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VOLUME - I  

CHAPTER 1: WEALTH CREATION: THE INVISIBLE 
HAND SUPPORTED BY THE HAND OF TRUST  
Theme  

This chapter uses ideas from ancient literatures such as Arthashastra that supports the importance of 
ethical wealth creation for the growth and economic development of India. In doing so, the chapter 
highlighted the role played by the market in creating that ethical wealth and how the government can 
enable an environment of trust for those markets to thrive. 

Importance of Wealth creation 

¶ Survey notes that our age-old traditions have always 
commended wealth creation that made India a 
ǎƛƎƴƛŦƛŎŀƴǘ ŎƻƴǘǊƛōǳǘƻǊ ǘƻ ǿƻǊƭŘΩǎ D5t ŦƻǊ ƳƻǊŜ ǘƘŀƴ 
three-fourths of known economic history. 

¶ The contemporary evidence to this ancient thinking is 
reflected by the ŜȄǇƻƴŜƴǘƛŀƭ ǊƛǎŜ ƛƴ LƴŘƛŀΩǎ D5t ŀƴŘ 
GDP per capita post economic liberalisation in 1991 
and corresponding wealth generation in the stock 
market.  

¶ The survey after collating data from top 100 wealthy entrepreneurs in the country as estimated by 
Forbes, showed how wealth created by an ethical company correlates strongly with the benefits that 
accrue to the employees of the company, suppliers of raw material to the company, government and to 
the common citizens of the country. 

Wealth Creation through the invisible hand of markets  

¶ The market economy is based on the principle that optimal allocation of resources occurs when 
citizens are able to exercise free choice in the products or services they want.  

¶ The survey highlighted that there still exists a scepticism about the benefits accruing from enabling 
the invisible hand of market i.e. increasing economic openness of our country and that scepticism has 
to go for India to grow. 

¶ To support this argument, survey has taken examples from different sectors such as banking, mutual 
funds, ports, etc. to show that since 1991, sectors that were liberalized grew significantly faster than 
those that remain closed.  

The breakdown of trust in the early years of this millennium  

¶ In a market economy too, there is need for state to ensure a moral hand to support the invisible hand 
as markets are liable to debase ethics 
in the pursuit of profits at all cost.  

¶ As in the case of the Global Financial 
Crisis, the events of 2011-13 and the 
consequences that have followed have 
created a trust deficit in the economy 
which led India to its lowest point in 
Corruption Perception Index.  

¶ ¢ƘŜ {ǳǊǾŜȅ ƛƴǘǊƻŘǳŎŜǎ άtrust as a 
public good that gets enhanced with 
greater useέΦ LŦ ǘƘŜǊŜ ƛǎ ƘƛƎƘ ǘǊǳǎǘΣ 
economic activity can flourish despite 
the increased potential for opportunism. 

¶ To enhance this public good, survey suggests that  
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o Reducing information asymmetry through standardising enforcement systems and public databases 
thus empowering transparency.  

o Enhancing quality of supervision through significant enhancement in the quantity and quality of 
manpower in our regulators (CCI, RBI, SEBI, IBBI) together with significant investments in 
technology and analytics needs to be made.  

The instruments for Wealth Creation 

¶ The survey through its various chapters, suggested in detail, the ways and means to enhance ethical 
wealth creation in India. These are: 
o Equal opportunities for Entrepreneurs: the chapter analyses how equal opportunity for new 

entrants in entrepreneurship enables efficient resource allocation and utilization, facilitates job 
growth, promotes trade growth and consumer surplus through greater product variety, and 
increases the overall boundaries of economic activity.  

o Pro-business versus pro-crony: This chapter presents evidences on how efficient the Indian 
economy has been in terms of opportunity for new entrants against established players for wealth 
creation.  

o Government intervention: Here the survey discusses how the command and control approach of 
government in some areas are limiting the efficient functioning of markets in those areas.  

o Specialising exports: IŜǊŜ ǘƘŜ ǎǳǊǾŜȅ ŀƴŀƭȅǎŜǎ Ƙƻǿ ƛƴǘŜƎǊŀǘƛƴƎ ά!ǎǎŜƳōƭŜ ƛƴ LƴŘƛŀέ ƛƴǘƻ άaŀƪŜ ƛƴ 
LƴŘƛŀέ ǿƛƭl lead to creation of jobs in labour intensive industries and thereby increasing exports. 

o Ease of doing business: In this chapter, the survey discussed how reforms taken during the last 5 
ȅŜŀǊǎ ƘŀǾŜ ƭŜŘ ǘƻ ƛƳǇǊƻǾŜƳŜƴǘ ƛƴ LƴŘƛŀΩǎ 9h5. ǊŀƴƪƛƴƎǎΦ  

o Banking Sector: ¢ƘŜ ǎǳǊǾŜȅ ƛƴ ǘƘƛǎ ŎƘŀǇǘŜǊ ƘƛƎƘƭƛƎƘǘŜŘ ǘƘŀǘ LƴŘƛŀΩǎ ōŀƴƪƛƴƎ ǎŜŎǘƻǊ ƛǎ 
disproportionately under-developed given the size of its economy and suggests some solutions that 
can make PSBs more efficient.  

o Fragility in NBFC sector: The chapter constructs a diagnostic to track the health of the shadow 
banking sector and thereby monitor systemic risk in the financial sector.  

o Privatisation: The chapter uses the change in performance of Central Public Sector Enterprises 
(CPSEs) after privatization to show the significant efficiency gains that are obtained when the 
private sector runs businesses instead of the government.  

o Role of GDP numbers: ¢ƘŜ {ǳǊǾŜȅ ƛƴ ǘƘƛǎ ŎƘŀǇǘŜǊ ǇǊƻǾƛŘŜǎ ŎŀǊŜŦǳƭ ŜǾƛŘŜƴŎŜ ǘƘŀǘ LƴŘƛŀΩǎ D5t ƎǊƻǿǘƘ 
estimates can be trusted and there is no evidence of mis-ŜǎǘƛƳŀǘƛƻƴ ƻŦ LƴŘƛŀΩǎ D5t ƎǊƻǿǘƘΦ  

o Thalinomics: This chapter aims to relate economics to the common person using something that he 
or she encounters every day ς a plate of food.  

Conclusion 

The wealth acquired capably without causing any harm yields righteousness and joy. Only when wealth is 
ŎǊŜŀǘŜŘ ǿƛƭƭ ǿŜŀƭǘƘ ōŜ ŘƛǎǘǊƛōǳǘŜŘΦ LƴŘƛŀΩǎ ŀǎǇƛǊŀǘƛƻƴ ǘƻ ōŜŎƻƳŜ ŀ Ϸр ǘǊƛƭƭƛƻƴ ŜŎƻƴƻƳȅ ŘŜǇŜƴŘǎ ŎǊƛǘƛŎŀƭƭȅ ƻƴ 
creation of wealth by strengthening the invisible hand of markets and supporting it with the hand of trust.  

