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HEAD OF DEPARTMENT’S NOTE

- - iy . S

Expression of thoughts, flowing out of understanding and reasoning when penned down with the right intentions, has the
power to change the world. A small quote may be equivalent to a thousand books in terms of impact. However small a water
drop may be, its moisture is enough to transform a tiny seed into a prosperous plant.

With yet another year gone by, Aapoorti has shown signs of maturity in all perspectives. With great pride, | must say that the
present volume is definitely an addition to the perfection it has already achieved. The content and theme of the contributions
talk of the vastness and diversity of topics it includes. Ranging from the basic concept of GDP to many modern economic
theories, the current volume of the journal embraces almost all the theoretical and practical aspects of Economics. The most
debated and controversial issues like cash transfers, inclusive growth, trade agreements and globalization are discussed in
depth and analyzed by our young scholars with great ease, which shows the awareness and cognizance of our student
community. It has also been very encouraging to see the first year students use this platform to express their understanding
of basic concepts of economics and their experiments with the subject.

The present volume has received contributions from not only colleges of Delhi University but also from universities in and
outside the country. Ambedkar University, St. Xavier’'s Mumbai, IMT Hyderabad, Lahore University of Management Sciences
and University of Dhaka are few names that must be mentioned. The way our students have worked to mobilize and coax
their peers and student community from outside to writing for the journal is praiseworthy, | congratulate them for their
efforts and endeavor.

Students have also penned down their interaction with two eminent personalities: Prof. Pulapre Balakrishnan (a well-known
economist of the time) and Prof. Subir Gokarn (Ex-Deputy Governor of RBI). The memory of the day when they went to meet
Prof. Balakrishnan is still afresh in my mind. Their excitement was palpable and on its peak and their queries were endless.
Their industrious effort to arrange for an interview with such an eminent personality was in itself a victory. But their true
success was the feeling of content and satiation they felt after the interaction. They were feeling full and answered but were
still ready to dig deep into the issues. The intensity of their endless thirst for knowledge was something | could not quantify;
| myself felt sinking deep into it. | am sure these interactions and experiences when read by others will have the same impact.
This stream of knowledge will definitely become the source of other streams and fountains; some may flow in the opposite
directions.

My heartiest congratulations to all those who have contributed to the current volume of the journal. At the same time | also
want to encourage others to develop a taste for writing. | believe we all have a lot to say. Inside all of us there is the need
and the desire to be heard, and nothing is more convenient and impressive than writing. Try to express yourself. Just scribble
on the paper, you never know what you will create. Do not be scared of rejections and mistakes. Rejections are the first step
to selection.

With immense pleasure and pride, | want to congratulate the entire editorial team for their endless efforts, coordination and
excellent work in shaping the new issue of Aapoorti in its present form. | am eagerly anticipating holding this new volume of
Aapoorti in my hand. | am sure our efforts would serve to carry forward the torch of knowledge and eliminate the darkness
of nescience that pervades the world.

With warm regards,
Bhupinder Kaur
Head of Department (Economics)
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EDITOR’'S NOTE

Until one finds his true calling in life, contentment evades him. And when he does, fulfilment. This is whgt our
journey with Aapoorti has been; one of fulfillment and contentment. With yet another year gone by, wejhave
tried to break the boundaries and transcend the success that Aapoorti has achieved in the past. The fiftl§ edition
is yet another stan théie long journey, we hope, the journal will traverse.

In this world of fast paced technological innovations, when the digital media is taking over the print, still
believe that there are those who revel in the old world charm of the parchment. A true reader enjoys the gmell of
a new book, the crispness of its pages, the weight of the words therein reflected in its girth and this intjl ectual
exuberance is what Aapoorti aims to provide to its readers. Born out of a need to provide a platf for
undergraduate students to voice their opinions, the fifth edition of Aapoorti has achieved yet another mi|pstone
through the introduction of a research section that includes coherently and well-presented analyses of segmingly
obscure topics like Econophysics. It has been instrumental in enabling students to break the rut and crgatively
present their analysis and perhaps think what nobody else has thought before. The response to ourjcall for
articles and research papers has been overwhelming with contributions from across the border and thus,|pringing
forth a myriad of opinions and perspectives. The topics covered in the journal are multifarious, ranging from
world affairs to topical issues like the Jan Dhan Yojna and Niti Ayog.

This year, after much deliberation, the edgalesk brings to you the theme,rahsitusThe Next Step Forward’.
It was the Great Depression of 1929 that made Keynes question the existing paradigm of the policy of * Jaissez
faire’ on which classical economics rested. Over the recent years, rising wealth and income inequaFy has
prompted development of new theories. Conventional theoretical perspectives on inequality like the K§iznets
hypothesis have been undermined by new theories such astRiketty. In thesame light, Mazzucato’s work
on the public sector and its role in innovation has defied conventional wisdom. Hardin’ s long-standing thery of
the ‘ tragedy of the commongias been debunked by Elinor Ostrapaper on common pool resource
management.The essence of economics lies in its ability to learn from the past, adapt to the present and ‘{predict”
the future and theinterminable cycle continues. Dynamism is a function of change and so is economics. E{polution
of new theories is intrinsic to economics and the theme of the journal revolves around it.

It was a matter of great privilege to serve as the Chief Editors for the fifth edition of Aapoorti. The responsjbility
was immense and the journey was beautiful. We would like to particularly thank Swaril Dania who stoggl as a
pillar and selflessly supported us in all our endeavors and the entire editorial team without whom the |purnal
would not have materialized. We hope the readers experience as much bliss reading the journal asjwe had
compiling it.

As we bid adieu to the yester year and hand over the responsibility, we hope that this edition of the |jpurnal
serves as a benchmark for the future editions and Aapoorti experiences the apogee of success.

Chief Editors

Surbhi Ghai, Debasmita Padhi
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INDIANOMICS

Is Spending Enough?
Examining State Development Strategies in India
Aniket Baksy,

St. Stephen’s Gllege

Summary: Low share of social sector spending andadequate recognition of the dysfunctionality of India’
investments in human capital formation in overallbureaucracy (for instance, see (Chandra, 2610
GDP are believed to be the key factors responsibl€omparisons with the BRICS nations, particularly
for inequalities within Indian states. This essayChina, and the OECD nations on the levels of Publfc
addresses the question of whether higher expenditutavestment in Health and Education are often evokgd
sharesalone can help India underperforming states to justify such claims (Dreze & Sen, 2013). Thesg
overcome these challenges, by studying the methodstiques are not baseless. Indigivestments in human
India’s best performing states adopted. It shows thatapital formation as a fraction of its GDP are indeefl
beyond the actual volume of funds utilised, it is théow?, and the reallocation of public expenditures t¢
nature of public institutions and incentives these statesducation and healtlirom relatively more wasteful
created, implemented and maintained which haveubsidies, including those on non-merit goods such|ps
enabled them to leverage existing bureaucraciesooking gas, is an important component of any poli¢

towards their objectives. Simply,ign’t how much recommendation targeting sustained growth in tg
these states have spent, but how they’ ve spentit. economy.

However, the examples of Kerala, Himachal Pradegh

L . . . and Tamil Nadu, states recording rapid growth from
Inequality within India’s states exists alongamultltudeIOW base, appear to contradict the idea that tie

of socio-economic dimensions, posing severe . . .
. : o o magnitudeof expenditure, or even expenditures as|p
challenges for domestic socio-political stabtlitly is

fraction of income, has been a factor in translati

often alleged that low shares of social sector spending_,. . . :
and investments in human capital formation in overal,gOIICy Into outcome. Bihar has among the higheyt
ractions of GSDP allocated to healthcare — and yHdt,

GDP are the key factors responsible for SUCIEihar’s progress on health indices has been limited fat

inequalities (Dreze & Sen, 2013). In this essay, . . o .
. . >’ pest. Public Expenditure per capita in Education h
address the question of whether higher expenditure oo . . ,
- : been steadilyising; the SarvaShikshaAbhiyan (SSA)'S
shares alone can hdipdia’ s underperforming states

. : 0 )
overcome these challenges, by studying the metho llocations have risen by 360% between 2005-06 apd

India’ s best performing states adopted. | try to show, 11-12,even as India’education budget has more

P 9 pted. _y_ ., . than doubled between 2007-8 and 2012-13, with F
that beyond the actual volume of funds utilised, it 'Savera e allocation of INR 11,509 per studgiyar
the nature of public institutions and incentives thes 9 ' P '

. S . 2014). Minimal progress in human capital formatio
states created, implemented and maintained whic . "
. .must then be tied to other factors, and the politicql
have enabled them to leverage existing bureaucracies . . .
: L . . economy of modern India must feature in the eviden
towards their objectives. Simply,ign’t how much

, .. misplaced priorities of the state. Policymakers a
these states have spent, but how they’ve spent it. failing to focus orOutcomeandAccessndicators of

Much criticism of the Indian State focuses onactual progress: the absence of a close relationship,
underinvestmerih essential public services, without noted above, indicates that in India, allocations at tfje

>
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national level, even at the State level, are delinkedset of established institutions, which can generate apd
from local outcome§ thus indicating the adverse enforce accountability in governance, translatp
nature of a centralised, essentially “top-down”allocations into outcomes, and which are able to tacke
approach to development policy. Worryingly, established socio-economic barriers to the successjof
policymaking is increasingly being driven mtent  these programmes. It is useful to digress and revigw
showcasing achievements in terms of high allocationthe stories of some dihdia’s States that have
to signal commitment, paying little attention to thesucceeded in doing this.

translation of these allocations to on-ground re%ults schoal Quality and Per Capita Public Expenditure

An analysis of the institutional regime surrounding, . -
education and healthcare programmes in India, alor

with the direction and allocation of expenditures is b Mt=0.33
revealing. Massive shares of the budget spent ¢ ™ A
education are spent on “improving infrastructure”, = P
when successive ASER reports indicate clearly the P b~ i
India has built enough schools, achieved near univers '.:-: g i
enrolment and appointed a sufficiently large teachini = e

and administrative support staff. Minimal efforts have !

been undertaken to improve teaching quality and skills Vi

despite successive ASER reports indicating stagnar
if not falling, learning outcomésA3% of the “
SarvaShikshaAbhiyan (SSA) budget is allocated a 1=

compensation for teachers, while improvements i .
teaching quality receive 2%. Measures of Schoc =
Infrastructure Qualityf and learning outcom&sare Pas CapiaP usiic Expeadim s o Efucetion, (M ger month

only poorly correlatettwith per capita public
expenditure on educatitn

& Wnole o Sahinald Cranliity [ P Ty LT L
Lnwara | o] ont o St ol o0 il | Lt vl sl 6 ol i a by

Lirsiar | el i ol Rarm g Uiile o

If anything, the correlations are worse in the dimension

Of health, although they remaln posrﬁvm States Health Quicomes and Per Caplta Publlc Expendiiures at current prices [INR)
scoring poorly relative to their GSDP levels on
healthcare, the Urban Allopathic Health Service .

expenditure is nearly twice that of the Rural Allopathic
Health Service Expenditure, reflecting a clear urbal
bias in public service provision in IndiaUnlike in o
Education, health infrastructure is indeed lacking
across India, and yet, health expenditure on Capit;
account(broadly reflecting expenditure on healtt
infrastructure) hadeclinedas a fraction of total health
expenditure(although the data indicate that the rati
is somewhat higher in the poorest states, includin T
Uttar Pradest)(Bhat & Jain, 2004). e

Laval of Haahh snd Wisllsass
o
*

Evidently, for Socio-Economic Development, high " *
levels of per-capita fund allocation are neither ul
necessary, nor sufficierit On the Education front, *
Kerala and Tamil Nadactually have among India’s 0 so0 s sae me aos 1mon 1ser 1600
lowest per-student public expenditures on educatio o ot ot bl e e 1016

— despite their exemplary performance on provisionin Pt Capita Pl Hoaltl Expnditur s by the State, 200010

—— Rmar [Tatal #er Capita Pubibe Hes i £ penadinere, 2009110

of educatioff. What is necessary is the existence of surar [P it bl ot Esperditure by the Sintr. 200414

S 2 ) S
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In Kerala, very high literacy rates are partly the legacyaccomplishmentéare often overlooked owing to the
of efforts by the British State and Christianawe the Kerala model inspires, the state’s rapid growgh
Missionaries; however, the key thrust came after thand emergence as an economic power in North In\glla,
election of a Communist Government in the 1960sthe region with the highest concentration of povert
among whose key aims was the achievement of “totah India makes the institutional underpinnings of ity
literacy.” The Leftist People’sScience Movement development model worth studying in more detail.

recruited volunteers whose goal was to sprea . . .
9 P ﬁihe model of Tamil Nadu also deserves conS|deratmI|,

education; the movement mobilised 20,000 people, . nat id . the 1990
sending them out to teach through methods involvin gain owing to Very rapid progress since the SN
Il fronts of human development, particularly health

the “concrete problems of their lives.” The poorwere,vIore importantly. Bmil Nadu’ sexperience illustrates
provided scholarships, as were traditionally backward%e p:)wrc)er of ir?gtitutlionsa;stir)\(g toldayinl ILrJ1dia’s

communities and the lower castes. Perhaps mogktt . . .
N . ates. An interesting facet of the development of Tanjil
significantly, violent Caste Reform movements and €?\Iadu’shealth and e%ucation infrastructzre is the us

militant new communist cadre helped in dismantling " ST .
the hegemonic caste system in the State. of traditional public institutions: Public Schools

Hospitals and Primary Health Centres, which diffe
The Experiment, first attempted in Ernakulam,from those across India only in the fact that the
worked: by 1990, Ernakulam was declared India’s firstwork?®’ (Gupta, 2010)The Maternal Mortality Rate
Totally Literate District, with a literacy rate above in Tamil Nadu fell by 70% between 1993 and 2004
96%. In 1991, Kerala was declared as a Totally Literat€he importance of an effective and timely publig
Staté%(Chugh, 2009). It is telling that the total cost ofservice delivery mechanism is seen as a key factorjin
the education provided was about $26 per capitthis reduction in MMR: the introduction of dedicateq)
(McKibben, 1996). The expansion of literacy ledone-stop emergency clinics for deliveries, staffed 2447
directly to an increase in political participation; publicby trained health officials, was the main Contributou
pressure on the state, made possible by literacy, ensuféggular checks by the Public Health Departmefjt
the provision of high quality public infrastructure andensure accountability.

healthcare, contributing to the high life expectancy ar_'ﬂnpressive results have ensued: the proportion |pf

<hexc|ell?loent\indices of access and outcomes "Thstitutional deliveries (as of 2011-12) has risen tp
ealtf(Dreze & Sen, 2013). 99.8% The introduction of functional institutions was

Himachal Pradesh’sxperience is perhaps even moredccompanied by a commitmentwomen’s education
significant in terms of a learning experience forand literacy, as well as a cooperative family planni
currently underdeveloped States. A State commitmefogramme. The State provides incentives in the fo
to Universal Education deserves credit: the state spenflsComplete security of employment and high wag
significant amounts on ensuring that students even fQr its workers, especially at the ICDS level (Gupt
remote villages are able to access formal schooling:010). Underscoring the fact that there is no need fpr
reflected in an unusually high per-student public" additional setofschemes_for healthcare, Tam'lll\_l u
expenditure. Planned interventions have led to af@s shown that a functioning network of existin
expansion of school facilities to bridge intra-regionalPfimary Health Centres can do wonders for hea

disparities; this has ensured that despite adverse terr&ilflices.The state’achievements in providing schoo
and scattered settlement patterns, education jafrastructure are commendable, however Tamil Nagu

(still has a long way to go on improving learning

4

available to almodll students in the State. Himacha
Pradesh’ devel of women empowerment in terms of OUtcomes.

female labour force participation and in family-level Social evils may prove to be severe roadblocks in tije
decision making and the prevalence of an egalitarianjmplementation of welfare programmes in many
society, have contributed in this development. Thendia's poorest states; unfortunately, the experiencgs
State’stradition of cooperative action and local of Kerala and Tamil Nadu do not provide cle
democracy, with community participation in educationguidance on how to rectify failures arising out of cas
has contributed positively as well (Chugh,and class dominance in villages. In Kerala, the cage
2009)(Infochange, 2000yhile Himachal Pradesh’s system was brought down largely through the forcefg!

\ T
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redistribution of property and elimination of privilege, economy and social structure of these stat
brought about often through violence aided by thearticularly in rural areas, responds to them. Whi
cadres of the Communist Party. In Tamil Nadu, it iconcerns that North Indian politics may derail a
unclear how broad-based growth has been brough¢form attempts abound, it is worth noting th
about, although the impact of Social Reformersorruption in the PDS and the MGNREGA, two
including Periyar must also be accounted for. Despitndia’ s“leakiest” social support schemes, has declin
such efforts, accounts by contemporary Dalitsignificantly over the period 2004-5 to 2009-10. Mo
entrepreneurs and authors ianil Nadu’sheavily  encouragingly, the bulk of this decline has occurr
stratified society reveal significant barriers in humarin Bihar and Orissa, states notorious for the
capital acquisition and deficits in social capital facedsupposedly dysfunctional politics (Khera, 2011
by these classes, reminiscent of discrimination in th&vhether the rest of India can learn from thes
North Indian heartland as well(Bros, 2010). experiences, allowing it to converge in living standar

. . . . to the rest of the nation in the near future is a matter
The discussion above has provided certain exampl%’

of states which have successfully travelled down a pa Tucial import for Ind_ias ambitions towards alleviating
. overty and emerging as a global power.

of human development. Curiously, these states remain

economic powerhouses, despite governments spending

significant amounts each year — and this growth has
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The Direct Cash Transfer v/s Subsidies Debate

Arushi Gupta-2" year

SummaryThis article makes use of microeconomicfood for ‘ the poor’presumes that if they are most
theory to further the case for cash transfers as againsteficient or lacking in something, then that is foo
subsidies to be used as an instrument for socialhis may be true on an average. However, for
protection in India. However, at the same time, it alseemerging market economy, the presumption that gl
highlights the unrealistic assumptions underlying thgpoor people stér from * food poverty'may not be as
microeconomic theory and seeks to establish theeasonable as in the case of a traditional village
practical problems surrounding the implementationeconomyOther ‘ lacks’may be as or more important
of the DCT scheme in India. The PDS is costly and provides low-quality fooo
Although its supporters claim that the PDS could ﬁ
improved; inefficiency in the PDS is enormous, n

. . marginal.
Since 2005, the government has indicated a preference

for the policy of cash transfers in lieu of the subsidieKeeping in mind equitable distribution of resource
it provides to the populace under various social welfarand not just efficient distribution, the governmen
schemes (health, education, agriculture, food rationprovides the economically weaker sections of t
etc.). The logic behind their preference is that withsociety with transfers in kind, or subsidies. From
cash transfers, people are free to ‘ buy’ these servicesonomic viewpoint, we know that subsidies in kin
in the open market. constrain the consumer and narrow their choice S¢t,
which implies lesser utility or satisfaction. The seco
The main approach to social protection in India hatheorem of welfare economics states that any Pargto
been the provision of subsidized food and kerosengfficient allocation of resources is also the optim
via the public distribution system, involving a vastallocation, (point of competitive equilibrium) if lump
bureaucratic edifice. The initiative behind subsidizedsum redistribution of income is done and then t
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market is allowed to take over. This implies that if anwhy their experiences cannot be used to justify cagh
economic authority wants to impose an efficientransfers in the Indian context, there are three importgnt
allocation as an outcome of social economidifferences that need to be kept in mind.
interaction, i.e. an efficient as well as an equitable

outcome, it does not need to close the markets bt Both Brazil and Mexico fare better in terms of
instead apply the right fiscal policy that does not ~bOth poverty and human development inde
interfere with the allocative property of prices. Inthe ~ compared to India. For example, 46 per cent df
case of subsidies versus cash transfer debate: it would the households in India have per capita income f
imply that people should be endowed with cash rather 1688 than $1.25 a day as against 5 per cent or Igss
than be given quantity or price subsidies. Subsidies [N Brazil and Mexico. Therefore, whereas ca
tweak the prices and may disrupt the normal transfers arg used in these co_untr_les to'targeto ly
functioning of the markets. Cash transfers, on the other & Small section of the population; in India a mu
hand, affect the income or initial endowment and will  'argeér population (which is poor and
lead to a competitive equilibrium as well as a Pareto Malnourished) is to be targeted that would plag
efficient allocation; granted that all assumptions hold an enormous fiscal burden on the government.
true. 2

11

In the same context, is the issue of supply gf
provision of social services. In cash transfer,
especially in the case of conditional cash transfefs
for health and education, there is an implic
assumption that the problem is in the lack

demand for ‘ appropriate’ services. Cash i
therefore expected to act as an incentive f
households to access services such as antengtal
care or improve school attendance and so aj.
However, in India, where there is still a proble
with supply of services in the form of non
availability of functional and good quality school
or health centers; the immediate need is to improye
such services.

If microeconomic theory is anything to go by, the
government should do away with subsidies and replace
them with cash transfers. But these theories cannot be
directly applied to the real world because of the
assumption set on which they work; people are
assumed to act rationally and selfishly (homo
economicus assumption). It is also assumed that there
is perfect information in the economy and that
preferences are convex. Also on further contemplation,
the practical problems involved in replacing subsidies
by cash transfers are brought to the fore. There is a
problem of regular and timely indexation that takes
inflation into account. In a developing country like
India, where inflation is not stable and where the3, Further, itis important to note that while the debale
government takes almost 12 years to increase the old- in India seems to be looking at cash transfers ag a
age pensions; cash transfers would not obviously be complete substitute to the provision of servicep
very popular among people. Also with the existence by the government; in countries like Brazil ang
of infrastructural constraints along with the dearth of  Mexico cash transfers served to complement tfe
markets in certain underdeveloped regions like the provision of services by the government.
coastal towns, tribal settlements etc.; buying

commodities with cash would be a challenge in itselfT0 conclude, if subsidies are replaced by DCTs (Dirg
Given the patriarchal set-up of a majority of IndianCash Transfers), there will be a wider choice set
communities, if cash flows are replaced by food, thé@€ople will be able to buy what they want accordin
money would not be spent on food grains but will pdo their individual preferences. However, at the san

splurged on liquor, gambling and other such frivoloudiMme; in a country like India, DCTs may not serve thel
unproductive activities. purpose. The basic idea behind replacing subsidjgs

with direct cash payments is a bid to eliminate th
In the debate on cash transfers vs. subsidies, to furthgiraft. The scheme aims to plug leakages in the currgnt
the argument in favor of cash transfers, positivesubsidy regime and let the benefit percolate deep dovyn.
experience of other countries that have implementedhey always say time changes things, but you actujl y
cash transfer schemes, especially Brazil and Mexic#iave to change them yourself.” Now the task is to sge
are often cited. While there are many reasons as {6 which direction the newly deviated wind blows!

S 6 ) S

=

o ~




—(Aapoorti | 2015%
f N

REFERENCES Inkinddsurveyrevised3.pdf

5. http://www.imcnet.org/cms/public/content/ertf_thoughtpapey

1. http://infochangeindia.org/agriculture/analysis/the-case- 5. 9%20Subsidy%20through%?20Direct%20Cash%q
against-cash-transfers.html 20Transfer-%20A%20Critique.pdf

2. http://articles.economictimes.indiatimes.com/2011-06-01/5.  http:/www.thehindu.com/opinion/op-ed/cash-transfers-caf

news/29608448_1_pds-shops-public-distribution-system-  \york-better-than-subsidies/article6665676.ece

national-food-security-act 7. http://www2.warwick.ac.uk/fac/soc/economics/currentj

3. http://infochangeindia.org/agriculture/features/a-pds-that-. modules/ec221/notes07/lecture_notes_vi.pdf

works-is-better-than-cash-transfers. html 8. http://www.guystanding.com/files/documents

4. http://www.princeton.edu/~jcurrie/publications/ IJLE_cash_transfers_basic_income_2014_as_published. gdf

Sluggish Growth in Industry-Inadequate Skill Development
or Rigidity of Labour Laws?

Raavi Aggarwal -3¢ year

both its strength and weakness. With a workforcéFirst Develop India”, rather than maintaining
rivaled only by China, and demographic dividendsingular focus on attracting foreign investmen
within reach, India’sfuture seems bright. At the samelndeed, India’ development policies play a key role
time though, moving beyond the apparent, the bign determining industrial growth in employment ang
guestion is that “Will India be able to realise this output. Greater technological advancement arjd
potential?” The article deals with this and movesimprovements in productivity can, in turn, aggrandiz¢
beyond the discussion of the hindrances faced by t@DP growth. Nevertheless, this economic enigmia
Indian industries in the form of infrastructural requires a multi-faceted approach and other aspegts
bottlenecks, and the rigidity of laws, and questionget to be examined.
the extent of the damage caused in the process.

Summary: It is often saidhat India’spopulation is  central pitch with respect to FDI has been the motjﬂ),

“DemocracyDividend and Demand is what India hag

to offer”, reiterates the honorable Prime Minister, whef

_ ) o addressing investors abroad. Democracy has |gs
Itis estlm_ated that India will become the most_ populougpparent benefits in a populous, multi-cultural countfy
country in the world by 2025. By 2020, its adultjje |ndia. The system ensures transparency, givgs
working population would comprise 66% of the totalcredence to public opinion and also prioritizes growi
population. The country undoubtedly provides the, sinesses. However, whether India will be able
largest share of skilled and unskilled Iabourwitnessegapitanze on its favorable age structure and hen
in the global economy. Yet the growth of the industrialegjize its demographic dividend is, on the other harn
and manufacturing sectors remains dismal. In 20134gpatable. Advocates of the demographic bonus cl3
2014, the secondary sector grew at a paltry rate @hat with majority of its population being in the adultf
0.5%. Notablythere’ sbeen a high degree of variation working age group (15-59 years), the Indian econorf]
across the last decade as well. While the growth ratg gyre to augment its growth since a greater porti
touched a staggering 20% in 2006, it later plunged tgf tpe population shall be employdt$ Jame<008).
-7.2% in 2009, Trading Economics Data, MOSPI)  Thjs age structure can be contrasted with that of tije

Perhaps greater FDI is the panacea to the industrieggrpnanaerchivifogor;%’ WTCEI;;Opnrﬁ;ﬁsl:rn%rt%\g;rg ’a
problems. However, factories in India face severa? P y ageing pop 9

) . .. —of senior citizens who would, in turn, demand high
structural bottlenecks including water and electricity ensions and retirement schemes in the future

shortages that can dissuade firms from producing,
despite the availability of cheap labour. Miodi's  Economic research establishes that the reIationsJip
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between the age structure of a population and itsonditions of contractual labourers with the mtentm]]
corresponding effects on economic growth does def ensuring homogeneity of work conditions acrosp
facto hold strongly positiveK( S James2008). permanent and casual labouréfhsan, Pages and
However, critics of this theory argue that the IndiarRoy,2008. In the end, the twin effects of both thesf
economy would not be able to achieve the positivstringent laws are more detrimental than beneficial [fo
benefits of the dividend due to its severalthe Indian labour force. The intractability of such
infrastructural bottlenecks. Low literacy rates, pooiegislation generates economic inefficiency in labouy
nutritional & health status along with institutional markets, which otherwise demand greater flexibility
hindrances such as water and electricity shortageSonsequently, firms attempt to circumvent laws b
ambiguous property rights et al, all result in lowhiring fewer workers and offering only contractug
industrial output. Economists also ascribe an inegpositions.
macroeconomic and fiscal environment, which could _ o
lead to potential wastage of Ind&demographic In essence, greater FDI is not an elixir to the probler:{F

dividend. of the industrial sector. However, larger investme
coupled with stronger emphasis on developmenj-
However, it is not merely inadequate skill developmenbriented policies would positively influence India’g
that has stymied growth in the manufacturing sectogrowth story. Thus, an improvement in the health ard
The intensity of Indian labour laws has also played autritional status of workers, along with substantiy
central role in shaping the labour market environmentmprovements in education and skill development
Labour laws in India are often perceived to be todhe labour force would help accentuate the industr|l
restrictive on employers as compared to those in othgrowth rate. In addition, greater openness to trade ajhd
Asian economies and developed nations. Further, thritigation of the supply-side bottlenecks would
government places greater emphasis on laws thaontribute positively as well. Further, greater flexibility
regulate hiring and retrenchment of the labour forcén the labour markets through reforms of legislatiof
than on the working conditions within factories. Thewould boost competitiveness of the labour force and
Industrial Disputes Act, 1947, responsible forthus, promote technological advancement. Th
adjudication of disputes and modulation of lawscyclical process would, in time, generate muItipIicati\Jl5
pertaining to retrenchment & exit of workers, has beegrowth rates in the industry.
the most contentious legislation among employers. The
most disputative clause of the act requires a firm that REFERENCES
has more than 100 employees, to obtain prio
authorization from the government before laying off['
an employee; such permission is seldom granted

(Ahsan, Pages and R&008. 2. “Glorifying Malthus: Current Debate on ‘ Demographic
Dividend’ in India,K S James2008.

MOSPI data on Indian Industrial Production, http:/jj
www.tradingeconomics.com/india/industrial-production

The other law that has been highly polemical amon Ledislation. En ¢ and Adiudication in the Lab

. . . . egisiation, Enforcement an judication In e Laboy
f|rm§_ is the ContraCt_ Labour (Regulation and Markets- Origin, Consequences and the way forward,
Abolition) Act, 1970. This act regulates the working  ansan, Carmen Pages and Tirthankar Rzg08

India; Growth or Inclusive Growth?

