shipping to 
promote port-led development in the country 
through harnessing India’s 7,500 km long 
coastline, 14,500 km of potentially navigable 
waterways and strategic location on key 
international maritime trade routes. The 
main vision of the Sagarmala Programme is 
to reduce logistics cost for international and 
domestic trade, with minimal infrastructure 
investment. Under the Sagarmala Programme, 
508 projects at an estimated investment of more 
than `8 Lakh Crore have been identified for 
implementation over the next 20 years.

Inland water ways transport

 The ‘Jal Marg Vikas Project’ on National 
Waterways-I (NW-I) in river Ganga, a large 
integrated IWT project, has been launched 
between Varanasi and Haldia covering a 
distance of 1380 kms at an estimated cost of 
`5369 crore. under the National Waterways Act, 
2016, 106 additional inland waterways have 
been declared as National Waterways (NWs). 

Telecom 
 ¾ Over the last few years the Indian telecom 

sector has shown remarkable growth as 
a result of key reforms viz., spectrum 
management, Bharat Net programme and 
umbrella scheme like ‘Digital India’ in order 
to convert India into a digital economy and 
a knowledge based society 

 ¾ The overall tele-density in India was 93.42 
per cent including 56.78 per cent in rural 
areas and 172.86 per cent in urban areas 
(as on September, 2017). 

Power 

The All-India installed power generation 
capacity has increased substantially over the 
years and reached 330860.6 MW as on 30th 
November, 2017. Deen Dayal Upadhyaya 
Gram Jyoti Yojana was launched in December 
2014 to extend financial assistance for capital 
expenditure by distribution companies (discoms) 
for strengthening and augmenting distribution 
infrastructure, including metering, in rural 
areas. 

Rajiv Gandhi Grameen Vidyutikaran 
Yojana (RGGVY) has been carried forward 
to this scheme.  A new scheme, Saubhagya 
(Pradhan Mantri Sahaj Bijli Har Ghar Yojana), 
was launched in September 2017 envisages 
electrification of around 4 crore households 
that do not have electricity connection by March 
2019.
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Energy conservation

Gove rnment  has  a l so  approved 
establishment of a National Smart Grid 
Mission in power sector to plan and monitor 
implementation of programmes related to smart 
grid activities in India with a budget allocation 
of `30 crores for 2017-18. 

National LED programme: A programme 
for promoting use of the most efficient lighting 
technology at affordable rates was launched in 
January 2015. The programme includes two 
components.

 • Unnat Jyoti by Affordable LED for 
All (UJALA) providing LED bulbs to 
domestic consumers with a target to 
replac crore incandescent bulbs with 
LED bulbs and 

 • Street Lighting National Programme 
(SLNP) to replace 1.34 crore conventional 
street lights with smart and energy 
efficient LED street lights by March 
2019. 

Logistic sector : exploring the 
unexplored

 ¾ Logistics sector provides employment to 
more than 22 million people. 

 ¾ With the implementation of Goods and 
Services Tax (GST), the Indian logistics 
market is expected to reach about US$ 215 
Billion in 2020, growing at a CAGR of 10.5 
per cent

  Logistics Performance Index (LPI): 
India’s Ranking 

The Global Ranking of the World Bank’s 
2016 Logistics Performance Index shows 
that India jumped to 35th rank in 2016 from 
54th rank in 2014 in terms of overall logistics 
performance. Apart from increasing trade, 
better performance in logistics will augment the 
programme like Make in India, and also enable 
India to become an important part of the global 
supply chain.

 Petroleum & Natural Gas 

Crude oil production target during 2017-
18 (April-Oct) was 21.85 MMT against which 
actual production was 21.06 MMT which meets 
only 96.38 per cent of the target. 

Refining Capacity 

India, which is second largest refiner in 
Asia after China, is emerging as a refinery hub 
with refining capacity exceeding demand. The 
country’s refinery capacity has increased from 
230.06 MMTPA in 2016-17 to 237.06 MMTPA 

National  gas grid

Government has envisaged developing an 
additional 15,000 km long pipeline network 
to have an ecosystem of National Gas Grid in 
the country. Pradhan Mantri Urja Ganga of 
Eastern India will connect Eastern part of the 
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country with National Gas Grid and will ensure 
the availability of clean and eco-friendly fuel, 
Natural Gas, to the industrial, commercial, 
domestic and transport sectors in the States 
of Uttar Pradesh, Bihar, Jharkhand, Odisha 
and West Bengal.

Households covered under DBTL

Government has introduced well targeted 
system of subsidy delivery to LPG consumers 
through Pratyaksh Hanstantrit Labh (PAHAL). 
The initiative of the Government was aimed 
at rationalizing subsidies based on approach 
to cut subsidy leakages, but not subsidies 
themselves. 