Trust Definition (as per the Survey) 

¶ ¢ǊǳǎǘΥ ¢ƘŜ {ǳǊǾŜȅ ƛƴǘǊƻŘǳŎŜǎ ǘƘŜ ƛŘŜŀ ƻŦ άǘǊǳǎǘ ŀǎ ŀ ǇǳōƭƛŎ ƎƻƻŘ ǘƘŀǘ ƎŜǘǎ ŜƴƘŀƴŎŜŘ ǿƛǘƘ ƎǊŜŀǘŜǊ ǳǎŜέΦ ¢Ǌǳǎǘ Ŏŀƴ ōŜ 
conceptualized as a public good with the characteristics of-  
o Non-excludability: The citizens can enjoy its benefits at no explicit financial cost. 
o Non-rival consumption: The marginal cost of supplying this public good to an extra citizen is zero. It is also  
o Non-rejectable:  Collective supply for all citizens means that it cannot be rejected.   

¶ Historical reference for Economic Policy as a trust enabler: 
o aŀŎƘƛŀǾŜƭƭƛΩǎ !ǇǇǊƻŀŎƘΥ Lǘ ǾƛŜǿǎ ǇŜƻǇƭŜ ŀǎ άƪƴŀǾŜǎέ όƛƴƘŜǊŜƴǘƭȅ ŘƛǎƘƻƴŜǎǘύ ŀƴŘ ǘƘǳǎ ŀŘǾƻŎŀǘŜǎ ǊŜƎǳƭŀǘƛƻƴ 

through orders in penalties.  
o !ǊƛǎǘƻǘƭŜΩǎ !ǇǇǊƻŀŎƘΥ !ǊƛǎǘƻǘƭŜ ƘƻƭŘǎ ǘƘŀǘ άƎƻƻŘ ƭŀǿǎ ƳŀƪŜ ƎƻƻŘ ŎƛǘƛȊŜƴǎΣέ ōȅ ƛƴŎǳƭŎŀǘƛƴƎ Ƙŀōƛǘǎ ŀƴŘ ǎƻŎƛŀƭ 

virtue. Thus ǎǳƎƎŜǎǘǎ ǘƘŀǘ ǇŜƻǇƭŜ ōŜ ǊŜƎǳƭŀǘŜŘ ōȅ άǊƛǘǳŀƭέ ǊŀǘƘŜǊ ǘƘŀƴ ōȅ ƻǊŘŜǊǎ ŀƴŘ ǇŜƴŀƭǘƛŜǎΦ 
o YŀǳǘƛƭȅŀΩǎ !ǇǇǊƻŀŎƘΥ Yŀǳǘƛƭȅŀ ƛƴ !ǊǘƘŀǎƘŀǎǘǊŀ ƘƛƎƘƭƛƎƘǘǎ ǘƘŜ ƛŘŜŀ ƻŦ !ƴǾƛƪǎƘƛƪƛ όǇƘƛƭƻǎƻǇƘƛŎŀƭ ŀƴŘ ŜǘƘƛŎŀƭ 

frameǿƻǊƪύΦ Lǘ ǊŜƛƴŦƻǊŎŜǎ ǘƘŜ ƛŘŜŀ ƻŦ άƛƴǾƛǎƛōƭŜ ƘŀƴŘέ ōǳǘ ŜƳǇƘŀǎƛȊŜǎ Ŝǉǳŀƭƭȅ ǘƘŜ ƛƳǇƻǊǘŀƴŎŜ ƻŦ άƳǳǘǳŀƭ 
ǎȅƳǇŀǘƘȅέ όƛΦŜΦ ǘǊǳǎǘύΦ 

o From these examples it is evident that the idea of trust as a public good is not novel and has some historical 
backing.   
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Trends 

¶ India has the 3rd largest entrepreneurship ecosystem in the world 
ahead of the countries such as Brazil and South Korea. 

¶ New firm creation has gone up dramatically in India since 2014. As a 
result, 1,24,000 new firms were created in 2018 up from 70,000 in 
2014. This growth is particularly pronounced for the services sector 
ǊŜŦƭŜŎǘƛƴƎ LƴŘƛŀΩǎ ƴŜǿ ŜŎƻƴƻƳƛŎ ǎǘructure.  

 
¶ Entrepreneurial intensity (i.e. number of new firms registered per 

year per 1000 workers) in formal economy, is low in India compared 
ǘƻ ƻǘƘŜǊ ŘŜǾŜƭƻǇŜŘ ŜŎƻƴƻƳƛŜǎ ŀǎ ƭŀǊƎŜ ƴǳƳōŜǊ ƻŦ LƴŘƛŀΩǎ ŜƴǘŜǊǇǊƛǎŜǎ 
operate in the informal economy. 

CHAPTER 2: ENTREPRENEURSHIP AND WEALTH 
CREATION AT THE GRASSROOTS 
Theme 

This chapter examines the contribution of formal entrepreneurial activities to wealth generation and 
employment growth, drivers of such entrepreneurial activities and their spatial distribution at the bottom 
of the administrative pyramid i.e. across 500 districts in India. Using the learnings, the chapter suggests 
policy changes to foster entrepreneurship and thereby job and wealth creation in the country. 

Entrepreneurship and GDP 

¶ The survey suggests that 
entrepreneurial activity has a 
significant positive impact on 
Gross Domestic District 
Product (GDDP).  
o With 10 per cent increase 

in registration of new 
firms per district-year, 
GDDP increases by 1.8 
per cent. 

o Impact of new firm entry 
on GDDP is greatest in 
the Manufacturing and 
Services sectors. 

o Thus, entrepreneurial 
activity in the formal 
sector at the grassroot 
level is not driven by 
necessity or lack of 
alternate employment options. Rather these activities are productive and growth-focused.  

¶ There exists a spatial heterogeneity in distribution of Entrepreneurial Activity in India i.e. varied level of 
entrepreneurial activity across the districts.  
o The survey finds that all four regions except certain eastern states in India demonstrate strong 

growth in entrepreneurial activity over time.   
o However, irrespective of the level of entrepreneurial activity, all regions demonstrate a strong 

relationship between entrepreneurship and GDDP signifying the pervasive benefits of 
entrepreneurship.  

¶ According to the survey, entrepreneurial activities across different sectors of economy also varies 
across the districts. 

Agriculture sector Manufacturing sector Services sector Infrastructure sector 

Highest in the regions 
of Manipur, 
Meghalaya, Madhya 
Pradesh, Assam, 
Tripura and Orissa. 

Highest in the regions of 
Gujarat, Meghalaya, 
Puducherry, Punjab and 
Rajasthan. 

Highest in the regions 
of Delhi, Mizoram, Uttar 
Pradesh, Kerala, 
Andaman and Nicobar, 
and Haryana.  