Anubhav Bigamal

Madras School of Economics

Summary: Best-fit growth strategy conundrum hasdown growth strategy or a bottom-up approach fit
been a pivotal point of discussion among economistthe Indian model best, is highlighted upon in th
Whether a top down approach to growth via a tricklearticle. What is required in the Indian context? Shouﬂi
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the strategy focus on mere growth thereby dismantlingaints a dismal picture of the Incredible India, an
the inclusive aspect, or should it be a more inclusivealls for a more Inclusive India to be painted on t
growth model? This article makes the case for amrowth canvas.

inclusive growth model and highlights the means to

achieve the objectives of such a growth strategy. T he exclusion in India is rife in terms of unbalanc
sectoral growths, low employment, poor hum
r

development indicators, regional disparities, gen

biases, and the glaring divides of formal and informgl
1l fares the land, to hastening ills a prey, sector in the labour market. With the chasm betwegn
Where wealth accumulates, and men decay: the urban affluent and the rural desolate increasing fo
Princes and lords may flourish, or may fade— cataclysmic proportions, Inclusive Growth has beco
A breath can make them, as a brea:‘h has made: the harbinger of hope in the'f®e-year plan to bring
But a bold peasantry, their country’s pride, about a more equitable and just society.
When once destroyed, can never be supplied.
-Oliver Goldsmith It cannot be naively said that growth hasn’t had t
trickle down effects, but it cannot be left to function
for an infinite time, for there has to be a tipping poing
when the rising tide, rather than pulling up small boats,
will leave many rotting in sediments. Small businessgs
are being walloped by taxes and large businesses
dictate their terms to State. Businesses that grow irgo
behemoth corporations rather than creating jobs wougd

bitter realization that their growth has been confined to soon _de;troy the small busmesses_ through
the gigantic growth of the select few, leaving a major consolidation and mergers. The model of trickle dowf

chunk of population in a lurch, for whom development ~ €ffects of growth is highly unstable and its effect
still is a pipedream_ Rea]izing the faux pas of their would be uncontrollable if ﬂ'ﬂ)proaCh isn’t revisited
reliance over the trickle down effects of growth, many  and realigned to a more inclusive sustainable bottop-
economists have questioned their parochial approachto  up development. Alluding to this fact, India has tq

development, resulting in much hullabaloo in the  reglize that targeting mere growth would mean barking
economic diaspora and a litany of debates about inclusive up the wrong tree.

growth.

Since time immemorial, the idea of progress and
development has intrigued the human mind; the
advancement from the Stone Age to the age of
technological revolution testifies the success in this
quest. Similar has been the fate of economies and
economists across nations, ubiquitously bewitched
by this fascinating idea but disappointed by the

. . : o To make growth more inclusive and hence pro-pog
Th? incredible Indian growth story has |ron|ca!lywe need less of populist measures like entitlemept
painted a two faced economy, one Competm]g)rogramsforthe poor, which only do little for growth

|ntern_at|9nglly gnd leveraging the benefljts ° They actually worsen the fiscal deficit and ac
globalization; while the other, and more prominent,

face of India living in abject poverty with grea,[ercounterproductlvely. Even though, the government jop

proportion of malnourished children than the poores%ChemeS (MNREGA,) and food entitlement progran)
of sub-Saharan Africa. are a good way to garner votes, they end up creatijpg

labour market distortions and inflation withou

While India ranks fourth in the Forbes list of countryimproving rural productivity. What is required i
with the most billionaires, it is rather heart wrenchingnvestment in assets, which build capabilities of the
that 450 million Indians still live in abject poverty, poor. Studies across show those economies that inypst
below a meager $1 per day. A nation with a populatiofeavily in education (human capital) and health cage
of over a billion cannot boast of an equitable growttexperience a multiplier effect on growth. Countrie
with the top 100 richest men possessing a net wealttke China, and South Korea have reaped the beneffts
equivalent to one fourth of its GDP. The fact that Indieof this approach, which has helped in alleviati
ranks at the bottom of the pyramid in the HDI reporfpoverty. India has to work on these fronts rather thgn
of the UNDP (12%ut of 146 economies) and'56ut  take the convenient pathway of populist measurgs
of 76 economies in the Global Hunger Index (2014pustained on a small tax base.
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Creation of jobs in manufacturing is equally neededsafe water, electricifyand sanitation in many parts

Unlike China, India has skipped the growth of theDecentralizing production and maintenance of vitg
manufacturing sector. It is now pivotal to makeresources like power will help promote inclusive

manufacturing vibrant by enabling a conducivegrowth and ease burden of centralized governance
environment for SMEs to flourish and reducing the_. o . ) )
burden of taxation and regulations on them. Impartin§jNancial inclusion through banking penetration arn
skills through training is important to keep labour hanngllzmg pf the surplus towards the poor
abreast with changing technology. The advantage &ssentlal to bring them under the growth orbit. T:F

demographic dividend is a boon for India; but to reaﬁéfzrr'leerxe ;;g:en?rtzr;?f;?] Br?onvt f?rialgrl?:ri]a?lléindc?jgio

its benefits, investment in education (human capita% P gm, 1ying ; ;

formation) and job creation in manufacturing and”®" lead to a positive soqal tran_sformz?mor!. India nee
. . . . to lay greater emphasis on financial literacy ar

service sector is necessary which will make growti clusion

more participatory. '

India also needs to learn from China in easing its rg

T_he all-pervasive corruption specter is eating into th?apism in terms of clearances for business projects
vitals of the economy so much so that the grand Welfar&reamlining government regulations especially

schemes and programs are put on paper but hardlyateg jike Bihar, Orissa, and Uttar Pradesh f
reach the beneficiaries due to resource drain. Thatracting investments and flourishing business for

delivery and the implementation systems need to bgre inclusive development of the country.
made more transparent and robust.

A scratch here and a fiddle there would not he
Apart from these, certain bottlenecks of infrastructurgchieve sustainable and inclusive growth. What
and power scarcity continue to cripple the economyequired is a metamorphosed, proactive an
requiring expansion and continuous upgradation teesponsible role of businesses and government and
meet demands of economic growth. These bottleneclgeaciousness of every agent of Indian growth story
limit the scope of development for majority of theshare the pie of their growth and make Incredibl
people who are denied access to basic necessitieslndia’ s story more inclusive.
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REVELATIONS

Unveiling the myth behind G.D.P.

Sumedha Mahajan- ® year

Summary: GDP is considered to be the singular Economic Cooperation and Development on the faft
summarising statistic of economic growth andthat it has not only failed to capture the well-being
prosperity for a nation since ages. But little did weg 23 century society but also skewed global politic

know that it is in fact an inaccurate, untimely andgpjectives towards a single minded pursuit
vague indication of economic activity. Unveiling theeconomic growth.

myths behind GDP, this article brings to you a new

overview of various economic indicators that have thé&urther, GDRloesn’ ttell us anything about a typical

capability of measuring economic growth and thecitizen. Given that it measures average income, |fs

reason as to why people still believe in a myth calleghcome rises disproportionately for the well-to-dd

GDP. mean income rises even though many regular workdrs
see their pay-checks cut.

: . 1. Also, GDP is highly inadequate as a measure of qua
Whatever you might think the progress looks like af life that is equitably shared and is sustainabl

rebounding stock market, a new house, a good rais@-h , p ; .
the governments of the world have long held the view "€"€’S aneed to account for environmenta
that only the measurement of Gross Domestic Produf£gradation and resource depletion.

can really show whether things seem to be gettm%nvironmental and sustainable indicators offer a feyv

better or worse. good examples of how big the challenge is. There iga

Deeply introspecting, which is better for a country’sneed to build in a “depletion cly@” to GDPfor the
well-being: $10 million spent constructing a jail or Natural resources - oil, gas, timber, fisheries.
$10 million spent producing a line of smart phoneszountries like Saudi Arabia, China, GDP might loo}
Clear-cutting rain forests to produce $10 millionvery different if such a charge were subtracted froT

=

lumber? Or a storm that requires $10 million in repairstheir economic outputs. But again environment

_ , accounting isn’ that easy to get through. We can pu
Using today’smost common shorthand of welfare, yonetary values on mineral stocks, fisheries and evfn

GDP, all of the above are equal. So basically GDkyreqts hut not on things like alteration of climate
does what it was intended to do -fesfa value of loss of species and their consequences

marketed goods and services produced in a country in

a given time frame; a tally of manufacturer'sytsno less challenging to create measures that descre
shipments, farmer’s harvest, construction spending..sqr social and emotional lives e.g., “Putting a numbgr
on and so forth and it does it that reasonably well. ,, HAPPINESS” . There’s dair amount of skepticism

Where are we stuck then..? What is the problem iﬁbom putting happiness into national dashboard |pf

relying completely on GDP as an economic barometeﬁ’?‘e”'being' Currently, research suggests that increasgd
wealth leads to increased feeling of satisfaction withijp

GDP has been actively challenged by world leadersur lives —a validation in &ct, that higher GDP
and international groups like Organisation forincreased the well-being in a country.
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DETHRONING G.D.P.? production and better distribution should be broug|t

o ) together in defining the pattern of development.”
When GDP was instituted seven decades ago, it was a

relevant signpost of progress, increasing economignother economist who helped create the HDI wegs
activity was credited with providing employment, - Amartya Sen’, a Nobel laureate in economics who i
income and amenities were supposed to reduce socfaProfessor at Harvard University. The HDI made i
conflict and prevent another world war. But the worlddebut in 1990.

today is very different from the one faced by global.ge,ong G.D.p.” is another e-initiative that talks abo
::{:

JJ

leaders who met to plan the post-war economy in 1942, o5 other indicators that have the capability

in Bretton Woods, New Hampshire. measuring economic growth taking into considerati

Emphasis on GDP in developed countries now fuelthe social and environmental aspect of an econor|
social and environmental instability, blinding This website aims to promote sharing of informatigg

developing countries to possibilities for more-on recent developments and ongoing work.

sus_ta_inable models of development. Soaring economﬁ' ere are four more types of alternatives that ha
activity h"’?s depleted natgral resources, wealt een precisely formulated by some researchers
generated is unequally distributed, leading to host g vercome the deficiencies GDP offers, namely, ISE

economic problems. Increasing crime rates do not raisa%d GPI, based on corrections of GDP, sustainablé for

living standards; but they can lift G.D.P. by raismggreen(ed) GDP (also involving corrections of GDP

expend!tures on security systems.' Desp_lte t_h enuine savings/investments, and composite inde
destruction wrought by Deepwater Horizon Oil Spill

in 2010 and hurricane Sandy in 2012, both event§ross national happiness (GNH) was another su
boosted US GDP because they simulated rebuildingnitiative started by His Majesty, the fourth king of
ghutan, Jigme SingyeWangchuck in the 1970s. It isfa

" e ig idea that started from a tiny state and holds tije
and the critics have sought to recast the criticism o apacity to change the world. Bhutan has alreafy
GDP from an accounting debate to a philosophical On?ejected GDP, since 1971, as the only way to measiJre
Our reliance on such a measure suggests that we ma ’ .

. . . , HP. Thakur Singh Powdyel, Bhutanese minister (f
still be equating economic growth with progress on %ducation, who has also become one of the mdkst

planet tha@ is possibly overburdened already by humaé]oquent spokespeople for GNH say ¢leasy to
consumption. mine the land and fish the seas and get rich. Yet Me

The only way to repair such an imbalance would be tBelieve you cannot have a prosperous nation in

institutionalise other national indicators to reflect thdong run that does not conserve its natural environment
true complexity of human progress. or take care of the well being of its people, which |§

) . being borne out by what's happening to the outsige
So far, one measure has succeeded in challenging g4 »

hegemony of growth centric thinking. This is known
as the HUMAN DEVELOPMENT INDEX (HDI), The replagement of GDP b_y a corrected GDPd:Ir
which turns 25 this yeaHDI incorporates a nation’s another (either or not monetised) aggregate welfafe

GDP and two other modifying factors: its citizens’ indicator means effectively the elimination of GDP g§
education and its citizens’ health. such. However, there is no sign that the world is readgy

) for this.
Mahbub ul Haq has been regarded as the pioneer of

human development approach of economic growtHzertainly there are some good reasons that explain vy
He said,” the objective of development must be viewe@veryone has depended on it for so long. Williatp
as a selective attack on the worst forms of povertyNordhaus, a Yale economist once said, “If you wafft
Development goals must be defined in terms ofo know why GDP matters, put yourself back in th¢
progressive reduction and eventual elimination ofl930s, where nobody had any idea as to what whs
malnutrition, disease, illiteracy, squalor, unemploy-happening to the economy. Comparing the crises | pf
ment, and inequalities. The concerns for mord 930 to that of 2008, for finding a way out and trackinT

<

o ®

> 0

The criticisms for GDP have lasted since it was create
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what was happening in the economy, indices like GDP REFERENCES
came to the rescue and made enormousrdifce.”

To Nordhaus, GDP is one of the greatest inventions of
the 20th century.

http://www.nytimes.com/2010/05/16/magazine/16GDR
t.html?pagewanted=all&_r=0

. 2. http://www.nature.com/news/development-time-to-leave
But crlt(_:lsms _o_f GDP go deeper and for Years,"  in hehind-1.14499#/b1
economists critical of the measure have enjoyed
spinning its flaws and limitations. They are somewha8. http://www.globalexchange.org/resources/econ101/gdp

correct in finding out its loopholes. _ _
4. http://ec.europa.eu/environment/beyond_gdp/index_en.htrfl

As it's often said that what you measure is what you _ _ _
get. Building the future we desire requires that we- http://www.economist.com/debate/days/view/501/print/all
measure what we want, rememberingt “it's better 6. http://www.foreurope.eu/fileadmin/documents/pdf

to be approximately correct than being precisely  workingpapersiWwwiorEurope_ WPS_no056_MS211.pa
wrong!!”

Economics of Religion

Aishwarya Joshi- 29 year

SummaryEconomics has for long been known as thgpopulace. Or maybe, greater national incomes. Sorpe
science of the rational. We seldom realise how societyight even say that the type of political systems alfo
and individuals channel and mould this rationale. Thishave an important role to play.
article portrays the essence of economics being an

Omnipresent and ubiquitous Science, for it isBUt even in our wildest imaginations, what none of up
indistinguishable from other aspects of our life.Will even think about is Religion. Yes, religion or
* Economics of Religion’ tries to bring together the tworeligiosity as an independent variable can influeng
most primitive yet immensely powerful forces thagconomic outcomes (such as growth/development
dictates man’dife. The two forces that might seem

like chalk and cheese at a superficial glance are indeed HOW WE UNDERSTAND RELIGION
intricately connected and the article seeks to establisk, grasp this, it is vital that we first reflect on ou

and even prove the existence of this link in the reeﬂnderstanding of religion. Human beings possess [§n

world. innate and undeniable instinct for prayer. We c3
assume that a mixture of fear, awe and respect towayds
the natural world and its phenomenon, quite natura
INTRODUCTION led to the human expression of prayer. Religion canje
into being in response to this. It is not the other w
Economics of Religion? Praying to the Lord Almighty round. Now it only makes logical sense to concludg
to accelerate economic growth somehow or for youthat something that is so primitive to human beingp
country to join the “developed economy” club soonwill definitely have a bearing on the way they
may be? No, this is not what | am going to talk aboutbehave”.
here. Think of what comes to your mind when | ask
you, “What according to you helps/makes economiedn the economic scenario, the very same human bejpg
grow? Some of your very first answers would be$ our economic actor who takes decisions with regald
openness to trade (in the era of globalization, this beird§ Production, consumption and savings with a
one of the most obvious things) or an educategnderlying aim of maximizing his utility. These

D
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decisions as we all know are the ones of prime justifying social norms and institutions. Similarly
importance with regard to growth/development of an  Buddhism encourages, giving the best one has,jn
economy. Now, according to statistics, more than eight the role one plays, in the drama of life.
out of ten people (i.e. almost 84% of the world’s

population by 2010 data) identify themselves with3)
some religious group. The point here is that, the

decisions that these 84% of the people take, which
shapes the economies they live in, are to some extent
influenced by the religious beliefs they uphold. Also,

how a society as a whole operatesinﬂu_ences econpmic and even boost overall economic growth
outcomes. How? Talk about sex ratios, education,  gjmilarly, an Italian economist presented finding

organizational discipline, political stability and even  {p4¢ religion can boost GDP as a result of

Stability: All of us know that a well ordered societ)
is as important a consideration as any othgr
economic resource for an investment company.
Research in the US for instance, suggests thiat
religion reduces corruption and increases respéget
for law in ways that bring about stability in society

work partic_ipation.AIIthesare “social preconditions” increasing trust and organizational discipling
to economic growth, arenthey? And these are largely  wjthin a society (Harvard researchergaper -
influenced by the culture prevailing in the country. ‘ Satan the great motivator’)

What is emerging now is a clearer picture of how am) Savings and wealth accumulation: It is importark

economy’ sprosperity can depend, to some extent, on  to note that in bringing out the relationship

seemingly abstract “theories” like religion and culture.  between religion and wealth accumulation g

savings, | do not intend to undermine the complek

HOWARE THE TWO RELATED? process of wealth accumulation to a single set @f

input. Now, taking the case of Jews, a direct eff {

has been observed, of Jewish religious affiliatig

on wealth accumulation. In Jewish culture

accumulation is seen as an indicator of succefs,

so Jewish families encourage the * worldly

pursuits’ including actual accumulation of wealt

and other activities that lead to wealtl

accumulation such as high-income careers a

investing. Or Jains in India, for example, ar
renowned for their religiosity and thrift.

Let me elaborate how exactly this works. The social
preconditions that we stated above are majorly affected
by different aspects of religion. Let’s see how:

1) Education: It is important to note that when | talk
of religion and education, | do not mean religious
beliefs being instilled in students at school/
universities via textbooks. On the contrary, | am
talking about religious beliefs being a source of
encouragement for what | call a “literate culture”
in society. For instance both Confucianism and CASE STUDIES
Buddhism specifically lay great emphasis on
increasing and enriching the possibilities of humanLet us now look at specific countries and the
ingenuity. Such propagation of “high literate experiences with development with our “religious
culture” facilitates economic growth. glasses” on.

2) Productivity and work participation: This is For example, let us take the case of Japan with resppct
somewhat tricky. How productive an individual to industrialization and modernization. There existefl
is to an economy, is somewhat contingent upoand still continues to exist mainly two religions
what the religion’ eliefs and interpretations are Confucianism and Buddhism in Japan. As a matter|pf
about society and profession. fact, Japan owes its high literate culture to its religioUs

beliefs, because of which, to an extent, it has begn
Hinduism, Buddhism and Christianity encouragereh,ﬂlvmy easy for it to modernize.

active participation in society. For instance, the
interpretation of Dharma, in Hinduism as “Work Japan’sindustrialization, as well, shows the
is Worship” seeks to promote “work culture” in magnificent ways by which Japanese entrepreneyrs
society. Confucianism states, “the natural worldnade ingeniousise of their societys value systems
and man’ssocial world are seen as a unity” and even their traditional social structures in the courge
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of industrial development. The feudal society of Japain this what should hold our attention is the percent
which had, in various ways, fostered strong grou®f people belonging to a particular religious group a
loyalty over the ages, transformed into loyalty to théhe literacy rate, sex ratio and work participation

: people belonging to that group. Focusing mainly
company one works for through lifelong employment.the four religions, i.e Hinduism, Buddhism

Or if we look at the western orbit, (Guido Tabelline,

in his paper) research shows that economic gr‘_)Wtﬁpprox) but are in fact the most active participants
and per capita GDP are higher in those regionge economy, with 40.6% of work participation. The
throughout Europe, which exhibit higher levels ofare followed by Hindus, Christians, and then Muslim
cultural values. If we talk about literacy rates, the highest is in t

Christian community followed by Buddhists, Hindu
Taking the case of Pakistan, where Islam is th@nd Muslims by order of ranks.

dominant relig_io'n. am not saying that we can, iq amﬁ'o substantiate the data we can see that econo
way blame religion, for theountry’spoor €ConomiC  o.,yth has not been very uniform in different stat

performance. But the obsequiously submissive rol@jithin India itself. Of course, there are a lot of oth
that women play in Muslim nations is not only factors that play and have played a dominant role whgn
disappointing but also a factor strong enough to be ahcomes to economic growth, but at the same time vyje
economic drag in itself. Think about it, keeping halfcannot completely turn a blind eye to this newly fou

the talent of a population away from productive activity2SPect as well. Compare states like Kerala and U
cannot be ovel?rlgoked y P ygradesh or Gujarat and Haryana for that matter g

you will know what I'm pointing at here.

INDIA : A land with many religions The 2011 census, which is yet to be out officially

_ _ _ reports a decline in the percentage of people followir
Let us talk about India, a country with a diverseqinduism below 80%. What would be interesting t
religious background. For our country we can in fackee is, how will, when and if there is significant chan
see a stochastic relationship between religion anith the mix of the percentage of people adhering to thepe
economic growth with the help of clear data. Censu4 religions, impact the economic outcomes of o
2001 data: mother land.

Religious Popula | Growth | Sex Litera | Work-
Croups tion Ratio | cv Participation
(total)

Buddhism 0.77% | 18.2% 933 12.7% | 40.6%
Christianity | 2.34% | 21.6% 1009 | 80.3% | 39.7%

Ethnic 0.72% 103.1% | 992 4% 48 4%
faiths,

others

Hinduism B 46% | 20.3% 911 65.1% | 40.4%:
Islam 13.43% | 29.3% 936 39.1% | 31.3%
Jainism 041% 26% G40 94 2% | 31.9%
Sikhism 1.87% | 18.2% 893 69.4% | 33.7%
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CONCLUSION I, in no way, wish to create any divide between peop]e

following any religion, nor do | seek to place ong

I would like to conclude by bringing afewobservationsre“gion superior, in comparison to the other g
to the fore. First, Religion does not impact economi‘éncourage the use of religion for self serving goals|f
growth the same way everywhere. As suggested RQypjiticians. What I, on the other hand, feel is thel
Harvard researchers, this kind of a relationship is se€t:onomics is not desolate from the concepts of religign
to work more in developing countries or while agg poth individuals and society are important units i
country is still developing than in an already developegny economy and religious beliefs definitely have [k

nation. Second, a'lot of it also dep(_ands upon the levedie (big or small) to play in influencing them in one
of engagement (faith) people have in what they followyay or the other.

Lastly, and mosimportantly peoples interpretation

of the religious beliefs, are often observed to be very REFERENCES:
short and superficial. In this way, religion can and in

fact it has been a cause for a lot of social stigma%;
unnecessary divisions and even economic
backwardness. 2. http://www.google.co.in/search?hl=en-GB&redir_escs

&client=tablet-android-samsung&source=android-browsef
But the point that would like to make here is, thatitis  type&v=141338691&qsubts=1422890550151&q=google#hi=er

now time for us to realize that religion is not merely =~ GB&v=141338691&q=impacts+of+religion+on+peoples+
an obstruction to development. As suggested above, it S2Ving+habits

can in fact provide favourable qond't'ons fqr growths. http:/Awww.boston.com/bostonglobe/ideas/articles/2009/1
and development of economies. Our wisdom as 15/the_curious_economic_effects_of religion/?page=2
economists and policymakers lies in taking religion o o _ _
into consideration as a variable , influencing the* http://en.m.wikipedia.org/wiki/Religion_ in_lndia#
decisions of our economic actor and the society he Christianityhttp://en.m.wikipedia.org/wiki/Religion_in_
. . 8 ) s y India#Christianity

lives in, while formulating policies and perhaps even

using culture positively for its successful5. http://www.heritage.org/research/reports/2006/12/why
implementation. religion-matters-even-more-the-impact-of-religious-practice
on-social-stability

http://wwwforbes.com/sites/jerrybowyer/2013/05/29/is-
religion-an-essential-driver-of-economic-growth/

The Essence of Economics to a FirseYar ...

Haritha Vijay -1 s' year

SummaryThis article is more of a personal accountand fulfillment, most of us proceed to the next bi
given by the writer on her encounter with the subjecétep in life; a college life in the prestigious Deltﬂ
-ECONOMICS. She expresses her joy in the followingnjversity. Beginning from the filling up of application
lines, “There is always gy that you sense when you forms, to the day of the last cut-offs, we eagerly w::ﬂ(
find things written in the textbook coming alive in |ife,and hope that the top C0||eges lower down their cuk-
and | feel that very joy, amidst the bewilderment obffs. And gusto, that feeling when we make it to ong
decision making.” It is a light read full of witty of the top colleges for one of the most “elite” courseq!
remarks made on economic concepts of tradeoffs,
opportunity costs and scarcity that makes it easy tgust as anyone else who qualified for Economig
relate with. Honours, | too was excited and relieved. Being

science student, the yearlong pain taken to swallo

physics, mug up chemistry and prove all the calcull
After the benevolent board exams, sweeping sky higBquations in dreams, bore their fruit as | stepped in
percentage to one'aedit and a whole lot of ecstasy study Economics at Miranda House.
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After a short phase of finding excuses for not makinghat, quite often, influences my decision to buyl

into the top college (classic demand supply gap issuehoco-chip muffin than a chocolate truffle pastry. An

and having to settle eventually for the second or thirdtime’ the second resource that we talk about, whigj

best, finally, the classes commence, and you feel thtnanimously is scarce for everyone, makes you f
kICk, when you realize that CO”ege life is much MOregyer meeting the deadlines of assignments’ Study

hectic than school life. for your periodic tests, incorporating extracurricula

College life..the time when you are free to dogctjvities, and having the much needed fun with yo

r
anything and everything, and all these are just thgjengs; because all these, as economics says, hive
beginning blues that you face when you step into g5otunity costs and involve the inevitable trade-off.
new phase of your life. Mother * Scarcity’ has hence given birth to her chilg
trade-ofs’, which make me say that | will have tq
Srade-off preparation for my statistics test if | wish tg

Funnily, all I want to talk about hereafter, is the way.
the first semester of the course, gets you ‘ thinking lik
fsm economist ,’mcorporatlng the conc_:epts of scarutyhang out with my friends, or sit penning down m
no free lunch’, trade-d$§, opportunity costs and . T
S . thoughts, just because time is scarce. Then comes
consumer equilibrium. These terms may sound like . . .
pportunity cost, which makes me realize that t

jargon to people outside the realm of economics bt unit t of ina d thouahts i
the beauty of the subject lies in the very fact that the pportunity cost of penning down my thoughts 1S

can be easily demonstrated using the simplest arfl€ marks I may lose in the test, and makes me ac
funniest examples iane’ s life. the fact that there’s ‘ no free lunch’; I will have to giv

up one to attain another. But definitely, Economi
Scarcity which will follow you anywhere and Nas helped me in making rational choices. If not,

everywhere as |Ong as you breathe iS precisely tH@OUIdn,t have felt SO miserable When [ ha.d to bu

reason, many would say, as to why economics as¥mething, which had a price higher than my utilit
subject exists. Either i§ money that' scarce for you, There is always a joy that you feel when you find thin
or if you happen to be millionaire, then | would saywritten in the textbook coming alive in life, and | fe

that it is time, which is scarcer. For me, just as for an{hat very joy, amidst the bewilderment of decisio

college going teenager, pocket money is scarce amdaking. Thanks to the lovely subject, Economics!
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THINKING SEEDS

Women and Work in Urban India: An Anomaly
Surbhi Ghai-3" year

Summary:This article aims to resolve the incongruity ‘ What explains the stagnation of female labor for¢p
pertaining to low female work force participation rate participation in urban India(2013)?’ empirically

in urban areas despite decline in fertility rates, present the case for the existence of a U shaped cufve
education gaps and greater educational attainmentvith respect to female workforce participation rate atLIj

among the urban women. It presents a series of demaeducational attainment. Itis has been observed thafat
and supply side factors, which have systematicallyery low educational level (to the point of illiteracy)
resulted in this anomaly and which have set the Indiathe female work force participation rate is high whic
development experience apart from that of otheplummets into a downward trajectory with

developing nations. improvements in educational attainment and rise aggin
at higher educational level. Thus, a woman wiﬂl
The sky is not my limit...I am.” medium or intermediate educational qualification
T.F. Hodge less likely to work than a woman with advance or vef|

poor level of educational attainment.

few years with growth rate surpassing 9% per annurifctors that have quantitatively played a significa
between the time period 2005-08. Concomitantly, therE2!€ N accounting for the seemingly paradoxic

has also been a sizeable decline in fertility rates, gendeff€nomenon of low female labour participation ratg
education gap and improvement in female educatioff urban India.  On the demand front, we have the
levels, which should ordinarily have led to higherNaturé and the size of the market. In the past decate,
female labour force participation. This is becaus@OWth in urban India has been fuelled through th

traditionally, industrialization, modernization and €xpansion of the building and construction secta,
development have been associated with rising shaydich are not really considered suitable avenues I:

India has grown at an unprecedented rate in the past There exista series of supply and demand Si‘j}

of women in labour force as can be observed throug®mployment of women. Additionally, there is also th

the development experience of the now developeglassic case of crowding out effect at work in the urb
nations of USA, UK and France. areas. With an increase in the educational qualificatign

o i ) i of women, there has been a cumulative explosion|pf
Itis indeed puzzling, that against this opportune angligp, skilled labor force. However, the increase in th
conducive background, India has experiencegite collar jobs which are the only jobs likely to pul
stagnation in the female work force participation rate highly qualified women have not been able to ke¢h
in urban area, which has been reported to languish gt pace with the increase in supply of high skille
18% since the 1980s (NSS). Not only Is the proloortio'?emale labor force. According to an NSS survey, t
of India’ stotal female population that is economicallyShare of white-collar services in urban employrﬁe

active among the lowest in the world, but urban areaﬁas fallen from 19% in 1987 to 17% in 2009. while
do even worse Few states with the notable exceptiotﬂe proportion of graduates in the workir;g ag~

of Pakistan, Iran and Saudi Arabia perform worse in : . - 0
terms of female work force participation rates. ThuspoPUIatlon have increased precipitously from 11% b

5 . . . .
it is required that the anomaly of Ind&unique 21% reflecting the improvement in the educationg|

trajectory is highlighted and its deviation from thelevels.in the country. Consequen_tly, there has beeff a

standard experience be explained crowding out of female labor participation because (f
" ' _ oversupply of educated workers relative to the gro

Stephan Klasen and Janneke Pieters in their paperjobs considered appropriate by educated wome
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Moving onto the supply side factors, cultural normsmprove marriage prospects of women, rather th}

and stigmas attached to women working outside anitheir employment prospects. (Stephan Klasen a
participating in economic activities is still cogent andJanneke Pieters).

sees no sign of enfeebling in the near future. This al
plays a crucial role in arresting women labor forc
participation in India.