LPG Connections to BPL Houses- Pradhan 
Mantri Ujjwala Yojana 

Under Pradhan Mantri Ujjwala Yojana 
(PMUY), 5 crore LPG connections are targeted 
to be provided to BPL families with a support of 
`1600 per connection by 2018-19. The scheme 
is aimed at replacing the unclean cooking fuels 
mostly used in rural India with the clean and 
more efficient LPG (Liquefied Petroleum Gas). 
During April-October, 2017, a total of around 
1.86 crore new LPG connections have been 
released. 

Housing for all-some issues

A key policy priority of the government is 
to deliver Housing for All.  A successful housing 
policy should enable horizontal or spatial 
mobility, namely the ability to move to, between 
and within and should  deliver vertical mobility, 
so that an aspirational population can climb the 
socio-economic ladder. These concerns should 
be embedded in policies ranging from urban 
design to those related to transaction costs in 

the secondary market. 

Importance of Rental housing

Rental housing is important for both 
horizontal and vertical mobility as it allows 
people to access suitable housing without 
actually having to buy it.  As a proportion 
of all housing, renting accommodation is 
more prevalent in urban areas than in rural. 
According to the 2011 Census, the share of 
households living in rented houses was only 5 
per cent in rural areas, but 31 per cent in urban 
areas. A state-wise picture also shows that 
the more urbanised states, such as Gujarat, 
Maharashtra and Andhra Pradesh have a higher 
per centage of rental housing (Harish, 2016). 
Similarly, larger cities had greater shares of 
rented housing – from 28 per cent for small 
towns, 36 per cent for medium-sized towns, 
to 40 per cent of total housing being rented in 
large cities.

The Problem of Vacant Housing 

Despite the shortage of housing in urban 
India (more than 18 million households in 2012) 
(MHUPA, 2016), there is also a trend increase 
in vacant houses: from 6.5 million in 2001 to 
11.1 million in 2011. According to the national 
census, vacant houses constitute around 
12 per cent of the share of the total urban 
housing stock (Kumar, 2016 Maharashtra has 
the highest number of vacant houses (slightly 
greater than 2 million) followed by Gujarat 
(around 1.2 million). Gujarat has the highest 
share of vacant houses to the total residential 
stock (18.5 per cent), followed by Rajasthan 
(17.3 per cent) and Maharashtra (16.39 per 
cent). SH
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Vacant Census Houses in major States (Urban)

Break-up of census houses and vacant houses in urban India

The phenomenon of high vacancy rates 
is not fully understood but unclear property 
rights, weak contract enforcement and low 
rental yields may be important factors. The 
spatial distribution of the new real estate may 
also be an issue as the vacancy rates generally 
increase with distance away from the denser 
urban cores. 

India’s housing requirements are complex 
but till now policies have been mostly focused on 
building more homes and on home ownership. 
The above data suggests that we need to take a 
more holistic approach that takes into account 
rentals and vacancy rates. In turn, this needs 
policy-makers to pay more attention to contract 
enforcement, property rights and spatial 
distribution of housing supply vs. demand.
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INTERNATIONAL COMPARISON

 ¾ As per the UN National Accounts Statistics 
data, India’s ranking improved from 14th 
position in 2006 to 7th position in 2016, 
among the world’s 15 largest economies in 
terms of overall GDP. 

 ¾ Among these top 15 economies, China 
(9.8 pp) recorded the highest increase in 
services share to Gross Value Added (GVA) 
during 2006-16, followed by India (7.1 pp) 
and Spain (7.0 pp). In 2016, services GVA 
growth rate (at constant prices), was highest 
in India at 7.8 per cent followed by China 
at 7.4 per cent. 

 ¾ As per the ILO’s estimates, the services 
sector accounted for more than two thirds 
of total employment in 2016 in most of them 
except India and China, with India’s share 
of 30.6 per cent being the lowest. As per the 

latest World Trade Organization (WTO) data 
for first half of 2017, services export growth 
for the World was 4.3 per cent (average of Q1 
and Q2) and robust at 9.9 per cent for India, 
though the highest growth was registered 
by Russia at 18.4 per cent. China’s growth 
was at 0.2 per cent.

Increase in Share of Services in 
Employment and GVA during 2006-16

SERVICES SECTOR

09
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INDIA’S SERVICES SECTOR

Share and Growth of India’s Services Sector (GVA at basic prices)

State-wise Comparison of Services

 ¾ The services sector is the dominant sector, 
contributing to more than half of the gross 
state value added (GSVA) in 15 states and 
UTs. 

 ¾ GSVA share, Delhi and Chandigarh are at 
the top with over 80 per cent share, while 
Sikkim is at the bottom with 31.7 per cent 
share. In terms of services GSVA growth, 
Bihar is at the top and Uttar Pradesh at the 

bottom with 14.5 per cent and 7.0 per cent 
growth respectively in 2016-17.

