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VOLUME- |

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

Theme

This chapter uses ideas from ancient ritieires such as Arthashastra that supports ihgortance of
ethical wealth creationfor the growth and economic development of India. In doing so, the chapter
highlighted therole played by themarket in creating that ethical wealth and how the governmesan

enable arenvironment of trustfor those markets to thrive. Figure 2a: India’s GDP (current USS (n)

Importance of Wealth creation

T

Wealth Creation through the invible hand of markets

T

1

The breaklown of trust in the early years of this millennium

1

1

(1960-2018)

Survey notes thabur ageold traditions have always
commended wealth creationthat made India a
AAIYATAOLYG O2yidNAOdzi2 NI
three-fourths of known economic history.

The contemporary evidence to this ancient thinking |i
reflected by theSELR Y Sy G Al f NRAR&AS||A
GDP per capita post economic liberalisation in 1991
and corresponding wealth generation in the stogk
market.
The survg after collating data from top 100 wealthy entrepreneurs in the country as estimated by
Forbes, showd howwealth created by an ethical company correlates strongly with the benefhsat
accrue to the employees of the company, suppliers of raw materidge¢a@ompany, government and to
the common citizens of the country.
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The market economyis based on the principle that optimal allocation of resources occurs when
citizens are able to exercise free atmin the products or services they want.

The survey highlighted thahere still exists a scepticia about the benefits accruing from enabling
the invisible hand of market.e. increasing economic openness of our country and that scepticism hag
to go forindia to grow.

To support this argument, survey has taken examples from different sectors suchlisdghanutual
funds, ports, etcto show thatsince 1991, sectors that were liberalized grew significantly faster than
those that remain closed.

In a market economy too, there meed for state to ensure a moral hanid support the invisible hand
as markets are liable to debase eth'(éorrupﬁon Perceptions Index for India (low score = higher perceivel
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in the pursuit of profits at all cost.

As in the case of th&lobal Financial
Crisis, the events of 20113 and the N e 1]
consequences that have followed have i
created a trust deficit in the economy B

which led India to its lowest point in
Corruption Perception Index.

l
¢ KS { dzNBSe@ trustyasNR|Rd o Sa
public good that getsenhanced with ‘—j
greater usé ® LT 0 KSNB KGNz s
economic activity can flourish despite

the increased potential for opportunism.
To enhance this public good, survey suggests that
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Reducing information asymmettigrough standardising enforcement systeinsd public databases

thus empowering transparency

Enhancing quality of supervisighrough significant enhancement in the quantity and quality of
manpower in our regulators (CCIl, RBI, SEBI, IBBI) together with significant investments in
technology and malytics needs to be made.

The instruments for Wealth Creation

1 The survey through its various chapters, suggested in détailways and means to enhance ethical
wealth creation in India. These are:

(0]

Equal opportunities for Entrepreneurs:the chapter analses 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 prodwariety, and
increases the overall boundarie$ economic activity.

Pro-business versus prorony: This chapterpresents evidences on how efficient the Indian
economy has been in terms of opportunity for new entrants against established players fth wea
creation.

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

Specialising exprts: | SNB G KS &adz2NBSe lylfeaSa K2g AyidSINI
L v R A IHe&d tasckehtion ojobs in labour intensive industries and thereby increasirgorts.

Ease of doing busines# this chapter, the survey discussed hmforms taken during the last 5
8SINAR KIFI@ZS SR (G2 AYLNROGSYSYyd Ay LYRAIFIQ& 9h5.
Banking Seor: ¢ K S adzNBSe AY 0KA& OKF LJGSN) KAIKEAIAK
disproportionately undedeveloped given the size of its economy and suggests some solutions that

can make PSBs more efficient

Fragility in NBFC sectoihe chapter constructs aiagnostic to track the health of the shadow
banking sector and thereby monitor systemic risk in the financial sector.

Privatisation: The chapter uses the change in performance of Central Public Settmpiises

(CPSEs) after privatization to show thgnfficant efficiency gains that are obtained when the

private sector runs businesses instead of the government.

Role of GDP numberg¢: KS  { dzNIS& Ay GKA A OKI LIWISNI LIN2PGPARSE
estimates can be trusted and there isegidenceof misS&A GA Y| A2y 2F LYRAI Qa I
Thalinomics:This chapter aims to relate economics to the common person using something that he

or she encounters every daya plate of food.

Conclusion

The wealth acquired capably without causing any harefdg righteousness and joy. Only when wealth is
ONBFGSR gAff 6SIFHtGK 0S RAAGNAROMziSR® LYRAI Q& | &LJAN
creation of wealth by strengthening the isibhle hand of markets and supporting it with the haofdrust.

(0]

(0]

(0]

(0]

(0]

(0]

Trust Definition (as per the Survey)
T ¢NYzadyY ¢KS {dzNBS& AyGNRRdIzOSa GKS ARSI 2F aGdéNyzad
conceptualized as a public good wittetcharacteristics of

1 Historical reference for Economic Policy as a trust enabler:

Non-excludability: The citizencan enjoy its benefits at no explicit financial cost.
Non-rival consumption: The marginal cost of supplying this public good to an extra citizen is zero. It is &
Non-rejectable: Collective supptgr all citizens means that it cannot be rejected.

al OKAF @St fAQa ! LIINRBLFOKY Li @ASsa LIS2LXS | a af
through orders in penalties.