Highest in the regions of Jharkhand, 
Arunachal Pradesh, Himachal 
Pradesh, Mizoram, Jammu and 
Kashmir and Bihar 

¶ As compared to other sectors, there exists a high negative spatial correlation between entrepreneurial 
activity in manufacturing sectors and unemployment rate in the district which means that 
unemployment rate reduces significantly when new firms in the manufacturing sectors increase. 
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Determinants of Entrepreneurial activity  

Apart from local population characteristics, district-level conditions, and agglomeration economies, the 
survey highlighted two key drivers of heterogeneity in district level Entrepreneurial activity: 

¶ Physical infrastructure: that includes basic physical infrastructure such as roads, electricity, water etc. 
and proximity to large population centres. Superior physical infrastructure will likely promote 
entrepreneurial activity and allows the start-up to expand markets and scale operations.  
o However, the survey found that there exists a threshold beyond which increase in physical 

infrastructure gives diminishing returns, i.e. beyond a point, increased access to local markets may 
create hyper-competition and discourage entrepreneurship.  

o At the same time, increased levels of basic infrastructure development might also open up 
potential entrepreneurs to other opportunities and consequently, decrease the incentives to 
become entrepreneurs.  

¶ Social Infrastructure: that includes education level in a district identified through proportion of the 
literate population and number of colleges. Higher education levels in a district enable the 
development of better human capital that relates to increased supply of ideas and entrepreneurs and 
the largest increases appear when literacy rises above 72 per cent.  
o The survey found no such threshold as in the case of physical infrastructure. Increasing literacy 

levels or the formation of new colleges appear to increase the number of new firms monotonically. 
 

 

 

Policy Measures for Fast-Tracking Entrepreneurship and Wealth Creation 

¶ Given the relatively higher economic contribution of entrepreneurial activity in the manufacturing 
sector and its high employment generation potential, it is important for states to consider policy levers 
that enable transition of labour and resources from less productive sectors and subsistence activity in 
the informal sector to these relatively more productive establishments.  

¶ Increasing literacy rates by setting up of more schools and colleges along with privatisation of school 
education to augment education capacity at all levels. 

¶ Investments in infrastructure especially those undertaken to increase entrepreneurial activity should 
be weighed against how improved infrastructure creates other kinds of opportunities that might be 
consequeƴǘƛŀƭ ǘƻ ŀ ŘƛǎǘǊƛŎǘΩǎ D55tΦ 
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CHAPTER 3: PRO-BUSINESS VS PRO-CRONY  
Theme  

The chapter trƛŜǎ ǘƻ ƘƛƎƘƭƛƎƘǘ ǘƘŜ ŎƻƴƴŜŎǘƛƻƴ ōŜǘǿŜŜƴ άǇǊƻ-ōǳǎƛƴŜǎǎέ ǇƻƭƛŎȅΣ ŎƻƳǇŜǘƛǘƛǾŜ ƳŀǊƪŜǘǎ ŀƴŘ 
ǿŜŀƭǘƘ ƎŜƴŜǊŀǘƛƻƴΦ !ƭǎƻΣ ƛǘ ǘǊƛŜǎ ǘƻ ŜȄǇƭŀƛƴ ƛƭƭǎ ŀǎǎƻŎƛŀǘŜŘ ǿƛǘƘ άǇǊƻ-ŎǊƻƴȅέ ǇƻƭƛŎƛŜǎ ŀƴŘ Ƙƻǿ άǇǊƻ-ōǳǎƛƴŜǎǎέ 
ŀƴŘ άǇǊƻ-ŎǊƻƴȅέ ŀǊŜ ŀƴǘƛǘƘŜǘƛŎŀƭ ǘƻ ŜŀŎƘ ƻǘƘŜr. Based on thƛǎ ŀƴŀƭȅǎƛǎΣ ǘƘŜ ŎƘŀǇǘŜǊ ǎǘŀǘŜǎ ǘƘŀǘ άǇǊƻ-
ōǳǎƛƴŜǎǎέ ǇƻƭƛŎƛŜǎ ŀǊŜ ŎǊƛǘƛŎŀƭ ǘƻ LƴŘƛŀƴ ŀǎǇƛǊŀǘƛƻƴ ƻŦ ŀ Ϸ р ǘǊƛƭƭƛƻƴ ŜŎƻƴƻƳȅΦ   

Introduction  

¶ The Survey takes liberalization of the Indian Economy in 1991 as an example of Pro-business policy 
thus acting as an illustration of impact of Pro-business policy on wealth creation.  

¶ The Survey argues that liberalization has enabled creative destructionΦ IŜǊŜ Ψchurning processΩ ƻŦ ǘƘŜ 
stock market is taken as an identifier for creative destruction.  

¶ Austrian economist Joseph Schumpeter coined and described the term creative destruction as a 
άǇǊƻŎŜǎǎ ƻŦ ƛƴŘǳǎǘǊƛŀƭ Ƴǳǘŀǘƛƻƴ ǘƘŀǘ ƛƴŎŜǎǎŀƴǘƭȅ ǊŜǾƻƭǳǘƛƻƴƛȊŜǎ ǘƘŜ ŜŎƻƴƻƳƛŎ ǎǘǊǳŎǘǳǊŜ ŦǊƻƳ ǿƛǘƘƛƴΣ 
ƛƴŎŜǎǎŀƴǘƭȅ ŘŜǎǘǊƻȅƛƴƎ ǘƘŜ ƻƭŘ ƻƴŜΣ ƛƴŎŜǎǎŀƴǘƭȅ ŎǊŜŀǘƛƴƎ ŀ ƴŜǿ ƻƴŜΦέ  

Pro-Business, Creative Destruction and Wealth Creation  

¶ Liberalization enabled creative destruction by empowering markets. The accelerating growth 
(estimated by CAGR) of stock market (captured through S&P BSE Sensex) provides an evidence of this.  

¶ The relationship between pro-business policy and creative destruction mirrors the composition of 
Sensex. Following data provides an evidence for it-  
o From 1986-96, firms that constituted the index barely changed, representing the lack of dynamism 

in the Indian Economy then.  
o Since 1996 (1st Revision of Sensex post 1991), every 5 years roughly one-third of the firms in the 

index were replaced (Churned out). This is reflective of rapid emergence of new firms, new ideas, 
new technologies and new operating processes on continuous basis.   

o Estimates suggest that a firm that entered the market in 1986 could have expected to stay for the 
next 60 years (assuming liberalization did not occur). The corresponding figure changed to 12 years 
due to liberalization.  

¶ The initial churning process of the Sensex represented creative destruction leading to increased 
diversity of firms and decreased sectoral concentration. This is illustrated by 
o Entry of Sectors like financials, telecommunications and information technology that were non-

existent in the index then.  
o Decreased dominance of manufacturing sector that was dominated by the Materials and Consumer 

Discretionary sectors. 