FDI in India’s Services Sector

 ¾ During 2017-18 (April-October), the FDI 
equity inflows to the services sector grew 
by 15.0 per cent, as compared to 0.8 per 
cent growth in total FDI equity inflows, 
mainly due to higher FDI in two sectors 
i.e. Telecommunications and Computer 
Software and Hardware.   
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FDI Equity Inflows to the Services Sector

The Government has undertaken a number 
of reforms to ensure that India remains an 
increasingly attractive investment destination, 
which includes:

 ¾ Announcement of National Intellectual 
Property Rights (IPR) policy, implementation 
of GST, reforms for ease of doing business 
that resulted in improving India’s ranking 
by 30 position 

 ¾ Recently, on 10th January 2018, Union 
Cabinet approved amendments in FDI 
policy allowing 100 per cent FDI under 
automatic route for Single Brand Retail 
Trading. 

 ¾ Foreign airlines have been allowed to invest 
up to 49 per cent in Air India.

India’s Services Trade

 ¾ India remained the eighth largest exporter 
of commercial services in the world in 
2016 (WTO, 2017) with a share of 3.4 per 
cent, which is double the share of India’s 
merchandise exports in the world at 1.7 
percent. 

 ¾ To boost services exports, the Government 
in its mid-term Review of Foreign Trade 
Policy 2015-2020, has increased incentives 
under Services Exports from India Scheme 
(SEIS) by 2 per cent, leading to an additional 
annual incentive of Rs. 1,140 crore which 
could help services exports including 
Hotel & Restaurant, Hospital, Educational 
services, etc.
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MAJOR SERVICES: OVERALL PERFORMANCE  

Trade Performance of India’s Major Services

Some available indicators of the different 
services in India for 2016-17  along with the 
CMIE data  show reasonably good performance 
of Tourism, Aviation, and Telecom sectors. 

Tourism  

 ¾ As per the latest World Tourism Barometer 
of the United Nation’s World Tourism 
Organization (December, 2017 edition) 
international tourist arrivals reached a total 
of 1.2 billion in 2016, 46 million more than 
in the previous year, though the growth rate 
of 3.9 per cent was lower than in 2015

 ¾ In India, the Tourism sector has been 
performing well with Foreign Tourist 
Arrivals (FTAs) growing at 9.7 per cent and 
Foreign Exchange Earnings (FEEs) at 8.8 
per cent to US$ 22.9 billion in 2016. 

The initiatives have been taken by the 
Government to promote tourism are :

 • the introduction of the e-Visa facility 
under three categories of Tourist,

 •  Medical and Business for the citizens of 
163 countries; launch of Global Media 
Campaign for 2017-18 on various 
Channels; 

 • launch of ‘The Heritage Trail’ to promote 
the World Heritage Sites in India, launch 
of International Media Campaign on 
various international TV channels; 

 • Celebration of ‘Paryatan Parv’ having 3 
components namely ‘Dekho Apna Desh’ 
to encourage Indians to visit their own 
country, 

IT –BPM Services  

 ¾ India’s Information Technology - Business 
Process Management (IT-BPM) industry 
grew by 8.1 per cent in 2016-17.

 ¾ The IT-BPM industry is estimated to employ 
nearly 3.9 million people in 2016-17, an 
addition of around 173,000 persons over 
2015- 16. The industry comprises 16,000 
plus firms that offer the complete range of 
services with over 4,750 start-ups.  
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Initiatives taken  to the promotion of this 
sector are :

 • The establishment of BPO Promotion 
and Common Services Centres to help 
create digital inclusion and equitable 
growth and provide employment to 1.45 
lakh persons,  

 • mostly in the small towns; setting up 
a separate Northeast BPO promotion 
scheme with 5000 seats and having 
employment potential of 15000 persons; 

 • preparing the draft open data protection 
policy law; 

 • The  long-term initiatives like Digital 
India, Make in India, Smart Cities 
e-Governance, push for digital talent 
through Skill India, drive towards a 
cashless economy and efforts to kindle 
innovation through Start-up India.  

Real Estate and Housing  

 ¾ The share of real estate sector which 
includes ownership of dwellings accounted 
for 7.7 per cent in India’s overall GVA in 
2015-16.  

 ¾ FDI into construction development sector 
declined to US$ 107 million in 2016. The 
reason for the substantial and continuous 
decline in FDI investments in this sector 
over the past five years was that the offshore 
investors have been deploying majority of 
their funds through debt or structured debt 
route. 

 ¾ As per the National Skill Development 
Council (NSDC), Real estate and construction 
is expected to require over 66 million people 
by 2022. 

Some of the recent reforms and policies 
related to Real Estate sector are the 

 • Pradhan Mantri Awas Yojana (PMAY) 
with the government sanctioning over 
3.1 million houses for the affordable 
housing segment in urban regions till 
November 2017. 

 • PPP policy for affordable housing was 
announced on 21 September 2017 for 
affordable housing segment to provide 
further impetus to the ambitious 
‘Housing for all by 2022’ mission. 