INA&G23GF SQa ! LILINZ | OKY | NA 28R0 (A (nd tSRB ZE Ko &3
vitue. Thust dzZ33SadGa GKIFG LIS2LX S 0SS NBIdzE  §SR 08 & NA
YIdziAft el Qa ! LIWNBFOKY YldziAfel Ay ! NOKFAaKF &GN
frameg 2 NJ 0® LG NBAYF2NOSa GKS ABE&lF SHEHzZ 6 A ¥FFXNEKSO A
A@YLI GK&¢ OADSD (GNHzAGO P

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

e
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CHAPTER 2: ENTREPRENEURSHIP AND WEALTH
CREATION AT THE GRASSROOTS

Theme

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

Entrepreneurship and GDP

1 The survey sugests that
entrepreneurial activity has a
significant positive impact on
Gross Domestic  District
Product (GDDPR)

o With 10 per cent increase
in registration of new
firms per districtyear,
GDDP increases by 1.8
per cent.

o Impact of new firm entry
on GDDP igyreatest 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

Trends

1 India has the 3rd largest entrepreneurship ecosystadmthe world
ahead of the countries such as Brazil South Korea.

1 New firm creationhas gone up dramatically in India since 2044 a
result, 1,24,000 new firms were created in 2018 up from 70,00(
2014.This growth isparticularly pronounced for the services secto
NBEFt SOGAY3

Ly Riudtueda ySg SO2y 2 YA

Figure 2a: Growth in new firms over time in India

1
1.25.000
1.15.000
1
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Y ear
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1 Entrepreneurial intensity(i.e. number of new firms registered pe
yea per 1000 workers) in formal economy, is low in India compa

g2

operate in the informal economy.

20KSNJ RS@St 2SR SO2y2YASa

alternate employment options Rather these activities are productive and groMdbused.
1 There exists apatial heterogeneityin distribution of Entrepreneurial Activiin India i.e. varied level of

entrepreneurial activity acros$ié districts.

0 The survey finds that afbur regions except certain eastern states in India demonstrate strong
growth in entrepreneurial activity over time.

o However, irrespective of the level of entrepreneurial activil, regions demonstrate a strong
relationship between entrepreneurship and GDDRignifying the pervasive benefits of

entrepreneurship.

1 Accordingto the survey,entrepreneurial activities across different sectors of economayso varies

across the districts

Agriculture sector

Manufacturing sector

Services sector

Infrastructure sector

Highest in the region

of Manipur,
Meghalaya, = Madhyg
Pradesh, Asam,

Tripura and Orissa.

Highest in the regions g
Gujarat, Meghalaya
Puducherry, Punjab an
Rajasthan.

Highest in the region
of Delhi, Mizoram, Uttar,
Pradesh, Kerala
Andaman and Nicobati

and Haryana.

Highest in the regions of Jharkhan

Arunachal Pragish,
Pradesh, Mizoram,
Kashmir and Bihar

Himacha
Jammu af

1 As compared to other sectors, there existsigh negative spatial coglation 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.

(4 )
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Determinants of Entrepreneurial activity

Apart from local population characteristics, distdevel conditions, and agglomeration economies, the
survey highlighed two key drivers ofieterogeneity irdistrict level Entrepreneurial activity

1 Physical infastructure: that includes basic physical infrastructure such as roads, electricity, water etc
and proximity to large population centresSuperior physical infrasticture will likely promote
entrepreneurial activityand allows the startp to expand market and scale operations.

0o However, the survey found thathere exists a thresholdbeyond which increase in physical
infrastructure gives diminishing returns, i.eeyjwnd a point, increased access to local markets may
create hypercompetition and discouragentrepreneurship.

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

1 Social Infrastructurethat includes education level in a district identified throughoportion of the
literate population and number of collegesdigher education levels in a district enable ¢h
development of better human capitathat relates to increased supply of ideas and entregas and
the largest increases appear when literacy rises above 72 per cent.

0 The survey foundo such thresholdas in the case of physical infrastructure. Inciegditeracy
levels or the formation of new colleges appear to increase the number of nes fironotonically.

Figure 9a: Market Access and Figure 9b: Distance from large centres and
Entrepreneurship Entrepreneurship
Figure 8a: Literacy and entrepreneurship Figure 8b: Number of Colleges and
entrepreneurship

Mumber of New

PolicyMeasuresfor FastTracking Entrepreneurship and Wealth Creation

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

1 Increasing literacy ratedy setting up of more schools and colleges along with privatisation of school
educatbn to augment education capacity at all levels.