¶ ¢ƻŘŀȅΩǎ Sensex is far more democratic in terms of the size and concentration. This is illustrated by-  
o In 1991, the size of the largest firm was nearly 100 times the smallest firm which got reduced to 12 

in 2018.  
o Rising share of Service Sectors (like financials and IT) has been accomplished by a rise in the 

number of companies rather than the rise in the size of incumbents.  
o Analyzing degree of competition for financials and IT reveals an overall decline in concentration in 

both sectors.  

¶ Encouraging creative destruction in turn enables wealth creation and welfare maximization in following 
ways-  
o Entry of new firms increase competition leading to lowered prices for consumers.  
o Brings dynamism to the marketplace and keeps incumbent firms on its toes.  
o Sectors as a whole always outperform individual companies within the sector.  

It has only one pre-requisite ς a pro-business policy stance that fosters competitive, unfettered markets. 
Therein lies the motivation for India to pursue pro-business, rather than pro-crony, growth. 

Pro-Crony and Wealth Destruction  

¶ Pro-crony policies erode wealth in the economy as cronyism fosters inefficiencies by inhibiting the 
process of creative destruction.  
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Survey uses 75 Indian firms (identified as 
άconnectedέύ ŀǎ ŀ ǇǊƻȄȅ ǘƻ ŦƛǊƳǎ ǘƘŀǘ Ƴŀȅ ōŜƴŜŦƛǘ 
from pro-crony policies.   

¶ The effect of pro-crony policies is evaluated by 
ŎƻƳǇŀǊƛƴƎ ƎǊƻǿǘƘ ƻŦ άconnŜŎǘŜŘέ ǾǎΦ 
άǳƴŎƻƴƴŜŎǘŜŘέ ŦƛǊƳǎΦ  

¶ /!DΩǎ ŀǳŘƛǘ ǊŜǇƻǊǘ ƻƴ нD ǎǇŜŎǘǊǳƳ allocation 
provides a watershed moment as it appears to 
ƘŀǾŜ ǊŜǾŜǊǎŜŘ ǘƘŜ ŦƻǊǘǳƴŜǎ ŦƻǊ άŎƻƴƴŜŎǘŜŘέ ŦƛǊƳǎΦ 
For instance, pre-нлмлΣ άŎƻƴƴŜŎǘŜŘέ ŦƛǊƳǎ ƻǳǘǇŜǊŦƻǊƳŜŘ ǘƘŜ {ŜƴǎŜȄ ōǳǘ Ǉƻǎǘ-нлмлΣ άŎƻƴƴŜŎǘŜŘέ ŦƛǊƳǎ 
significantly underperformed in contrast to the Sensex.  

¶ The significant underperformance and continuous widening of gap between Sensex and returns of 
άŎƻƴƴŜŎǘŜŘέ ŦƛǊƳǎ illustrates that such connected firms were likely to have been inefficient ones.  

¶ Pro-crony policies create some indirect costs as well. Such as-  
o If opportunity of crony rent-seeking exists, 

firms shift their focus away from growth 
through competition and innovation towards 
building political relationships.  

o The rents sought by cronies are paid for by 
genuine businesses and citizens. Such a transfer 
of wealth exacerbates income inequality.  

¶ Crony policies and processes collectively extract a 
larger share of existing wealth instead of 
expanding available wealth. Thus, creating a cycle of 
wealth destruction.  

Discretionary Allocation of Natural Resources vis-à-vis 
allocation via auctions 

¶ The Survey uses coal as an example of natural resource to 
draw comparison between allocation via auctions and 
discretionary allocations. Coal is chosen a s it is critical for 
LƴŘƛŀΩǎ ŜƴŜǊƎȅ ƴŜŜŘǎΦ   

¶ Prior to 1993, no specific criteria for allocation of captive 
mines existed. It was changed through Amendments in Coal 
Mines (Nationalization) Act, 1973 which allowed private 
players to carry out coal mining for captive use.  

¶ Currently, the coal mines allocation is governed by Coal 
Mines (Special Provisions) Act, 2015. The act ensures that 
any future allocation of coal blocks would solely be through competitive auctions.  

¶ Comparison of Related Party Transactions (RPTs) for allocation via committee and allocation via 
auctions are used to show the difference.  
o Related Party Transactions (RPTs): A related-party transaction is a deal or arrangement between 

two parties who are joined by a pre-existing business relationship or common interest. 
o RPTs used by the Survey- RPT for purchasing capital goods/equipment from related parties, RPT for 

operational expenses paid to related parties and RPTs from operational income from related 
parties.  

Allocation via Committee Allocation via Auction 

Unusual increases in coal block receipts of the firms.   No such increase. 

Increase in one-time payments to directors like commissions, 
perquisites and consulting expenses. 

No such increase.  

The market share of these firms decreased despite gain from 
discretionary allocation. 

The market share of these firms increased despite 
transparent competition.  

Political Connections lead to rent extraction 
(Global Evidence) 

Ukraine: A World Bank study of cronyism in 
Ukraine found that the country would grow 1 to 2 
per cent faster if all political connections were 
eliminated. 

China: Political connections play a role in the 
allocation of bank loans to Chinese firms.  

Missing Roads  
A study mentioned in the survey on 
88,000 roads under PMGSY has revealed 
following findings- 

¶ After close election victories, 
contractors affiliated to the winning 
politician are more likely to be 
awarded road projects.  

¶ Around 26% of the roads listed as 
completed in PMGSY monitoring data 
are missing from 2011 Census Data. 
Suggesting they were never actually 
built or completed.  

¶ Preferential allocation of roads 
increases the allocation of such 
άƳƛǎǎƛƴƎέ ǊƻŀŘǎ ōȅ ŀǎ ƳǳŎƘ ŀǎ ус҈Φ 



 

 
8 

8468022022, 9019066066         DELHI |  JAIPUR |  PUNE |  HYDERABAD |  AHMEDABAD |  LUCKNOW | <CHANDIGARH 

¶ The Survey uses coal as an example of natural resource to draw comparison between allocation via 
auctions and discretionary aƭƭƻŎŀǘƛƻƴǎΦ /ƻŀƭ ƛǎ ŎƘƻǎŜƴ ŀǎ ƛǘ ƛǎ ŎǊƛǘƛŎŀƭ ŦƻǊ LƴŘƛŀΩǎ ŜƴŜǊƎȅ ƴŜŜŘǎΦ   

¶ Prior to 1993, no specific criteria for allocation of captive mines existed. It was changed through 
Amendments in Coal Mines (Nationalization) Act, 1973 which allowed private players to carry out coal 
mining for captive use.  

¶ Currently, the coal mines allocation is governed by Coal Mines (Special Provisions) Act, 2015. The act 
ensures that any future allocation of coal blocks would solely be through competitive auctions.  