 • Credit Linked Subsidy Scheme (CLSS) 
under PMAY was extended to the Middle 
Income Group (MIG) segment, which 
got included in the scheme from 01 
January 2017. 

Research and Development  

 ¾ India’s gross expenditure on R&D has been 
low at around 1 per cent of GDP.

 ¾ India currently ranks 60th out of 127 on the 
Global Innovation Index (GII) 2017, though 
this ranking has improved from 66th rank 
in 2016. Among the BRICS countries only 
South Africa is behind India in R & D 
expenditure ranking.   
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Global Innovation Index of some select economies

 ¾ According to the Global Competitiveness Report 2017-18, India’s capacity for innovation has 
been lower than that of many countries like the USA, the UK, South Korea, but better than 
China’s. In terms of university– Industry collaboration on R&D, India ranks better than all 
other BRICS countries and in terms of availability of scientists and engineers, it ranks better 
than other BRICS countries except China. However, in terms of patents applications per million 
population, India significantly lags behind other BRICS countries and in terms of company 
spending on R&D, India ranks marginally below China.  

Global Competitiveness Index: R&D Innovation
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The government has taken many initiatives 
to promote the R&D sector in India, which 
include:

 • establishing the Atal Innovation Mission 
(AIM) in the National Institution for 
Transforming India (NITI) Aayog. 

 • The agreement between India and 
Israel in 2016 to enhance bilateral 
cooperation in science and technology 
provides US$ 1 million from each side 
in the next two years to support new 
R&D projects in the areas of big data 
analytics in healthcare and cyber 
security. 

 • The Ministry of Environment, Forest 
and Climate Change (MoEFCC) has 
announced an R&D initiative to develop 
next generation sustainable refrigerant 
technologies as alternatives to the 
currently used refrigerant gases like 
hydrofluorocarbons (HFCs). 

 • The Department of Industrial Policy and 
Promotion (DIPP) aims at lowering the 
time  taken to clear pending Intellectual 
Property Rights (IPR) applications.

 • The Department of Scientific & Industrial 
Research (DSIR) is operating a scheme 
for granting recognition & registration 
to in-house R&D units established by 
corporate sector. 

Space Services  

 ¾ Satellite based mapping and launching 
services are the two areas in which India 
is making a mark and has huge potential 
for the future. 

 ¾ Indian Space Research Organisation 
(ISRO) is pursuing a project to support 
ASEAN Member states including Myanmar 
to receive and process data from Indian 
remote sensing satellites (Resourcesat-2 
and Oceansat-2) and also to provide 
training in space science, technology and 
applications for the benefit of the ASEAN 
member countries. 

 ¾ India’s share in global satellite launch 
services revenue has also increased to 1.1 
per cent in 2015-16 from 0.3 per cent in 
2014-15. Foreign Exchange earnings in 
2015-16 were higher due to two dedicated 
PSLV missions for launching international 
customer satellites, while in 2016-17 there 
was launching of international customer 
satellites only as co-passengers to the 
Indian national satellite missions. 

Conclusion  

The growth of India’s services sector 
is expected to improve in 2017-18 vis-a-vis 
2016-17. This improvement is also reflected 
in the Nikkei/ IHS Markit Services Purchasing 
Manager’s Index (PMI) which was 48.5 in 
November 2017 but improved to 50.9 in 
December 2017. The prospects look bright with 
good performance of sub sectors like Tourism, 
Aviation, and Telecom, robust services trade 
performance with even growth of major services 
like software returning to positive territory. The 
downward risk, however, lies in the external 
environment for software and business services.
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Investment in human capital is a 
prerequisite for a healthy and productive 
population for nation building. Being a 
developing economy, there is not enough fiscal 
space to increase the expenditure on critical 
social infrastructure like education and health 
in India. However, given the limited resources, 
the Government has consistently prioritized 
strengthening the educational and health 
profile of the population.  

T R E N D S  I N  S O C I A L  S E C T O R 
EXPENDITURE

 The expenditure on social services by 
the Centre and States as a proportion of GDP 
has remained in the range of 6 per cent during 
2012-13 to 2014- 15. There has been a marginal 

decline to 5.8 per cent in 2015-16 which has 
further moved up to 6.6 per cent in 2017-18 
(BE)

EDUCATION FOR ALL

 ¾ The Government of India is committed to 
achieving the Sustainable Development 
Goal (SDG- 4) for education – “Ensure 
inclusive and quality education for all and 
promote lifelong learning” by 2030. 

 ¾ With a view to achieve the goal of 
universalization of elementary education,  
the Right to Free & Compulsory Education 
(RTE) Act, 2009 had been enacted in 2010 
that provides a justiciable legal framework 
entitling all children between the ages of 
6-14 years free   and compulsory admission, 
attendance and completion of elementary 
education. 