1 Investments in infrastructureespecialy those undertaken to increase entrepreneurial activity should
be weighed against how improved infrastructure creates other kinds of opportunities that might be
consequg’ GAIf (42 | RAAUGNAROGQA D55t

(5 )

DELHIUJAIPURPUNEHYDERABABHMEDABADR.UCKNOWCHANDIGARH 8468022022, 901906606¢



@ R
(', www.visionias.in

CHAPTER 3: PRGBUSINESS VS PRORONY

Theme

The chapter tk S& 2 KAIKEAIKE UKBAdDRYFSDEIALKt Q@B SOHY Y KIS
6SIfOK FSYSNIGA2Y® | fa2s AlG-ONBYREE (L2 { LA BREEAf K

FYR -ONBFe ¢ | NB FyiAnmBsadoaditkia G2y $RAR aZIKEKS -OKI LI
odzaAySaaé¢ LRfAOASEA I NB ONRGAOIT (2 LYRALFY F&LANI
Introduction

1 The Survey takekberalization of the Indian Economy in 1991 as an exampléafbusiness policy
thusacting as anlustration of impact of Prdousiness policy on wealth creation.

f The Survey argues thhberalization has enabled creative destructiagn | &nhdiding oces® 2 F (G KS
stock market is taken as an identifier for creative destruction.

1 Austrian economistJoseph Schumpetercoined and described the terroreative destructionas a
GLINRPOS&aa 2F AYRddzZAGONARLFE Ydzil dAzy GKIFG AyOSa
AyOSaalyafte RSaidNRBeAyd GKS 2fR 2yS3s AyOSaal

Pro-BusinessCreative Destruction and Wealth Creation

Hy G

3
yit e

9 Liberalization enabledcreative destruction by empowering marketsThe accelerating growth

(estimated by CAGR) of stock market (captured through S&P BSE Sensex) provides an evidence of th

1 The relationship betwen probusiness policy and creative destruction mirrors t@mposition of

SensexFollowing data provides an evidence fer it

o From198696, firms that constituted the index barely changetepresenting the lack of dynamism
in the Indian Economy then.

0 Shce 1996 (T Revision of Sensex post 1994yery 5 years roughly onhird of the firms in the
index were replaced (Churned out). This is reflective of rapid emergence of new firms, new idegq
new technologies and new operating processes on continuosisba

o Estimates suggest that a firm that entered the market in 198@d haveexpected to stay for the
next 60 yeargassuming liberalization did not occur). The corresponding figna@ged to 12 years
due to liberalization.

1 The initial churning procssof the Sensex represented creative destruction leading to increaseq
diversity of firms and decreased sectoral concentratibims is illustrated by

o Entry of Sectordike financials, telecommunications and information technology that were-non
existent inthe index then.

o Decreased dominancef manufacturing sectothat was dominated by the Materials and Consumer
Discretionary sectors.

¢ 2 RISénSex is far more democratio terms of the size and concentration. This is illustrated by

o In 1991, the size dhe largest firm was nearly 100 times the smallest firm wigjohreduced to 12
in 2018.

o0 Rising share of Service Sectors (like financials and IT) has been accomplishedebijn ahe
number of companiesather than the rise in the size of incumbents.

0 Analyzingdegree of competitionfor financials and Ifeveals aroverall decline in concentratiofin
both sectors.

1 Encouraging creative destruction in turn enables wealth creation and welfare maximization in following
ways

o Entry of new firmsncrease cenpetition leading to lowered prices for consumers.

o Bringsdynamism to the marketplacend keepsncumbentfirms on its toes.

0 Sectorsas a whole alwaysutperform individual companiesvithin the sector.

S.

SUMMARY OF ECONEMIC SURVEY

It has onlyone pre-requisite ¢ a probusiness potly stance that fosters competitive, unfettered markets.
Therein lies the motivation for India fmursue prebusiness, rather than prarony, growth.

Pro-Crony and Wealth Destruction
1 Procrony policies erode wealth in ¢heconomy asronyism fosters inefitienciesby inhibiting the

process of creative destruction.
(6
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Survey uses 75 Indian firms (identified as P B
occonnected O | a | LNEEe 02 *F /\ i e on 3 level playing feld AU
from pro—CrOny p0||C|eS 1 ‘ . ation in the economy is

1 The effect of precrony policies is evaluated by

~ 2 4 oA

O 2 Y LI NAR y 3 3 N&rns B0 S RET Pro-crony

Gdzy O2yySOGSReE FANXVAOD e —
T /! DQa I dRAG NIBLR alficatichy _ location i the econemy may

provides a watershed moment as it aggos to c
KFEIdS NBOYSNESR (KS F2Nlazysa 2N 0UZYyYSUOUSRE TANY
Forinstance, prét nMn > G O2yySOGSRé TFTANNA 207IMIBNFES®M SRe (K S
significantly underperformed in contrast to the Sensex.

1 The significant underperformance amsntinuous widening of gap between Sensex and returns of
G 02 y y S Ol ifuiratesThatNO¢Hiconnected firms were likely to have been ineffianes.