SPhe fact that, now, education (medium ang
ei'ntermediate) does not have a substantial positi
impact on influencing the female labor force
According to Preet Rustagi, joint director of Instituteparticipation rate is distressing. The inertia of loy
for Human Development in Delhi, “To a certain extent,female labour force participation rate needs to

internalized this as the norm. In such situations, th#e benefits associated with realization of demograph

little work they do is the result of compulsion, such aglividend. This is precisely what the East ASiiﬂ
e

when the household income is not enough, rather th&Puntries have done for it is estimated that nearly
choice.” The presence of parents in law in thethird of the economic miracle of the East Asia

household or existence of a large joint family place§OUNtries can be attributed to the demographfc

the burden of nurture and care on the women sudfjvidend (Bloom and Williamson, 1998). Melanng

that an inclination on her part to work is simply not
enough. Women in India are constrained and the?
emancipation is arrested due to the existence of soci
and culture stereotypes that endorse patriarchy a . -,
chauvinism. Thus, despite growth and developmen omen, nogeql in 201that Ind|a_1 sgrowth rate CO“'.d.
of the country, the Indian urban women remain- P b_y 4.2/o_|fwomen Wwere given more opportunitie
. ! . to participate in the economic life of the country. It if
subservient to the cultural and patriarchal norms. Th
persistence of stigmas against blue-collar menial worE
for women has led to a lower level of participation
rates among women with medium educationa
attainment.

f Global Wbomen'slssues, calls women the ‘ lowes
@nging fruit’ in order to achieve economic growth
xmi Puri, the assistant secretary general of U.

nd income will be associated with amelioration ¢

galitarian order. Thus, the call for greater female lab
participation is uncontestably justified.

existence of income effect such that that risingmpioyment opportunities sensitive to the needs
education and incomes of husbands serve to drasticaljjomen and promote economic activity that woul

lower female labor force participation rate, is also gtract greater female participation. There is also ne

Empirically, it has also been established that thengrefore, it is required that the government cree}e

dominant supply side factor influencing participationyy make the workspace safe and create greafer

rate of women. Thus, the assignment of gender rolegyareness and sensitization regarding gender isst
is internalized in our society such that the manroday, the Indian women are all poised to take part
continues to remain the provider and women thene rapidly expanding economy. What is required
nurturer. It is not the existence of the phenomenon bihat the barriers to female participation in the econor
the comfortable acceptance in our society that iBe removed and the government re-orients it grow
perturbing, so much so, that not only men but alsatrategy in favor of women.

women accept it as a way of life. There is little or no

protest and surprisingly very little is been done about REFERENCES

it. Gender stereotypes and assignment of roles places htp://feministeconomicsposts.fabrg/2014/01/09/
the entire burden of household chores on the women. booming-urban-india-stagnating-female-labor-force}
There arises the question of valuation of work done participation-what-gives/
by women in the household which because it is don2 http://qz.com/176658/india-has-the-lowest-workforce};
out of love, care and affection has no way to be Pparticipation-rate-of-women-among-the-brics/

valuated and accounted for. 3. http://www.thehindubusinessline.com/opinion/columns/c-
chandrasekhar/where-have-all-the-women-workers-gon
Thus, the role of education (particularly medium or  article5339737.ece

intermediate) in improving womes'participation rate 4. http://www.Ise.ac.uk/asiaResearchCentre/_files/ARCWPA}

has declined. There has been evidence suggesting that Bhallakaur.pdf
part of the expansion of education in India has been ®  http://ftp.iza.org/dp7597.pdf

Verveer, the head of the U.S. State Department’ s Offige

Iso fairly apparent that rise in women employmejt

he status of women and development of a mole

o -5

e
men control women’dives. And women have Overcome. Unless this is done, India is unlikely to regp

c
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The Rise of Disruptive Innovation

Swaril Dania-3rd year

SummaryCan a standard theory explain why somejnnovation. Welcome to the world of Digital
businesses fail and some succeed? In the age of innovatigyy rwinism ...

when businesses are threatened by the fate of Digital
Darwinism, what is the future of business? With technologyVhat is disruptive innovation?

and society evolving faster than the pace at which

organizations can adapt, Is Digital Darwinism is the WayDlsruptlve innovation is an innovation that helps cre
to go? a new market and value network, and eventua

disrupts an existing market and value network (overfa
few years or decades), displacing an earlier technology.
The reasonable man adapts himself to the conditiorid1e term is used in business and technology literatife
that surround him... The unreasonable man adapt8 describe innovations that improve a product gr
surrounding conditions to himself... All progressservice in ways that the market does not expeft,

depends on the unreasonable man.” typically first by designing for a different set of
consumers in a new market and later by lowering priggs
-George Bernard Shaw in the existing market.

This quote concerns itself with progress and the idg@novation does not create new markets or val
of innovation being crucial for progress has beemetworks but rather only evolves existing ones wif
around since forever. Innovation gives one the edg®€tter value, allowing the firms within to competg
It is often said that people who are willing to creaté2gainst each other’s sustaining improvements.
and sustain change, to push against the existing Sta@gstamlng mnovatlpns may be either “dlscontlnuous;
quo, are the ones who will sustain innovation. A quick!-€- “transformational” or “revolutionary”) or
look at the success stories in the modern business worlgPntinuous” (i.e. “evolutionary”). While evolutionary
and we can notice a new innovation trend. With affinovations typically improve a product in an existing
introduction of ever new products in the market, somg1arket in ways that the consumers expeg,
companies with their innovation edge have beeffvolutionary innovations are unexpected though thgy
disrupting existing markets, carving a place forfoo don’t afect the ma'rket_struc'Fure' and fu'nctlonlng
themselves and forcing the incumbents to completef§S such. Contrary to this, dlsruptlve_ innovation creatgs
rethink their market strategies. Whether it is Googldl€W markets separate to the mainstream, often tpo
Apps which is challenging the conventional wordSmall at the beginning to be interesting to largp
processing, calendaring and spreadsheet prograrﬁ§tab“5h9d firms. The term_ls attrlbute_d to Harvg'j
pushing the industry towards cloud based informatioffrofessor, Mr. M.Clayton Christen who tried to explalﬂ
sharing in the office world or the low cost why some businesses failed on the basis of beifgg
telecommunication service Skype which a”OWS_unabIeto keep uptechnolpgically with the other firmg
customers to call and message on the same interfalfene market, a theory which he called the technolody
more conveniently and for a fraction of the price ofudslide hypothesis. Focusing on the disk drivp
traditional telecommunication services; Zynga, thdndustry he sought to explain the concept called Tife
integrated social media gaming platform which doesn’ tnnovators Dilemma.
require a console, challenging the use or need f@fhe Innovators Dilemma
gaming consoles, our very own Tata Nano in the

manufacturing industry creating affordable cars or th&hristen suggested that often companies end up putting
Netflix phenomenon which has changed the landscag@0o much emphasis on customers current needs gnd
of entertainment retail and its technology integrationfail to adopt new technology or business model
the world today is witnessing the rise of disruptivenecessary for the fulfillment of the future needs of t

In contrast to disruptive innovation, a sustaininyle
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consumers and thus fall behind. Being myopic, theyhe proponents of Innovators Dilemma seek to explajn
face this dilemma of either continuing with the existingthe failure of Kodak through the premise that it wag
profitable trends in the market or going forunable to take on the challenges of disrupti
breakthrough innovations which may not be very welinnovation with the advent of digital imagery an
suited for the consumers today but which have thehanging patterns of customer behavior wheregs
potential for changing the entire market dynamics iradvocates of the view of Lepore would be quick
near future. It is not that they fail to spot or develogoint out that Kodak wasnitnable to predict the rise
new technologies, but they fail to value them properhof digital imaging. Rather, it invented much of it
because the incumbent big firms attempt to apply themdodak invented much of what is now the OLED
to existing customers and product architectures andustry, the flat screen high-luminosity screens thgt
value networks. Thus, the Rate of Investment needegte spreading across smartphones and TV.

to advance the innovation is low and these projectg he OLED leadé q f Kodak'
are often rejected. The small firms, however with amsung, the eadérst made use of Kodak's

QLED patents and then engineered a way around|fgs
grany of them as it could, delaying the launch of OLE[D

for these innovations largely by trial and error. Byscreens until many of the Kodak patents had expireq.

finding the right use of these applications these upsta-ll-thlus accorglng to the prltlcs of tfhe Iﬂnovatprf
ventures rapidly advance and disrupt the markets (9' emma, the concept is more of a t eoretlcjh

U

nothing to lose enter the market, develop thes
technologies and over time find newer markets suite

the earlier mature firms and businesses. However th%OSSIbIIIty and not a concrete business model whi
seemingly simplistic idea of innovators dilemma hasg
also attracted some criticism of late.

ould offer sound explanations for the rise or fall
usinesses.

Criticism of Innovators Dilemma The theory proposed by Christen Clayton has ind ]d

sparked off a debate in the business world but
According to Professor Lepore, Harvard “The idea othing that stands undeniable is the changing busingss
innovation is the idea of progress stripped of théandscape in this age of disruptive technology. In hfs
aspirations of the Enlightenment, scrubbed clean djook ‘ The End Of Business As Usual’, Brian Solis
the horrors of the twentieth century, and relieved otligital analyst and anthropologist notes the impact @f
its critics. Disruptive innovation goes further, holdingdisruptive technology on business and society. f]e
out the hope of salvation against the very damnatioexplores the landscape of connected consumerism gnd
it describes: disrupt, and you will be saved.” changes in customer behavior as a result of gn
extremely active digital lifestyle; the emergence
» Disruption is today’s version of the idea ofSUCh a group of consumers poses a challenge_be1 re
progress — it has become a worldview (way of'fthe companies to aglapt and evolve at pace W.'th 1€
technology and society. Else, they face extinction |

what Christensen claims) his race against Digital Darwinism
e Disruption is the low cost poorly received productt 9 g '

that can overturn industries (pretty much whaiDigital Darwinism and Digital Transformation :
Christensen claims) The RoadAhead...

Lepore presents two big arguments:

While Christen showed in his book that big companiesBusiness organizations today are threatened by the fhte
ignorant to the new technologies and emerging trendsf Digital Darwinism, with technology and society
in customer behavior can be usurped by new entrangsolving faster than the organizations can adapt, ti
taking over their place, building new markets leadinghallenge is not merely a technological one. To thri
to the demise of the incumbent players, Lepore‘ s studiy this era, one needs a transformation of digital a
indicates otherwise. She points out that the Innovatoygshilosophical kinds. It requires an overhauling @
Dilemma is more of an interesting possibility ratherprocesses and systems addressing the shiftgfin
than a sound business theory or model. An interestingustomer behavior and the business environment. Iif a
debate opens up if we look into the analysis of thgeminal report ‘ ’ Digital Tansformation: A Roadmap
demise of the poster child of disruptive innovation —for Billion Dollar Organisations’’ by Capgemini and
The Eastman Kodak.
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MIT Sloan, it is mentioned that the key to digital REFERENCES
transformation is * ' re enviening and driving change
in how the company operatéhat’'s amanagement
and people challenge, not just a technology one.” Thé https://hbr.org/1995/01/disruptive-technologies-catchingj
answer thus, to digital Darwinism, lies in new  e-wave

technology coupled with new processes and busine8s http://mediabuzz.com.sg/archives/2014/july/2337-digita
models. Mere investment in technology is not enough.  darwinism-survival-of-the-most-adaptable-to-change
This must be accompanied by a broadening of http://www.wired.cohttp://www.i-scoop.eu/digital-
customer understanding and adoption of digitally  darwinism-customer-centricity-brian-solis/m/2014/12
modified business models. Technology is more of a  understanding-the-innovators-dilemma/

way of life and business rather than an answer to the  http:/en.wikipedia.org/wiki/Disruptive_innovation
challenge. The main goal remains to be the creation

e . 6.
of a culture of empowerment, agility, innovation and
engagement. 7. http://lwww.forbes.com/sites/haydnshaughnessy/2014/06/2f/

what-did-innovators-dilemma-get-wrong/

1. http://www.businessweek.com/chapter/christensen.htm

http://www.briansolis.com/

Sustainable Development-
“A Fundamental Break That's Going to Reshuffle The EntireDeck”

Priya Gaur-1year

Summary:“The Earth weare living in is not inherited * sustainable development’ has been widely endor
from our forefathers but it is borrowed from our over the past two decades, yet development rem
children. If future generations are to remember us wittfar from sustainable. Numerous policies, plans a
gratitude rather than contempt, we must leave theripols have been developed to propagate and imple
more than the miracles of technology”. This statemerihis concept but we have not yet triggered the pa
adequately reflects the sentiments of the article, whicpcale, scope and depth of change that is needed to
explicitly propounds the importance of sustainabledevelopment sustainable.

development and its rol_e in bringing about inclusivee gre taking out more than we are giving back.
growth. It presents sustainable developmentasth_e onlye consuming energy, water, and other natu
intellectually coherent concept that can systematicallyogoyrces in a way that is leading to huge and of
address the current challenges of the world. irreversible damage to the planet. The Earth we
“Sustainable Development is the pathway to the futurdving in is not inherited from our forefathers but it i
we want for all. It offers a framework to generatebo”owed from our_childre_n. If future generations a
economic growth, achieve social justice, exercisd® remember us with gratitude rather than contem

environmental stewardship and strengthenVe must leave them more than the miracles
governance” technology.

Intoday’ sera, sustainable development is much need:s

for meeting basic human needs, protecti
According to the basic definition as described by theechnological resources, accommodating ci
Brundtland commission in 1987, sustainabledevelopment, controlling climatic changes, providing
development meanid/eeting the needs of the present financial stability and sustaining biodiversity
without compromising the ability of future Sustainable development doesrlways refer to
generations to meet their own need3$he concept of environmental sustainability or other green topicH.
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Sustainable development also needs to take econongavironment, biodiversity and leads to the depletil
and social sustainability into account. of natural resources. Indeed it poses fundamenfal
threats to the inclusiveness and poverty eradication.

Sustainable Development is all abntegration and N : .

. . . Sustainability ensures stronger business environmgnt

Cooperation .t requires development in the way that . . . . :
and regional integration as key forces for job creatiq

benefits the widest possible range of sectors across . . : :

X ) ocial protection, health and education, which a
borders and even between generations. Sustalnatﬁe . o .

. essential for promoting inclusive growth.
Development has a very powerful impact on the
society, economy, and environment and most truly believe that sustainable development is nof
importantly on the future generation. just the pillar of inclusive growth but it is the
foundation on which the very idea of inclusive growth
{ests. For achieving sustainability in the long run|
development has to be both socially inclusive arf
environmentally sound. On the other hand, fog
achieving inclusiveness it is crucial to havd
seustainability. Thus it is a two way process.

It has three major aspects: social growth
environmental protection and economic developmen
All the three parameters areterconnected and
interrelated; at a given point of time even if one of
these aspects is missing, it may leadrteustainable
results. The interconnected nature of sustainabl
development requires intelligent decisions, which camnclusive growth can imply many things —
only be made at an international platform where
different nations come together, cooperate and make
strategies and plans. This triggers the development of
a friendly international environment .We depend on  Stable Political and Economic Environment
the ecosystem and the resources it provides for doing
what we do: running our business, feeding the
population, building communities and much more. In. Human Development
simple words we areompletely dependent on the
environment for our existencelf we damage or
destroy the environment for our interest, we may face  poverty Eradication
unprecedented consequences in the future.

Improvement in living standards and access [fo
basic needs such as food, clothing and shelter.

Equitable ownership of land and property

Proper education and health facilities

All these aspects of inclusive growth are connectgd
“The world is a sacred vessel. It should not bewijth sustainable development. Sustainablf
meddled with. It should not be owned. If we try to development is the sufficient and necessary conditign
meddle with it, we will ruin it. If we try to own it, we  for achieving inclusive growth. Inclusive growth need
will lose it to be achieved in order to reduce poverty and othpr
yocio-economic disparities and also to sustajn

The concept of sustainable development and inclusi ,
growth runs parallel. Inclusive growth represent£conomic growth.

growth that generates decent jobs, provideSystained growth is necessary to realize the urgdnt
opportunities for all segments of the society, especialljevelopment needs of the workdpoor. Having said
socially excluded groups, and equally distributes thenjs, there is substantial scope for growing cleangr
income and non- income gains from prosperity without growing slower. It is efficient and affordable
Inclusive growth takes into consideration both pacejt js the only way to reconcile the objective of rapif
and pattern of economic growth and hence, it depenggowth required to bring developing countries to th
upon two factors: income growth and incomelevel of prosperity they aspire and the imperative of
distribution. It adopts a long-term perspective and igetter-managed environment.Sustainable

concerned with sustainable growth. Inclusive growthhevelopment is the pathway to inclusive growth.
is about social and economic policies that focus on

ensuring that the growth process better targets theUstainable Development is not a fixed state o
inclusion of citizens into the delivery of growtor ~ armony but rather a process of changeln my

achieving inclusive growth, sustainable developmentOPinion, sustainable development frames the
is a decent keyUnsustainable growth damages thePossibilities for progress; it helps us to reach the oveJ
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collective goal of improving quality of life globally. It growth it is really very important to bridge the ga
is achieved when all the three pillars of sustainableetween the rich and the poor people in the soci
development (i.e. economic growth, social growth anéror enhancing the capabilities of poor men and wom
environmental growth) are put on the same progressivduman Rights should be well protectaduman

trajectory. Sustainable development provides bidrights place stress on environmental hygiene, safy
theory, a process and a practical guideline for makingnd potable drinking water, availability of food and
solid development decisions that do not blindly seekroper health This leads to the empowerment of th
growth in one area, only to cause damage in the othdloor.

Sustal'nable developme_nt_ alters the predo_mlnargoverty reduction is important for inclusive growt
worldview to a more holistic and balanced view. Itand human rights are essential components of pov
fixes some majpr proble_ms of resource depletionreduction. Another agenda of inclusive growth i
health care, social exclusion, poverty, unemploymergqua”ty_ Sustainable development goals also inclu
gtc. Applylng principles of sustainable developmenbender equality, women empowerment and soc
is equivalent to the sound management of resourcesyity. “Achieving gender equality requires equal

The framework of sustainable development mus:cess by women and girls to education, employme
promote efficiency, consistency, interdependency anglq income generating activities, health care, lan

equity. and resources, as well as equal contribution t
Sustainable development is also very crucial fof€cision-making.”Increased equality will equalize
inclusive growth because it is concerned withP€quests, thereby promoting equality in education

preservation and optimum utilization of the resourced"cOme and further the higher rates of econom
It provides an opportunity to identify environmental,grOWth- Equality definitely results in inclusive growth

social and economic problems. And it also helps us th1€n a high rate of youth unemployment is again

:Ld

ty

construct an alternative future that has cleanettructural problem in many countries. Great
environment and sustained economy. Preservation &M - A )
resources determines the economic activities of thgducation policies and programmes must be built a
nation and hence, promotes growth. Electricity supphf€€Nt €émployment opportunities must be genera
solar power, development of public infrastructure ang® that the young people can contribute towar

advancement in technology and resources are essenffaf9ress of the society. In my view people are t

factors to realise inclusive growth. A weII-pIannedCenter of inclusive growth. We strive for the world

energy development and utilization road map backeWhICh is equitable anc! sustalngble. TO benefit all,
eed to promote sustained and inclusive growth, so

by effective execution and proper management ca . ;

. ._development and environmental protection.
enable the world to bridge the energy gap and achieve
inclusive growth without compromising on the “Sustainable Development is the only intellectuall
environment. coherent, sufficiently inclusive, potentially min
changing concept that gets close to capturing the tr

Building capabilities of general public causes "
L . nature and urgency that now confronts the world.
acceleration in growth. Efforts are required to create

mechanism and institutions that encouragén order to achieve inclusive growth, holistic an
innovations, creativity, provide equal growth integrated solutions are needed to facilitate rapid

their potential. The general public can contribute mosievelopment we neediticentivise better policiesnd
towards inclusive growth. Therefore, a lot of awarenesge technically viableAll we need is a manageable
is to be created regarding change in lifestyle antheasurable, comparable concept that canleadto s
bringing sustainability into daily life amongst the policies that are pro-growth and pro-inclusiveness
general public. Empowering our communities will alsothe same time. If we wish to get higher level
provide quality education. For achieving inclusiveinclusive growth, we must think of sustainability.

phasis should be placed on developing their skillk.

d
d
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REFERENCES 3. Inclusive Growth —Vsion and Strategy, Planning
Commission (2008)
4. Suryanarayana, M.H. (2008): “What Is Exclusive Aboult
2. Sustainable Development - Linking economy, society and ‘ Inclusive Growth’ ?”
environment By Tracey Strange and Anne Bayley 5

1. http://www.deloitte.comi/

http://www.oecd.org

Terrorism — Is it all that Religious?

Kanika Tomar- 2" year

SummaryTerrorism is becoming a major concern asheld misperception has led to increasing animosjy
certain forces seek to topple the world order througtbetween communities and has only aggravatgd
destruction and violence. In this catastrophic scenariocommunalism, entire communities are helf
one is often led to believe that religion and religiouscollectively responsible and shamed for the acts of feyy,
extremism is the be-all and end-all of terrorism. Theand their very existence demeaned.
article seeks to challenge this notion and provides an o : . . Al
alternative view that economic and social disparities-rh(:“r_e Is little doubt In our minds Fhat terrorlsm IH

urished through religious extremism. And if theng

are the root cause of the backlash we see in the fotho o hed cl by th bashed end
of terrorism. The author of the article brings out this!S @y, Itis washed clean by the unabashed endorsernyent

point in special reference to the Boko Haram incident°" the grotesque acts committed by these religiolfs

The article challenges the conventional mindset wEXtremists in the name of God.

often adhere to. Corroborated with such evidence our perceptions afe
seldom questioned. But we fail to see the bigggr
picture.

‘ The Fifth Freedom’can be understood crudely, but
with a fair degree of accuracy, as the freedom to roly,Vhat Goes Around Comes Around

to exploit and to dominate, to undertake any course af/hat happens is that we perceive what is given to|§is
action to ensure that existing privilege is protectegs the truth sans manipulations,withoutunderstandll

and advanced (Noam Chomsky, 1989). Fifth, aftethe underlying processes at work. | have an eg
freedom of speech, freedom of worship, freedom frongxplanation for why, I think, it happens. When an entit
want, and freedom from fear. I believe that a profoungakes responsibility of its inhumane undertakings arfd
understanding of this fifth freedom can bring about gassionately justifies it through means of divi%ﬂ

< Q

paradigm shift in the present socio-polity andverdicts or dogmas, we do not imagine there’d be
economy. reasons to lie for they have already owned up to
In The Name Of God! most helnous acts possible, it'd seem ra'Fher naive|if
not comical. Even though the ideologies mayh
Atrocities committed, people butchered, abducted &eligious but were they the reason why the organizatign
tortured, children crippled, humanity violated, and allin its destructive form took birth®&hat we don’t
of this was and still is, punctuated with words likeunderstand is that even though they are not lying, what
God or Allah. they’re saying is not the truth in itself. Religious
. : .. extremism is not causal of terrorism but they arp
Somehow, if not obviously so, along the way, religious : L -
. . correlated, in the sense that it is never the origin bufa
fundamentalism or extremism has become
. . means of endorsement or sustenance, even.
synonymous with terrorism. Not only have we been
led to believe or rather chosen to believe (for thingRather | believe that economic oppression and tije
are always easier when you can put the blame arbnsequent frustration leads to organized violefjt
somebody else) that religion is a perpetrator but alspacklashes in the form of terrorism. Majority of

the reason for the inception of terrorism. This widelyterrorist acts and organizations, find their rootSJn

- D <
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inequality, both social and economic. Moreover, sociaincapability to reduce economic disparity betwel
inequalities are aggravated by economic inequalitiesharecroppers and landlorélerd’s Resistance Army
and become lethal only in the presence of the lattefLRA), a Christian militant group active in Ugand
Consequently, terrorism is a reaction to economiand central Africa was nurtured in the arms of stajk
inequity and oppression, aided and supported by a fesegional disparity and economic deterioration
other minor ingredients. Uganda, the countless terrorist groups all have l;
common a history of economic suppression, driven
violence as the last resort to restore some order,|jor
Boko Haram is an Islamist, terrorist, and militantdignity, utilising their * fifth freedom’. s, religion
movement active in Nigeria and some neighbouringgecomes the brand ambassador, as has always T:en

Boko Haram

areas. The organization was consolidated in its currethe case religion is used to justify that which morali
form in the year 2002 and has become increasingannot, be it casteism or violence. We need
violent since 2009. Boko Haram, meaning “Westerrunderstand where this need for violence germinatgs
education is forbidden”, isfficially calledJama’atu  from and eliminate that. In 2014, the top one per cept
Ahlis Sunna Lidda’ wati Wal-Jihadwhich means owned 48 per cent of theorld’s wealth, up from 44
“People Committed to the ProphetTeachings for per centfive years ago. In Africa, the absolute numbgr
Propagation and Jihad”. Due to its radical Islamidiving on less than $2 a day has doubled since 19¢l.
propaganda few understand that the organization tracé§ese preposterous imbalances aggravated by [he
its roots to the post-independence socio-economignwavering beliefinthe * free market’ are frightening
degradation. Nigeria gained independence from thka the light of this rising inequality, terrorism will only
British in the year 1960. Under the colonial rule, everbecome more rampant as we dehumanise people gnd
though Christian Missions established wester@buse their rights to a dignified life.
educatlonal_ms'gtutlons, Brl'taln p(.)l'lcy of indirect REFERENCES
rule and validation of Islamic tradition stopped them

from doing so in the Muslim dominant Northernl. Economics and Terrorism: What We Know, What We Shoyjd
region. These differences by 1960 had accentuated the Know and the Data We NeedPernanda Llussa& José Tavares
difference in access to ‘ moderatucation and these 2. The Culture of TerrorispNoam Chomsky

imbalances transferred to other aspects of the Radical, Religious & Violent: The New Economics o

functioning of the country such as politics. Religion Eli Berman (http://www.amazon.com/Radical-
_ _ _ _ Religious-Violent-Economics-Terrorism/dp/0262516675#4
70% of Nigerians are employed in agriculture.  reader_0262516675)

Agriculture used to be the principal foreign exchangg  Religious extremism main cause of terrorism, according |
earner of Nigeria. The contribution of agriculture to  report, The Guardian (http://www.theguardian.com/newsJ
GDP, which was 63 percent in 1960, declined to 34 datab_log/2014/npv/18/reIigious-extremism-main-cause-o

per cent in 1988, not because the industrial sector terrorism-according-to-report)

increased its share but due to neglect of the agricultural World Bank Data (http://www.worldbank.org/)
sector. It was, therefore, not surprising that by 197%. An Overview of The Nigerian Economic Growth an(]
the economy had become a net importer of basic food Development. H. Ekpo& 0. J. Umoh, Online Nigeria (http:/
items. The manufacturing sector, which was 10% of /www.onlinenigeria.com/economics/)

GDP in 1980, constitutes onIy 6.9% in the revised. Nigeria's economic transition reveals deep structura
figures. Boko Haram opposes the Westernization of ~distortionsZainabUsman, 2014

Nigerian society and the concentration of the wealtls. In Davos, Worrying About Ineualitfeumas Milne, The
of the country among members of a small political ~ Hindu, 2015

elite, mainly in the Christian south of the country.9. Naxalites, Wikipedia (http://en.wikipedia.org/wiki/Naxalite)
Nigeria isAfrica’s biggest economy with a GDP of 10. LRA, wikipedia (http://en.wikipedia.org/wiki/
$521.8 billion, but 60% of its population of 173 million Lord%27s_Resistance_Army)

(2013) live on less than $1 a day. 11. Boko Haram, Wikipedia (http://en.wikipedia.org/wiki/

Boko_H
This Looks Like The End Of The Story;But It Isn’t. oko_Haram)
The Naxalites were born of the India Government' s-2

S { 26 ) S

Nigeria, Wikipedia (http://en.wikipedia.org/wiki/Nigeria)




—(Aapoorti | 2015%
f N

Cost of Scams to Consumers
Ananya Goyal- 29 year

Summary:The shrillest accounts of corruption in the gprtage created and the public distribution system ahd
medla_seekto astound the readerv_w_th the enormity ‘Elftility services supply inferior quality goods anml
sums involved; the gffect of the pollt!ca_l SCams 0N OWeryices in the name of public goods.
lives is summed up in macroeconomic figures too huge

to be comprehendible. What has not been carefullyhe road transport in India, and the trucking industy
illustrated is how the biggest political scams haven particular, suffers from rampant corruption; thg
affected us, not just as taxpayers, but also a¥olume of bribes is pegged at a whopping US$ 4%
consumers. This article seeks to draw attention t®illion annually. Even the Transport Minister
how corruption hits the consumersatitly — and hard.  NitinGadkari has often remarked on the size and
The cost that companies incur as bribes are leviethstitutionalization of corruption in road transport. Dug
from consumers; the misappropriation ofto these forced stoppages by various agencies gnd
humanitarian aid makes the needy worse off as thel@ading to delay in the transportation time, the |OSS£
is an artificial shortage created and the public the national economy would be in the range of IN
distribution system and utility services supply inferior1130.47 crores per year. In fact, India incurs a loss|pf

quality goods and services in the name of public goodg@/most 3 days of GDP every week through inadequége
transportation.

. o ] _Transparency International report, one of the fey
Political corruption increases the cost of doing bus'nest'fijantifying corruption in Indian trucking industry,
and results in a higher cost of consumer goods. Wh@ktimates that a typical commercial truck pays bribgs
has not been carefully illustrated is how the b'ggesémounting to INR 80,000 every year. These are paﬂd
political scams have affected us, not just as taxpayergy g|| stages of their operations, which starts with
but also as consumers. The shrillest accounts _‘gﬁtting registration and fitness certificates, issuande
corruption in the media seek to astound the reader witll,4 renewal of interstate and national permits afd
the enormity of sums embezzled or grafted; the effeqizences etc. Each truck driver pays INR 211-266 da
of the corruption on our lives is summed up Ny these stopovers. This figure has only risen; Membdrs
macroeconomic figures which are too huge t0 by the Federation of West Bengal Truck Operatoffs
comprehendible. In the 2G scam, losses 10 thgggociation told a Statesman reporter that each trafk
exchequer amounted to INR 1,76,000 crores; thgjyer paid a minimum of INR 300 in bribes daily,
fodder scam involved embezzlement of INR 940 croregn 4t is if all his required papers are in order. If not, [§

(about INR 2500 crores in 2015). may even be upto INR 2000-3,000 (Murthy 2009).