SOCIAL INFRASTRUCTURE, EMPLOYMENT
AND HUMAN DEVELOPMENT

10
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Trends in Social Services Expenditure by General Government (Centre and 
States)
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 ¾ Towards improving the learning outcomes 
at elementary school level, Central Rules 
under the RTE Act have been amended 
in February, 2017 to include the defined 
class-wise, subject-wise learning outcomes. 

Student Classroom Ratio (SCR)
SCR is defined as average number of 

pupils (students) per classroom in a school in 
a given school-year. The ideal size should be at 
30 students per classroom. At all India level, 
percentage of schools with SCR greater than 30 
students declined from 43 per cent in 2009-10 
to 25.7 per cent in 2015-16.  

State-wise Primary Schools with Student Classroom Ratio >30 (per cent)

Pupil Teacher Ratio  (PTR)

 ¾ At primary level and upper primary level, the 
PTR should be 30:1 and 35:1 respectively. 

 ¾ As per Unified District Information System 
for Education (UDISE), the PTR at national 
level for primary schools is 23:1 in 2015-16. 
Most of the States reported an improvement 
in schools complying with PTR norms of 
RTE Act during 2009-10 to 2015-16.

 ¾ Despite improvement in number of schools 
complying with PTR norms, States like 
Bihar, Jharkhand, Madhya Pradesh, and 

Uttar Pradesh have higher percentage of 
schools with PTR >30 compared to other 
States. 

Gender Parity Index (GPI)

 ¾ Gender Parity Index (GPI) in education 
reflects the discrimination against girls in 
access to educational opportunities. 

 ¾ With consistent efforts by the Government 
through programmes like Beti Padhao, Beti 
Bachao, the GPI has improved substantially 
at the primary and secondary levels of 
enrolment.    

 ¾ In higher education, gender disparities still 
prevail in enrolment   
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Gender Parity Index in Enrolment

PROGRESS IN LABOUR REFORMS  

 ¾ The Government is in the process of 
rationalizing 38 Central Labour Acts by 
framing relevant provisions of existing laws 
into 4 labour codes viz Code on Wages, Code 
on Safety and Working Conditions, Code on 
Industrial Relations, and Code on Social 
Security and Welfare. 

 ¾ The codification of the labour laws is 
expected to remove the multiplicity of 
definitions and authorities leading to ease 
of compliance without compromising wage 
security and social security to the workers.  

The Government has undertaken 
numerous technology enabled transformative 
initiatives. They are

 • Shram Suvidha Portal, 
 • Ease of Compliance to maintain 

registers under various Labour Laws/
Rules. 

 • The Universal Account Number have 
been effected in order to reduce the 
complexity in compliance 

 • Initiated the National Career Service 
portal.   

 ¾ The Employee’s State Insurance (ESI), Act 
has been extended to all 325 complete 
districts as well as 93 district headquarters 
area.  Arrangements are being made for 
further extension of the scheme across the 
country by 2022. 

Gender gap in L abour Force 
Participation Rate and Earnings: 

Global Comparison 

 ¾ In the case of India, the gender gap in labour 
force participation rate is more than 50 
percentage points. 

 ¾ Women workers are the most disadvantaged 
in the labour market as they constitute a 
very high proportion among the low skilled 
informal worker category, and are engaged 
in low-productivity and low paying work. 

 ¾ India had the largest gender gap in median 
earnings of full time employees in 2015 in 
comparison to countries like South Africa, 
Brazil, and Chile.    

Mahila E-Haat

 ¾ It launched with the objective to provide 
an e-marketing platform by leveraging 
technology for showcasing product 
made/manufactured/sold by women 
entrepreneurs/SHGs/NGOs. 

 ¾ This is impacting directly and indirectly over 
26000 SHGs and 3.75 lakh beneficiaries. 

As per the Maternity Benefit (Amendment) 
Act, 2017, the women are entitled to enhanced 
maternity leave for a period of 26 weeks (6 
months) working in registered establishment 
under any Central or State law. It has been 
made mandatory for the establishments 
employing 50 or more employees to provide 
crèche facility, either separately or along with 
common facilities within a prescribed distance.  
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POLITICAL EMPOWERMENT OF 
WOMEN  

 ¾ The representation of women in Parliament 
and in decision making roles in public 
sphere is one of the key indicators of 
empowerment. As per the report ‘Women 
in Politics 2017 (IPU & UN)’ Lok Sabha had 
64 (11.8 percent of 542 MPs) and Rajya 
Sabha had 27 (11 per cent of 245 MPs) 
women MPs. 

5 Factors that deter Men and Women 
from entering Politics

 ¾ In India, between 2010 and 2017 women’s 
share rose 1 percentage point in its Lower 
house.

 ¾ The elected women representatives (EWRs) 
in PRIs which constitute 44.2 percent 
of total elected representatives (ERs) as 
on December, 2017. Women sarpanchs 
(chairperson) accounted for 43 percent of 
total gram panchayats (GPs) across the 
country, exhibiting active leadership of 
women in local governments.   