1 Procrony policies create some indirect costs as well. Such as
0 IT opportlunlty _Of crony renseeking exists, Politicd Connections lead to rent »raction

firms shift their focus away from growth (Global Evidence)

through competition and innovationowards Ukraine: A World Bank study of cronyism i

building political relat|onsh|ps. . Ukraine found that the country would grow 1 to
0 The rents soughby cronies are paid for by e cent faster if all political connections wet

genuine businesses and citizens. Such a trany gliminated.
of wealthexacerbates income inequality. China: Political connections play a role in eh
I Crony policies and processes collectivelyract a | aliocation of bank loantChinese firms.
larger share of existing wealth instead of
expanding available wealth. Thus creating a cycle of| Missing Roads
wealth destruction. A study mentioned in the survey o
] ) ) ) 88,000 roads under PMG3¥s revealed
Discretionary Allocation of Natural Resources -dsis following findings
allocation via auctions | After close election victories
contractors affiliated to the winning
politician are more likely to ke

welfare may not be maximized

9 The Survey uses coal as an example of natural resourg
draw gomparison t_)etween_allocation v_ia_ aU(.:t.ions a awardedroad projects.
dlscrgtlonary zilllocgtlonAs. Coai chosep & it VIS critical for 1 Around 26% of the roads listed as
LYRAFQa SySNHe ySSRao completed in PMGS¥honitoring data

1 Prior to 1993, no specific criteria for allocation of capti are missing from 2011 Census Da
mines existed. It was changed through Amendments in Suggesting thewere newer actually
Mines (Nationalization) Act, 1973 which allowed privg built or completed.
players to carry out aa mining for captive use. I Preferential allocation of roads

1 Currently, the coal mines afiation is governed by Cog  increases the allocation of suc
Mines (Special Provisions) Act, 2015. The act ensures aYaAaAyde NEIFRa o¢
any future allocation of coal blocks would solely be through competitive auctions.

1 Comparison of Related Partyransactions (RPTSpr allocation via committee and allation via
auctions are used to show the difference.

0 Related Party Transactions (RPTs): A relptety transaction is a deal or arrangement between
two parties who are joined by a piexisting busiess relationship or common interest

0 RPTs used by the Sey 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 Comrittee Allocation via Auction
Unusual increases in coal block receipts of the firms. No such increase.
Increase in ongime payments to directors like commissior] No such increase.
perquisites and consulting expenses.
The market share of these firntecreased despite gain fron The market share of these firms increased desj
discretionary allocation. transparent competition.

()
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T

Riskless Returns: The Case of Wilful Default

T

T

The Survey usespal as an example of natural resourd¢e draw comparison between allocation via
auctions and discretionanfat 2 O GA2ya® /21 f Aa OK2aSy lFa Al Aa
Prior to 1993, no specific criteria for allocation of captive mines existed. It was changed through
Amendmentsn Coal Mines (Nationalization) Act, 1973 which allowed private pldgerarry out coal
mining for captive use.
Currently, the coal mines allocation is govedrby Coal Mines (Special Provisions) Act, 20The act
ensures that any future allocation of coal blocks would solely be through competitive auctions.
Comparison oRelated Party Transactions (RPEsE used assess the impact of form of coal block
allocation. Survey has used 3 RPTs nariRRT for purchasingapital goods/equipmentfrom related
parties, RPT fooperational expensegaid to related parties and RPTsrir operational incomefrom
related parties.
Thesethree RPTs show an increase the threeyear period following the receipt of a coal block
through thecommittee-based allocatioras compared to preceding 3 years. No such increase is seen in
the case of action based allotment. (Nearly identical observation has been made in cd&@eT with
unlisted/foreign entities and tax havens.)
Onetime payments to directorslike commissions, perquisites and consulting expenses increasg
following the discretionary &dcation. No such increases are seen in case of auctions.
The market share bfirms (that got committee-based allocation of coalflecreaseddespite gain from
discretionary allocation. This has been explained as a case of Dutch Disease.
o Dutch disease Frms that got the free resource diverted efforts towards the tunnelling of the
windfall gain instead of towards productive business activity.

RBI defines a wilful defaulter as a firm that fegaulted in meeting its repayment obligationgven

though ithas the capacityo honour these obligations.

A firm could also be branded a wilful defaulter iuges the funds for purposes other than what is

sanctionedby the lender, siphons the money out to relatedrpies or remove the assets used to

secure the loan.

Theaggregate outstandingamount owed by wilful defaulters has been steadily increasing since 2010

As of 2018, it amounted t&s. 1.4 lakh crore(This amount is almostqual budget allocation for

health, education and social protectioor 2.5 times the allocation towards MGNREGA

There seem to be three distinguishing characteristics of wilful defaulters in-India

0 Wilful defaulters tend to benore opaquethan both nondefaulters and distress defaulters

o0 Promoters at the helm of a wilfully defaulting firnpledge, on average almost 50% of their
shareholdingto lenders. (Corresponding figures for distress defasl@nd nondefaulters are 30%
and 11% respectively.)

SUMMARY OF ECONOMIC SURVEY

V Rationale for pledging: In India, shatedlNBE LJX SRISR (2 FAYlIyOS FANXYQ

value of its shares drops implying the dropping value of the collateral. But the promoters haye
no personal liability beyond their pledged shareshich ae compensated through extracted
rents. Thus benefitting wilful defaulters.
The costof this wilful default isborne by the common man and genuine borrowens the form of
refinancing of banks (through taxation and deposits) and increased borrowing cost.