¶ Comparison of Related Party Transactions (RPTs) are used assess the impact of form of coal block 
allocation. Survey has used 3 RPTs namely- RPT for purchasing capital goods/equipment from related 
parties, RPT for operational expenses paid to related parties and RPTs from operational income from 
related parties.  

¶ These three RPTs show an increase in the three-year period following the receipt of a coal block 
through the committee-based allocation as compared to preceding 3 years. No such increase is seen in 
the case of auction based allotment. (Nearly identical observation has been made in case of RPTs with 
unlisted/foreign entities and tax havens.) 

¶ One-time payments to directors like commissions, perquisites and consulting expenses increase 
following the discretionary allocation. No such increases are seen in case of auctions.   

¶ The market share of firms (that got committee-based allocation of coal) decreased despite gain from 
discretionary allocation. This has been explained as a case of Dutch Disease.  
o Dutch disease: Firms that got the free resource diverted efforts towards the tunnelling of the 

windfall gain instead of towards productive business activity.       

Riskless Returns: The Case of Wilful Default 

¶ RBI defines a wilful defaulter as a firm that has defaulted in meeting its repayment obligations even 
though it has the capacity to honour these obligations.  

¶ A firm could also be branded a wilful defaulter if it uses the funds for purposes other than what is 
sanctioned by the lender, siphons the money out to related parties or remove the assets used to 
secure the loan. 

¶ The aggregate outstanding amount owed by wilful defaulters has been steadily increasing since 2010. 
As of 2018, it amounted to Rs. 1.4 lakh crore. (This amount is almost equal budget allocation for 
health, education and social protection or 2.5 times the allocation towards MGNREGA.) 

¶ There seem to be three distinguishing characteristics of wilful defaulters in India-  
o Wilful defaulters tend to be more opaque than both non-defaulters and distress defaulters.  
o Promoters at the helm of a wilfully defaulting firm pledge, on average almost 50% of their 

shareholding to lenders. (Corresponding figures for distress defaulters and non-defaulters are 30% 
and 11% respectively.) 
V Rationale for pledging: In India, shares ŀǊŜ ǇƭŜŘƎŜŘ ǘƻ ŦƛƴŀƴŎŜ ŦƛǊƳΩǎ ƻǿƴ ǇǊƻƧŜŎǘǎΦ LŦ ŀ ŦƛǊƳ ŦŀƛƭǎΣ 

value of its shares drops implying the dropping value of the collateral. But the promoters have 
no personal liability beyond their pledged shares which are compensated through extracted 
rents. Thus, benefitting wilful defaulters.   

¶ The cost of this wilful default is borne by the common man and genuine borrowers in the form of 
refinancing of banks (through taxation and deposits) and increased borrowing cost.  

Conclusion  

¶ While pro-business policies increase competition, correct market failures and enforce business 
accountability, pro-crony policies hurt markets.  

¶ Pro-business policies make it easy to do business in a jurisdiction furthering the goal of maximum social 
welfare. Pro-crony policies may end up giving preferential treatment to some firms at the expense of 
others. In the long-run, it decreases market efficiency and consequently social welfare. 
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CHAPTER 4: UNDERMINING MARKETS: WHEN 
GOVERNMENT INTERVENTION HURTS MORE 
THAN IT HELPS 
Theme 

The chapter tries to state how anachronistic government interventions, though well intentioned tend to do 
more harm than good in the long-run. For this the survey uses the examples of Essential Commodities Act 
(ECA), Drug Price Control Order (DPCO), food subsidy and debt waivers. Thus, making the case for adopting 
need-based intervention. 

Introduction  

¶ India has made significant progress in enhancing economic freedom. But it still counted as a shackled 
economy. Following indices provide evidence for the same-  
o Index of Economic Freedom (given by Heritage Foundation) ranks India 129th among 186 

countries. ό/ŀǘŜƎƻǊƛȊƛƴƎ LƴŘƛŀ ŀǎ ΨƳƻǎǘƭȅ ǳƴŦǊŜŜΦΩύ 
o Index of Global Economic Freedom (given by Fraser Institute) ranks India 79th among 162 

countries.  

¶ The indices of economic freedom positively correlate with per capita GDP, registration of new business, 
the ease of doing business indicators, number of patents applied in a country, number of patents 
granted in a country and Index of Innovation. This suggests that economic freedom affects several 
aspects of wealth creation significantly.  

¶ The Survey argues that direct participation of Government the market may affect the supply and 
demand equilibrium thus generating deadweight losses.  

¶ The Survey highlights the impact of anachronistic government interventions with the examples of 
Essential Commodities Act (ECA), 1955, regulation of prices of drugs, government policies in foodgrain 
markets and debt waivers.  

Essential Commodities Act (ECA), 1955 

¶ The ECA, 1955 aims to ensure affordability of the essential commodities for the poor by restricting 
hoarding. To enable this, ECA controls the production, supply and distribution of, and trade and 
commerce in certain goods which are treated as essential commodities.  

¶ The Act however affects the 
development of agricultural markets by 
creating market distortions.  

¶ The Act does not distinguish between 
firms that genuinely need to hold stocks 
owing to nature of their operations and 
firms that might speculatively hold 
stocks.  

¶ The impositions by the Act are 
ineffective in controlling the price 
volatility. This has been illustrated by the 
example of Pulses (in 2006-Q3 and 2009-
Q1) and Onion (Sep 2019), where prices 
spiked despite the imposition of ECA.  

¶ The increasing wedge (difference) 
between wholesale and retail prices of 
essential commodities further reinforces that ECA reduces welfare of consumers.  

¶ In the long term, the Act disincentivizes development of storage infrastructure thereby leading to 
increased volatility in prices following production/consumption shocks- the opposite of what was 
intended.  
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¶ The conviction rate under the Act is at 2-4%, indicating that raids under the ECA maybe only leading to 
harassment of traders. The Act while penalizing speculative hoarding also ends up penalizing 
consumption smoothening that storage provides.  

¶ The Survey suggests following alternatives to ECA for stabilization of prices-  
o Strengthening of the Price Stabilization Fund (PSF) that was created in 2014-15.  
o Development of effective forecasting mechanisms, stable trade policies and increasing integration 

of agricultural markets.   

Drug Price Controls under ECA 

¶ Drug Price Controls have a mandate to ensure access to essential life saving drugs and to make drugs 
affordable. To enable this, the Government regulates drugs through National Pharmaceutical Pricing 
Authority (NPPA) and DPCO. They are aided and guided by National List of Essential Medicines (NLEM) 
prepared by Ministry of Health and Family Welfare.  