But this. approach may Ieaye beh_ind cases qf incidentglupply chain of consumer goods has grown longer wijh
corruption (see Evans), like bribes to junior publicihe gevelopment of transport infrastructure. Thede
officers, where the macroeconomic costs involved Mayo0ds are ordered from distant corners of the countfy.
be low. A bribe of INR 1000-1200 for a general utility ot the |ocakiranastores. They travel long distance
connection may not translate into huge macroeconomigq jion’sshare of all freight, about three-fourths, i
costs, butitis enough to alienate the poor who are th&gia is transported by road. Thus, any change in tije
targeted beneficiaries of a welfare program. This art'd?ransportation costs can have a significant effect gn
intends to focus on the cost of corruption to consumersy.~as of consumer goods. Transportation costs dre
who directly or indirectly face the consequences OEften conceded to be the drivers behind food inflatio,
the corruption anql the government scams. The Coglyt it is fuel price that is taken as the determinant. Bjit
that companies incur as bribes are levied from is jnteresting to note that while fuel costs do for

consumers; the misappropriation of hur_nanltarla_n' gl@he majority of a truckcompany’ sexpenses, there is

makes the needy worse off as there is an artificighne purely institutional factor at play here. Brib
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constitute 5% of total costs for truck companies .Th&he issue of cost of corruption to consumers is lt
number of trips undertaken by a truck could increaspist of an alternate representation of facts. It is a wgy
by 40%, if forced delays by crooked cops are avoidedf transforming mind-boggling figures into somethin
(ibid). A typical truck driver spends upto 11 hours awe, as taxpayerand consumers, can relate to. And|
day at such stoppages. Thus, the bribery-extortiohopefully, change.

directly results in a higher cost of doing business; not

only does the cost per trip rises, the productivity per REFERENCES
trip also falls because of the frequent stopovers. ThiBjack, R.E., S. Morris, and J. BryceéWhere and Why are 10
increases the cost of transportation for every consumsiillion Children Dying Every ar?'. (accessed Jan 20, 2015).
good that is frel_ghtgd acros_s th(_e road network. Thgryan R Evans, Tearfund:he Cost of Corruption: Tearfund.
cost of corruption in trucking industry to us, aS(accessed Jan 2015).

consumers, cannot be .eStImate.d in the absence of d%%amptroller and Auditor General of IndiRerformance Audit
on the extent to which the increased costs arﬁeport on the Issue of Licences and Allocation of 2G Spectruf:
transferred to the consumers. But the effect of billiongAac. 2012-11. http://cag.gov.in/htmI/reports/civil/2010-[
of dollars of additional cost could not be foreseen a&l_19PA/Telecommunication%20Report.pdf (accessed Jan 201p)

insignificant. Murthy, Raja.Cops turn obbers on India’s gads: Asia Times.

. . . ug 27, 2009. http://lwww.atimes.com/atimes/South_Asia
Allocations of 2G/3G bandwidth and coal have flgurecﬁH27Dfo3_htmI (accessed Jan 2015).

among the most controversial scams in the recent years. Vork T Fodder Seam Could Bring D Shak
; ; w York Times.' Fodder Scam’'Cou ring Down a Shaky
The allocations of these resources Is a”.eged to ha\?rg%ian Government : New York Timé&897. (accessed Jan 2015)
been made abwer than the market price and to
favoured companies. This would, at first glanceQdland, Stﬁve}’/\;hy Arf Fb°°d P“C/e_s 5;’ H'gh?él':o(;t/’“arih o
suggest lower costs for consumers too. But the pricgg: 2912: hitp://www.forbes.com/sites/steveodland/2012/03/1
. . why-are-food-prices-so-high/.
take into account the cost of bribes as well and result o _ _
in much higher prices. The rates of 2G and 3G servicé¥!to. Marcus’Good” corruption in Enga: is corruption a
h b fi IV risi bv 100% i thculturally relative phenomenon?: DevPolicy Bldgly 23, 2013.
ave been con |_nuousy HSII?Ig, even by o In ﬁttp://devpolicy.org/good-corruption-in-enga-is-corruption-a-
recent years. (Times Of India 2014) culturally-relative-phenomenon-20130626/ (accessed Dec. 2,
- . . . .. 2014).
This kind of biased decision-making results in interests ) o _ _
of a few individuals taking precedence over rights of 'Ofgoe/soc’ft L}“‘ggﬁ”ﬁ:{ \;%ﬂafonef; 'dd_eé} f(‘j'_kft?_ 2G ta”ff/:)y up 1o
: . T 6.0ct 6, . http://timesofindia.indiatimes.com/tech/tech|
all. Govgrnment expe_ndlture Is prioritised as per th ews/Airtel-Vodafone-ldea-hike-2G-tariff-by-up-to-100/
opportunity to extort bribes rather than general welfareyicleshow/44480304.cms (accessed Jan 2015).
The poor in these cases pay for the cost of the bribes _ _ -
in terms of hiaher prices for the necessities or in ter Transparency International Indi&eport on Corruption in
n ; : g. P mﬁrucking OperationsOctober 2006. http://www.transparency,
of inferior quality. A earfund report states that ‘ there india.org/resource/survey_study/Corruption%20in%20
will almost certainly be overinvestment in capital Trucking%200perations%20in%20India%20new.pdf (accessgd
goods’ like defence or huge projects offering greateran 2015).

opportunity for graft. World Bank.Road Transport Effeciency Study :World Ba205.

The Apocalypse of Capitalism

Raavi Aggarwal-3¢ year

Summaryis capitalism heading towards an inevitable Today’s global economies are caught in what thg
apocalypse such that no solution to the problems thd&conomists term, the ‘ modern form of capitalism’
plague the capitalist structure can be found within theSociety has been polarized into distinct economi{

system?This article seeks to address this question acthsses, namely, the ultra-rich, comprising mostly

challenge the long held view that capitalism is the onlgntrepreneurs and company executives, and the midgle
efficient form of economic system. class, constituting administrators, clerks and compayfy
S { 28 ) S
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employees. Millions of young students (caught in theeasy replacement of workers by the employers and I]vv

rat race to get to the top of the ladder) compete fiercelyargaining strength of workers. The worker’s

-

for the handful of high paying jobs that are offered teemployment and wage eternally remains at the firm/

MBA graduates in Multi-National Corporations. By discretion and he must constantly prove himself to tfje

joining a company as a fresh graduate and working ufrm in terms of his marginal output.
the ranks, employees hope to make a decent living

due time, if not become rich. Unfortunately, there WiIIt middle class be economically em red? Is the
always remain a distinction between the employee anglle ! s De omically empowered: f

the employer. Airm’s ultimate motive, to earn the ?hway o Ic;gar;tgsarsyster:n_ghefrer t?: va_:,]t IT“Z‘JI%”WN
maximum profit possible, is brought about by € popuiation 1S responsibie for s own TIVElinoog

economizing on costs; employees are paid theirrather than depended on a few employers, who, n

marginal valuation and the employers expropriate af?gmiﬂg::lzts :r\]/\(/ahc\;vs%rg(a:;izniaalﬁglzgs tktlzcilr;r\:\éog(rlgri
surplus revenue. Thus, while incremental increases @nd acco ntlabilit - P
a worker’s pay will improve his standard of living, he u Y

may never become opulent, unless he were anhe common ownership of the means of productig

employer himself. would ensure an equitable distribution of endowmenjs

A typical capitalist society is predicated on four mainc "9 all members of the community. Marx predictg

foundations that define and help sustain it. The buying?ﬁe(re(\e/r?tnElj)zj:t::(ljlic?[{o(r:lzptl)t:tl\l/ignptrﬁglzli;[‘fegfgn tbgotg
and selling of labor power means that a worker ca . .

easily be hired and fired by firms. The employers Se(flasses n the system. _He claimed the system wo
wages and the terms of work and employees must abigé/OIV.e Into a s'00|aI|st. one. Howeve_r, recen
by them. Further, the establishment of property rightgxperlence, as Wltnesse_d N Russia, has disproved
as well as the right to own the means of productionsus'n.:“n.ance of the socialist economy and Marx
allocated in favor of the capitalist class, sets a clea{?red'cnon has, thus, been undermined.

distinction between the owners of the means oBut, what if policies could be altered such that exce

production and the workers. The owners commang@rofits earned by firms were blocked and instead, tffe

power whereas the workers are solely dependent &urplus revenues were to be redistributed between
the industrialist for their employment and livelihood. members of the company? However, it is observed th

In addition, the generation of surplus value, in the formhe progression of ideas and their conversion info

of profit on investments, which is then reinvested, leadgnovative technologies occurs through the incentivg

the firm’s rate of profit. Moreover, the existence of produce and sell commodities. A legal ban on exce
commodity production, which signifies production notprofits may result in decline in inventions and creal
for direct consumption but rather for sale and exchang%pediments to development of more advance
in the market is a defining characteristic of Capitalismtechnologies for production. However, the objecti
one that buttresses the system and ensures i pysiness need not be restricted purely to earrn

continuity.™ greater profit. The preeminent car manufacturer, Her

The entire capitalist system favors a small affluenford, in the 1920s, revolutionized the method

segment of the population but does nothing to empowdroduction and the process of carrying out busine
the worker. The Marxian concept of Abstract labourBY reducing the length of the workday to 8 hours a
which defines labor as human effort exerted tdiking workers’ pay to $5/day, he set down ne
complete a task, rather than specialized labor th&tandards for productio It was indeed the Fordist

to multiplicative growth in capital and in effect, sustainof legal patents and a temporary monopoly power F

at hand, implies the free mobility of labour within anlarge scale MNCs through use of unique modes of m
industry. A worker can easily progress from one firmproduction. If businesses could, thus, join hands w
to another, with the same set of skills at hand, and finthe government with the intention of providing a re
himself well suited for the next job. While this may service to the public through invention and technolo
count in the worker’s favor, it essentially implies anrather than merely striving for surplus profit, the worl

LPhe guestion now to be pondered over is that how ggn
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utilizes skills and effort tantamount to the specific taskera that metamorphosed small and local businesses iJito
J
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at large, with the haves and the have-nots, would erther reordering of economic power from the presg]t
able to benefit from th&arth’s vastbounty of hierarchical to a lateral scalé. This could redefine
resources. By devising cost-effective techniques ahe capitalist system and the world in which this mocde
production, the now intangible technologies, such asf production has hitherto thrived.
surgical implants, robotic technology et al, could b

provided to the poor at lower rates %hether this restructuring of society is plausible anp

feasible is a debatable issue that does not provide difgct
The idea of the Third Industrial Revolution, solutions. However, the eventual fall of the preselft
conceptualized by American Economist, Mr. Jeremyday capitalist society is inevitable. A point will arrive
Rifkin represents another paradigm shift in thewhen the inherent contradictions between the differept
methods of production from using oil and fuel poweredocial classes will rise to such a level as to take ff§e
technology to using renewable energy resources form of a class struggle and thus, bring about tije
overcome the resource constraint currently being facetemise of the prevalent capitalist system.
by the worldeconomies. Through the cultivation of
energy provided by the sun, tide, biomass and so on, REFERENCES
each individual can be empowered to meet his ow#i Das Kapital Volume I, Karl Marx, 1867
energy needs. This process will lead to the creation @fmy Life and WorkHenry Ford, 1922
“social capital”, accessible to each individual and @i The Third Industrial RevolutiomMr. Jeremy Rifkin, 2011
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Complete the crossword below

5. A market with many sellers but a single buyer.

6. When an insurance company does business with an
individual who has a higher chance of committing
default.

7. The role of prices in free markets.

9. The properiion of growth in output unexplained by
the inputs in the production function.

11. A situation where one person cannot be made
better off without making another person worse off.
13. A measure of the peak of the value of a normally
distributed random variable.

14. When an individual with insurance takes greater
risks than he would without it.

15. The theory that the value of a nation is derived
from the amount of metal and gold accumulation.
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1. When human emotion drives consumer confidence.
2. A cost or benefit that one individual incurs due to
the actions of another individual.

3. When the opportunity cost of production of a good
of one country is lower than that of another country.
4. Temporary or unexpected income. For eg. Winning
a lottery.

8. A situation where the inflation and unemployment
rates are high but the growth rate remains low.

10. A theory in which people believed that the value of
a country was derived by its land available for
agriculture.

12. Monetary restrictions imposed on trade of goods
and services.

Solutions on the Last Page
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In Conversation With Dr. Pulapre Balakrishnan

Pulapre Balakrishnan is currently Professor at the Centre for Development Studies at Thiruvananthapuram.
He has served as Country Economist for Ukraine at the World Bank and been consultant to the International
Labour Organisation, the Reserve Bank of India and the United Nations Development Program. He has been
actively involved in public debate in India through his writings. His published work spans the inflationary
process in the Indian economy, productivity growth in manufacturing, the macroeconomics of the transition to
the market in Ukraine, agricultural involution in Kerala and economic growth in India. He is the winner of the
Malcolm Adiseshiah Award for Distinguished Contribution to Development Studies (2014).

EB: Having served as the Country Economist for Ukraine at the World Bank, what are the lessons from
the Ukraine economy that you would like to point out to Indian policymakers?

That was a long time ago, approximately 15-20 years back and Ukraine was going through a very complex
transition. For almost 80 years, Ukraine had been a communist economy with complete control on price and
output determination. Suddenly, all of that was thrown to the winds. From a completely controlled economy,
there was a movement towards a completely unregulated economy. The economy was struggling to find a new
equilibrium. Economics does not have a fixed guideline on how to make a transition, especially this extreme a
transition. The strategy is unique to every situation.
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However, in hindsight, it is clear to me that what was being attempted was slightly ideological. The strategy was
of doing it with a big bang! Those who were in charge of it were not in control of the situation and that was
reflected in the chaos that prevailed afterwards.

One of the conditions for a market economy to work is a well-functioning democracy and Ukraine had its own
challenges with a legitimately elected Government, oppositi@rnasand civil disobediencélkraine’s problem

was as much as that of a lack of a well-functioning democracy as that of the transition that was being attempted
without a clear route map.

However, China may be an exception in the sense that it does not have a democracy. It has a communist political
power with a capitalist economy. The difference is that there has never been a loosening of political control in
China. Moreover, a transition of this scale has never been attempted there. The learning point is that things
should not be done overnight. Rather, meticulous planning is a necessity.

EB: How can we improve the quality of our PSUs in India?

This is a very important question. They do need more autonomy and less meddling. Frankly, | find that there are
extreme cases like Air India botherwise, PSUs donteally account for a large share in the economy. Having

said that, | do not think there is much scope for Air India and there is a strong argument possibly for privatising
it. On the other hand, there is a large private airline industry in India already that is working efficiently. In case
of coal and refineries- the core PSUs, they are inefficient and they stand in the way of coal supply being
increased accompanied with increase in demand for electricity. This is an issue that needs expert attention.
What we need is more autonomy and we certainly need less continuing public support in the form of a soft
budget constraint.

EB: How about the railways which have been much in news in view of the government’s proposal to raise
the tariff?

| don’ tthink railways are doing badly. However, on the other hand there should be strong resistance to populism
and | think the railway rates should be raised according to the inflation rates. It makes no sense to not raise
tariffs of your public utility services as inflation increases, otherwise those public utilities will go down under.
They cannot invest, they cannot expand and when they cannot expand they are not much use as public utilities
because the population is growing and there is demand. What is the point of having railways, which don'’t raise
fares, and in some sense are a moving hygiene trap. It's extremely disturbing - there is no cleaning because they
don’t have funds for that.

| was in a meeting of the Finance Minister with the economists yesterday and a fellow economist pointed out

that over the past 4 years, the real value of the relative price of tariffs in relation to the general price level has
deteriorated 30% or 40%. So, | am not someone who believes that railways should be privatized but there is a
strong argument for improving their financial position.
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But, Air India I am not very hopeful about. There is extreme political influence. The board chaired by Mr P -aful
Patel proposed to increase the air fleet by a factor of five. In an airline that is already making such large/losses
and requires public intervention to keep it alive, the question of whether this type of expansion is required is
where autonomy matters. If the politicians can come in and it is funded by General budget, there is no limit to
the populism that these PSUs can undertake. Air India is an extreme example of a highly modern sectcr of an
economy performing so badly while the railways are one of the oldest sectors of the modern economy (150
years old).

Public utilities like railways are a very important part of the economy. Public enterprises are a small part >f the
economy but public utilities may or may not be. Public utilities that are a central part of the production structure
in the economy generally need to perform better. They should be given autonomy but also simultan¢ously
monitored by the parliament. You cannot purely leave it to the managers thdkiemot acceptable. As an
economist, you know there is an interesting distinction made between ownership and control. Originally 't was
not thought of in the context of public sector; only in the private sector. In the private sector there are many
shareholders and precisely because the shareholders are dispersed, managers cannot be left on thei- own- i
there a guarantee that they will work in the interest of the shareholder or interest of their own i.e. maximize
their own utility function? However, this problem exists in any arrangement whether it is private or public, But,

in the private sector technically you can be fired and much more importantly if the company is listed in the
stock market it can be taken over. Technically or theoretically, takeovers are seen as threat to self-regarding
behaviour by the managers. This is also true in the psdxditorOn one hand you dobivant public interference

in the form of meddling, expansion the kind of which we talked about in the case of Air India but on the bther
hand you don’tvant it to be left completely in the hands of the manager either. You need monitoring which bnly
politicians can do in a democracy. However, now the question comes as to who will monitor the politicians.
This is like ‘ the monitor minds the class but who will mind the monitor’. Basically widespread demaocracy,
awareness, peaceful demonstrations are the only checks to that.

EB: The RBI acted on the recommendations of Urijit Patel committee and shifted to CPI as a measure of
inflation instead of WPI. Do you think it is a move for the better?

| am a bit skeptical of inflation targeting. There was a move against stabilization policy; the argument being that
you can’t fine tune the economy or fix the output level very easily. But inflation targeting seems to suggesit that
while you can'’ ffix the output level, you can fix the price level or the inflation rate. So while inflation targeting
and credibility etc. seem nice words, all of them assume that the price level cajetegltdidon’t think it can

be and | don’ believe that the present decline of inflation rates really establishes beyond doubt the succzss of
inflation targeting. So, whether it is CP1'WPI isn’t the point. It doesn’t meayou shouldn’ thave inflation

control but I'm skeptical whether the central bank can do that. Or you can do that but only in conditions, \vhich
are undesirable in terms of output loss. As for the interest rates, let me put it this way, the interest rates is only
one of the calculations of the firm. By the internal rate of return principal, the firm is comparing the ra e of
return with the cost of fund to the internal rate, which is the return on capital. Now the point is, the interne| rate
of return is based on the expectations of future output, and if they are not buoyant or worsen in substar ce, the
rate of return declines. In such a situation, reduction of rate of interest is not good enough. Having sail that,

G
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ceteris paribus, the interest rate must matter. The inflation rate is coming down, so there is an argurent for
lowering the interest rates. Another reason why interest rates matter is that industrial bodies in India like FICCI
etc. are up in arms against it, strongly arguing for reduction in interest rates. From which | assume that the
interest rates matter for investment. Raghuram Rajan, himself is not saying there is no case for lower [nterest
rates, but he is saying he would like to wait and watch. Its lower this month but how do we know it will be lower
next month so he’d rather follow some kind of average. But he is somebody who is far too optimistic abcut the
possibility of inflation targeting than | think than there is reason to be. Let me give you an example about the
ability of central banks, via the rate of interest, to control inflation. In the U.S, in the past 5 years, the money
supply because of quantitative easing has increased from the billion to trillion, but the inflation rate Hasn’t
increased at all. And the American central bank is a non inflation-targeting bank. Its objective is maxiniizing
employment consistent with low inflation. By a contrast the European Central Bank is a highly inflation tarceting
central bank. In the Eurozone, where the inflation target was 2%, inflation is in the negative region and they are
worrying seriously about deflation. So the idea that the central bank can effectively target inflation is a highly
exaggerated one. And, this is true particularly in the Indian economy where the problem is made complex by the
presence of an agriculture sector, where the prices fluctuate. It is true even in the economies of Europe and U.S.
In general, Europe and United States do not have an inflation problem as we do, because our inflation groblem
seems to come from the fact that we have a chronic agricultural inflation problem, food price in particuler part
of which comes from the government food procurement price setting, inclusive of political purposes and there
is also shortages in some sectors of the economy such as of milk, butter, or protein in general, which further
leads to price rise. And such problems do not exist in Europe or United States.

EB: Do you think Narendra Modi’'s election slogan * minimum government and maximum governance’
fits well with the objective of widening social infrastructure like heath, education etc. in India?

I don’t know how much of a distinction we can draw between government and  governance. It is corre:t that
in certain segments of India the government is over bloated. The ministries probably, have far too many
functionaries. But the police on the other hand do not have a sufficiently large staff. The primary health centres
do not have enough paramedical staff. The nurserieantewadisthe Asha workers - in all of these sector:

we are under staffed.

I’m not sure if you can draw such a big distinction between government and governance. It is a catchy slogan
but even then it is correct in a way that there are far too many sectors with too much of government intervantion.
Government is the problem there but in some cases it is also the case that there is not enough governance. Moc
wants to have greater and improved governance in various sectors of the economy.

But you are right in saying that governance is not just a matter of implementing rules. Governance should also
extend to provide social infrastructure, public goods like parks, roads and sewage system etc and public services
in general, like health and education for example, where the shortage in India is massive.
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EB: The question of * Make in India’ campaign has created a lot of buzz recently. With Make in India in
place, don’t you think that we will become too dependent on external demand and if another financial
crisis was to take place, too vulnerable?

If the external demand is guaranteed then it is not necessarily a bad thing. If there exists external demand then
‘Make in India’ isthere to take advantage of thEle expression for it is- * Yoare harvesting the demand.’ But

in the current context where the world is slowing and is expected to continue (with Eurozone crisis and China’s
slowdown), to base an economic strategy on “growing by exporting” to the rest of the world seems unrealistic.
So, the question is not on our reliance on the rest of the world but whether or not that demand exists. In the near
future there doesm’'seem to be that kind of demand that can be harvested.

EB: Recently, Raghuram Rajan suggested that instead of Make in India it should be Make for India and
the Finance Minister tried to justify why it should be Make in India and not otherwise. What would be
your take on that?

The point is that demand in India is slowing. Thawvigy manufacturing is slowing. So you can’t just assume

that demand exists. You also need to create that demand. One of my recommendations for the same vrould be
public investment. Public investment is the way of creating this demand. It takes care of demand as wel as the
supply side and it also, potentially does create infrastructure in the economy. While Mr. Raghuram Réjan is
correct in saying that the rest of the world is slowing therefore you can’t expect external demand for your
product, even if you are globally competitive. And also, it is not that obvious to me that we are so competitive.
Because global demand does not guarantee that you can sell your goods. The goods must be able to offer th
same quality or characteristics at lower price. But assume that your goods are competitive, with the global
demand you can grow by that mechanism. But I’'m not sure you can so easily assume that there is global
demand. One way of ensuring great internal demand is by having a more robust agriculture sector, wh ch can
lead to greater demand for manufacturing. So the demand for manufacturing constitutes of many things. It can
be increased by public investment and also by good agriculture performance.Also by greater demend for
manufacturing goods by people who are non-surplus farmers, who may live by the agriculture sector or outside
it. A good indicator of the higher price of food in one country compared with another is the share of food n the
household budget. The share of food in India, on an average is above 50%. The share of food in Ching, in the
household budget is about 20%. So the Chinese households have greater capacity than Indian houszhold ftc
spend on manufacturing.

EB: And this is true despite India being primarily an agrarian economy.

Yes, but whether or not you have a “supply constraint” depends more on how efficiently you can produc. Just
because you have a large agriculture sector does not mean that supply will not be a constraint for you. | think
that the size does not matter that much and it is more about productivity and efficiency. So the demend for
manufacture constitutes of many things. It can be increased by public investment and also by good agriculture
performance (in turn by cheaper prices).

GD
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EB: You have written about how * politics trumps economics’in the Indian polity. Do you think there is a
way about the tradeoffs between economics and politics in India?

Well, as far as the political process is concerned, the solution would be a better functioning democracy i.e.
putting pressure on the electorate. Itis really a round about process. If you want to ensure the right decis ons are
taken there should be better laws and better governance structure. You need to insulate to some extent economi
policy making from purely political conspiracy based on vested political interests.

The kind of politics followed by UPAII, for example, excessive focus on distribution, was certainly a case
where politics trumps economics. If you were to interpret the elections in those terms, the results suggest that
even the public was not approving of them. If they were such great schemes why were they not voted back?

EB: Sir, in one of yourarticles you have written that * separateagencies formacroeconomic stability and
financial stability might end up not coordinating on the first best solution’and that ‘ there is a serious
case for vesting all powers with respect to financial stability with the RBI’. Can you please tell us more
about this?

Macroeconomic stability is normally interpreted as low inflation apart from the other things and revolves alound
that especially in western macroeconomics. | believe that you cannot take your eyes off financial stability and
focus only on inflation. Here is a very simplistic example- there is a crude level tension between financial
stability and macroeconomic stability. Macroeconomic stability if it is being brought about by raising the rete of
interest to reduce inflation can have an effect of contributing to financial instability. Because as the interest rate
rises those who have borrowed at the flexible interest rate might find their projects unviable. Even large p ojects
with high gestation period; 5% increase in rate of interest when you borrow in crores can tip the balance. So, if
you have two separate bodies doing this they might be doing it at the cost of each other’s goal. Thereforz, there
is a strong argument for vesting the powers of macroeconomic and financial stability in a single organization.

EB: You have stressed on the importance of agricultural performance for the Indian economy. Do you
think the present government has devoted enough attention to this sector?

No, it has not. UPA did not pay the right kind of attention to this sector either. It had taken on the responzs ibility
of shifting the terms of trade towards the rural sector. But, they had absurd policies like raising the procurement
prices by 40% when inflation was 10%. So, the relative price was around 30%. In such a situation it is only the
surplus farmers that benefit and not the rural landless, at least not directly. The base of agriculture is noi strong
in this country. One of the indications of which is food price inflation. From 1991-2015, food prices have
increased by almost 30% which is definitely not the sign of a strong, modern economy. It is not only attenion in
pecuniary terms that is required rather improvement of infrastructure, public services and extension services is
much more important. For example, irrigation spending has been increasing over the years but the real exoansion
in irrigated areas is doubtful. But, States need to devote more attention than the Centre. Agriculture is a State
subject and much more attention has to be devoted to this sector.
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EB: How important do you think is it for the government to reduce their role in the functioning of the
public sector banks? Do you think the poor or the Jan Dhan Yojana will suffer in such a scenario?

| don’'t see why the poor would suffer if there is greater autonomy to public sector management. You céin still
impose targets on them. And maybe the Jan Dhan Yojana is overplayed. The question is whether greater atitonomy
would lead to better lending. There must also be some oversight because there is corruption in India. And with
all public sector units, whether enterprises or banks, you can’t leave them completely to public sector menagers
either. There has to be some kind of oversight. But whether the oversight takes the form of continuous meddling
is one thing. | don’know if the P.J. Nayak committee has talked about it enough. But I' m for greater autonomy
and there must also be an emphasis on choosing the best people for the best job. In India there is & serious
underplaying of that aspect even when it comes to vice chancellors of universities. There is insufficient atiention
given to the fact whether the person has academic standing or not, which is also very demoralizing. So, there is
a serious argument for greater autonomy and foster a culture of excellence, across the government sector,
because leaving public money with private managers who would go on to maximize their private utility fur.ction

is worrisome. The problem of ownership and control is relevant to all ownership forms whether pubiic or
private. You also want efficient control mechanism. You have seen terrible banking outcomes in the United
States. So laidback were they about the private sector being good and then eventually they were bailed out by
public money. You need a good regulatory mechanism.

EB: Productivity growth in manufacturing is one of the themes on which you have written extensively.
What are some themes that may be taken up for future research by young researchers like readers of
Aapoorti?

| could say that a great deal of time has gone for measurement of productivity and | think it is important because
we need to get our measures right, where measures are analytically well founded and clearly interpretable. |
think it would be very nice to have a research on what underlies productivity growth what can be dcne to
increase productivity growth which | believe is not sufficiently analyzed. Most of the work on productivity in
Indian economy has to do with measurement and not with respect to factors underlying productivity growth
while in the western economy there has new a lot of focus on the latter including such interesting questicns like
has technology made a difference to productivity growth.
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In Conversation With Dr. Subir Gokarn

Dr Subir Vithal Gokarn was one of the youngest Deputy Governors appointed by the Reserve Bank of Ir dia on
November 19, 2009 for a 3-year term. Prior to his appointment as the Deputy Governor of RBI, Dr Gokarh was
the Chief Economist of global rating agency S&P, Asia-Pacific since August 2007. Dr Gokarn has recently
joined as Director-Research at Brookings Institution India Center-an independent think tank. He has been
appointed as member, Expenditure Management Commission by the Government of India, which is set t¢c submit
its first report before the 2015-16 Union Budget. He has also been appointed Chairman of a task force that will
set up a Financial Data Management Centre. His current research interests include policy options in h:2alth,
education and financial inclusion. He also comments regularly on contemporary, global and domestic econhomic
issues.

EB: In view of the emergence of positive drivers in the market last seen during the early 2000s, there is a
speculation that India might repeat its growth performance of the 2003-08 period. In this respect, you
have written, “it depends on whether there are appropriate policy responses to the major structural
barriers to accelerating growth.” We want to know, what are these barriers and how do you define these
“appropriate policy responses”?