Conclusion

T
T

While probusiness police increase competition, correct market failuresxd enforce business
accountability, precrony policies hurt markets.

Pro-business policies make it easy to do business in a jurisdiction furthering the goakishium social
welfare. Precrony policies magnd up giving preferential treatment to some firms at the expense of
others. In the longun, it decreases market efficiency and consequently social welfare.

(3 )

8468022022, 9019066066 DELHIJAIPURPUNEHYDERABABHMEDABADR UCKNOWCHANDIGARF



SUMMARY OF ECONOMIC SURVEY

@ R
(’, www.visionias.in

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 loagin. For this the survey uses the exampleg&s$ential Commodities Act
(ECA), Drug Price Control Order (DPCO), foesidyuand debt waivers. Thus, making the case for adopting
needbased intervention.

Introduction

1 India has made significant progress in enhancing economic freedom. Butabatiled as a shackled
economy.Following indices provide evidence for the same
o Index of Economic Freedonfgiven by Heritage Foundatioh ranks India 129 among 186

countriesd / I G SA2NART Ay3a LYRAIF & Wy2aidfte dzyFNBSOQU
o Index of Global Economic Freedoifgiven by Fraser Institut§ ranks India79" among 162
countries.

1 The indices of @nomic freedom positively correlate with per capita GDP, registration of new business,
the ease 6 doing business indicators, number of patents applied in a country, number of patents
granted in a country and Index of Innovation. This suggestsabanhonic freedom affects several
aspects of wealth creatiosignificantly.

I The Survey argues that diteparticipation of Government the market may affect tlseipply and
demand equilibriumthus generatingleadweight losses

1 The Survey highlights the impact ahachronistic government interventionsvith the examples of
Essential Commodities Act (ECA), 19Bgulation of prices of drugs, government policies in foodgrain
markets and debt waivers.

Essential Commodities Act (ECA), 1955

1 The ECA, 1955 aims to enswaiordability of the essential commoditiedor the poor by restricting
hoarding. To enable thidgECA controls the production, supply and distribution of, and trade and
commerce in certain goods which are treated as essential commodities.

1 The Act however affects the
development of agricultural markets by

Weakens

Creating market distortions. "/ development of  ‘\‘ ‘ Reduced%roducer \
9 The Act does notdistinguish between Agnwmvalm- ) grott
firms that genuinely need to hold stock \_,/Q Market Q -

distortions from

owing to nature of their operations anc St - shock it vides

frms that might speculatively hold — ~ Q He 3

stocks. [ development of \‘\ Reduced incentive
T The imposions by the Act are| \ i) / s/

ineffective in controlling the price N 4 \\N///

volatility. This has been illustrated tiye ¢ v

example of Pulses (in 20@®3 and 2009
Q1) and Onion (Sep 2019), where pric
spiked despite the imposition of ECA.

1 The increasing wedge (difference)
between wholesale and retail pricesf
essential commodities further reinforces that ECA reducesaneelhf consumers.

1 In the long term, the Actlisincentivizes development of storage infrastructutereby leading to
increased volatility in prices followingroduction/consumption shocksthe opposite of what was
intended.

Increased price volatility
- reduced consumer
welfare - Opposite of
what ECA is intended for

o)
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1 Theconviction rate under tle Act is at 24%,indicating that raids under the ECA maybe only leading to
harassment of traders. The Act while penalizing speculative hoarding also ends napzipg
consumption smoothening that storage provides.

9 The Survey suggests following altermat to ECA for stabilization of priees
0 Strengthening of thérice Stabilization Fund (PSRat was created in 20145.

o Development okffective forecastingnmechanismsstable trade policiesandincreasing integration
of agricultural markets.

Drug Price Controls under ECA

91 Drug Price Controls have a mandate to ensareess to essential life saving drugad to make drugs
affordable. To enable this, the Gowenent regulates drugs througNational Pharmaceutical Pricing
Authority (NPPA) and DPCOhey are aided and guided Nytional List of Essential Medicines (NLEM)
prepared by Ministry of Health and Family Welfare.

1 To examine its impact, the Survey hasetalsimilar drugsGlycomet and GlimiprekF), one of which
OF'YS dzyRSNJ 5t/ hX Hnmo | pro—dwsna Axiralins

1 The examination has generated following findings | Differencein-differences ,
o Counterintuitively, the price of the regulated The technique compares th&hanges. n

drug increased more in comparison to thg outcomes over time betv.v.eena pOpu.Ia“on

s that is affected by a specific intervention (th

gnregulated drg. But there Wa§po perceptible treatment group) and a population that is nof

impact of DPCO on the quantitiesonsumed of | (the control group).

both the drugs. (Using Differende-difference | -

methodology.)

o Post DPCO 2013, prices of cheaper formulati

increased by 21%. However, the prices of cog

formulations increased2.4 times. (Opposite of

what wasintended.)