 ¾ For leadership development and to address 
women’s issues at village levels, Mahila 
Shakti Kendra scheme has been launched 
at the village level. 

 ¾ Nai Roshni, a leadership development 
programme, is operational for benefiting the 
women belonging to minority communities.  

HEALTH FOR ALL  

 ¾ Ensuring healthy lives and promoting the 
well-being for all at all ages is essential to 
sustainable development (SDG-3). India’s 
commitment to achieve the targets under 
SDG-3 with some of them also aligned with 
the National  Health Policy 2017, will help 
in strengthening health delivery systems 
and in achieving universal health coverage. 

Expenditure on Health

 ¾ Expenditure by the Government healthcare 
providers accounted for about 23 percent of 
the Current Health Expenditure (CHE) as 
per National Health Accounts 2014-15 that 
reflects the prominence of private hospitals 
and clinics among health care providers. 

 ¾  In a developing country like India, incurring 
higher levels of Out of Pocket Expenditure 
(OoPE) on health adversely impacts the 
poorer sections and widens inequalities. 
Although, OoPE has declined approximately 
7 percentage points during the period 2004-
05 to 2014-15, its share is still at 62 per 
cent as per NHA 2014-15.   

Current Health Expenditure by 
Healthcare Providers 2014-15 (%) 
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STEPS TAKEN BY THE GOVERNMENT TO REGULATE PRICES OF DRUGS AND 
DIAGNOSTICS

 ¾ Under National Health Mission (NHM), Government is supporting States through National 
Free Diagnostic Service Initiative to provide essential diagnostic services in public health 
facilities. Government of India has brought out guidelines in July 2015 to provide states 
with a broad framework for implementing free drug  nitiatives. The number of tests varies 
from State to State. An amount of Rs 759 crore has been approved for free diagnostic service 
initiative under NHM for 29 States/UTs in 2017-18.

 ¾ National Free Drug Initiative under NHM aims at expanding the availability of free drug 
provision in all public health facilities. The initiative would not only provide support to States 
for purchase of drugs but enabling States to place transparent system of procurement and 
quality assurance, robust supply management and logistics that would ensure highest level 
of safety and quality of drugs. All States have notified free drug policy. Over 25 States are 
implementing IT based supply chain management of drugs.

 ¾ Under Clinical Establishments (Registration and Regulation) Act, 2010 and Clinical 
Establishments (Central Government) Rules, 2012, the clinical establishments (in the States / 
Union Territories where the Act is applicable) shall charge the rates for each type of procedure 
and services within the range of rates determined by the Central Government from time to 
time in consultation with the State Governments. The clinical establishments are also required 
to display the rates charged for each type of services provided and facilities available, at a 
conspicuous place both in the local language and English. The National Council for Clinical 
Establishments has approved a standard list of medical procedures and a standard template 
for costing of medical procedures and shared the same with the States and UTs.

 ¾ Medical Council of India (MCI) has amended the Indian Medical Council (Professional Conduct, 
Etiquette and Ethics) Regulations, 2002 vide notification dated 21.09.2016, which stipulates 
that ‘every physician should prescribe drugs with generic names legibly and preferably in 
capital letters and he/she shall ensure that there is a rational prescription and use of drugs’. 
All the Registered Medical Practitioners under the Indian Medical Council (IMC) Act have 
been directed to comply with the aforesaid provisions

Burden of Diseases: India and States

 ¾ The  repor t  ‘ Ind ia :  Hea l th  o f  the 
Nation’s States’, 2017 provides the first 
comprehensive  set of findings for the 
distribution of diseases and risk factors 
across all States from 1990 to 2016. 

 ¾ The concept of Disability Adjusted Life Years 
(DALYs) provides a framework for analyzing 
the disease burden and risk factors. 

 ¾ DALYs is the sum of years of potential 
life lost due to premature mortality and 
the years of productive life lost due to 
disability. One DALY represents the loss 
of the equivalent of one year of full health. 

All India trends in LEB and DALYs
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 ¾ There has been significant improvement in 
the health status of the individual as life 
expectancy at birth (LEB) has increased by 
approximately 10 years during the period 
1990 to 2015. 

 ¾ The all India trends in LEB and DALYs 
echo the inverse relation between the two 
over time from 1990 to 2015.  

 ¾ Of the total disease burden in India 
measured as DALYs, 61 per cent was due 
to communicable, maternal, neonatal, and 
nutritional diseases (CMNNDs) in 1990, 
which dropped to 33 per cent in 2016. 

 ¾ There was a corresponding increase in the 
contribution of non-communicable diseases 
(NCDs) from 30 per cent of the total disease 
burden in 1990 to 55 per cent in 2016, and 
of injuries from 9 per cent to 12 per cent.   