I have in the course of this article as well as other writings and speeches been talking about three very specific
barriers. Well, everyone has his or her own list. While | am not saying it is just three, the three most important

ones that | have in mind over the last few months has been food, infrastructure and jobs. The food issue is sort
of under control because as you have been probably observing, food inflation has come down sharply and this
is partly the result of things the new government has done in terms of selling stocks of rice and wheat to put

some cap on price increases. But these are not the structural responses. These are the short-term responses a
what we basically need to see in our economy is changing the incentive the farmers have in terms of what they
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are producing. Most of the food inflation for the last 7-8 years has been driven by prices of pulses, proteins and
essentially vegetables. The magason for that is that the farmers don’t have enough incentive to produce these
agricultural commodities. The reason for this again is that procurement by government of rice and wheat has
created adverse incentives to produce more rice and wheat even though the consumers are eating more vagetabl
and proteins. There is a great supply demand imbalance in the economy and it is in my mind an importan: driver
of food inflation. So rebalancing incentives in favor of what people are actually eating is a critical structural
reform. That means looking at the whole procurement framework and what kind of incentives the farme s get.
In fact, the consumer has been taken out of the equation, the farmer is responding to government signals and no
the market signals and that is what has created the imbalance. So, my suggestion would be to move away from
what | call the double guarantee procurement framework i.e. guaranteeing both the price and the quantity.
Looking at the standard demand and supply curves, the government is telling the farmers that it is fixing the
price and it will buy whatever the farmers produce at that price. So, there is no supporting market mechanism.
The solution here would be that you move from a double guarantee to a single guarantee, focus on buying
enough to ensure food security, change the buffer stocking norms and let the farmers take the risk on other
parameters. So, either you say, | will pay a particular price but not commit to the quantity or | will purchase the
guantity but not guarantee the price. This creates enough certainty in the farmer’s mind about the value of the
crops and eventually you will induce them to produce other things. So, that to me, is a very important reform
needed in the agricultural sector and off course along with this comes rural infrastructure, transport etc. That is
always there, but to me this is the most fundamental requirement.

On the infrastructure front, we have had some years of experience with the PPP (Public Private Partnership)
model. However, ihas not worked. Let’admit that and move on. Why has it not worked? Again there is a huge
diagnosis on this. In 2003, when the growth spurt started we had a huge boost in telecom. That was a capacity
boost that the economy got but it is no longer available. So that apart, | think ability to get in private money is
completely constrained (horribly constrained). So, we have to start thinking how to get in public money ar d that
requires a huge bunch of institutional and financial re-engineering, which the government has got to start thinking
seriously about. If you dontireak the infrastructure bottlenecks, the growth pattern would not repeat.

Also, | think there are ways to incentivize private sector to invest. But we went about it in a wrong sequence. |
think what you need to see are projects coming up to a point where it makes sense for private investors to invest.
Instead we got private investors in, right in the beginning. It turned out it was very difficult for them to manage
the risk. Maybe, in theory they could, but in practice there were so many uncertainties about projects, delays,
regulatory and policy issues. Take the Gurgaon expressway, the Supreme Court has just essentially chahged th
rules of the game. Obviously they were responding to consumer complaints but that brings in an element of
uncertainty in projects that private capital finds very hard to deal with. | am not talking about the merits cf that
particularly but there are uncertainties about regulations and policies. This risk, our experience would stiggest,
is very difficult for private capital to absorb. So, I think, you bring private money in more effectively wher the
project is close to completion. | was in a TV interview today and | put across this argument. | call it FPTP i.e.
first public and then private. Somebody else called it reverse BOT (build operate transfer) where you et the
private sector to build, operate for 20 years and then transfer it back to the government. Let the gove nment
build it and private sector operate it. These are ways of changing the sequence without which | don’t th nk we
will get a solution.

The third is jobs, which is obviously, if you look at the numbers, everyone is talking about; a one millian per
month increment which is of course 12 million new jobs a year not taking into consideration the backlogy. We
have no experience or record of this kind of development going on. And given that we have always believ2d that
manufacturing is going to be a key absorber of these people, manufacturing growth has been very sluggish.
Particularly, on average, it has not exceeded the growth rate of GDP. It has remained more or less constent. Tha
has created aspiration- aspiration to raise the share of manufacturing from 16% to 25% of GDP. Howevel, if you
look at how manufacturing functions today, compared to 20-25 years ago, it has become highly auto nated.
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Technology has moved so far away- ahead or behind is a judgment-but so different from when China entered
this manufacturing led growth phase. | don’t think @e@ use that knowledge and parameters to decide our
strategy. The number of jobs that will be created in manufacturing, the kind of skills that are required to run a
modern manufacturing operation; these are issues that we really have to deal with. | don’t think that i: is an
automatic kind of transition. Most jobs are being created in the informal sEleétis not necessarily a bad

thing but productivity is really low in the informal sector and the only way we can improve the standad of
living is to improve productivity. The only sustainable way via which the livelihood of people can increase is
through an increase in productivity.

Also the manufacturing sector does not provide us dynamism in production that the other countries have
experienced with their manufacturing and so on. So, this is a huge challenge. These are, for me, some hig issuet
and as | have said before, everybody has their own list and so one could go on. But these are for me the three
most important.

EB: In October 2014, the|finance Minister ArunJaitely gave a go ahead to a new policy framework that
the centre will specify inflation targets for the RBI. How harmful do you think, this will be to the
independence and functioning of the monetary authority of the coutry?

No, in fact the whole framework of inflation targeting is that the central bank is a target taker, the centra bank
cannot decide the @et. It slike saying if you' re playing a game you will set the rules, you’ Il decide where the
goal-posts are. In any modern inflation-targeting framework, the target is set as a kind of understancing or
formal contract, between the central bank and the Government or the parliament or the ministry. For example,
in New Zealand, which | think is one of the first countries to adopt the inflation targeting framework, the
Governor’s job was contingent on the target being met, so he or she could be fired if the target was violeted. In
The Bank of England, it'aot so drastic or dire but every quarter the Governor has to submit a report called
“Inflation Report’ tothe Parliament with justifications and reasons if the target is not achieved. He has to
provide explanations as to what circumstances caused the deviation and why the bank did not respond the way
it should have. So the contract between the Government and the central bank, in this case, the RBI, is a n2cessar
part of the inflation tageting framework. So i8 not a question of harming; the internal logic of the framewo 'k

is that the target is set frooutside. It's likeself-evaluation, you knovthat you’ re doing an exam and you gel

to grade it as opposed to you doing an exam based on certain standards which are set from outside which allows
people or a system to compare across individuals. So, similarly, if the central bank sets the target, it obviously
has a conflict of interest; it could set a target that it’ Il find really easy to achieve. So, the target has to be si2t from
outside and then the central banks performance can be judged on how effectively it achieves the target. And,
obviously, it has to be left alone to achieve the target. It cannot be influenced in any way to do things that are not
consistent. It is here that the autonomy and independence issue comes in. Now whether it works ol not is
separate, larger debate altogether and you have to understand that the framework is not intrinsically ¢ood or
bad, efficient or inefficient. It has a set of requirements; there are conditions that need to be fulfilled that will
allow it to function or not function. Some of these conditions have to do with the relationship between the
government and the central bank; others have to do with the intrinsic structure of the economy, which is, in our
case the variability of food prices that weakens the ability of the central bank to keep a tight lid on inflation. So,
you have to work around those things if you want to introduce the framework.

EB: It has often been alleged that the central monetary authority in India does not enjoy the kind of
independence that a central bank ought to have. What are your views on this?

I don’ tthink there is any sort of absolute standard of independence. The very nature of the appointment process
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of the Governor is an indicator of independence; that is who can appoint the head of the RBI, who can fite him,
who is he accountable to. That is the formal aspect of independence; there is an informal aspect to it tog, which
is the culture of the Central Bank. Even with all these appointments and so on, does the government regularly
interfere with and try and influence the Central Bank. | think you have 180 countries and every Central Bank of
these countries can be slotted somewhere in this sort of continuum.

There are issues of formal arrangement, like in US where the Governors of the Federal Reserve are af pointed
for an 18-year term. Now, an 18-year term would mean that the Governor is completely immune tH any
administrative or Presidential intervention. He can only be fired in case of malfeasance. The Chairman is apoointed
for a 4-year term but the Chairman is also a Governor and here, there is definitely Presidential discreticn. The
President can choose to or not to re-elect someone as a Chairman. But that's the formality of the proc:zss, the
culture is more important; which is regardless of how appointments are made and what legal protectitns the
leadership of the Central Bank has, does the Central Bank and the government behave in ways that institutionalize
independence and give it credibilitfRat’ sthe key question. And | think it varies, certainly both across countrizs

and within the country depending on the economic situation.

On the Monetary Policy issue, you know, when you look at the news there are constant public statements by the
Finance Ministry and other parts of the government that you should do Xisuadly it's toreduce rates, but
effectively | think the Reserve Bank is doing what it believes is the best thing. You can question the merits of an
action, but | think that should be the extent of the questioning and not whether it's being done under du-ess or
pressure.

So I'd say functionallyin my experience and observation, in the current framework that goes back to late 90s
and mid-90s, independence is more or less in place.

EB: In the wake of the ineffectiveness of the implementation of the Jan Dhan Yojana do you think it is yet
another populist policy?

Well, the criticism can be from two sides; it can be an empty promise with no prospects of any impact or it can
be that it’sjust not gone far enough. | think there is a very significant breakthrough in this model comparzad to
what was earlier the case. The first phase of inclusion was emphatic on accounts. More accounts oper ed, tha
meant inclusion. However, one must rementbat account is not a product, it’ slaannel. It dike saying, you

have a TV set, you know but in itself it’s of nse. You have to have something that brings the content onto the
display. So you need to have a cable, DTH or an antenna, whatever it is. Similarly, an account without appropriate
products flowing through it is a meaningless thing. But, again without the channel you can’t pass the product.
So, they are complimentary. The first phase was to create a channel and the second phase is what the Jhan Dhe
Yojana has done, which says fill the pipelines with something that people find useful. The two aspects of the
programme that have emphasised the product side of it and not just the channel side are the overdrafi facility
and insurance. The overdraft facility will be available from April 1 if you have an Adhaar number with the imit

set to INR 5000. Now you take any person you pass on the street who is in some sort of trade, say a vegetable
vendor or a fruit seller; INR 5000 for him as a source of credit is extremely important. Typically, his daily
transactions will not exceed that. It usually falls very short of it. So, he gets to borrow INR 5000 from the
formal sector with an interest rate, which is close to 10%. This means that if you borrow INR 100 you ge: INR
90 to spend. The interest is taken up front. You might say that this is exploitative but at that small level of ¢capital
the marginal productivity is very high. So, if you are borrowing such small amounts your productivity is nigh
enough to justify that 10%. So, people are borrowing at 10% but probably generating a 35%-40% retirn on
capital. Now, if you reduce the rate at which capital is borrowed, hopefully not to an extent that lending becomes
unattractive, then the income opportunity goes up. You are effectively substituting overdraft for his current
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dependence on informal sector. However, there is nothing wrong with the informal sector, as it is just a inarket
outcome. But when you give low cost capital, it is bound to increase his livelihood options.

The second is insurance and that covers both life and financial. These are products flowing through the pipeline.
Thus, the concept of an account or a product and the link between the two is what the Jan Dhan Yojna is trying
to achieve. Therefore, | think that it is a very logical second phase to the inclusion strategy.

Now what are the critiques? One is that is thattan Dhan Yojna ha® promise. | don’ believe it has no

promise for it is a logical extension or logical evolution. | think the more valid critic is the delivery mechanisms.
Can banks live up to the expectations, business models, and organisation structures, which allow them tc operate
at this level efficiently? If not, then what other institutions are you creating to plug that hole? You have institutions
like payment banks, small banks coming in. Are they going to play their role? | think those are questicns we
haven’ tbeen able to answer. Also, the second would be that who is going to bear the cost? Is the government
going to bear the cost or is the account holder going to bear the cost or is it going to be split between the 'wo. We
need to have clarity on this. These are operational details we need to work on. At some point of time sorhebody
is going to figure out what the best way of ddiinig is. There’ Il also be tri@nd error. Things will look like they

are improving and then it’ Il look like they are being implemeniédt’ show systems work.

EB: The RBI acted on therecommendation of the Urijit Patel’s committee and shifted to CPI as a measure
of inflation instead of WPI. Do you think it was a move for the better?

| think there was never any question that the CPIl benchmarking was better than the WPI. It was a matter of
practicality. Before the new CPI was published in 2011 there were sevéamifCPI’sand no national index

and each one had a different composition of basket. So, you could not actually aggregate or combine them to
take out an average as they included different things. So, unless you have a national CPI that replicates or
reflects the consumption pattern across the country, it could not have been used as an inflation index. Ycu could
have said that lets choose industrial workers basket but that again leaves you open to criticism that you are
actually not representing everybodyidgerest. So, the transition to a national CPI was the first step towerds
moving to inflation targeting. Having done that now, the logical issue is that can we use it. However, the move
towards CPI would have happened inevitably. You did not need a committee to focus on CPI. Instead, we need
a committee to look into the transition in the monetary policy framework but not in the CPI.

Having said that, there are issues about the CPI index itself. It is still 47% food weighted and this is a lot. [t is the
highest weighting food has been given in the CPI in all the G20 countries, which is what we should be cor paring
ourself with. So, with food inflation being so volatile, it is sort of difficult to control it and | think that is a knd

of issue that monetary policy needs to keep in mind. And, given that the rest of the index is significantly coniposed
of services, service inflation is naturally linked to wages because services are labor intensive. So, food prices
naturally translates into higher wages and so on and so there is a link between food and the rest. The CF'l is only
four years old now and it is going to take a while to figure it all out. But, in principal that CPI is a benchmark, |
think it was an inevitable process. As long as you have a national index, it is highly justified.

EB: In your ar ticle titled ‘ Gr eek TragedyAct 11?’, you wr ote about how the road to recovery for Greece
is going to be nothing less than bumpy, and with France now being called the sick man of the EU, do you
think that this conglomeration of countries is losing it’ ssolidarity and relevance in the present world?

Well, let me give you a sort of contrast to provide a context for this. India is a fiscal and monetary union. It has

a centralized fiscal authority even though you do have sub power to tax, i.e. cities can tax, states can tay but the
bulk of the tax is collected by the centre. And there is a single central bank with a single currency. But we are not
an integrated market because every state has sub power to tax differentially from others and theretore the
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movement of goods across state borders is constrained. Now, the EU actually evolved in the opposite di-ection.
It started off as a customs union so movement of goods was the first achievement, and seamless movement o
goods. That basically meant a harmonization of the indirect tax system so that you have a VAT across the: union.
Then it moved to monetary union but it has not yet moved to a fiscal union and a banking union. It does not have
a unified banking regulator and it does not have a unified fiscal authority. All it has is a customs union and a
monetary union. Now of course, the customs union is even bigger because the customs union has 32 member:
and the monetary union has 23 members. There are some frictions intrinsically but when you focus, it has
achieved a degree of integration bus itot perfectly integrated, just as India has achieved a degree of integration
but is not perfectly integrated. So, you have very contrasting outcomes. India’s experience would suggest that
fiscal and monetary union go hand in hand and the EU’s also moving towards that. But they started with a
premise that even though they would not have a fiscal union they would accept certain fiscal rules. The Maastricht
Treaty laid 3% of GDP as fiscal deficit target. Now, what happens when that breaks down and when countries
violate the target is really what you’ re seeing play out in terms of fragility and differential impact across countries.
And, then, there is no unified financial regulator so banks in different countries are impacted. The Irish problem
was essentially a banking related problem. All of this points to the great difficulty in harmonizing when you
have multiple authorities. Well, they have reached where they are, and it is the second-generation countries by
and large who have had the greatest difficulty. Italy is a first generation country and one of the original meinbers.
It has also struggled but &'not very much on the news. However, it is all-negative news for the other countries
and ltaly is not very much in that. But France is actually one of the core countries and even though the economy
may not be doing very well, it certainly has both the institutional capacity and the overall economic strength not
to be at the same level of vulnerability that Greece or one of the smaller ones are. The core of the EU i< robust
because they have a common set or a compatible set of institutions. Even though the economy migh' not be
performing very well it’ 1ot under threat of collapse. The peripheries, which are the second-generation entrances,
are more vulnerable. That is partly because when they came in, the institutional development had obviously not
reached the level that allowed them to integrate fully. So fiscal management, regulatory capability and the role
of the state overall are things are that are somewhat difficult. This explains to me why these economies have
struggled and then they are locked into an exchange rate. Let me just give you a contrast between Gre ece an
three Eastern European economies i.e. Poland, Hungary and Czech Republic. They joined the custorr's union
but they did not join the monetary union, so they have flexible exchange rate. If you travel from Germany to,
say, Czech Republic you’ re moving from the Euro to the Czech currency, the Koruna. Floating exchange rate is
a very powerful, very effective shock absorber. It absorbs the impact of external shock and prevents the n from
being transmitted through domestic variables. But Greece is in a fixed exchange rate because Greece is a part
the Euro. So Greek developments do not translate into a change in the effective exchange rate and this mean
that the shock travels through to the real variables. The lesson from this is that the merits of a floating rate are
being demonstrated for economies like Greece. If you don’t have a floating rate there is nothing that abscorbs the
shock. It's avery tricky situation. Greece’s GDP in 20128% below what it was in 2009, over a 5 year period.

We talk about being frustrated and disappointed at 5% growth but Greece has actually declined with the aiverage
of 5% a year. You can imagine the impact it has had on the quality of life. Public services have become corr pletely
degraded because the government has fired so many of its staff. | met a number of people who visited and it
really is extremely disturbing. | think this degree of problem could have been avoided by a floating exchange
rate. Now whether you can go back to this is a question | raised in that article; neither choice is an easy choice.
In 2010, when this option was being discussed, somebody estimated that it would take 9 months to prin: a new
currency because of the lack of printing capacity. The press capacity, the ink, the paper, all of these are not
readily available, they have to be customized. That is a logistic and not a policy issue. The policy issue is are you
better off staying in the EU or are you better off exithagd my answer to that is thitlon’t question the logic

of the customs union. I think the customs union is a very powerful force because seamless movements ¢f goods
and people are very good for a large economy. There are huge risks involved in getting out of this systern; even
if they are short-lived they could have lasting impacts. This is a tricky cWule’slikely to come out of it is

slightly renegotiated terms but | ddriiave a prediction on this.
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EB: From your long experience with Indian policymaking, what are some themes and questions that you
think need attention for future research by young researchers like our readers?

Well, I think that there are two issues that you need to research. | have spent three years of my life in policyrnaking,
else | was always on the periphery. | think one realisation that comes is that because often things won’t\vork in
the kind of time that anticipated, the entire outcome is different. Things can actually look very diffelent
because the variability of time is a factor that theory does not take into account. If you are doing it theoreiically,
say if you are looking at the impact of a procurement policy change, for example, a steady state comparis pn- you
give a farmer a different set of incentive and maybe next year he’ll do exactly what is predicted and that inay or
may not happen. You’ ve made a change, you’ ve expect@ditcome but that outcome did not materialise.| |s
that good or bad for the economy is an open question. So, if people aren’t responding to incentives in the way
that theory predicts, not because they don’t wabutdecause theresomething else that prevents them to
then I think it a significant analytical issue.

The second issue | think is, sort of related, and deals with contracts and governance and so on. How do you
ensure that people deliver? What is the right mix of rewards, punishments, public pressures, incentives and
disincentives that actually allow people to deliver? Now PPP is a very classic example of this because virtually
in all PPP projects, the underlying conditions of¢batract change dramatically. $ou know delivery didn’t
happen. But also, there is a reason for why these conditions change. Why were they not anticipated aijd what
was the contribution of the government to this? What was the contribution of the private sector to this? These
are open-ended questions. The argument that the government should be spending more money on infrastructure
is essentially reflecting this difficulty of enforcing contracts. | think we have to be able to draw from our vajious
PPP experiences to see what exactly went wrong and are there some generic factors that contributed o it anc
how do we address them? Is government the only solution or are there different kinds of contracting framejvorks?

| think that is an important research idea.

So, broadly these are the two important things if you are looking at policy-oriented research. The similal logic
and questions apply to education and health. Also what determines delivery, how can we incentivise thing|s, how
can we govern and monitor things and what contributes to lowest cost delivery without compromising on ¢luality
are questions that can be researched upon.
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WORLD AFFAIRS

Make in India vs. Make in China

Vrushti Jain

St. Xavier’s, Mumbai

SummaryThe article talks about the growing have little appeal to the foreign investors. Howevel,
competition between India and China in thesince the past year or so, investor confidence has byilt
manufacturing sector and the correspondingup owing to the policies of Prime Minister Narendrg
programmes the two countries have launched tdodi, which have popularly been termed af
compete against each other. One on hand, there isModinomics’. He believes that investors will invest
India, which is hoping to make a mark in the worldonly if the economic environment is growth oriente(
manufacturing and on the other, there is China, leavingnd the responsibility to create that kind of al'l
no stone unturned to retain its world supremacysTh environment lies with the government. The ne

article deals with the advantages that India has againsgovernment wants to radically de-bureaucratiz
China and also the tough competition it is up againstoffices, cut paperwork and remove legal anL

v

infrastructural hurdles to starting a business in Indig.
Currently India stands at a dismal rank of 134 amo

T 183 nations in the Wrld Bank’s * Ease to do Business’
In a scintillating ceremony on 25th September 2014, .

Prime Minister Narendra Modi unveiled the much-
awaited * Make in India’ campaign, which aims to turnA boost in manufacturing will create wide spreaf
the country into a global manufacturing hub.employment and increase the purchasing power |pf
Surprisingly on the same day, Chinese president Xieople. It will help create jobs for over 10 million
Jinping silently announced the ‘* Made in China’ people. The program targets 25 sectors, which includs
program, with an aim to retain its manufacturingthe principal sectors like automobiles, informatiof
supremacy. technology, electronics, pharmaceuticals, chemicals,

railways, defense, tourism and mining. With Asig
Though these two initiatives sound akin, they havgjeyeloping into an outsourcing hub for the world, Ind
nothing in common. While India is just beginning toj|| soon enter the league of ‘ the most preferref
improve its manufacturing sector, China is already ifanufacturing destinations’ of the world. ‘ Make in
its second phase. It is trying to attract global marketgdia’ isthe Indian government sfeft to harness this

by providing tax incentives and better infrastructureyorld demand and boost the Indian economy.
facilities. Tax incentives are their major tool to woo

investors. It has adopted a tax policy of 50% tax breakhe announcement of * Made in China’ campaign hgs
on foreign investments and is encouraging its investoet off alarm bells for India. Therefore, the fervor an
through tax deduction on imported high tech machinegXxcitement surrounding the * Make in India’ campaig
to upgrade their technology and increase research angeds to be justified and validated in the near futyfe
|

development in order to boost the manufacturingnd the scheme should be translated into somethihg
sector. more than just a populist campaign. China has begn

pursuing its dream of being a manufacturing giant singe
On the other hand, India does not have much to offdr976. Over the past years, it has made seV(ﬂa

other than high demand and cheap labor. With theonsistent reforms to enhance its economy and bogst
crippling infrastructural facilities, inefficient transport the manufacturing sector. Given the simple fact thgt
system, chronic blackouts and lengthy processesur markets are flooded with Chinese goods, certainjy
involved in setting up a business, India is likely tospeaks a lot about their achievement and determinatign.
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For years now, China habkeen the world’s Manufacturing sector contributes only 15% to India’
manufacturing powerhouse, leveraging its cheap labdéDP and the government wants to increase the share
to dominate global trade through increase in export$0 about 25%. Many large companies such as Relia
But China’straditional advantage of cheap labor isTata motors and Micromax have already started sett
slowly waning off due to increase in labour costs. AlsouP manufacturing plants across India. This is a ve
China has been appreciating its currency by 30% sindtositive start to the * Make in India’ campaign
2006 due to pressure from the developed worldiowever, India has a long way to go for the road ahegd

particularly the United States of America. This hadS interminable. Further, many counties that rank highgr
definitely taken a toll on its attractiveness as gnan India as far as manufacturing is concerned, haye

manufacturing hub as the total manufacturing cost h2S1e" chances of gaining by China’s loss. Itis fair

shot up and is likely to shoot up further in the future 2PParent that India window of Opportunity Is s_hort
lived and we must not squander this opportunity. The

Herein lies an opportunity for India. We are a countnyifference between ordinary and extraordinary is|p

with a strong labor force of approximately 500 million little extra and to meet up this difference we must so ln

workers including unskilled labourers, scientists, g8t our acts together, work harder and one day live

researchers and engineers. According to the US Bured{fam of becoming a manufacturing colossal.

of Labor Statist?cs, the average _Iab,or cost in India iSUnIess India stands up to the world, no one will

$1.46 per hour in contrast to China’s $3.50 per hourrespect us. In this world, fear has no place. Only

Apart from cheap Iabor,_we have s_everal Othe_étrength respects strength.

advantages such as engineering skills, a steadily

growing domestic market and a raw material base. -Dr. A.P.JAbdul Kalam
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Can Regionalism Lead to Multilateralism?
Debasmita Padhi- 3 year

SummaryThe article aims to answer the question:trade agreements impact multilateral tradg
Are regional trade agreements a stepping stone olberalization.

stumbling blocks in the process of multilateral trade“Effective multilateralism requires some form o

' ization? . o
liberalization’ regional oganization.” RTAshave ceased to be
regional and have now become “interregional” i

_ nature?
Introduction

) ) ) __Trade in history: An overview
The debate on multilateralism versus regionalism is

not new. Some scholars suggest that regional trade textbook of international trade would undoubtedly
agreements are a stepping-stone for multilateral tradgart withAdam Smith’swork. Adam Smith’s
liberalization while others who are major proponenthenomenal book ‘ An Inquiry into the Nature ang
of free trade say that it is a stumbling block. This essa{auses of the @alth of Nations’published in 1776
tries to establish how RTAs can prove effective inaid down the basics of what we call classic
promoting multilateral trade liberalization while €conomics and also advocated free and unrestriced
examining arguments against it as well. We examintrade policies. He believed that internation
the history of world trade and formation of the GATT competition would be much more beneficial to natio
briefly before moving on to an analysis of the majoithan mercantilismi> Mercantilism was characteristic
research undertaken by international politicalof 18" century Europe where government us
economists to determine the extent to which regiondlrotectionist measures for improving gains from tra
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One country’ ®xport is the other’s import and hence, A major criticism related to the GATT was the fre
it is not possible for all countries to g&fAccording  riding problem associated with MFN status (continu
to the absolute advantage theory, countries shouid WTO). According to the MFN (Most Favoure
specialize in production of goods in which they haveNation) clause, every country must give equ

absolute advantage in production if it can producéo trade policy* Hence, if a country lowers trad
greater amount of output using same amount of inputbarriers for a particular good, it has to do so for
But, even if a particular country has absolute advantagggnatories of GATT. This provision has been includ
in production of both goods (in a 2 good model), itin order to prevent discrimination against particul

production of one goo#And thus, there are benefits mutually exchange trade barriers reduction, it

this period, the North saw industrialization while thenecessarily reciprocate. This creates two kinds
South saw de-industrialization and North-Southproblems. There is no incentive for member natior

of colonial rule and Great Britain was the world’ sthey, themselves will not reap the entire benefits fr
economic leader. In the interwar period, the era ofiberalization®® The enabling clause in GATT allow:
relatively free trade was replaced by protectionisnfor preferential trade agreements in favour
which was one of the reasons that led to the Greateveloping countries and Article XXIV of GATT
Depression. After World War II, the US emerged asllows for RTAs* These two clauses override theg
the economic superpower and it pushed for economMFN clause.
: o :

:L?Jirg;lzifdn' ILhIDe BIM 5 n(tltra]:ﬁg]t?gr? glal gl ;: IS ta:crgr The number of RTAs has shown an upward trend sin

Reconstruction and Development) or World Bank wer he early 1990s but since the early 2000s, there |

an absolute advantage. A country is said to have dareatment to all signatories of the GATT with regard§

will have a Ricardian comparative advantage ircountries. This implies that when two countrie

from specialisation and exchange. The first wave oAutomatically extended to the other members of GAT]|
trade globalization existed from 1860-1¥1Buring WTO. The other members may not, howeve:l
f

income gap increasétlit was the peak of the period to enter into negotiations as others may free ride Ld

or

: . . een an exponential increase which has been a m
set up for worldwide economic cooperation. The P

International Trade Organization (ITO) was envisageﬁncem for economists and political scientists. Amo

as the global trade organization but as the US Congress.

did not support it, the GATT (General Agreement 0g.u%nlon), The European Free Trade Association (EFT,

Tariffs and Trade) that had managed post war tra 22 ';grlj?hémeggﬁrggiel\};?ggaﬂE%rg%]tsg\:%FI_A
negotiations became the global trade organization. Thfssociation of Southeast Asian Nations (ASEAN)’ Fr
GATT/WTO follows two major rules: consensus andT de A AFTA d The C Market
single-undertaking. It was originally a provisional rade Area ( ), an € .ommon Marke

institution until the World Trade Organization (WTO) Eastern a}ngt S.OUtth Af_gca (%O'\t/”tEhSA)' tSo;n
replaced it in 199% GATT was highly successful in \gures might give us an idea about the extent

bringing down trade barriers substantially through it%r'l?ﬁ!ge;?;?:ci()fr()rggll?rr;?jlet;a(:geerféﬁf[asn;)%rt]\t\?ef(sflx\vz
various rounds of discussions. This was the secon p 9

round of globalization that industrialized the South
and reduced income inequal®yEarlier, it was
possible for US and other major countries to steer th

RTAs as of 15 June, 2014. 379 are in force curréhtly

more countries. The WTO has been notified of 58pb

Free trade agreements (FTAs) and Customs Uni@n

e best known are The European Union (a custorps

vV

direction of international negotiations. Now, with the&:US) are the two major kinds of RTAs. FTAs give

emergence of many power blocs like the BRIC (Brazil,rlse to free trade areas where all tariffs, |r_np_ort quo
nd preferences on most goods are eliminated,

Russia, India, China) economies, the OPE le. the E Uni Memb ¢ F
(Organization of Petroleum Exporting Countries),theexamp €, the turopean tnion. Viembers ot an

emerging market economies, this ability of theMay follow autonomous external trade policy while

developing countries has reduced. These countries a%J 'S a type_of FTAinwhich me_mbers have a comm
xternal tarif®® FTAs and partial scope agreemen

willing to go to great lengths to bargain for better deal§

and has led to the current stalemate situation in WTC?. .
customs unions.

ccount for 90% and the rest 10% is made up |¢f

L
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For or Against: An Analysis pronounced in case of developing countries rather th
The * hetti-bowl effect” first d bv Bh i developed like UK and the US. However, since the
€ “spaghetli-bowl efiect” Tirst used by Bhagwall, i, i raies are already quite low, there may not be rog

IS arll oft regeated_argument agfalnst R-:-AR?AWhEn fr much change. This is proved by a simple yet logigl
single member nation s a part of severa S t ergnalysis that shows marginal cost (economic) of high

are different, _complex rules Of_ origin an_d diﬁeremtariﬁ rises while the marginal benefit (political) faffs.
standards. This leads to lobbying by various groupgiace. resulting in the afore-mentioned behaviour [¢f
and hence, transaction costs. There is a possibility of i policy.

trade diversio¥® Trade diversion refers to the fact that
an RTA might shift trade from a more efficient supplierGary Huftbauer stresses on the fact that through frge
outside the RTA, towards a less efficient supplietrade areas there is a possibility of zero or near-z¢fo
within the RTA. Trade creation refers to a case whertariff rates which is consistent with the main goal of
the RTA allows supply from a more efficient producer.pringing down tariffs. And though, regional trad¢
An RTA has both the effects. World trade is,agreements have their own problems, they are faifly
increasingly, being channelled through theseeasily settled between the participating countries, |t
agreements and it stands in stark contrast to the mdsgst better than the pace of international negotiatioffs.

favoured nation criteria of the WT€Hence, there is They give faster resultSltis true that regional trade
a need for simplification of the world trade regime. agreements are easier to negotiate because of the fejver

_ number of members involved and common interestg.
Freund and Ornelas state that measuring the extent-phe WTO involves a large number of member nation
trade creation or diversion is based on assumptiongsg to be precise (as of 2 March, 2013) and thou
Even then, based on a wide range of studies, thajere is interest group formation which reduces th
conclude that trade diversion is the exception, whileffective number of members, the number of effecti
trade creation, the norm. Moreover, the magnitude ofroups with diverging interests has increased grea
trade diversion is in such cases is insignificant. The ] ] ] )
further suggest that, bilateral agreements have oftéri'@gwati also talks of the selfish hegemon which tri

led to more gains than losses as Governments af@ Salisfy its demands through FTAs with the weak
careful while choosing trading partnéts. trading nations rather than by multilateralism. Th

point being that, if US tried to bargain at the
Another major bone of contention is the Article XXIV international level, it might not have got as good
of the GATT,"“4.The contracting parties recognize thebargain as it could through one-on-one negotiatio
desirability of increasing freedom of trade by thewith smaller, especially, developing countries. Thoug
development, through voluntary agreements, of closeéhe Uruguay round was successful, NAFTA was
integration between the economies of the countrieBurden for the US during talks and NAFTA was
parties to such agreements. They also recognize thiéiat time given undue importance instead of the WTP
the purpose of a customs union or of a free-trade areggotiations® The free trade agreements might ha
should be to facilitate trade between the constituerlieen a strategic move on part of the US. Howev
territories and not to raise barriers to the trade of othdpday RTAs are being finalized between ma
contracting parties with such territorie&.” developing nations, under-developed nations etc. The
) ) ) reach of RTAs has extended well beyond regional
Though it has been clearly outlined in the clause, thqjecome trans-national. The driving force being, thdt
member countries of RTAs are not to raise trad@ach pation wants to get the best deal and best bargdins
barriers to other countries (non-member), it is arg“eﬂossible. There is increasing awareness of tffe

that there is relative increase in trade barriers imp“Ciitnequalities embedded in the system against tHe
in such a casEWhen member countries reduce tariffs geyeloping countries. The conflict of interests is faf
for each other while keeping external tariffs from peing solved.

unchanged, the relative tariff levels for non-member _ _
Countries Would increase Simultaneously. It is a.ISO Sa|d that one Of the major reasons f0r tHe
proliferation of The RTAs/FTAs is the failure of the

Freund and Ornelas show that there is a tendency fgjoha round. However, this exponential rise had startgd
external tariffs to fall after a RTA which is more from the 1990s and continued in the 2000s.
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(As per the World Trade Organisation website) hurt the world economdf.Although, banning of such
agreements is not what is being debated, it gives|fn
idea about the importance of bilateral agreements.