¶ To examine its impact, the Survey has taken similar drugs (Glycomet and Glimiprex-MF), one of which 
ŎŀƳŜ ǳƴŘŜǊ 5t/hΣ нлмо ŀƴŘ ƻǘƘŜǊ ŘƛŘƴΩǘΦ  

¶ The examination has generated following findings -  
o Counter-intuitively, the price of the regulated 

drug increased more in comparison to the 
unregulated drug. But there was no perceptible 
impact of DPCO on the quantities consumed of 
both the drugs. (Using Difference-in-difference 
methodology.) 

o Post DPCO 2013, prices of cheaper formulations 
increased by 21%. However, the prices of costly 
formulations increased 2.4 times. (Opposite of 
what was intended.) 

¶ The Survey advocates repealing ECA and replacing it 
with market friendly interventions like DBT, incentives 
to innovation, increasing market integration etc.  

Government Intervention in Grain Markets 

¶ The Government intervention in grain market is aimed at achieving food security while ensuring 
remunerative prices to producers and affordable supplies to consumers.   

¶ Current Status of Food Procurement System in India-  
o The Food Corporation in India (FCI) has the primary duty to purchase, store, transport, distribute 

and sell foodgrains.  
o Government is obligated under National Food Security Act (NFSA), 2013 to provide foodgrains to 

75% of rural population and 50% of the urban population.  
o Government procures around 40-50% of the total market surplus of rice and wheat, making the 

government virtually a monopsonist in domestic grain market. This has led to Government 
becoming the single largest hoarder of rice and wheat. (Central pool stocks were 74.3 million 
tonnes on July 1 2019 as against the norm of 41.1 million tonnes.) 

o This disincentivizes the private sector to undertake long-term investments in procurement, storage 
and processing. 

¶ Costs associated with maintaining the current system-  
o The procurement costs, distribution costs and carrying costs of the FCI are largely covered by the 

food subsidy.  
o The Survey argues that the current mix of policies of assured procurement, storage and distribution 

under TPDS have contributed to building up of a high cost food-grain economy. 
o Inefficiency of FCI increases with increasing levels of stock it has to store.  

¶ Growth in public investments in agriculture is negatively correlated to increase in food subsidy outlay. 
Thus, inferring that focus on subsidies is harming the growth of agricultural sector in the long run.  

¶ Government intervention has created a disconnect between demand and supply of foodgrains. It has 
put forth following arguments for the same-  

Difference-in-differences 
The technique compares the changes in 
outcomes over time between a population 
that is affected by a specific intervention (the 
treatment group) and a population that is not 
(the control group).  
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o There is an evident decline in the demand for cereals. (Reflected in decrease in share of cereals in 
Monthly Per Capita Expenditure (MPCE) by 33% and 28% for rural and urban areas respectively). 

o Contrary to the demand, the production of foodgrain has increased consistently since 2005.  
o This suggests that farmers are deriving their signals, not from the demand patterns but from the 

Government policy on procurement and distribution.  

¶ In the light of aforementioned issues, the Survey suggests some alternative measures-  
o Farmers should be empowered through direct investment subsidies that are crop neutral.  
o Coverage of NFSA needs to be restricted to the bottom 20% of the economic ladder.  
o Moving towards conditional cash transfers (CCTs), which can be used to nudge people towards 

improved health and education levels.  
o At the macro level, the agricultural marketing, trade (both domestic and foreign) and distribution 

policies need to be aligned so that farmers receive the correct signals for diversification into 
remunerative and sustainable production.  

Debt Waivers  

¶ In recent times, there have been several cases of debt waivers both at national and state level. For 
example, by Government of India in 2008, UP Government in 2017, Karnataka Government in 2018 etc. 

¶ Arguments put forth by proponents of debt waiver-  
o Borrowers suffer from a probƭŜƳ ƻŦ άŘŜōǘ ƻǾŜǊƘŀƴƎέ. This refers to a situation where all current 

income of the borrower gets used up in repaying the accumulated debt, leaving little incentives to 
invest either in physical or human capital.  

o Debt waiver can clean-up the borrowersΩ ōŀƭance sheet and is likely to lead to new investments as 
well as fresh fund-ǊŀƛǎƛƴƎ ŀǎ ōƻǊǊƻǿŜǊǎΩ ǊŜǇŀȅƳŜƴǘ ŎŀǇŀŎƛǘȅ ƛƴŎǊŜŀǎŜǎ ŜǾŜƴ ƛŦ ǘƘŜǊŜ ƛǎ ƴƻ ŎƘŀƴƎŜ ƛƴ 
income.  

¶ The Survey has examined these claims and has given following observations-  
o Waiver had negligible impact on agricultural productivity, investment or consumption levels of 

farmers receiving full relief. (Examining 2008 waiver by Government of India by comparing farmers 
getting full and partial relief.) 

o Full waiver beneficiaries consume less, save less, invest less and are less productive after the 
waiver when compared to partial beneficiaries.  

o Share of formal credit decreases for full beneficiaries when compared to partial beneficiaries.  
o Waiver helps only when the beneficiaries are genuinely distressed but fuels even greater default 

when relief is not made conditional to genuine distress.  

¶ The Survey argues that the debt waivers impact credit market negatively. It highlights following 
evidences for the same-  
o An anticipated waiver may lead to moral hazard and destroy the credit culture. (E.g.-Loan 

performance deteriorated the most in areas that were headed for election.) 
o With regard to 2008 waiver by GOI, waiver led to increased loan defaults on future loans and no 

improvement in wages, productivity or consumption.  

Laws where changes have been made 

Act  
 

Market Distortion created  
 

Transformation towards Developing a Market 
Economy 

Capital Issues 
(Control) Act, 1947 

Excessive control over the 
amount as well as pricing of 
shares led to ineffective 
valuation of capital.  

Repealed and replaced by The Securities and Exchange Board 
of India (SEBI) Act, 1992.  

Monopolies and 
Restrictive Trade 
Practices (MRTP) 
Act, 1969 

The Act restricted companies to 
grow and achieve a global scale 
and this led to proliferation of 
small companies. 

Repealed to give way to the Competition Act in 2002. Since 
ǘƘŜƴΣ ǘƘŜ ŦƻŎǳǎ Ƙŀǎ ǎƘƛŦǘŜŘ ŦǊƻƳ ΨǇǊŜǾŜƴǘƛƻƴ ƻŦ ŘƻƳƛƴŀƴŎŜΩ ǘƻ 
ΨǊŜƎǳƭŀǘƛƴƎ ŀōǳǎŜ ƻŦ ŘƻƳƛƴŀƴŎŜΩΦ  

Foreign Exchange 
Regulation Act, 
1973 

The Act restricted access to 
foreign capital and technology.  

Repealed and replaced by Foreign Exchange Management Act 
(FEMA). Under FEMA, everything was permitted unless 
specifically restricted or regulated to enable development of 
forex market.  
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Urban Land Ceiling 
and Regulation 
Act, 
1976 

This led to distortion of land 
markets in urban areas, rise in 
slums, creation of artificial land 
scarcity and skyrocketing land 
prices. 