Change in Daily’s number and rate 

 ¾ The behavioural and metabolic risk factors associated with the rising burden of Non 
Communicable Diseases (NCDs) have become quite prominent in India. In 2016, the dietary 
risks, which include diets low in fruit, vegetables and whole grains, but high in salt and fat, 
were India’s third leading risk factor, followed closely by high blood pressure and high blood 
sugar (high fasting plasma glucose) Unsafe water, sanitation, and handwashing (WaSH) was 
the second leading risk factor in 1990, but its ranking has dropped to seventh position in 2016.  
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GOVERNMENT PROGRAMMES FOR WOMEN AND CHILDREN

In the current financial year (2017-18) the scope of several existing programmes and schemes 
have been expanded and several new initiatives have been taken up to foster all round development 
of Women and Children in the country. Some of the schemes are mentioned below:

Integrated Child Development Services (ICDS): ICDS scheme aims at the holistic development 
of children upto 6 years of age and to meet nutritional needs of pregnant women and lactating 
mothers. Recently, rationalization, restructuring and continuation of four child centric schemes 
such as (a) Anganwadi Services (in place of ICDS); (b) Scheme for Adolescent Girls (SAG) (in place 
of SABLA); (c) Child Protection Services (in place of Integrated Child Protection Scheme) and (d) 
National Crèche Scheme (in place of Rajiv Gandhi National Crèche Scheme) of the Ministry under 
‘Umbrella Integrated Child Development Services’ Scheme has been approved by the Government. 
Keeping in line with the Swachh Bharat Abhiyan, special emphasis has been given on providing 
toilet and safe drinking water facility at every Anganwadi Centre under the restructured Anganwadi 
Services Scheme. The scheme has been universalized with cumulative approval of 7076 projects 
and 14 lakh Anganwadi Centres (AWCs) including 20,000 anganwadis on demand. Digitization 
of Anganwadi Centres (AWCs) has already begun in 8 States with ICTs enabled monitoring of the 
Schemes through smart phones/ Tablets to anganwadi worker and supervisor. A new web-portal 
has been created for enabling the MIS data entry by the States/UTs. The Ministry has taken an 
initiative to address the micro-nutrient deficiencies among women and children in the country. In 
this regard, fortification of food items with essential micro-nutrients has been made mandatory 
in the Government funded nutrition related schemes.  

Pradhan Mantri Matru Vandana Yojana (PMMVY): The earlier Maternity Benefit Programme, for 
the eligible pregnant women and lactating mothers (PW&LM) has now been named as Pradhan 
Mantri Matru Vandana Yojana (PMMVY) a Centrally Sponsored Scheme, in January, 2017 for 
providing partial compensation for the wage loss in terms of cash incentive so that the woman 
can take adequate rest before and after delivery of the first child. The cash incentive provided 
would lead to improved health seeking behaviour amongst the PW&LM. The Scheme envisages 
providing cash incentive amounting to Rs.5,000/- in DBT Mode during pregnancy and lactation. 
The remaining cash incentive of Rs.1000/- is provided towards maternity benefit under Janani 
Suraksha Yojana (JSY) after institutional delivery so that on an average, an eligible women will 
get Rs.6,000/-.  

National Nutrition Mission (NNM):  The Government of India has approved setting up of National 
Nutrition Mission (NNM) commencing from 2017-18 The NNM, as an apex body, will monitor, 
supervise, fix targets and guide the nutrition related interventions across the Ministries. The 
programme through the targets will strive to reduce the level of stunting, under-nutrition, anaemia 
and low birth weight babies. It will create synergy, ensure better monitoring, issue alerts for timely 
action to achieve the targeted goals.  

Pradhan Mantri Ujjwala Yojana (PMUY): PMUY was launched in May 2016, for providing LPG 
connections to 5 crore women belonging to the BPL families over a period of 3 years from 2016-
17. The scheme aims to safeguard the health of women & children by providing them with a clean 
cooking fuel – LPG, so that they do not have to compromise their health in smoky kitchens or 
wander in unsafe areas collecting firewood. Since inception, around 3.3 crore LPG connections 
have already been provided as on 18.01.2018. SH
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DALYs: A State level analysis  

 ¾ Among the leading NCDs, the largest disease burden or DALYs rate increase was observed for 
diabetes, at 80 per cent, and ischemic heart disease, at 34 per cent during the period 1990 
to 2016. 

State-wise DALYs Rate (2016) and Life expectancy at Birth (2015)

Public Health Expenditure by States and 
DALYs

 ¾ The National Health Policy, 2017 has 
recommended increasing State sector 

health spending to more than 8 per cent of 
the State government budget by 2020. 