; Levy argues that bilateral agreements reduce politicgl
i support for multilateral free trade. The more politicall
popular a bilateral agreement is, the more likely it“;
to undermine support for multilateralisthAnd
popularity would arise from economic benefits. If thg
economic gains from such regional agreements
high enough, there is not much incentive for memb
TR : 2=pa nations to propagate free trade on a global scale.
Bt e S co i = T same point is highlighted by Ornelas who notes t
the source of failure for multilateral trade may be t
The failure of Doha undoubtedly has acted as a catalysticcess of the bilateral agreement in itself. If the gai
in the process but cannot be the reason. Talks on th&m trade through bilateral agreements is lar
international level have always been slow toenough, these countries would not be willing to suppokt
materialize. Even the success of the Uruguay rounghultilateral trade?
was not possible before crossing several hurdles. The

recent abandonment of the Doha round has, howevéfedionalism, by allowing stronger internalization @
been the longest and most impactful. the gains from trade liberalization, seems likely 1@

facilitate freer trade when it is initially highly
Multilateral trade liberalization definitely sounds asrestricted. Winter raises a fundamental question abgut
the ideal. If there was a free trade regime across thew we define multilateralism. Whether it is the degref
globe, it would definitely be a win-win situation for to which discrimination is absent and/or the extent
all provided all countries can benefit. The gains fromyhich the country’ ¢rading regime approximates fre
such a process cannot be limited to a few countriegade. The definition used will require differen
because if it is so, the losers of the process willeasoning. Winter also talks of a brilliant analysis
definitely make attempts to stall its progress. EvenEthier (1996) that shows how multilateralism leads
country wants a larger share of the pie. Free tradegionalism. Developing countries are initially not ver
cannot just mean opening up of markets of thepen to trade. As the world trade liberalizes, th
developing countries indiscriminately. The developedyradually realize the benefits of opening the econo
countries are unwilling to negotiate on issues whiclBut, if all developing countries were to simultaneous
may harm their domestic economy adversely (fobring down controls, the investment from develope
example, US and agriculture sector). The playing fielgvorld may not necessarily flow into their country,
is heavily tilted in favour of the North in these Through regionalism, these countries can ensyfe
international discussions and until and unless there javestment in their own country and will lead to furthe
an even playing field, the North-South chasm woultpenness and reforrés.

continue to widen and free-trade would remain the = ) ]
dream. Institutions like the Asian Development Bank seek

promote regional cooperation in Asia and deig
Riezman uses a general equilibrium model to showegional FTAs as the way forward. South Asia h
that welfare losses from banning bilateral agreementg@mained relatively fragmented because of its politicg
are quite large and can surprisingly, lead to more@jstory but efforts are being made to strengthen trage
protectionist measures and so the potential welfarglations. This will improve their bargaining powet]
losses are high. Even bilateral agreements may leagh a global platform. They can help deepen producti}n

rudsin ra

=4

—

to more protection if trading blocks are of networks for global value chains. It can also help
approximately same size but the welfare lossegrowth of foreign direct investments through reductia
associated with it are quite low. Banning such bilatergh cross-border impediments. Rationalization of ROQ)
trade agreements are a very risky trade policy and wiind upgradation of their administration for examplg

vl
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by using information technology would help mitigate Conclusion:

the “noodle bowl"effects®* In fact, there is a lack of Thus. regional trade agreements definitely have dn
information in the industries in South Asian countries » T€9 : g . etinitely j
mpact on multilateral trade liberalization proces

that has led to under-utilisation of even the existin hich cannot be ianored. Many arauments emphas ke
trade arrangements. Studies conducted by the AD ; 9 ' y argu P
e negative effects of regionalism. But whej

reveal that in the South Asian region even SMEs (sma -
9 ( nternational talks have been stalled and there are|po

and medium enterprises) view FTAs as beneficial

rather than burdensome. With proper trainin signs of revival, RTAs are the only feasible option f
%

programs, even they can benefit from these program _orld trade: Regionalism may bg the process by.Wh'
They get wider market access, easier access e world will move towards multilateralism. Region

intermediate goods. Although the transaction costg"’lde agreements are way ah_ead N terms of the IS9yes
involved may be higher because of complexities arisin%?v_ered' They take into consideration many sensitije

out of different ROOs, the benefits are far higher. FofPPics which will certainly pose further challenges if

EastAsia, a single FTA can help iron out the difficultiedn€Y are to be posed for discussion on a global platfo
arising out of multiple ROOs (rules of origin) andAnd hence, regional trade agreements seem to be
standards. Further, after the East Asian financial crisf!ture. Multilateralism is not the norm and will not b
of 1997/98, the need for a mechanism of regiondl the near future. Hence, if countries do not ent

cooperation for stability and growth has beerNto irade agreements, they are missing outonam
recognized? opportunity for growth. The fear of exclusion fro

lOI'
o _ the gains from world trade is one of the major reasofs
India is a part of almost 15 RTAs (South Asian Fre%hy countries are Jump|ng onto the regiona| traa

Trade Agreement (SAFTA), South ASian Preferentiabgreements’ bandwagon. It does not seem t t
Trade Arrangement (SAPTA), Asia-Pacific Tradecountries are working towards building a multilater
Agreement, ASEAN-India and others) but neither hagystem of trade liberalization anyhow. As natior(
any major influence on world trade. It is being feltprogress, especially developing countries, there mgy
that India has lost from not joining the RTA bandwagorye 5 time when all countries are on the relatively salIe
as other countries have. Even, the few RTAs it is fevel of economic and political power. Then|

part of have not been utilized efficiently. India needsytjjateralism may be the order. And regional tradp
toimprove its trade relations noton_ly with its reg'onalagreements will be the stepping stones for reachif}
neighbors but also other developing and developego; evel of worldwide economic integration. It doej

countries in order to grow economically as well as,,t rea|ly seem possible, in the current scenario, 1I>1r

form strategic alliances. If Ethier’s argument (asq, ntries to chart out a path for multilateralism throu

mentioned above) can be applied to the Indian Case’éfep-by-step multilateral liberalization. This is not t

can ensure enough profitable investment in the fo”an that because of this failure, all efforts for taking
of FDI'in the country. multilateral trade talks to the next level should be giveh
We can take the case of Latin America wheralp. Persistent endeavours in that direction, by tfe
regionalism has been a building block for multilateraimajor economies of the world, are necessary if we afe
trade liberalization. Latin America has a complex welio realize the dream of multilateral free trade.
of overlapping preferential, regional and free trade
agree_ments due to economic reforms implemente_d ilgilbliography
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Who Bit the Dragon? Understanding China’s Downward Trajectory

Falak Arora- 2" year

SummaryChina’seconomic thrust on the world map Rewind back to 1978 and China would have been gie
has increased over the years. So much so that it wasthe poorest countries, cowed by the puissant powslrs
predicted to be the next superpower of the world. Budf the world. Since then, of course, China hak
since, a few dents have appeared on the picturesqugiraculously steered its economy, such that it seefps
growth. Zooming in on the fault lines would pointto betray its own history todapeng Xiaoping, China’s
towards a structurally weak growth model, a corruptreformist leader triggered the economy’
government, rampant investment in infrastructure andinprecedented chase in 1982 to realize its potentjfl,
a pending need to inease workersiwages. There isa catapulting China to the front. In 2012, Chin
need more than ever, to shift to a consumption driveaccounted for close to 15% of the world’s GDP anji
model from the present export driven model. The onlyas lifted more than 500 million people out of poverty
silver lining is that the government seems to haveince(World Bank). Althoughyhat's redoubtable is

acknowledged that the so-called Chinese dream neegise speed at which China has ascended to the t@p.
immediate rescuing. Over the next few years, whil€hina recently overtook U.S, adjusted for purchasing
the same growth rates witmain elusive for China’s power parity, as the world’s lgest economy. Its GNI
citizens, it can still be saved from Japan like conditionger capita is close to $11,805 PPP dollars, almost |7
if the right policy changes penetrate the economy. times more than what it was in the1970s.(McKinse
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miracle’. If its critics and the recent growth data are talebt—the sum of government, corporate a

be believed, China is headed for a definite slow dowrhousehold borrowings—has soared by 100% of GL
Growth in China has fallen to 7.4%, the lowest sincesince 2008, and is now 250% of GDP; a little less th
1990(The Economist). With rising manufacturingwealthy nations, but far higher than any other emergi
costs, softening demand, and property slump, themaarket’ (The Great Hole Of Chind)his has given rise

are definite signs that the economy is sputteringto shadow banking- a kind of lending that doesn’t ma
Mounting debt and increasing job losses, spell bad dayts way to the banks balance sheet. Such massiye
ahead. Chinese premiii,Jinping calls this the ‘ new lending to inefficient businesses will lead to inflatior]
normal’, as there is a fervent attempt to shift its exportand rising production costs, causing China to lose |
led growth model to one driven by consumptioncompetitiveness in exports. The past would teach
demand. The Chinese middle class, which has becortigat any country with such debt bubbles have a h

accustomed to the fruits of economic growth, has bedanding. Japan, in the 1990s too pretended that
worst hit, with rising unemployment and falling wages.banks were solvent and firms productive, but is no
According to Financial Times, fall in demand for oil caught in stagnation, that has lasted forever.

in China too contributed to the overall slump in oil

prices. China is even more dependent on exports than Jaffan
[
n

However, ominous predictiomew cloud the * Chinese years China has been on a borrowing binge. Its toal
n
n

g

o wn v

(%]

ever was. Despite the governments reassurances afjout
Mapping China’ ggrowth model would tell you that it plugging financial loopholes, non performing asse
was always built on shaky foundations and hence, thie 2014 have risen at a pace faster than in 2013. T
strong tremors. Ching’ export driven model largely has incredibly weakened the banking sector. Debt
follows from Japan and South Koreaeconomic China grew at 16% in 2014, which is even higher th;
models, wherein exports and investment fueled bijts GDP growth(World Bank).
credit are the major drivers of the economy. Low wages
while attracted business from around the world bufollowing the stimulus programme and availability g
kept the internal consumption demand low. Hence, th@@sy money, China undertook over 100 ambitioys
economy is dependent on export demand, which hégfrastructurg projects. The overd_rive has been sug¢h
been drying up, ever since the financial crisisthat well built roads were rebulit for the sake a
Economists now worry that China will soon experiencélénerating economic activity. This has led to the

the kind of deflation and stagnation that Japan an@reation of ‘ ghost cities’- completely uninhabitedf
South Korea did. empty cities, with world class infrastructure. The

worlds largest mall New South China mall, barely seds
After the financial crisis of 2008, the governmentany visitors. China is replete with copious bridges
induced a $652 billion stimulus package intofactories, malls etc which lie completely
the economy, in a bid to avoid unemploymentvacant.According to CNBC, ‘ Chinajgoblem now is
(Bloombergview). The government directed heavythat each yuan of new investment is yielding |
funds into its state engines, to prevent them frondiminishing amount of new GDP’(China Risks
closing down. China controls the banking system oFollowing Japan). So while short term jobs anl
its country; hence its state owned companies have @tonomic activity was created, much of this ne
all-time access to cheap credit. The government haspacity was not required by the market. Adding tp
been accused of creating a large number of state-own#ds enormous bubble is Chirsahousing sector. Easy
companies in industries such as energy, telecommmoney, encouraged developers to build properties, a¥d

S

nications, infrastructure, and auto making, which arexpectation of inflation induced potential home buye
inefficient and corrupt. The banks prefer lendingto save money in the form of property. But the suddgn
money to such low risk avenues than the private playersse in housing prices has led to a large number |pf
or budding entrepreneurs, thus, preventing the flomnsold houses. Developers are now left with a large
of funds into possible profitable ventures to revive thalebt which they cangay off and are rampantly exiting
economy. This major misallocation of capital tothe business. The risk further remains that if thege
unproductive firms, are the first signs of a debt crisigproperties are not filled soon, they are likely to rema111
in waiting. To quotélhe Economist’ For the past few empty forever.

N { 54 ) 7




—(Aapoorti | 20 15%
f N\

The surplus labour advantage that supported China&he demographics need to be rebalanced and so Chgna
growth model has dwiled thanks to the * One Child must do away with its * One-Child Policgompletely.

Policy followed by the republic. China’population  Farmers, in China, do not have property rights ovgr
is ageing fast and by 2050 people above the age of @feir land. It can be confiscated by the governmentl
will form 30% of the population as opposed to 15%gnd when they wish to. Such rights need to be give
now, while the working age poulation will fall ggpecially to those at the bottom of the pyramid. The

sharply(The Economist). Manpower, a businessis 4 clamour, more than evésy China’simpending
recruitment firm, has estimated that workers may evef,oq to transform to a functioning democracy.

need to be imported by 2030. This has created a dire
need for a large pension system, since single childregis the pages of history that predict the future. China;
may not be willing or able to take care of their familiesgtyre  ofcourse, seems saturnine. It is thereforg
alone. important for the Chinese government, to realise
I;'-1|bility to alter the future, and to protect the aspiratior

o =~

[72)

(2 2)

China needs to rebalance its economy, away fro d4d i ol
investment and more towards consumption. A viey?"d dreams of its people:

that even _noted economist Paul K_rugman has REFERENCES
supported is that in any economy with such high

growth rates, consumption should form a much largef.  http://mvww.economist.com/news/leaders/21625785-its-detpf
share of the GDP. Private consumption relative to GDP  will-not-drag-down-world-economy-it-risks-zombifying-
is still the lowest in China, as compared to other major ~ countrys-financial

economies. And with fears of inflation, due to rising2. nhttp://www.businessweek.com/articles/2013-10-09/4
production costs, goods are likely to become costlier, slowing-china-needs-reform

futher deter_'ng private consum_ptlon. Already due to http://www.economist.com/news/finance-and-economicsg
poor health insurance and pension system, households 21627627-new-study-asks-how-long-chinese-economy-cag-

are forced to save more. Chinaaving rates is among defy-odds-even-dragons-tire
the highest in all economies, close to 5_1% of the  hitp/amww.economist.comnews/leaders/21601027-worlds
GDP(CNBC). According to théMF, “without sake-and-its-own-china-needs-change-way-it-builds-angt

fundamental reform to rebalance the economy toward runs-its
consumption and stimulate productivity growths. nttp:/mwww.forbes.comisites/kenrapoza/2014/07/30/the-fouf
through deregulation, growth is likely to slow trends-driving-chinas-future-growth/
conS|derany._” Apart from 'thIS _the service sector has 8 http://lwww.bbc.com/news/world-asia-china-21666152
large potential for creating jobs and needs heav%

investment,while the banking sector needs to be give
financial independence to play along the market rules$. http://www.cnbc.com/id/100922670

http://lwww.imf.org/external/np/speeches/2014/060914.htn§

Anatomy of Alliances

Upasana Majumdar, South Asian University
Parnika Dar, Madras School of Economics

Summary”Nations have no permanent friends or compulsions and international dynamics bg
allies, they only have permanent interests”. This articletccommodated.
aims to validate the above statement made by Lord

Palmerston in the F9century.The analysis of India’s

relations with USA, UK, China and Japan forms theThe character of Bhishma in the Mahabharata claingﬂjl

o

basis for the conclusion that nations are guided byhat “the force of circumstances creates friends a
their own self-interest rather than historical friendship.foes” and 'fh'S sentiment was again echoed in L
Therefore, lasting alliances requires that both domesti€almerston’s statement the 19" century when he
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asserted that “Nations have no permanent friends dridder in the tender process for defence aircraft, it wigs
allies, they only have permanent interests.” This holdmet with much disbelief in the UK and German
well even today. Global frictions have waxed andndia’s Ministry of Defence emphasized that pric
waned, public sentiments have ebbed and flowed, alliegould be the most important factor in its decisio
have become enemies and vice versa. Nations acroBge Rafale was quoted to be 15-17 per cent cheajer
the globe have strategically and rationally chosen alliehan the Typhoon. Rafale has an advanc
so that they get the maximum payoff possiblereconnaissance pod and the latest electronic scanjed
something that game theory will also endorse. Nationarray radar. None of these features were offered by
states take into consideration the needs and interestee more expensive Typhoon. This contract w
of other nation-states only when these other natiorimportant for Britain because it would have provid
states are ‘ credible threats’ i.e. they have the power ® significant boost to their national economy
threaten or perform damaging actions. particularly, in the hard-hit manufacturing and defencg
sectors. Even though India and Britain have been alljgs
Our new government is committed to forge new alliegg, g long time, but the warmth of that partnershij
and rekindle the warmth with the old ones. A VerYwasn'tgood enough to seal the much-needed deall|n
cautious approach has been taken in dealing with thgyor of UK. India chose to go with the bidder whd
nations that India doesn'det along well with.  sepved her interests the most (i.e. gave the maxim{m

and promoted on a huge scale to lure international

investors with superior technological skills to exploitINDIA - USA

a skilled Indian labour force. Many leaders from across =~ _ . _

had separate political trajectories and national interegts
India has the world’second largest population. for decades. But post the cold war, a lot has changgd,
According to GDP measures, it is the third largesand pragmatism and enlightened self-interest haye
economy irAsia. India has the world’second largest brought these two countries together.
army and it is expected to become the world’s fourth _ o
largest defence spender by 2020. The country sharé§€ Indo-U.S. strategic partnership is based
a 2,500-mile border with China and sits near criticalncreasing convergence of interests on bilaterd,
chokepoints in the Indian Ocean, through which ovefégional and global issues. However, in April 201
80 percent of the worlé seaborne oil passes, alongthe Ministry of Defence rejected bids from US firm
with almost one third of global trade. Thus, India is ar-0ckheed and Boeing, which offered the F-16 Fighti EI
important player in the geopolitical dynamics and it’sFalcon and F/A-18 Hornet, respectively. The reject
in the interest of many nations to forge an allianc&Va@s consistent with the Indian governmentefusal
with it. New Delhi is learning well the art of treading 0 Sign arms transfer agreement with the US. Ta]e
the dicey waters of pleasing allies along with signingveakened ties with Pakistan gives India an even greafer
profitable deals. Plethora of international examples§ignificance inAmerica’s eforts for stability in

supports the above claim. Afghanistan when most NATO troops leave by the engd
of the year. AlsoAmerica’sdesire for co-operative

INDIA — UK relations with China have degenerated into a form lf
strategic competition, thereby favoring India as

India and the UK have a shared history that goes baggtner.

to the colonial days, and these historic links make

Britain (to quote Mr Cameron’s phrase) Indighartner  Overall, howeverAmerica’ seconomic ties with India
of choice’. The large Indian diaspora and other softlo not come close to the huge, symbiotic relation||t
ties, all lend warmth to the Indo - British relation. So,has with China. India itself now trades more with ChirJ
when the Indian government choose the Frencl$74 billion in 2011) than it does with America ($5
consortium-led Dassault Rafale over the UK—Germaillion), and undoubtedly, American officials would
consortium-led Eurofighter Typhoon as the preferredike to see that change more in their country’s favoy
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INDIA — CHINA India to seek peaceful relations with China. In the
_ _ ~ meantime, closer defence engagement with Jappn

China has also extended a warm hand of friendship tight be helpful in ensuring its longevity. This neef

Mr Modi. The first telephone call Prime Minister Modi ot pe anti-China in nature (which India can ill-afforg

received following his May swearing-in ceremony wasanyway), but rather a contribution to maintaining peage

from the Chinese Premier Li Kegiang who for 40514 prosperity in the region.

minutes conveyed China’s desire to build * robust ties’

with his new government. Despite the recent ChineseONCLUSION

Indian standoffs, the deployment of additional troops

and weapons near their contested border, Chin¥ations are led by their own motives and nothistoriﬂl

backing Pakistan and a growing Chinese presence ffiendships. India and the United States have commgn

the Indian Ocean, Beijing and New Delhi enjoyinterests in fighting terrorism and in providing
increasingly productive ties. strategic counterweight to China. But India has |p

fruitful relationship with Iran that Bee’s no reason to
Between 2003 and 2012, the trade between the twaever. France and USA are also allies, but France gid
countries increased by an average of 30 percent eaqbt provide much support in the war in Irag and though
year. Their armies are conducting joint military UK supported the US in Irag, the US didn’t providg
exercises, and in February 2014, China offered to fungb much support to Britain during the Libyan wa
Indian infrastructure development with $300 billion Russia and USA were involved in the cold war fe

in loans. The synergistic benefits from this alliancejecades ago, but Russia did support the US in the
could boost the economies of both nations, if both arg Afghanistan.

mature enough to handle their differences smartly.

ar

Preventing the domination of any single powe
INDIA - JAPAN promoting democracy, fostering economic growt

_ _ reserving global commons, promoting ener
China has played the cupid that has brought about t %curity, safeguarding the global environment a

_recent Indla-Japa_m honeymoon. Jgpar_l is open ab hting terrorism are few-shared interests that for
its strategy of being an ally of India with an eye OMor break allies. But, shared interests do not mean t
China, while India remains the bashful bride, enjoyingany country will SL'Jbordinate its national interest
the attention of the two leading Asian economies. Nevlvssues such as competing national preferences, abs
Delhi not only secured huge economic invest_mentfronaf any tradition of cooperation, and divers’ity o
Tokyo but also found a partner for economic groWthdomestic interests may not allow countries to form

Japan has committed to investing nearly $34 biIIior?ormal alliance. Most nations want to lead, and nof

in India; it is involved in almost seventy|nfrastructure_W(,jm,[S to be subservient, so, whatever engagem

g:\oéeizsr (eremﬁ;igel;ng ?:ggtéattidgi?ngotﬂ:l't:\i/fsd,'emerges, it has to be sought on equal terms. Stateg
' P9 today, requires nations to accommodate both domegic

relationship to a “special strategic” partnership. . . . : .
, . : . compulsions and international dynamics for a lastinp
Japan’s dificult relations with China may have nudged alliance

it to look for stable economic opportunities and for

_India, it helps, as it can now more c_onfidently present REFERENCES

itself to the world as the next best investment option

after China, because of the two assets India has thkat http://www.forbes.com/sites/stephenharner/2014/09/03ﬂ-
China does not: democracy and non-aggressive japan-india-anti-china-alliance-no-this-is-about-economic
diplomacy. 2. http://www.economist.com/node/21556935

at

nce

. . . . . 3. http://www.bbc.com/news/world-asia-india-16809532
But India will have to balance its relations with these P

two countries wisely. As a neighbor, China must surelﬁ‘- http://www.mea.gov.in/Portal/ForeignRelation/India-
remain India’ spriority. National interest will drive U.S._Relations.paf
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Is Dollar Losing its Status as a Reserve Currency?

Pallavi Wats- 29 year

SummaryThe writer explains why the dollar is losing European Union to deal with it directly through the

its lofty status as a reserve currency and if there is fespective central banks’ currency swaps thereuy
possibility of it being replaced by any other currencyy,giging the usage of the dollar which up till now hak
in the near future. been used dominantly as a universal currency.