Repealed in 1999.  

Legislative Changes Required to Reduce Government Intervention 

Act  Market Distortion created  Need for repeal/amendment  

Factories Act, 1948  Raises cost of health and safety 
entitlements and may nudge capital 
away from labour.  

It is proposed to be subsumed by the 
Occupational Safety, Health and Working 
Conditions Code, 2019. 

Sick Textile Undertakings 
(Nationalisation) Act, 1974 

The nationalisation of these mills 
failed to achieve the desired 
objectives of rehabilitating or 
reorganising them and failed to 
deliver yarn, cloth, fair prices or jobs.  

This Act needs to be repealed and National 
Textile Corporation (NTC) should be 
divested.  

Recovery of Debts due to 
Banks and Financial 
Institutions Act, 1993  

There are huge delays due to 
insufficient number of presiding 
officers, recoveries taking two years 
instead of the recommended 
statutory six months, lack of sufficient 
judicial experience by recovery 
officers, and inconsistency of the 
decision-making process between 
tribunals  

With the IBC now firmly in place to fix the 
problem of non-performing assets, the 
DRTs can be phased out or integrated with 
the IBC. 

The Right to Fair 
Compensation and 
Transparency in Land 
Acquisition, Rehabilitation and 
Resettlement Act, 2013  

Regulates land acquisition with 80 
percent of the land to be acquired 
through negotiations, with the 
government stepping in only for the 
balance 20 percent; for PPP projects, 
it is 70 percent.  

This tilts the balance in favour of land 
owners who need to be made an equal 
partner in development of land and share 
the benefits and costs with the 
developer/acquirer.  

Conclusion  

¶ While the ideal of a completely efficient 
market is rare, the costs of Government 
intervention may outweigh the benefits 
ǿƘŜƴ άƳŀǊƪŜǘ ŦŀƛƭǳǊŜǎέ are not severe.  

¶ Interventions that were apt in a different 
economic setting, possibly because the 
άƳŀǊƪŜǘ ŦŀƛƭǳǊŜǎέ ǿŜǊe severe then, may 
have lost their relevance in a 
transformed economy where the 
άƳŀǊƪŜǘ ŦŀƛƭǳǊŜǎέ ŀǊŜ ƴƻǘ ǎŜǾŜǊŜΦ  

¶ The chapter does not argue that there 
should be no Government intervention but eliminating instances of needless Government intervention 
will enable competitive markets and thereby spur investments and economic growth.  
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CHAPTER 5: CREATING JOBS AND GROWTH BY 
SPECIALIZING TO EXPORTS IN NETWORK 
PRODUCTS  
Theme 

!ǎ Ƨƻō ŎǊŜŀǘƛƻƴ ƛǎ ŀ ǇǊŜǊŜǉǳƛǎƛǘŜ ǘƻ ǿŜŀƭǘƘ ŎǊŜŀǘƛƻƴ ŀƴŘ LƴŘƛŀΩǎ ƎǊƻǿǘƘΣ ǘƘƛǎ ŎƘapter articulates a clear- 
headed strategy for India to take a leap in the current environment for international trade. India has an 
unprecedented opportunity to chart a China-like, labour-intensive, export trajectory and thereby create 
unparalleled job opportunities for our burgeoning youth.  

Introduction 

¶ The survey highlights that in just the five year period 2001- 2006, labour-intensive exports enabled 
China to create 70 million jobs for workers with just primary education.  

¶ Now as The USςChina trade war is causing major adjustments in Global Value Chains (GVCs), firms are 
looking for alternative locations for their operations. Also, /ƘƛƴŀΩǎ ƛƳŀƎŜ ŀǎ ŀ ƭƻǿ-cost location for final 
assembly of industrial products was rapidly changing due to labour shortages and increases in wages. 
These developments present India an unprecedented opportunity to chart a similar export trajectory. 

¶ Survey suggests that by ƛƴǘŜƎǊŀǘƛƴƎ ά!ǎǎŜƳōƭŜ ƛƴ LƴŘƛŀ ŦƻǊ ǘƘŜ ǿƻǊƭŘέ ƛƴǘƻ aŀƪŜ ƛƴ LƴŘƛŀ, India can 
raise its export market share to about 3.5 per cent by 2025 and 6 per cent by 2030. In the process, India 
would create about 4 crore well-paid jobs by 2025 and about 8 crore by 2030.  

LƴŘƛŀΩǎ ŜȄǇƻǊǘ ǳƴŘŜǊ-performance vis-à-vis China  

LƴŘƛŀΩǎ ǿƻǊƭŘ ƳŀǊƪŜǘ ǎƘŀǊŜ ƻŦ мΦт% by 2018 is paltry compared to 12.8 per cent for China. The survey 
ŜȄŀƳƛƴŜǎ ǘƘŜ ǊŜŀǎƻƴǎ ŦƻǊ LƴŘƛŀΩǎ ǳƴŘŜǊ-performance in exports vis-Ł-vis China.  

INDIA CHINA 

Low level of participation in Global Value Chains High level of participation in Global Value Chains 

Diversification of products Specialization of products 

Small scale of operations Large scale of operation 

Export growth is driven mainly by capital and 
skill intensive products 

Export growth is driven mainly by traditional labour- intensive  and 
involving in labour-intensive stages of production processes within 
capital- intensive industries. 

Low market penetration in high income 
countries 

Equal penetration both in high income and low & middle income 
countries.  

Reaping gains from participation in Global Value Chains  

¶ The survey suggested that a 10 per cent increase in foreign value added share of gross exports leads to 
17.9 per cent increase in the dollar value of gross exports, which in turn, causes domestic value added 
(from exports) to increase by 7.7 per cent. Finally, 7.7 per cent increase in domestic value-added 
increases employment by 13.2 per 
cent.  

¶ With this calculation, in a country like 
India, it is possible to create 10 
million additional export related jobs 
during the next five years and over 
20 million jobs during the next ten 
years.  

Industries in which India can specialize in for job creation  

According to the survey, there are two groups of industries that hold the greatest potential for export 
growth and job creation.  

¶ Traditional unskilled labour-intensive industries such as textiles, clothing, footwear and toys -Here 
ǘƘŜ D±/ǎ ƛƴǾƻƭǾŜŘ ŀǊŜ ŎƻƴǘǊƻƭƭŜŘ ōȅ άōǳȅŜǊ ŘǊƛǾŜƴέ ƴŜǘǿƻǊƪǎ ǿƘŜǊŜƛƴ ǘƘŜ ƭŜŀŘ ŦƛǊƳǎ ōŀǎŜŘ ƛƴ 
developed countries concentrate in higher value added activities such as design, branding and 
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marketing and outsource the physical production of the products to firms in developing countries. Ex 
include- Wal-mart, Nike, Adidas etc.  