 ¾ States with lowest per capita public health 
expenditure have higher DALYs rate as 
compared to the States with greater public 
health spending 

PHE 2015-16 and relative age standardized DALYs Rate 2016 among major 
States
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INCIDENCE OF CAUSES OF DEATH DUE TO COMMUNICABLE, MATERNAL, NEONATAL AND 
NUTRITIONAL  DISEASES (2016) AND HEALTH SPENDING (2014) IN SELECT COUNTRIES

Antimicrobial resistance (AMR) occurs when microorganisms such as bacteria, viruses, fungi 
and parasites cha¬nge in ways that render the medications used to cure the infections they cause 
ineffective. It occurs naturally but is facilitated by the inappropriate use of medicines, for example 
using antibiotics for viral infections such as cold or flu, or sharing antibiotics. Low-quality medicines, 
wrong prescriptions and poor infection prevention and control also encourage development and 
spread of drug resistance.

World Health Organization’s first global report on AMR in 2014 reported that it is ot a country 
specific issue but a global concern that is jeopardizing global health security. AMR is of particular 
concern in developing nations, including India, where the burden of infectious diseases is high and 
healthcare spending is low (Figure 1). The country has among the highest bacterial disease burden in 
the world. Antibiotics, therefore, have a critical role in limiting morbidity and mortality in the country.

Incidence of causes of Death due to Communicable, Maternal, Neonatal and Nutritional  
Diseases (2016) and Health Spending (2014) in select  Countries

The challenges associated with controlling antibiotic resistance, particularly in India, are many 
and multifaceted. On the one hand, antibiotics are necessary in many life-threatening cases. But 
on the other hand, overuse of antibiotics can be disastrous in the long run. Hence, judicious use of 
antibiotics is required, but acceptable strategies to achieve this goal and to address the challenges 
must be devised and awareness needs to be generated among the public. 

Acknowledging AMR as a serious threat to global public health, India has finalized a 
comprehensive and multi-sectoral National Action Plan aligning to the Global Action Plan and adopted 
a holistic and collaborative approach involving all stakeholders such as UN, WHO, FAO and other UN 
agencies towards prevention and containment of AMR. The National Action Plan has been prepared 
through extensive national consultations with various stakeholders in alignment with global action 
plan which has objectives of enhancing awareness, strengthening surveillance, improving rational 
use of antibiotics, reducing infections and promoting research in India. In addition, India aims to 
support neighboring countries in collective fight against infectious diseases. The Government of 
India has initiated series of actions including setting up a National Surveillance System for AMR, 
enacted regulations (Schedule-H-1) to regulate sale of antibiotics, brought out National Guidelines 
for use of antibiotics etc.   SH
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S WA C H H  B H A R AT  M I S S I O N 
(GRAMIN) 

The health of the nation is closely related 
to clean drinking water, sanitation and living 
environment. Taking cognizance of the role of 
cleanliness in healthy living, and to accelerate 
the efforts to achieve universal sanitation 
coverage and to put focus on sanitation, the 
Prime Minister of India launched the Swachh 
Bharat Mission on 2nd October, 2014.  

Rural Sanitation Coverage in India 
over the years (%)

 ¾ Eight States and two Union Territories 
i.e. Sikkim, Himachal Pradesh, Kerala, 
Haryana, Uttarakhand, Chhattisgarh, 
Arunachal Pradesh, Gujarat, Daman & Diu 
and Chandigarh have been declared as ODF 
completely. 

Health and economic impact of sanitation

 ¾ According to UNICEF, the lack of sanitation 
is responsible for the deaths of over 100,000 
children in India annually and for stunting 
of 48 per cent children.  

Performance of ODF and non-ODF 
Districts in select Health indicators(%)

 ¾ The non-ODF districts have lower percentage 
of population with secondary education, 
reflect higher levels of diarrhea, stunting, 
wasting and BMI owing to behavioural 
inertia. 

 ¾ A higher proportion of mothers of ODF 
areas in the ‘normal’ BMI category (62.9  
per cent) as compared to that of non-ODF 
areas (57.50 per cent) shows that not only 
children but mothers were also healthier in 
the ODF areas.  

Comparison of ODF and Non-ODF  
areas during 15th May 2017to 22nd 

June 2017 (in per cent)
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According to the World Bank estimates, 
the lack of sanitation facilities costs India over 
6 per cent of GDP. In a report ‘The Financial 
and Economic Impact of SBM in India (2017)’ 
UNICEF estimated that a household in an ODF 
village in rural India saves `50,000/- ($800) 
every year.

Annual Benefits of 100 per cent Toilet 
Use (per cent and Rs.)

Conclusion   

To conclude, ‘strengthening the policy and 
institutional ecosystem supporting inclusive 
growth deserves to be a top policy priority for 
countries, whether they are experiencing slow 
growth, elevated inequality, or both. This is an 
imperative for countries seeking to thrive in the 
Fourth Industrial Revolution (WEF, 2017).’ The 
policies and institutional systems for inclusive 
growth are progressively being built by the 
Government of India in the form of digitalization 
to transform governance and achieve social 
inclusion through financial inclusion initiatives, 
gender mainstreaming and measures to reduce 
all forms of social inequalities inherent in Indian 
society.  
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