Why has the dollar started to lose favor? The dollar||s
susceptible to losing its vaunted position as first reserye
currency to any major trading country that stopg
inflating its currency. There is evidence that Chin
understands what is at stake, and therefore it hts
increased its gold holdings and has instituted contrgjs

Towards the end of World War II, the US dollar wasto prevent gold from leaving China. If the world’s
given the status of reserve currency by internationgiecond largest econoragd one ofhe world’s greatest
treaty following the Bretton Woods Agreement. Therdrading nations tie its currency to gold, demand for
was no Other Currency that Could match the do“aﬂ,he Yuan W0u|d increase a.nd demand fOI‘ the dOI ar
despite the fact that it was * delinkeffom gold. The would decrease. In practical terms this means that the
phrase * full faith and credit of the United Statesworld’s great trading nations would reduce the

Government’ was sacrosanct throughout the world. holdings of dollars, and dollars held overseas wo
flow back into the US economy, causing prices

Afew years later, a number of governments are callinghcrease.

for the replacement of dollar as the world’s principle

reserve currency. Reserve Currency is a currency thAfthough steps have been taken to diversify glo
is held in significant quantities by governments andurrency requirements, and despite calls for cha
institutions as part of their foreign exchange reserve®y China and other nations, the fact remains that

It is commonly used in international transactions andlollaris likely toretainits lofty status as the world’
often considered as safe-haven currency. reserve currency in the immediate future. The U.

has the largest economy, the most liquid a
A definite trend in the direction of * de-dollarization’ accessible financial markets and a readily trad
can be easily seen from the decline in the percentageirrency and despite financial problems, is sti
of dollar denominated securitiesire world’s reserves considered a ‘ safe-haven’ periods of turmoil. The
(i.e. from 90% to 62%). China, which holds $1.3US economy is the dominant player in global trad¢.
trillion of U.S. treasuries and other debt instruments,
has been calling for the end of the dollar as the world’ §0. Will the dollar lose its reserve currency status gt
reserve currency for years. Furthermore, China angPme point? &s. In fact, it's akady starting to
Japan have executed bilateral agreements to condi@ge its reserve status to Europe and China. Will jt
trade with one another in their own currencies, and seuse everyone to suddenly ditch the dollar? Probafly
has Russia. Recognizing the emergence of the YuaRot. It just means that the US will produce a lowey
Australia recently announced it would transfer 5% ofroportion of - global output and therefore, as a matggr
its currency reserves into Chinese bonds. of accounting, the rest of the world will hold a Iowelil
I

“Money is my military, each dollar a soldier. | never

send my money into battle unpreparedand
undefended. | send it to conquer and take currency
prisoner and bring it back to me.”

percentage of US dollar denominated financial assgts
The Governor of the Russian Central Bank has showas a percentage of global output. We all know that gl
keenness in discussing, with China and its * BRICS’good things eventually do come to an end, and as T}S.
partners, the establishment of a system of multilaterdtlliot once wrote, “What we call the beginning is oftef|
swaps that will allow the transfer of resources fronthe end. And to make an end is to make a beginnirg.
one country to another. China has also offered th€he end is where we start from.”
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The Role of Regional Cooperation in
Changing the Lives of South Asian People

Rubaiya Murshed

University of Dhaka

Summary: With faith in the power of regional through enlightenment of childr&Friedman, 1962).
cooperation, this article serves to explicitly concludeBelieving that like charity; Everything, be it good
through a coherent analysis as to how regionalpersonality or bad habits, begins at hémand
cooperation can play its utmost role as a stimulatobecause the importance of parents’ education ||n
in changing the lives of people in South Asia. shaping the future generations has been proved tgpe
indispensable (Gratz, 2006) - growing up in the calfe
of educatet, moral parents could be the magig
, . L . ingredient in the recipe of development we arng¢
I’ ve stepped into the ocean twice in my life, once as a

9-year-old and again as a 23-year-old. When we Werseearchlng for in South Asia.

little, our elders made us tightly hold onto each other'gt education itself should mean more than literacy
hands while riding the waves in the ocean. That savegh it should be understood that these days there jf a

us from slipping and getting pulled into the watersgitference between * educatioand * graduation®
When we became older,vitasn’t asvital to grip so

hard to stay firmly on our feet when the waves hitAs income and employment generating platformq,
But still, we were ordered to hold hands because th&tealth and Tourism are two sectors that hold prospegt.
made it safer. Of course, being a grownup, | could’v&he combination of access to health care, propgr
probably held my balance on my own. But | found iteducation and the utilization of the tourism prospegt
wiser to stick together. | see greater regionain South Asia will help build human capital; which
cooperation in South Asia as something exactly likevill then bring about a breakthrough for the habitangp
the scenario of riding waves. $tbetter for the South of South Asia (Todaro, 1980). In visualizing
Asian countries, especially at their developing stagemprovement in the health and tourism sectors of So
to opt to grow together instead of walking alone.  Asia, a crucial thing to remember is the importance gf

_ human resource development through proper trainirfjg
Only through a united approach, can there be hope ghq education in these fields to obtain efficiency
bringing about the much-needed change in the liveghs and sufficient profits from both these industrie§.
of the people in South Asia. And only when regionairhe |ack of experience, technical competence, traini
cooperation can bring about such change, will it bgommunication skills of people involved in the healt
worth pursuing. Despite the steps already takeryector has led to the perpetuation of medic
stronger steps are now direly required. Besidegg|practice (Rogers et al., 2006) (Huntington & Kuh
rescuing the present generation, focus should be Iagbog,); and the tourism sector of South Asia also ne
on saving the futu_re generations from_falling into the_(rained people in order to function well enough to
same traps as their predecessors. Regional cooperatipBandard destination for tourists coming from all ov
is the only stimulator that will strengthen the potentiakne \world. Proper knowledge and training of peoplg
sectors and direct them towards the path of bettermeny. services is a must, especially training for the use

If there’ sanything that can change peopléges, it's a common Ianguage such as English. For _the _ben
a?é tourists and patients from other countries in t

education. Education has the power to change the f I€qion and also from anywhere outside of the regic

of a man’sfamily by ensuring that his children and ., ~. : o
. . : it s imperative that people working in the health an
grandchildren get an opportunity to stand on their own ~ . g -
. A . tourism sectors have a minimum ability to comprehend

feet, despite the man being illiterate himself. An .
English properly.

education has the potential to build a stable society
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Its now time to construct schemes that incorporatémportance among these three sectors would be gi
education, health, and tourism more strictly througlio education, whereas the other two sectors would
greater regional cooperation. * THE’ scheme, whicHh€ two mostimportant building blocks needed on th

stands, as the abbreviated foofn' Tourism, Health journey towards development. .By grad“?
and Education’ is one such scheme I'd like to IC)roposlmprovement of these two sectors, and in the meantif]

is. This would be a long-term plan, whose functioningske on the education part of the scheme, adequ
would involve starting with the tourism and thenimplementation of this scheme would require the unif
moving towards the health sector. The paramourdgf South Asian nations.

‘THE’ scheme | Aims and agendas

By accumulating a certain amount of start-up cost I)
te

Tourism By relaxing the visa regulations among South Asian nations for visiting tourists, t

of tourist locations, there will be an opportunity for employment generation by introduicir

in the tourism and health sector and later in the education sector.

Health Combining the attributes of health and tourism seems like an appealing deal that

here. There is also a large scope for creating more jobs since there is a shofta

into account and all these issues should be dealt with diligence. For example, tfai
programs could be started in each of the countries where a team of reputed physig
from all the countries would give briefings as part of a tour to increase the quality
healthcare. Reduced fees could be introduced for people of this region desiring npeg

attention. Revenue from ‘ THE'grojects and help from the monetary fund of * THIE

also be directed towards creating easier transportation facilities between the colintf
An accreditation system could be recognized within the South Asian nations as a prog
of certifying a level of quality for healthcare providers and programs. Joint trajnin
tours and programs will ensure efficiency in the jobs.

Education After building up the tourism and health sectors and the * THE fund’, the educatioh pg
of the scheme should kick into action. For improvement in the education SEdsr,
scheme will emphasize on the targets of ensuring standard education for every child
also increasing the quality of education. Leaving the religion studies and country-gen
studies out of the ambit of the scheme , some common subjects of English, Mathem
Science, Geography etc. should be taught up to college level in a similar way at red

is

project will aim to put forward package deals for touring these nations at requggd
fees.There should be a‘* THE’ fund, which will be built by saving to accumulate enough
funding to support development of tourist spot infrastructure and facilities. In developmegnt

complementary tourism facilities such as taking photos, food stalls etc. Such tqurigm
packages at lower cost and easier border-crossing regulation will surely attrac mgny
tourists and generate revenue. This revenue, can then, be used for further impraverpent

catch the eye of many foreigners. Training of doctors and nurses is an important gep

of

properly trained health technicians, paramedics and nurses in most South Asian npatigns.
The fundamental issue of doctor-nurse and doctor-patient confidentiality should bg talgen

ng
ans
Df
cal

could be used for medical research and medical technology development and |shduld

cs,
ced

fees so that under-privileged children can take part. In every educational institution,

that earn livelihood by day could participate in this system even on evenings. On

AN

60 X

is

particular system could be introduced and educational material could be funded |by|the
‘ THE scheme’. Students studying under this system could get a uniform basic edycatjon
at affordable fees and existing classrooms in educational institutions could be usgedffor
classes after school/college hours under other systems. In that way, destitute ghilgren

e



—(Aapoorti | 20 15%
f N

basically advocate higher education and will pave the way for many students
deprived of such opportunities. Similar to the concept of relaxed border crgss|hg
regulations for tourists, students of * THE’ system will have facilities of travelling easidr
without visa, visa fees or related formalities. So, through greater regional coopefatign-
the South Asian nations will make it easier for both students (of THE) and touristgfto
enter and travel within this region.

which will give them a place in any of the universities in South Asia at decrease
All the existing universities could have 20-30 seats for students from this syste
through passing the standardized tests, students of this * THE’ system could quali
university education anywhere in Southkia. In doing so, ‘ THE'scheme would b
harmonizing higher education in South Asia. A university-ranking list should be cr

and education.

pay-offthan ‘ D’.

peoples’ lives by creating income sources and jobs favhether there is a Nash equilibrium and evidence th
insolvent people of the current generation- who in turrany of the South Asian countries would be interest
will give priority to making sure the next generationin this scheme.
gets the proper education needed. And so, each of thet, C= benefits from joining in * THE'; and D=no
South Asian nations will have incentives to join inextra benefits and continuing with the prevailing
* THE’ scheme as there are scopes of better prospeatgstems in education, health and tourism. Thus it
through all or any of the three sectors of tourism, healthssumed that C>D, which indicates that * C’ is a betts

Being a long-term plan-the * THE’ scheme will changeA game theory approach can be taken to verif\iI
el

Country with one of the four highest HDI
among the eight South Asian countries

[Country 1] (Sri Lanka/Maldives/India/Bhutai)

Participates

Doesn'’ tparticipate

Country with one of the four

lowest HDI among the eigh
South Asian countries [Country
2] (Bangladesh/Nepal
Pakistan/Afghanistan)

in‘ THE' in‘ THE'
Participates in * THE’ C,C D,C
Doesn'’ tparticipate C,D D,.D

in* THE'
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Here, [C,C] is a Nash equilibrium, becauseAlkire, S, Roche, ]. M,, Santos, M. E., & Seth, S. (2011). India
participating in * THE’ scheme is the best response ofountry Briefing. Oxford Poverty & Human Development
each country in spite of whatever decision the otheg“_t‘a'_tlve (OPHI) Multidimensional Poverty Index Country
. . . . . Briefing Series. Available at: www.ophi.org.uk/policy/
country is making. This validates that each South A&aglultidimensional_poverty_index /mpi-country-briefings/.

nation would be interested in the scheme as long as .
the benefits are viable. Bangladesh Bank. (n.d.). Retrieved from http://
www.bangladesh-bank.org/pub/annual/anreport/ar1213/

. . index1213.php
The three sectors of focus in * THE’ have been given

great importance to all around the world. TodayBangladesh Bank. (2014). Retrieved from http://

transnational education is an endeavor being strongly’"-Pangladesh-bank.org/econdata/exchangerate.php

pursued. It's novonder that European Union (EU), Bangladesh Economic Update. (2014, July). Retrieved from

Association of Southeast Asian Nations (ASEAN),http://www.unnayan.org/reports/meu/MEU_July_2014/

African Union (AU) have given great priority to MEU-July-2014.pdf

education in their strategies and have also giveBnat, R, & Jain, N. (2004). Analysis of Public Expenditure on

extreme importance to enrichment of their tourism andfealth using State Level Data. Ahmedabad: IIM Ahmedabad.

health industries. Black, R., Morris, S., & Bryce, |. (n.d.). ‘Where and Why are 10

Million Children Dying Every Year?’. Retrieved Jan 20, 2015,

With all these real examples as inspiration, the idea dfom The Lancet, vol. 361, no. 9376.

f THE’ scheme is s_omething | believe in. | believe_thatBloombergviewl (n.d).

if researched and implemented, a scheme of this sort

could be a breakthrough for South Asian changePouét, A. Mevel, S., & Thomas, M. (2010). Is SAFTA Trade
S, . . Creating or Trade Diverting? Retrieved from International Food

Becaus_e, while It_ sneces_sary to Imme_dlately help Policy Research Institute: http: //www.ifpri.org/sites/default/

people in trouble, i more important to find out ways e /publications/ifpridp00950.pdf

to pull them out of their hardshipshat' swhere the

aspects of education, health and tourism could trul

make a diference and could be * the right steps in thg

right direction’.

ritish  Council ~(n.d.). Retrieved from http://
ww.britishcouncil.org/sites/britishcouncil.uk2 /files/
he_shape_of_things_to_come_2.pdf

Bros, C. (2010). Castes in India: Implications of Social Identity

. . . . in Economics. Paris: Universite Paris I Pantheon-Sorbonne.
Reglonal cooperation Is a stepping-stone to a better

future. In a family, the stronger the bond, the betteBryan R Evans, Tearfund. (n.d). The Cost of Corruption:
the upbringing and strength of each person. The sanfgarfund. Retrieved Jan 2015

holds true for greater regional cooperation betweeBullock, & Trombley. (1999). The New Fontana Dictionary of
countries. Sharing the same sort of background${odern Thought. London : Harper Collins .

Common goals anfj p_robl_ems makes SOljlth ASIa alanda, R. (2002). Trade in health services. Bulletin of the
family. Therefore, it’shigh time we start acting like g Health Organization .

one and move past our issues so that we can venture

: Chandra, N. K. (2010, February 20). Inclusive Growth in
towards a stronger and brighter tomorrow together. Neoliberal India: A Facade? Economic and Political Weekly ,

XLV (8), pp. 43-56.
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From the Editor’'s Desk: Transitus

The State: Saviour or Enemy?

Kanika Tomar, Aishwarya Joshi

Summary: The state is often viewed as an evil forcdacilitated by the un-informed and greed ridde
that can only damage in its quest to stay in powebureaucracy.
Policies arelabelled ‘ populist’and interventions as
“distortions’. Marianna Mazzucato’sheory of the .
Entrepreneurial State challenges this widely held vieV\Pf letting go.

The article, though short, seeks to capture the esseng@e Game Changer:
of the theory and critically analyze it.

It seems that Mazzucattheory has ushered in a phasg

Mazzucato’sheory, expounded in The Risk-Reward
Nexus®and The Entrepreneurial St&féninges on her
characterisation of the innovation process. Th
innovation process, as characterised by her, is uncer Ein
Since the late 1950s, when the word * market failure'(i.e. there is risk), cumulative and collective. Whilg
first gained prominence, the government has beethe former two are self-explanatory, the latter deserves
viewed as a villain juxtaposed to the marketaline or two. Collective is defined in two senses: Firs},
mechanism, which is portrayed as the protagonist offhen the government innovates, the taxpayers <Ie
today’ seconomic story. While some fiercely propagatecollective risk-takers; second, even when a fir
the force of the invisible hand, this market-lovinginnovates it’snot just the entrepreneur but al
approach has received its fair share of criticismsconstituents of the organisation that are to be identifigd
Marriana Mazzucato’sheory on the role of the as risk-takers. Extensive case stutlissibstantiate
government as an innovator and entrepreneur has, Mazzucato’s agument for the State being the prime
a great extent, changed the dynamics of the gam#novator. Neatly aligning all her arguments, shg
stacking the odds in favour of the government. formulates the Risk-Reward Nexus (RRN) framewot
_ as an instrument to help study the asymmetry betwefn
Once Upon A Time: risks and rewards. The major culprit, according 1:E

Introduction:

Our veterans have held close to their heart the beliéf@zzucato, that induces this incongruency is th
that any (emphasises on any) intervention by the stafi@ancial market which allows certain players to extra

leads to market distortions, hence, making the citizenrg]Ore value than they create. The incongruengy
worse off inthe State’ show of benevolence. etween risks and rewards then creates a domino efffct

and leads to the inception and perpetuation gf
“The great advances of civilisation, whether in inequality in the society and compromises thg
architecture or painting, in science or literature, in innovation process itself.
industry or agriculture, have never come from

centralised government.” Having completed the diagnosis, Mazzucato delves

into the possible treatments:
-MiltonFriedman, Capitalism and

Freedom 1. Resource Allocation; 2. Taxation; 3. Map/Rewarg

the Division of Innovative Labour; 4. Distinguish
This ideological enthusiasm is shared by many othdsetween Productive/Unproductive Risk; 5. Direct
economists who believe that the government shoulReturns to the State
‘ get out of the way’ for it is nothing but a hindrance to . -
innovation. The Government is believed to beHe Said, She Said:

notoriously inefficient, having fabricated a long drawnNothing new is accepted into the community witho¥

process susceptible to multiple points of failure facing the wrath of the old &conventional. Followin
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the tradition, Mazzucato'theory is in for the treat as iPhone) or the technology thege (Google’s original
well. algorithm) are nothing but a beautiful integration angl

. . ... application of the State lead innovation.However,wg
Some scholars have questioned the very definitio bb

. elieve that while the government is surely an age
proposed by Mazzucato, such as that of Public gOOdFacilitating innovation, the degree of involvement Cj’[

“Well, | think I'd prefer to think that it is and should be questioned with respect to differ
philosophical trickery rather than an economics countries and their satge of development.
professor not actually knowing the definition of
public goods.”

—

Even though one might be able to appreciat
Mazzucato’ sunflinching belief in the overall human
- Tim Worstall, Forbes asset/capital as she goes on to glorify the muj'h

. ) _ neglected role of the employees, the outlook
Ms. Mazzucat_o laments that private busmessgs areemployees being risk-takers is not only objectionab
too short-termist. But governments also routinely but also subjective to a great extent

make investments on the basis of short-run political

calculations rather than long-term pay-&." “...... the key to successful innovation is the extra timg
and effort that employees expend interacting with
others to confront and solve problems in
But if the theory has been criticised, it has also beefiansforming technologies and accessing markets
praised and appreciated by many. above and beyond the strict requirements of theif

_ _ jobs..”
“Conventional economics offers abstract models;

conventional wisdom insists that the answer lies with- Lazonick & Mazzucato, The Risk-Reward Nexus

private entreprenuership. In this brilliant book (The 2012

Entreprenuerial Ste_lte), Mariana Mazzucato argues | the end a questidhat's leftlingeringand which

that the former is useless and the latter is jyyiges us thoroughly is that would these workeffs

incomplete. have taken the risk to ‘invest’ their labour in af

- Martin Wolf, Financial Times uncertain process had they not been guarantee(
wage?

D

D

-Schumpeter (Blog), The Economist

The Last Word:
_ Well, irrespective of the verdict you may reach
After a thorough analysis, we, t00, have reached gazzucato has definitely provided us with af

verdict. Although we stand in support of the theoryingenious way to look at inequality and society today.
vis-a-vis government participation and contribute our

voice to the appeal for equitable distribution of REFERENCES
rewards, we also have our doubts and apprehensions. \yixipedia (http://en.wikipedia.org/wiki/Market_failure)

A major take away for us has been the emphasis lail  Milton FriedmanCapitalism & Freedom1962

on the point concerning t.axatlon' The big-sho . William Lazonick & Mariana Mazzucatdhe Risk-Reward
entrepreneurs and other private players have often yexus2012

raised hue and cry over the government not being “tax-
friendly”. Mazzucato, very sensibly, argues that wher
the State is funding the basic level R&D and providing. Tim Worstall, Forbes (http://www.forbes.com/sites/

the ground for innovation, Where do we expect these timworstall/2013/12/15/the-intellectual-hole-at-the-heart-of
tax cuts to come from? mariana-mazzucatos-entrepreneurial-state/)

Mariana Mazzucatdlhe Entreprenuerial Stat@013

. 6. Schumpeter (Blog), The Economist (http:/
Also, when she advocates direct returns to the State www.economist.com/news/business/21584307-new-bool4-

from all the major companies she very well puts points-out-big-role-governments-play-creating-innovative
forward the point that their products (for instance, the  businesses)
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Out With The Old: Kuznets Curve Refuted

Falak Arora, Ananya Goyal

Summary:The popular approach to studying theamong farm workers to move towards the industrig
income inequality in developing economies hasector, which is considered to be more productive
long been the Kuznet’ Relation, which provides higher wages. So for example, when a fact
hypothesizes an inverted U-shaped curve. This estqblished in a village, farmers leave theirjobs_
article explores how this theory has been refutely0'K in the factory, where the average income |
by subsequent research, particularly by Thoma igher. So the inequality first increases, (because the
. . . . . _Tactory workers are now earning more on an aver
Piketty's. Piketty with the help of an IMPrESSIVE 1 an the farm workers), as the factory owners t
dataset,. Challenges. the C_Ia'm that qeveloPeé:(perience increasing profits. Hence as the country
economies succeed in abating inequality. GDP rises, income inequality also rises. This continu1e

till such a large exodus has taken place from t
agrarian sector, that very few people are left behind
Inequality - whether of income or wealth - is anthen becqmes more pro_ducﬂye and the fgw_erworke S

left experience increase in their wages. This is the paipt

infirmity, not endemic to just any particular economy.. the K ; tter which it bedins its d !
It is a gap that has widened more than it has closed" M€ KUZNELs curve afterwhich it begins its downwa

Capitalism for long was thought to be the panacea th&tHMey and inequality starts to converge to equality.

would eventually bring those at the top ,the middlerpe cyrye has since been extensively debated updn.
and the bottom together. But ifilomas Pikettys700 ;g theory, mostly based on precarious premises,

page long rebuttal that has ushered a paradigm shift §ien peen refuted, as an invalid extrapolation. Fy
our thinking. example the East Asian Miracle, which saw rapidl
economic growth in some East Asian countries, Wg
not accompanied by any increase in income inequaljf
Back in the old world, when Thomas Piketty had yeput rather an absolute decrease in it.
not become the rocks_tar econo_m_lst and when Fh%vi dence: World Wars and beyond

global economy was still aggrandizing from the fruits

of industrialization, Simon Kuznet proposed theyyznets work, published in 1955, was based on Incorge
hypothesis for the Kuznet'aurve. In simple terms , Tayx returns data from the U.S. which was availakj[la

Kuznet's Curve

the hypothesis states that as a country experiencggly after its introduction in 1913. In the data fro
economic growth, income inequality would first rise 1913-48, Kuznet found that there was a sharp decl
and after a certain point, it would start falling. Hencejn jncome inequality in the US. This led Kuznet td
the inverted * U" shaped relation that the Kuznets curv@onclude that the economy had now reached tije
reflects. downward sloping part of the curve where inequali

- falls. However, later theories debunk the claim; th
. ?narp reduction in income inequality that we obser
and more by speculations. He had focused mo_stly 9 almost all the rich countries between 1914 and 194

%as due above all to exogenous factors like the wo}
based on those trends. Initially, he had assumed a tw d

del sing th : Wars and the violent economic and political shocl
sector model economy, comprising the agrarian SeCt(ﬂr\ey entailed (especially for people with large fortuneg

and the industrial sector. He had begun with th Piketty 2014). In fact, it is claimed that Kuznet himselj

reasoning that before industrialization takes place alas aware of and had talked about the results be g
economy is predominantly agrarian, which is low inlargely accidental at the American Economid
productivity. Everybody earns about the same incomﬂssociation

and are equally poor. Hence inequality is low. But as
the country faces industrialization, there is a tendencpiketty has broadened the temporal and spatial lim
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of Kuznets data on distribution of wealth and incomdhe GDP of most developed countries. He has sho]rn

spanning three centuries and over twenty countriésow the top 1% rich almost control the entire stog
called the World Top Incomes Database (WTID)market. According to him, the amassed wealth i
which he says ‘is the lgest historical database passed on from generation to generation and thus thgre
available concerning the evolution of incomeis little scope for equality without redistribution of this
inequality’ . wealth. So capitalism itself creates such inequality

He uses the data to show that income inequality in thén the past, the justification to capitalism was providefl
US is back to the levels last seen before the Greétrough the ‘ maginal productivity theory’ That is
Depression; the top decile claimed as much as 45—-50arkets, through the laws of supply and demar;li
percent of national income in the 1910s-1920s beforallocate the resources according to every individu
dropping to 30-35 percent by the end of the 1940 roductivity. So those with higher incomes were mof|
We subsequently see a rapid rise in inequality, untipproductive than those with lower income. But Piketty
by 2000 we have returned to a level of 45-50 percemunters this theory by giving the example of th¢
share of national income by the top decile (Piketty.’ Oreal heiress who does not do a days work but hgs
2014). amassed huge amount of wealth. Family dynasties
o o not talent find their place at the top of the pyramidg
In European countries, inequality is not as extreme ahat is the rich earn more than the proportion of labar
in the pre-World War era but it is still extremely high.tney put in. The brief period of fall in income inequality
In the 18-19 century and until WW1, about 90% of 4fter the Second World War and the Great Depress{pn

aggregate wealth accrued to the top 10% wealthyccording to him, was an exception that is unlikely th
holders and about 60% of aggregate wealth accrugdpeat itself.

to the top 1% wealth-holders. Piketty calls this * the
classic patrimonial (wealth-based) society’ where dle asserts that the wealthy are growing wealthier a;lid

minority lives off its wealth, while the rest of the he even points the finger at the superrich managgr
population works. Now, the figures are about 60-70%wvho are being paid 200 times the income of an aver
for the top 10% and about 20-30% for the top 1%. Themployee. He doeshbelieve that inequality will fall
bottom 50% still owns almost nothing (<5%) but theany time soon as wealth will grow at a rate highgy
middle 40% now owns 20-30% of the aggregate wealtthan the growth rate of an economy and the rich canrjot
and thus, suggesting the rise of a patrimonial middlepend all that they hav&hat is * capital reproduces
class. (Piketty 2014) faster than output is produced’.

Debunking the old theory:Piketty’s Capital inthe  Joseph E.Stiglitz in his book * The Price Of Inequality
Twenty First Century supplements Piketty’ §indings. Stiglitz faults the
political system, which he claims is completely in th
With this data,Thomas Piketty refutes Kuznets clainhgnds of those at the top. The loudest clamour fr
that developed economies are successful in abatirpgwering the regulatory bars have always come frg
inequality. Piketty says that as long as r> g i.e. théne rich corporates,who were largely also responsibfe
rate of return on capital is greater that rate of growttyor the financial crisis. The reason the rich circumve
the wealth will get concentrated in the hands of thosgye taxes on their income so easily is because * thy
with capital. With this, it is not income inequality but design the rules of thgame’ . Theymodel the political
wealth inequality that he has brought to the forefront.sys»[em to suit their needs. To quote Joseph E.Stig|fz

He also contends that deviations from equality can berpe rich are not creating wealth; they’ re just shifting
attributed to disparity in skills, knowledge andyealth around’.

productivity. Wealth, he asserts, has become more

concentrated among the top 1%. The so-called ricBolutions for an equal society

evade income taxes by showing income as expense

incurred, while their wealth remains untouched. The>olution would be lowering * ri.e. the rate of return
returns they receive from investments, such as in stod capital enough so that * g’ i.e. economic growiy
market or real estate, average at 5%, clearly more th@yertakes it. For this, Piketty suggests a progressiye
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annual tax on capital. Capital as he defines it woul@thanks to hard work as well as a lot of luck). Contral|
be buildings, machines, patents, factories, stocks arid Piketty’ srentier hypothesis, | do’'see anyone on
bonds etc. The basic idea is to take away the capital tife list whose ancestors bought a great parcel of lajpd
the rich veiled as tax. Now if such a tax were to bén 1780 and have been accumulating family wealth By
introduced it is quite possible that the rich wouldcollecting rents ever since..that old money is lonp
simply hide away their wealth abroad. It is for thisgone—through instability,inflation, taxes,
very reason that he insists that the tax be ‘ global’ . Buphilanthropyand spending.(Gates 2014)

such an ideal world of equal taxation is hard to _ o _ _
imagine. Eminent economists have also refuted highris Giles, of The Financial Times, had raised Se”c:[lj
e

d

solution of eradicating tax havens. The political systerfoC€Ms on the data and the analysis. He has poi
is ultimately in the hands of this top 18so Piketty's ~ Outsome embarrassing mistakes in Piketty’s data en
solution does little to fix the system. but his other concerns the analysis have been dismisged

for most part (Reed 2014)

Criticism of the new theory: _ _ _ _
Piketty’ sdata and analysis while can be questioned;
r

The criticism of Piketty’ svork, like any other theory the fact that inequality is becoming a natur
as ambitious as his, is loud and multi-hued. The critiqueharacteristic of every economy cannot be doubts
ranges from the theoretical foundations of his work,What's terrifying is the idea that for those at thg
his policy recommendations to the accuracy of the dataottom and the middle, there might not even be a lad
and the analysis itself. to climb up from. Piketty has definitely succeeded

refocusing the worlds attention on the mess that
It is one of his major claims that has raised the mostmains untangled and there is, if at most a hope, tHfat

eyebrows. Piketty says that when r>g, inequalitthe problem now figured out, a solution will likely
increases because capital income would grow fastes|iow... and soon.

than non-capital income. However, Piketty does not

engage in hypothesis testing, statistical analysis of REFERENCES
causation or even correlation. Even when there are _ _

arguments about inequality ncreasibgcause - PHES 50 W neduall Maters orioer 15,200, et
exceedy, this is not supported by standard econometric  capital-in-21st-Century-Review (accessed January 3, 2018).
or even correlation work, which in fact do not provide

much evidence to support the claim (Dr. Acemoglu2
and Robinson). Joseph Stiglitz, in his new bable

: : itts all about the discontinuities. 2014.
low growth, instead of the other way round as Piketty www.theguardian.com/news/datablog/2014/may/29/piketty

claims. chris-giles-and-wealth-inequality-its-all-about-the-
discontinuities (accessed Jan 7, 2015).

Piketty, Thomas'Capital in the venty-First Century.” In
Capital in the Twenty-First Century, by Thomas Piketty. 20144

To counter his argument about wealth accumulation
Eemg thg rt?aj?r fc?Ct,or that r.eEUItS ml mequaltl)ty' |2[ has Capital summarised in four paragraphs. May 4, 2014. httpy/
eensaid that” todaysuper-ric mOStYCOW‘_e y their /www.economist.com/blogs/economist-explains/2014/04
wealth through work, rather than via inheritance (The  economist-explains (accessed January 10, 2015).
ECOlntC]).mISt 201.4)' In ghe Eoll‘fbﬁs 400 |“St ththI§ . Mccloskey, Deirdre. Measured, Unmeasured, Mismeasuréef,
wealthiest Americans, about half t e_peop_eont elist and Unjustified Pessimism.www.deirdremccloskey.org/docg
are entrepreneurs whose companies did very well pdf/PikettyReviewEssay.pdf (accessed Jan 4, 2015).

The Economist. The Economist ExplaifBomas Piketty’s
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The Tragedy of the Commons: Inevitable or a Myth?

Swaril Dania, Surbhi Ghai

Summary:If rational actions by individuals lead to common pool resource is inevitable. Thus, accordirlg
socially sub-optimum result, what is the most effectivep Hardin,

way to govern a common property resource?