¶ Network products (NPs): Here the GVCs involved such as Apple, Samsung, Sony etc. are controlled by 
άǇǊƻŘǳŎŜǊ ŘǊƛǾŜƴέ ƴŜǘǿƻǊƪǎ ǿƘŜǊŜƛƴ ǇǊƻŘǳŎǘǎ ŀǊŜ ƴƻǘ produced from start to finish within a given 
ŎƻǳƴǘǊȅΤ ƛƴǎǘŜŀŘΣ ŎƻǳƴǘǊƛŜǎ ǎǇŜŎƛŀƭƛȊŜ ƛƴ ǇŀǊǘƛŎǳƭŀǊ ǘŀǎƪǎ ƻǊ ǎǘŀƎŜǎ ƻŦ ǘƘŜ ƎƻƻŘΩǎ ǇǊƻŘǳŎǘƛƻƴ ǎŜǉǳŜƴŎŜ 
depending on its comparative advantage. For ex. China with huge low skilled labour force specialized in 
assembly of products. 
o Examples of NPs include computers, electronic and electrical equipment, telecommunication 

equipment, road vehicles etc. 
o NPs accounted for nearly 30 per cent of world exports in 2018 and total trade in NPs can be 

classified into its two main sub-categories - parts & components (P&C) and assembled end products 
(AEP). AEP is highly labour intensive, which can provide jobs for the masses, while domestic 
production of parts & components (P&C) can create high skill jobs.  

Network Products: Case in India 

¶ The survey highlighted that ƛƴ нлмуΣ bt ŜȄǇƻǊǘǎ ŀŎŎƻǳƴǘǎ ŦƻǊ мл҈ ƛƴ LƴŘƛŀΩǎ ŜȄǇƻǊǘ ōŀǎƪŜǘ, while these 
products account for about 50% of the total national exports of China, Japan and Korea. Also, among 
the major Asian countries, India is the only one with trade deficit in NP. 

¶ The main category of NP exported by India is Road vehicles with a share of 4.9 per cent in its total 
exports in 2018. 

Pattern of entry in case of NPs  

¶ The pattern of entry, rise, survival, and 
relative decline of countries in the 
export market for NPs follows the 
άǿƛƭŘ- ƎŜŜǎŜ ŦƭȅƛƴƎ ƳƻŘŜƭέ ƛΦŜΦ ŀƴ 
άƛƴǾŜǊǘŜŘ ±έ ǇŀǘǘŜǊƴ Φ  

¶ While Japan is in declining stage, most 
countries including China have reached 
the inflection point. But in India, the 
take-off process in NP exports may be just beginning, thus providing us sufficient opportunity to grab. 

Potential gains in employment and GDP with focus on Network products export 

¶ The survey suggests that with increasinƎ LƴŘƛŀΩǎ 
share in world exports of NP, between 2019 
and 2025, the incremental domestic value 
added is US$485.5 billion, which is one-quarter 
of the increase in GDP (in basic prices) required for making India a $5 trillion economy by 2025.  

Free Trade Agreements 

¶ India has signed 14 FTAs with various 
countries between 1993 and 2018. 
Highlighting the efficacy of these FTAs, 
the survey posits that from the 
perspective of trade balance, India has 
ŎƭŜŀǊƭȅ άƎŀƛƴŜŘέ in terms of 0.7 per cent 
increase in trade surplus per year for 
manufactured products and of 2.3 per 
cent increase in trade surplus per year for total merchandise.  

Way forward 

DƛǾŜƴ ƻǳǊ Ǿŀǎǘ ƳŀƴǇƻǿŜǊ ǿƛǘƘ ǊŜƭŀǘƛǾŜƭȅ ƭƻǿ ǎƪƛƭƭΣ LƴŘƛŀΩǎ ŎǳǊǊŜƴǘ ǎǘǊŜƴƎǘƘ ƭƛŜǎ ǇǊƛƳŀǊƛƭȅ ƛƴ ŀǎǎŜƳōƭȅ ƻŦ btǎΦ 
While the short to medium term objective is the large scale expansion of assembly activities by making 
use of imported parts & components, long term objective should be giving a boost to domestic production 
of parts & components (i.e. upgrading within GVCs). 
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Policy measures for the same should focus on:  

¶ creating an ecosystem that will result ƛƴ ǊŜŀƭƛƎƴƳŜƴǘ ƻŦ LƴŘƛŀΩǎ ǎǇŜŎƛŀƭƛȊŀǘƛƻƴ ǇŀǘǘŜǊƴǎ ǘƻǿŀǊŘǎ ƭŀōƻǳǊ-
intensive processes and product lines. 

¶ reducing import tariffs for intermediate inputs. 

¶ implementation of key factor market reforms to provide greater flexibility in the labour market. 

¶ providing an enabling environment for the entry of lead firms into the country with a pro-active FDI 
policy  

¶ a low level of service link costs i.e.  the costs related to transportation, communication, and other 
tasks involved in coordinating the activity in a given country. 

Success Stories 
Automobiles 

¶ The country has emerged as a major assembly centre for compact cars. LƴŘƛŀΩǎ ŜȄǇƻǊǘǎ ƻŦ ŎƻƳǇƭŜǘŜƭȅ ōǳƛƭǘ ǳƴƛǘǎ 
(CBUs) increased from about US$225 million in 2001 to US$8.8 billion in 2017, while exports of parts and 
accessories increased from US$408 million to US$5.5 billion between these two years.  

¶ On the other hand, imports of parts and accessories grew significantly faster than imports of assembled vehicles 
during the same period. 

¶ The key learning from the successful case study of the Indian Automobiles sector is that domestic firms graduate 
up the production value chain by first starting with low-technology operations such as assembly and then 
moving to manufacturing of components. In the process, imports of components increase in the short run.  

Mobile handsets 

¶ India toppled Vietnam to become the second largest manufacturer of mobile phones globally following China in 
2018 with a world share of 11 per cent.  

¶ India could manufacture around 1.25 billion handsets across various segments by 2025, firing up an industry 
worth around $230 billion.  

¶ .ŜǘǿŜŜƴ нлмо ŀƴŘ нлмтΣ ǿƘƛƭŜ LƴŘƛŀΩǎ ƛƳǇƻǊǘ ƻŦ ǘŜƭŜŎƻƳ ƘŀƴŘǎŜǘǎ ŘŜŎƭƛƴŜŘ ŦǊƻƳ ¦{ϷпΦпт ōƛƭƭƛƻƴ ǘƻ ¦{ϷоΦом 
billion that of telecom parts increased steadily from US$1.34 billion to US$9.41 billion.  

¶ At the same time exports of telecom handset increased significantly during the last three years. This pattern is 
consistent with the emergence of India as an assembly centre for telecom handsets.  

 






































































