1 The Survey advocategpealing ECAand replacing it e
with market friendly interventions likBBT, incentives — Predreatment Posktpatipent
to innovation, increasing market integratioetc. ’ ; 1 ? ’

.

b

>

fefence

Outcome

S

Government Intervention in Grain Markets

1 The Governrant intervention in grain marketsi aimed atachieving food securitywhile ensuring
remunerative prices to producers and affordable supplies to consumers.
1 Current Status of Food Procurement System in hdia

0 TheFood Corporation in India (FGhas the pimary duty to purchase, store, transport, distribute
and sell foodgrains.

0 Government is obligated undédational Food Security Act (NFSA), 2ab3provide foodgrains to
75% of rural population and 50% of the urban population.

0 Government procugs around40-50% of the total market surplusf 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 whe@entral pool stocks were 74.3 million
tonneson July 1 2019 asgainst the norm of 41.1 million tonne¥

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

1 Costs associated with maintaining the current system

0 The procurement asts, distrbution costs and carrying costs of the FCllargely covered by the
food subsidy.

0 The Survey argues that the current mix of policies of assured procurement, storage and distribution
under TPDS have contributed to building up digh cost foodgrain e@nomy.

o Inefficiency of FCI increases with increasing levastockit has to store.

1 Growth in publicinvestments in agriculture is negatively correlated to increase in food subsidiftay.

Thus inferring that focus on subsidies is harming the growtlagficultural sector in the long run.

1 Government intervention hasreated a disconnect between demand and suppify/foodgrains. It has

SUMMARY OF ECONOMIC SURVEY

put forth following arguments for the same
10
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0 There is an eviderdecline in the demand for cerealgReflected in decres in share of cereals in
Monthly Per @pita Expenditure (MPCBY 33% and 28% for rural and urban areas respectively).

o Contrary to the demand, thproduction of foodgrain hasncreasedconsistently since 2005.

0 This suggests thdarmersare deriving ther signals not fromthe demand patterns but from the
Government policy on procurement and distribution.

1 Inthe light of aforementioned issues, the Survey suggests some alternative measures

o Farmers should be empowered throudhect investment subsidieshat arecrop neutral.

o0 Coverage oNFSAeeds tobe restricted to the bottom 20%f the economic ladder.

0 Moving towardsconditional cash transfers (CCTsyhich can be used to nudge people towards
improved health and education levels.

o At the macro levelthe agricultural marketing, trade (both domestic and foreign) and distribution
policies need to be aliged so that farmers receive the correct signals for diversification into
remunerative and sustainable production.

Debt Waivers

1 In recent times, therehave been several cases of debt waiveb®th at national and state level. For
example, by Government of India in 2008, UP Government in 2017, Karnataka Government in 2018 etc.
1 Arguments put forth by proponents of debt waiver

o Borrowers suffer from g@robt SY 2 F & R $0oThis refe@sSdd Kitbayiah 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.

0 Debt waiver can cleaup the borronersQ - @ntefsheetand is likely to lead to e investments as
wellasfreshfundNl A AAy 3 a4 02NNRSSNARAQ NBLI &YSyd OF LI OA
income.

1 The Survey has examined these claims and has given following observations

0 Waiver hadnegligible impact on agricultural productity, investment or consumptionlevels of
farmers receiving full relief. (Examining 2008 waiver by Government of India by comparing farmers
getting full and partial relief.)

o Full waiver beneficiariesonsume less, savéess, invest less and are less prodivet after the
waiver when compared to partial beneficiaries.

o0 Share of formal credit decreasdsr full beneficiaries when compared to partial beneficiaries.

0 Waiver helps only when the beneficiaries are genuinely déssedbut fuels even greater default
when relief is not made conditional to genuine distress.

1 The Survey argues that the debtaivers impact credit market negativelylt highlights following
evidences for the same

0 An anticipated waiver may lead tmoral 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, productiyitor consumption.

Laws where chnges have been made

Act Market Distortion created Transformation towards Developing a Market
Economy
Capital Issues Excessive control over th| Repealed and replaced by The Securities and Exchange

(Control) Act, 1947| amount as well as pricing ¢ of India (SEBI) Act, 1992.
shares led to ineffectw
valuation of capital.
Monopolies and The Act restricted companies t Repealed to give way to the Competition Act in 2002. S
Restrictive Trade | grow and achieve a global scgd 1t KSy > (KS F20dza Kl a akKATGS
Practices (MRTP) | and this led to priferation of | WNB 3 dzf I ( R I Alyd dfdOS QbT

Act, 1969 small companies.
Foreign Exchange | The Act restricted access { Repealed and replaced by Foreign Exchange Managemer
Regulation Act, foreign capital and technology. (FEMA). Under FEMA, everything was permitted un
1973 specifically restricted or reguiad to enable development o

forex market.
11
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Urban Land Ceiling
and Regulation
Act,

1976

This led to distortion of lanc
markets in urban areas, rise |
slums, creation of artificial lan
scarcity and skyrocketing lan

Repealed in 1999

prices.

Legislative Changes Required to Reduce Government Intervention

Act

Market Distortion created

Need for repeal/amendment

Factories Act, 1948

Raises cost of health and safe
entittements and may nudge capiti
away from labour.

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

Sick Textile Undetakings
(Nationalisation) Act, 1974

The nationalisation of these mill

failed to achieve the desirel
objectives of rehabilitating o
reorganising them and failed f

deliver yarn, cloth, fair prices guobs.

This Act needs to be repealed and Natio
Texile Corporation (NTC) should |
divested

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

There are huge delays due
insufficient number of presiding
officers, recoveries taking two yea'
instead of the recommendec
statutory six maiths, lack of sufficient
judicial experience by recover
officers, and inconsistency of th
decisiormaking process betweel
tribunals

With the IBC now firmly in place to fix th
problem of nonperforming assets, the
DRTs can be phased out or integratedhw
the IBC.

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

Regulates land acquisition with &
percent of the land to be acquire
through  negotiations, with  the
government stepping in only fothe
balance 20 percent; for PPP projec

it is 70 percent.

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

Conclusion

1 While the ideal of a completely efficient

Markets can...

market is rare, the costs of Governmen
intervention may outweigh the benefits
g KSYy @Yl NJ aelnot Sevekef dz
Interventions that were apt in a different
economic setting, possibly because th
GYFN] SiG Té defedziiBnirday
have lost their relevance in a
transformed economy  where the
GYFNY SG FIAfdzNBasg

The chapter does not argue that there

‘What markets can do

Create wealth

welfare

Keep prices 1n check

Use resources efficiently
Encourage innovation
Increase consumer choice

Maximize aggregate

Markets cannot...

Provide public goods

Prevent abuse of
monopoly power

Internalize externalities

Overcome information
asymmetry

Distribute wealth
equitably

Op jouued Sja3Iel Jey A\

Ensure ethical practices

should be no Government interventidout eliminatinginstances oheedless Government intervention
will enable competitive markets and thereby spur investments and economic growth.

(12
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CHAPTER 5: CREATING JOBS AND GROWTH BY

SPECIALIZING TO EXPORTS IN NETWORK
PRODUCTS

Theme

a4 220 ONBIUAZ2Y Aa I LINBNBI dzi a A (i Saptér articafes 4 dekr
headed strategy for India to take a leap in the current environment for international tiadéa has an
unprecedented opportunity to chart a Chitilie, labourintensive, export trajectory and thereby create
unparallelal job opportunities for our burgeoning youth.

ONBE |

Introduction

1 The survey highlights that in just the five year period 208006, labour-intensive exports enabled
China to create 70 million jobs for workers with just primary education.

1 Now as ThaJChina trade war isausing major adjustments in Global Value Chains (GYi0s$ are
looking for alternative locations for their operations. Als5oK A y' | Qa A YcbsBI&atibnor final f 2 &
assembly of industrial products was rapidly changing ukbour shortages andhcreases in wages.
Thesedevelopments present India an unprecedented opportunity to chart a similar export trajectory.

f Survey suggests thatByy § SANI GAy 3 a! aaSYo6fS Ay Ly Rlhdiacahz2 NI { K
raise its &port market share to ahat 3.5 per cent by 2025 and 6 per cent by 2030. In the process, India
would create about 4 crore welaid jobs by 2025 and about 8 crore by 2030.

LYRALI Qa Sperdgmddce vid/viR Shitia

LYRAFQa ¢2NI R %lbwa08siis paltky lcavdpad T2.8vpeércent for Chinalhe survey
SEIFI'YAySa (KS NIBI -peffofrdance i dkpolts/AR-kid CRida. dzy R S NJ

INDIA CHINA

Low level of participation in Global Value Chair

High level of participation in Globghlue Chains

Diversification of products

Specialization of mducts

Small scale of operations

Large scale of operation

SUMMARY OF ECONOMIC SURVEY

Export growth is driven mainly by capital aj Export growth is driven mainly by traditional labeintensive and
skill intensive products involving in labouintensive stages of production progges within
capital intensive industries.

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

Low market
countries

penetration in high

Reaping gains from participation in Global Value Chains

9 The survey suggested that a fiér cent increase in foreign value addslthre 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 increaseniedtic valueadded
increases emp|0ymenby 13.2 per Figure 8: The Conceptual Frame“'c:‘ri\'l:cl:t;(i;a:ﬁzif:gm“AssemblinginIndia”aspartnf
cent. '

1 With this calculation, in a country like
India, it is possible to create 1C
million additional export related jobs
during the next five years and over
20 million jobs during the next ten
years.

Scale and Productivity
Effect for Producing for
the World

Greater Use of
Imported Inputs

Share of
Foreign S value of $ value of
Greater 8 v Domestic

P Value Added gross exports lobs
T::w:;g;t;m - in Gross . rises . V?[L‘;fe':::sed . Increases
v Exports significantly significantly significantly

Number of

Increases

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.
9 Traditional unskilled labowintensive industries such as texé$, clothing, footwear and toysHere
GKS Dzx/a&a Ay@2f @SR |NB O2yidNRftftSR o6& ao0dz2 SN RN
developed countries concentrate in higher value addactivities such as design, branding and

(13
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marketing and outsource the physil production of the products to firms in developing countries. Ex

include- Walmart, Nike, Adidas etc.

1 Network products (NPs)Here the GVCs involved such as Apple, Samsung,e8orare controlled by
GLINBRdAdzOSNJ RNR@Sy¢ ySig2 padaceddrsns idst xoyfinishIMENIR dz@ived || NX
O2dzy iNBET AyaidSIRYX O2dzyiNASa aLISOALFEATS Ay LI NIA
depending on its comparative adviage. For ex. China with huge low skilled labour force specialized in
asembly of products.

o Examples of NPs include computers, electronic and electrical equipment, telecommunication
equipment, road vehicles etc.

0 NPs accounted for nearly 30 per cent of vie exports in 2018and total trade in NPs can be
classified into its two m@in subcategories parts & components (P&C) and assembled end products
(AEP).AEP is highly labour intensive, which can provide jobs for the masses, while domestic
production ofparts & components (P&C) can create high skill jobs.

Network Products: Casm India

f The survey highlighted thdty HAamy >~ bt SELRNI& | OO02 dzy, while tHegeNJ [m 2
products account for about 50% of the total national exports ah&hJapan and Korea. Also, among
the major Asian countrigdndia is the ol one with trade deficit in NP.

1 Themain category of NP exported by India is Road vehichdth a share of 4.9 per cent in its total
exports in 2018

0.8
30 India

Pattern of entry in case of NPs 50 ) China

~ Japan 25 V06
I The pattern of entry, rise, survival, angl ~ ’ \"P 20 ,J H
relative decline of countriesin the || ° F A 15 04
export market for NPsfollows the / N 10
GeAfEABSaS Fteayda [Y2RSté¢ “AeSo Yy y
GAYOSNILISR ¢ LI GGENY o 0\ . 0 s
f  While Japan is in declining stage, mast £ :£:2:== £5:3:5:F3F SE5RZ22:Z:%
countries including China have reached
the inflection point. But in India, the
take-off process in NP exports may just beginning thus providing us sufficient opportunity to grab.

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

T The survey suggests that with increasin L y

share in world exports of NP, between 20192 30.1 168

and 2025, the increental domestic value )::3(’] l";; “‘3‘4’3

added is US$485.5 billion, whichoise-quarter

of the increase in GDP (in basic prices) required for making India a $5 trillion economy by 2025.

04
11
18
SUMMARY OF ECONOMIC SURVEY

FreeTrade Agreements Figure 17: Overall Impact of Trade Agreements on Exports and Imports
1 India has signed 14 FTAs with various o
countries between 1993 and2018. g 1] o 127

Highlighting the efficacy of these FTASs, =
the survey posits that from the .
perspective of trade balancdndia has g Y

Of SI NI & intednk af ¥.5 et cent e, e ———
increase in tade surplus per year for "-“I-mu;m[w' (Manufacured Merchandise) - Merchandise)

manufactured products and of 2.3 per - = —
cent increase in &ade surplus per year for total merchandlse

10 B.6%

centage Chan,

Way forward

DA@SY 2dzNJ @1 aid YIyLR2gSNI gAGK NBfIFIGAQ@Ste t2¢ ailAafft
While the short to medium term objective is the large scale expansion of assembly ais/by making

use of imported parts & componenting term objective should be giving a boost to domestic production

of parts & componentgi.e. upgrading within GVCs).
14
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Poicy measures for the same should focus on:

| creating an ecosysterthat will resultA y NBF f Ay YSyd 2F LYRAIFQa -aLISOAI
intensive processes and product lines.

9 reducing import tariffsfor intermediate inputs.

1 implementation of key factor market reformsto provide greater flexibility in the labour market.

1 providing an enabling environmentor the entry of lead firms into the country with a pextive FDI
policy

1 a low level of service link costse. the costs related to transpation, communication, and other
tasks involved in coordinating the activity inigemn country.

Success Stories

Automobiles

§ The country has emerged as a jpaassembly centre for compactcars.y RA | Qa4 SEL}2 NI a 2
(CBUSs) increased from about US$225 million in 2001 to US$8.8 billion in 2017, while exports of gg
accessories increased from US$408 million to US$5.5 billion betwese tve years.

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

1 The key learning from the sucsful case study of the Indian Automobiles sector is tmhestic firmsgraduate
up the production value chain by first starting with losiechnology operations such as assembly and th
moving to manufacturing of components. In the process, imports of qmnents increase in the short run.

Mobile handsets

1 India toppled Vietnamto become the second largest manufacturer of mobile phones globally following Chin
2018with a world share of 11 per cent.

91 India could manufacture around 1.25 billion handsetsoas various segments by 2025, firing up an indu
worth around $230 tlion.

T .SG6SSYy Hnmo |YyR HaAaMTI @gKAfS LYRAFQa AYLERNIL 27F
billion that of telecom parts increased steadily from US$1.34 bitbddS$9.41 billion.

1 At the same time exports of telecom handset incre@dsignificantly during the last three years. This pattert
consistent with the emergence of India as an assembly centre for telecom handsets.

(15
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