Privatization, Government regulation or some other' Ruin is the destination towards which all men
systematic framework? This article attempts tgush, each pursuing his own best interest in a
summarize Ostrom's thesis with respect to the commgi®ciety that believes in the freedom of commons.”
pool resources that debunk the belief of the inevitabili

of* the tragedy of the commons’ asposed by Hardin. tk1’he policy prescription given by Hardin to overcomg

this paradox and hence, prevent the potentigl
destruction of resources involved the independeI
formulation of either of the two institutions each ir
insolation to other, private markets or the use
Leviathan (government coercion). The first require
the introduction of private property rights and wa
hailed by many scholars as means via which optin
solution for common pool resources could be achiev
The latter institution required that central governme

control most natural resource systems. Heilbrongr
(1974) went as far as to say that it would take ir

This statement by Aristotle adequately reflects th@overnments to mange the common pool resourceg.
sentiment and logic of Garrett Hardin, when he firs&_I
proposed the theory of ‘ the Tragedy of the commons
in 1968, which has come to signify the inevitable
destruction of the natural resources when mang
individuals use the resource in common. The intrinsi

nature of the common pool resources such as fore§ tainabl d thei bt
groundwater, fisheries, pastureland and globa‘ci;uS ainably managed their common resources withg!

environment makes costly or impossible the exclusiOtlﬁlsf[ahOf prlva;[e r_narl:ﬁt ?:r?ovirnment contrc;l tkrl]astarrlvslld
of potential beneficiaries. Thus, the total amount of0 the conclusion that the phenomenon of the trage

resource withdrawn is greater than the optimal amounﬁl;ltgfocgénmons is not inevitable as it is orthodox|)
This is where the theory of ‘ the logic of collective '

action’ proposed by Mancur Olson comes in, whichhsTROM’ S THEORY
propounds that “rational, self interested individuals

will not act to achieve their common or group interest”In order to propose a solution to the problem of findirI)

] o ] . effective ways to limit the use of natural resources
Thus, paradoxically individually rational strategiesg g ensure their long-term economic viability, Ostroth

will lead to collectively irrational outcomes and this yemonstrated that within communities. rules anh

is Wh"’,‘t constitute‘s the basic premise of Ga”,etihstitutions of non-market and not resulting from pubili
Hardin’s theory of ‘ the tragedy of the commons’. planning can emerge from the bottom up. Thig

Hardin makes use of the example of cattle grazing 0Qccording to her could ensure a sustainable, shaTd
|

===

“What is common to the greatest number has the
least care bestowed upon it. Everyone thinks chiefly
of his own, hardly at all of the common inteest’-
Aristotle

owever, Elinor Ostrom has recently debunked t
long held popular view with respect to the inevitab
estruction of common pool resources in the absenge
f private market or government control. Ostro
prough documentation of various communities th

—

common property to illustrate the logical structure Ofmanagement of resources, as well as an economicglly

his argument. He asserts that because each cattlemgficient outcome. Rather than presuming the situatign
benefits from increasing the size of the herd and beaf§ e one of a remorseless tragedy and focusing|pn

only a small portion of the negative cost that isinflictedpo”Cy prescriptions with models such as that of [f
on resource due to overuse; exploitation of the
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prisoners dilemma game or the logic of collectivecommunities or users have devised ingeniolfs
action which serve more as metaphors than sourekclusion methods to avoid the tragedy of the
solutions to the problem of governing commonscommons such as the commonly owned pastures fof
Ostrom suggested a system of polycentric governanc@wiss Alps, sustainable management of inland fisherjgs
i.e. the existence of a plurality of interdependenby cooperatives in U.S. She also cites several examples
decision making centers on the management of thef how attempts to privatize or regulate comm l

resource. resources have at times led to disastrous consequenges.

According to her theory the great dichotomy of statdRather than providing a simple ‘ one size fits all
and market is partial and too narrow and hencerescription, Ostrom tries to address the questign
untenable. Ostrom challenges this over-simplificatiorwhich seeks to discover the factors that can guide :I\
of the public-private nexus. Indeed “governance” idecisions about when to rely on spontaneous procesges
neither markets nor state. Ostrom points out that thef governance and when to rely on external generatign
conventional solutions proposed to the problem of thef rules.

tragedy of the commons are two contradictory

positions.While one set of advocates favorP€sign Principles for Common Pool Resources
centralization, the other presents privatization as thg daries to facilitat lusi

panacea to the issue but both centralization advocates|ncares fo factiitate exciusion

and privatization advocates accept as a central teneycjysion mechanisms are the key to overcoming frde
that institutional change must come from outside a”ﬁding, and resource boundaries increase the capadjty
be imposed on the individuals affected. Despite sharing; those who use a resource to limit access by thope
a faith in the necessity aredficacy of “the state” 10 |jying outside the community in question. Thus, f

change institutions so as to increase efficiency, thegmmon property management through communi

institutional changes they recommend could hardly bﬁrrangements, itis important that we have well defin
further apart. Ostrom’goint is that contradictory esource boundaries.

positions cannot both be right and her theory
recognizes the fact that often, institutionalThe importance of internal rules
arrangements do not work in the field as they do in

abstract models unless the models are well specifiedhough the existence of boundaries to limit access
those outside a community of resource users

Ostrom and the new institutionalism: rethinking  important, rules which prevent people within thg
institutions and incentives community concerned from appropriating too mu
o ) of the resource are crucial as well. There exists a need
Individuals are rational actors who respond oy the system of internal rules to prevent excessijfe
incentives which are shaped largely by institutionsyse of the resource. Communities, which have begn
both formal and hard institutions such as the systemy|e 1o develop this form of internal legislation, a

of property rights orlegal systems and soft institutiongetter suited to manage the common pool resourcep.
such as cultural attitude. Economists have traditionally

focused on the role of institutions and incentives, buThe importance of locally adapted rules
have often approached the interrelationship between

them in a Slmp“stlc Way. Most analysts have assume-ahe Smallel’ the pOpU|atI0n Of resource users the eager
that all common-pool resources suffer from the samé Will be to detect people who are violating the rulesg
deficient incentive structure, which leads toSimilarly, a culturally homogeneous and relativel
widespread ‘ free riding’ that forms the basis of allStable community where people have stro
tragedy of the commons pr0b|ems_ Ostrom’s Worl{eputaﬂonal and social ties and a commitment to long-
represents a direct challenge to this form of theorizine'm development is less likely to invite free-ridin
because, while recognizing that incentives matter, sHéan a more mobile community with no strong senge
argues that incentive structures are more varied ar®f local or cultural identification. Groups, whic
complex than conventional analysis assumes. TBOSsess a high degree of interpersonal trust or sogjal

illustrate her viewpoint she cites the instances wheréapital, are more likely to arrive at commonly agre
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rules and adhere to these rules than those who lacksource but where the community is highly mobin
such social capital. These kind of local culture basednd culturally heterogeneous thus rendering incentiygs
factors also play a major role. insufficient to enforce communal rules. In sucf
situations the need for agreement between resouifce
users doesn’exist and the individuals internalize the
costs and benefits-earning rewards from conserving
{esource and suffering losses from failing to do so.

The importance of monitoring and enforcement

Any kind of rule would cease to be effective in the
absence of monitoring mechanism. The mos
successful systems for common pool resourcghen is government regulation feasible?
management include strong monitoring and

enforcement mechanisms. Without these, efficienGovernment regulation is most likely to be feasibr‘
management of resources is not possible. when there are no clear boundaries to the resou i
where there is a large-scale and highly mobile arjd
diverse population of resource users. This leads to

situation where the transaction costs of arriving at arjd

The existence of clear and well-established procedur@scorcing decentralized solutions may be prohibitive.
for dispute resolution may also increase the scope fQ§eional and international problems of trans-boundafy
the decentralized resolution of common-pool resourcg; yojiution and the problem of anthropogenic climatf
problems. Interaction between systems of effectivepange seem to be the most obvious candidates tolfall

Dispute resolution

rules are more likely to arise in situations where thosg,iq this category.

who have an immediate stake in overcoming common-

pool resource problems are actively involved inaArguments against Central Planning

shaping and enforcing governance arrangements.
When communities make rules for themselves they
have strong incentives to make the rules work and to
learn from their mistakes. When locally established

rules and property rights are not respected by higher
tiers of governance, and especially when higher

authorities respond to the demands of external interest
groups to allow access to a resource base, then
common-pool resource systems may be highly fragile.

Based on these principles Ostrom talks about ‘ Action
Situations’ where decentralized community
governance can work well. Specifically, when there
are clear boundaries to a resource; where a community
has high levels of interpersonal trust or social capital;
where there are procedures for resolving disputes; and
where the community concerned has sufficient
decision making autonomy to create, monitor and
enforce its own rules and to exclude outsiders, then
incentives can operate to avoid the ‘ tragedy of the
commons’. In these ‘ common property regimes’
resources are exclusive to a particular community
rather than being ‘ publicly owned’, but, instead of
parceling out the assets to individuals, the exclusive
owner is a decentralized communal unit (McKean and
Ostrom, 1995: 6).

When is privatization feasible?

The creation of individual property rights may prove
more effective when there are clear boundaries to a

1. Distant bureaucrats lack the knowledge of

specific character of the assets to be managg¢d
and the nature of the incentives facing
resource users. Also, knowledge of the culturel‘l
norms and values that structure the way
which people perceive and respond t{
resource-management issues and how thefe
values evolve is embedded in the minds a
everyday culture of those who inhabit th
communities concerned. It is unlikely tha
external regulators will understand thes
factors.

The act of regulating from the centre
undermines the incentive for resource use
themselves to devise an appropriate set
rules. When the state takes over responsibili
for managing an asset, individuals and grou
that do not already have their own institution
in place will simply wait for the government
to handle their problems for them.

A final and perhaps most important reason
presume against central planning is that
removes the scope for people to learn how
address common-pool resource proble
more effectively. Decision-making ove
natural resources does not start from
situation where the most effective institution
form for managing the resource is ‘ given’ i
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advance. On the contrary, knowledge of theheorists’ world of quantized models often based ¢h
kinds of rules, institutions and technologiesunrealistic assumptions of hyper rationality and ideﬂl
that can be combined in order to internalizeconditions. Rather than basing the theories on tlje
externalities needs to be discovered througlstandard assumptions of an ideal world, Ostrom in hr
a dynamic, evolutionary process of trial-andwork has sought out new institutional arrangemenjs

error learning (Ostrom, 2005) that could be used by people, communities afd
_ N societies facing real world problems. When Ronaljl
Ostrom and Classical Tradition Coase expressed -"Existing economics is a theoretidal

, . . . . system which floats in the air and which bears littl
Ostrom’sanalysis goes beyond any kind of ideologicale|ation 1o what happens in the real world”- he clear

labeling. The Classic liberal theory relies on protectio%hared the same opinion about economic thedly
of private property, extensive reliance on civil societz/a

L T uilding that it was detached from reality. But Ostro
and voluntary association, and a limited an ent out into the field to see what people anmli
decentralized form of government, based on the vie ommunities were doing dérently —and then
that the dispersed (though unequal) ownership g, aht ahout how it worked. Her logic challenged
property in a market system is more robust in the fac
of imperfections of limited knowledge of the actors
and limited benevolence of the planners, than morgiilton Friedman had once said: “Economics hak
centralized alternatives. Ostromigsearch is not at become increasing|y an arcane branch of mathematks
allin refutation of this classical neoliberal belief aboutrather than dealing with real economic problems
the importance of private property rights and at n@strom’swork isn’t mega quantitative. Rather, it is
point does Ostrom refute the case for private ownershipiegaqualitative packed with rich, sharply unexpected
per se, though she questions the wisdom of externgky insights about how models should be buil§
agents imposing individualized property rights inEyolution is intrinsic to economics and Elino
communities which have evolved effective commonDstrom’ sthesis on the management of the Comm(I:r

g

property regimes. Common property regimes argool resources is yet another example of embraci
themselves, according to Ostrom, a form of exclusivéhe heterodox and questioning the old.

private property — it is just that private property rights

should not always be equated with individual property REFRENCES

rights. In the words of Ostrom and her co-author

Margaret McKean, ‘ It is crucial to recognize thatl. http://www.yesmagazine.org/new-economy/the

common property is shared private property ... victory-of-the-commons
1 2. http://lwww.aei.org/publication/elinor-ostrom-and-thef
Ostrom’s theory and the relevance of new solution-to-the-tragedy-of-the-commons/

institutional economics 3. http://www.onthecommons.org/magazine/elinot

Ostrom’sanalysis is crucial in several respects. Not ~ ©Stroms-8-principles-managing-commmons
only for the issue of governance of commons but on 4. http://www.iea.org.uk/publications/research/the-future;
wider level too, her work has been instrumental in  of-the-commons-beyond-market-failure-andy
promoting a perspective that is beyond the textbook government-regulation

Austerity: The Bitter Medicine that Doesn’t Cure

Sumedha Mahajan, Debasmita Padhi

o

SummaryBy being minimalistic, austerity aims to great an idea as it seems. Greece is testimony to th
curb the deficit in the economy through policies likeCutting spending during depression may not be tffe
spending cuts, cutting taxes or both. But it's not adest idea after all!
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Originating from something that is minimally debt and growth problems, sells itself to us through
functional, grim or forbidding in aspect, austerity canstrange combination of morality and seduction.In thj
be rightly described as the policies that are used byorality play, saving leads to investment, an
the government taeduce budget deficits or investment leads to growth. Spending, in contrasg
imbalances in the economy. These policies comprideads to consumption, and consumption leads to dept,
of spending cuts, tax increases or bdtmen there’s especially when the government is involved. Austerit
a threat that the government cannot honour its delstiggests that you can have your cake and cut it tg
liabilities, austerity measures are pursued. but only when you cut the cake first. Cuts are seen(fo

) . _ be growth enhancing, not growth retarding. The
Mark Blyth, author of “Austerity: The history of a restore that all-important “business confidence

dangerous idea”, talks about austerity policies as beingecessary for the economy to function.
called “class—specific put option” in finance and are

harmful because they ddnheet the set targets or goalsAusterity has been described as a dangerous idea
and often scar the least politically powerful. By doingbecause it affects the economy like a silent killer and
critically analysing austerity, Blyth also provides athe outcome really becomes uncontrollable.In thi
damning critique of orthodox economics and showsvorst case, austerity policies worsened the Greht
the existence of class polititsgovernment’s actions. Depression and created the conditions for seizuresjof
Once austerity is institutionalised, it becomes gower by the forces responsible for the Second World
dangerous idea. But it'dangerous because most ofWar: the Nazis and the Japanese militaf
all, it doesn’ twork!! establishment. The arguments for austerity are tenugus
and the evidence thin. Rather than expanding gro

As Blyth correctly portrays, “While it makes senseand opportunity, the repeated revival of this de
for any one country to reduce its debts in a time ofconomic idea has almost always led to low gro
growth, if many countries that are each other’s majogjong with increases in wealth and income inequali
trading partners and share the same currency, that Nnoggo, for people to save, they need to have inco
of them print, all try to save at the same time, the resuffom which to save. So, if you are, for example, a stafe
can only be a common shrinkage of GDP, a rise ifh the Eurozone today, and every similar state saveqat
debt as a smaller economy tries to pay back ghe same time by cutting spending, the result is t
reciprocally larger amount of debt and a prolongednrinkage of everyons’economy since they are eac
recession. All of this was predictable and wagther’s trading partners and source of incomq.
predicted. But it continues because it iSperyersely their debt goes up, not down, relative
institutionalized”. their (shrinking) GDP, which is what has happened
every European country that has undergone an austefity
rogram since 2010. They now have more debt, n[t

—

°

Austerity can also be termed as the policy of draconi
budget cuts, to pose solutions to the financial crise

: ess. On everyone trying at once, austerity makes
Both Europe and United States tell us the success st y ying y

£ politici i stati it di Bt bigger, not smaller. The E.U. is one of the tw
of paliticians 1n stating governmestspending as a largest centres of the global economy.If U.S., the othgr

wasteful expendltur(_e that has done no good to thﬁig one, decides to join in this “austerity binge”, thd
economy. It was believed that people out there havl’aesult will be more and not less U.S. debt and an evgn
lived beyond their means and that now it's time for,_. - . [

. . ..~ 'bigger growth crisis for the global nomy.
them to undertake contractionary practices. This V|evl\? gger gro crisis for the global economy
conveniently forgets where all the debt came fromwyritten not for the academia, but for all of us with ajj
Not from an orgy of government spending, but as thgyterest in how we’ve come to our current disastrolfs
direct result of bailing out, recapitalizing, and addingeconomic situation, Mark Blyth through his bool

liquidity to the broken banking system. The moralgemands that we recognize austerity for what it is, aljd
argument being that the tax payer bore the losses durigghat it costs us.

the crisis, it was his money that bailed out the banks
and then his standard of living shrunk drastically wheWell-framed, well-crafted and often repeated, thg
austerity was imposed. austerity story is the dominant political narrative if
Austerity, the policy of cutting state spending to solveBritain today. It shapes how most of us think and taﬂ<
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about the economy. It has convinced most of th€urrently, unemployment is at 26% and th
country that there is a need for huge public spendinGovernment is running a budget surplus. Nomingl
cuts. wages have fallen, public health spending has begn

drastically cut, massive layoffs have taken placq,
The coalition tells a powerful story about the economymnorts curbed and output has fallen. In 2014, thefe
to make the case for austerity in the media and publig,s 4 meagre growth of 0.6% which is not because pf
communications. There are several frameworks thafe 4usterity dose but rather because the noose ardfind

underpin it — the most important economic issue thg,e Government seck of a tighter fiscal spending ha
UK Faces in the form of the size of the public seCtopaan relatively loosened
S

debt caused by excessive public spending (dangerou

debt), the UK’ spublic finances are like an individual Many economists have proposed alternatives to thekse
household having spent all their money (Britain isseverity that would help the economy recov
broke), there’s n@conomic alternative to spending gradually instead of following through the austerit
cuts (austerity is a necessary evil ), the government |§ogramme. Though the ECB is not convinced angd
getting in the way of progress (big bad governmentyyants Greece to continue with its prescriptions, the
state support is tempting but ultimately dangerougp|ic has had enough and the leftist Governmentjs
(welfare is a drug), and lastly that all the faults of ou,; willing to accept the terms any longer. Whethey
economy can be pinned on the previous 1aboug eece will exit the Union or the EU agree t¢

government and their out of control spending (labour’%ithdrawal of its conditions is a game of chicken.
mess).

Austerity —the deliberate deflation of domestic wage®Ut, What is evident is that austerity has not worked.
and prices through cuts to public spending — ig?ath_er, the s_oual costs of the program have aggravajed
designed to reduce a sta@lebts and deficits, increase the situation in Greece. It has been more thanfour yedrs

its competitiveness, and restore what is referred to &nce these measures have been taken but there/phas
“business confidence.” been no sign of improvemeunitthe economy’s health.

Advocates of austerity believe that slashing spendingccording to Paul Krugman, global austerity is alf
spurs private investment, since it signals that theynethical experiment on human beings.” It i

government will neither be crowding out the markelyefinitely time to stop this and look for alternatives
for investment with its own stimulus efforts not be

adding to its debt burden. Consumers and producers, REFERENCES
the argument goes, will feel confident about the future

and will spend more, aIIowing the economy to growl- Declan Jordan, ‘ Book reviewkusterity, The history of a
again Dangerous Idea’, http://blogs.Ise.ac.uk/politicsandpolicy

book-review-austerity-the-history-of-a-dangerous-idea/ ,
The Greek Tragedy: may, 2013

. . . . 2. Mark Blyth,” Why Austerity is a Dangerous idea’,http://
With a new anti-austerity Government elected in ideas_tirxe_com,)/\pr” 2013¥ J P

January 2015, Greece is trying its bQSt to get fund& Christopher Mathews,” Why the gument for Austerity Took
from the European Central Bank on its own ter_m_s. a Big Hit Yesterday’ ,http://business.time.com/April 2013.
The resu_lts of the election pro_ved that the PUb“C I3, Michael Hoextet Austerity:the Pol itical struggle over Who
fed up with the slew of austerity measures imposed controls theEvonomy’sLiquidity’ ,http://neweconomic
on it since early 2010. perspectives/Feb 2013

. Mark Blyth,” Austerity:The History of a Dangerous Idea,in
Greece was one of the many countries in the Euro zone Oxford University Press .http:// blogs.ise.ac .uk

that were in a sqvereign _debt crisis after 2009 with its  politicsandpplicy/Book review/May 2013.

debt to GDP r_atlo hovering arou_nd 150%! Un_able g, CarysAfoko,Danieldckins,’ Framing the economy-the
pay back their debt, the outgoing party decided to  austerity story’ ,http:/Awwwew economics.org/Septembe
accept bailout funding from the Troika and accept the 2014.

stringent austerity conditions imposed on it. 7. http:/iwww.cepr.net/documents/greek-economy-2015-01.pdf
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BUZZWORDS

Summary: This article discusses the key provisions
and identifies the challenges of the latest financial
inclusion scheme, Pradhan Mantri Jan Dhan Yojnag)
backed by the autharown experience.

The Financial Inclusion is the new buzzword in the
area of banking and finance, bringing with it immensé&
career opportunities for finance students along with
social welfare for urban and rural poor, hitherto

importance of greater financial access to all household8
in India; financial inclusion, based on the principle
equity and inclusive growth, has attracted the attenti
of policy makers nationally and internationally.
Concomitant to the above development, both State
well as national government and the Central Bank ha

financial inclusion, the latest & most popular among8
them being the Pradhan Mantri Jan Dhan Yojna (Here
after referred to as PMJDY).

PMJDY is a new time bound financial inclusion
mission aimed at providing bank account to every
household in the country. The scheme is supplemented
with a bouquet of many other financial services aime%
at viable financial inclusion of poor, which is one of
the reasons for the scheradiuge popularity.

Outline of PMJDY

a) Ittargets opening of over 7.5 crores bank accounts
in the first five months.

b) Each Bank account opened under this scheme will
come with additional facilities such as provision
of a Rupay Debit Card, accidental (cover of Rs. J§
Lakh and overdraft facility up to Rs.5000 after 6
months

c) Accounts to be linked with Aadhar card for Direct

Pradhan Mantri Jan Dhan Yojna: The Way Forward

Anshul Aggarwal

Jamia Millia Islamia

excluded from formal finance and banking system otlowever, to examine the implementation of thl
the country. From as early as 1950s, when findings gicheme and to see for myself whether the hullabalgo

* All India Rural Credit Survey’ highlighted the Surrounding it is justified, | decided to visit banks ix
y area and open an account under PMJDY. | visitqdd

of3 banks and 1 Business Correspondent outlet and ngne
o pened my account citing issues such as foi
unavailability or simply postponing future dates, whic
sets the tone for the various challenges ahead for tljis

formulated many policies and programmes to promot&nallenges Ahead

Benefit Transfer schemes such ( as MNREGA,
Subsidies, LPG subsidy, etc.)

All accounts to be online in nature &connected
with CBS network of Banks and will provide
services such as Mobile Banking, Balance Enquiry,
Online transfers, etc.

) Business Correspondent Model will be used accelss

remote villages and 50,000 Businesy
Correspondents will be recruited for the same.

parently rosy scheme.

The Scheme sets an ambitious target of coveriijg
7.5 households in 5 months. This target lackk
feasibility since the State run banks suffer frony
dearth of infrastructure and have not yet beeh
provided with basic necessary resources such|ps
stationery.

The scheme targets opening up of around 7,
bank branches, 20,000 ATMs and 50,000 Busin
correspondents (BC) in coming years. Howev
recruiting staff to meet the requirement of growin
branches and recruiting rural cadre as BCs
pose a huge challenge to banks, who are alre
facing shortage of about 50,000 personnel a
about 1,00,000 employees are expected to refj
in the next 5 years as per Khandelwal Committee
Report of the RBI.

Even if the above challenges are met, the banks
will require an additional corpus of Rs. 37,50(
crores to provide overdraft facility to 7.5 crores
new account holders.
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Impact of Finandal Indusion on Households

8§ This scheme aims to provide universal banki
facilities to all account holders through CB
network of banks. However as per census 20
50,000 villages do not have internet connectivi
and in much larger number of villages the telecc
infrastructure is not fit for banking operations.

8§ Low level of financial literacy in rural areas wil
continue to pose a big challenge to the succes
new age banking technology such as ATMs
Debit Cards.

§ High Level of Rural NPA (Non Performing Assets
is another factor to be considered.

Conclusion

PMJDY is an innovative and new age technolo
enabled financial inclusion mission with ambitiot
targets and strict time frame and hence, worthy
applause from all classes. But success of this sch
essentially depends on critical examination of t
various challenges and steps taken to address the s
If issues pertaining to it are not addressed timely,
PMJDY may end up to be another populist scher
not serving any purpose other than political gains. "
wish all the success to this scheme and expect is:
are addressed and it proves to be a milestone in
financial inclusion mission of India.
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India from Planning Commission to Niti Ayog

Bhumika Soni-3¢ year

Summary:This article is based on the dismantling of Commission since its inception, the latter highlightp
the Planning Commission and its replacement by @ow the new institution is different from it's
new institution, which we know as the NITI AYOG. lredecessor and talks about the challenges that [fe
is mainly divided into two broad sub topics. While theahead of the AYOG. In the end the writer concludgs
former retraces the journey of the Planningthat“The Niti Ayog may be an old wine in a new bot
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but it has got some new added flavours and is expectéah institution like the Planning Commission was th
to satisfy eveibody'staste”. need of that time. In order to heal the wounds inflict
by hundred years of British exploitation and rul
central planning had became a necessity. Thus, the

On the 67 Independence Day, from the ramparts of OMMIssion was meant to form poI|C|_e_s with a
) o objective to increase the standard of living of the

the Red Fort our honourable Prime Minister, Mr ; . )

. : : eneral populace through increase in the productign
Narendra Modi announced the dismantling of th o

: . : : : evels and employment opportunities.

Planning Commission of India. This was indee
alarming, to see the winds of change sweep apart®he First Five-year plan (1951-56) was applaudef
historical framework linked to the history of the Indiannationwide for its approach and its success as the actjial
development process. But for an economics studegrowth rate surpassed the targeted rate by 1.5%. The
like me, it was relatively more startling purely for athen Economic Advisor to the Planning Commissio
selfish reason- | would no longer get the chance tbG. Patel, adequately echoes the sentim [;t
intern or work with such a reputed policy makingsurrounding the Plan by stating that “there is nothi
institution of the country. However, our benevolentin the economy which does not find a reflection in thg
Prime Minister who is trying his utmost to attractPlan, and there is nothing in the Plan which is not fourid
foreign investment and build a conducive buissnes# the Indian reality”.

environment.could not keep the budding economist?he Second Plan (1956-61) placed greater emphakgis
and strategists sad for long. Therefore, he S00p, w0 canital goods industry in the public sector. |

announced a new institution in place of the Planningame to be known as the heavy goods model (Al
Commission, which we know as the NITI Ayog. known as the Nehru-Mahlanobis Model

-

14

o

eponomyously named after Jawaharlal Nehru and B[C.
Mahlanobis.) It bagged mixed response and missgd

Meanwhile, the curiosity bug starts its work. What waghe target by a small margin.

Fhe_need Of. replacing sg_ch a reputed and age Olﬂ1e Third Five-Year Plan (1961-66) was interrupte
institute? Is it a mere pohtlcal game of changing th%y the 1965 India-Pakistan war and by the ded
name plate from Planning Qommssmn to NITI Ayogstruggle for power within the congress after the deagh
or 1S thgre §ome substantial dlﬁgrence between th(?f the then Prime Minister Lal Bahadur Shastri. Al
two? Will this change make any difference? the economic crisis in the mid-1960s, triggered
successive droughts and poor harvest, led tije
government to abandon planning for an interregnugn
of three years (1966-69). The spirit of econom
The spring of 1950 saw the blooming of a newplanning never revived thereafter. The focus shift
institution within the democractic framework of to crisis management. The process of planning coiyd
independent India. The then Prime Minister Jawaharldlave been revived in the 1970s but it wasn’t. This wgs
Nehru, constituted this institution to formulate a longth® Peginning of the decline of the Planning
term strategy for development of independent IndiaCommission. In addition to this the set target of growip
The institute came to be known as the Planninr?‘/aS mostly missed in the subsequent plans. (See fhe

Commission of India- the name reflecting the functio able)

it was to perform. The objectives of the PIanningApart from the missed targets, there has been sofhe
Commission were to be met through the execution dfgrioys charges against its functionality. The Planni
‘ The Five-Year Plans’ invhich the government set a ccommission had become increasingly autocratic aj
target growth for the economy as well as the variougad typically enforced its diktat over different states
sectors of the economy and accordingly allocated thg could not succeed in establishing a consultatiVfe
fund for a balanced utilisation of the availableframework between the central government and staffes
resources. as equal partners. Many times, it was brought to notige

A great respite, isn’t it?

Retracing the journey of the Planning Commision
since its inception

jon
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Plan meetings). While the Planning Commission hs
a Deputy Chairperson, a member Secretary and ful
that state allocation was decided by the commissiofime members, NITI Ayog has a full time organisation
without any prior consultation with the states. framework comprising of a Vice Chairperson, two fu
time members, Part-time members, Ex Officig

Another equally serious charge levied is that thenembers, Chief Executive Officer and a Secretariaf.

Commission had become an agency of the ruling _
government in the centre. The Planning CommissionThe big challenge before the NITI Ayog would be t
acted as a mediator in the process of transferrin@store the Credlblllty of the consultation process wit

finances from centre to state. The finances are bothe states and to bring Central Ministries into thg
discretionary and non-discretionary. There is a lot ofduation in the absence of any real financial power;jit

evidence that shows that a large proportion of fund8as been proposed that there will be a basket
for the centrally sponsored schemes which are most§chemes available from which the states could pi
discretionary in nature went to those states that we@nd choose according to their needs and that e
politically aligned with the ruling party (/parties) in scheme would be further tailored to meet specific log
the centre. needs. Restructuring of the centrally sponsorg

schemes would be the most sought after developme
Also, increasing reliance on market economy in gnother most important issue that it needs to addre

globalised world and the growth of the domestids to expedite the slow and tardy implementation
private sector has resulted in the Commissiompolicies.

becoming more or less irrelevant; though the Planning _ o
Commission played a crucial role in the initial yearsThe NITI Ayog will be a welcome change if it
when the public investment was a large part of thépearheads a dynamic growth process based on sg

based think tank. One can say that it may be an

poor performance and growing redundancy. flavours and is expected to satisfy everybody’s tas

Plan Year Target| Actual NITI Ayog- New wine in the old bottle?
Growth | Growth i i

NITI Ayog, the acronym for National Institute for
First 1951-56 2.1 3.6 transforming India $og, is a policy ‘ think tankthat
Second 1956-61 45 4.3 will provide government at the central and state levigl
Third 1961-66 56 58 with relevant strategic and technical advice across\ﬂe

spectrum of key elements of policy.
PLAN HOLIDAY 1966-99 - -

Fourth 1969-74 5.7 3.3 One of its functional property that it no longe
Fifth 1974-79 44 48 possesses the power to allocate funds, separate it
, distinguishingly from the Planning Commission; the

Rolling Plan 1978-80 _ ~ Finance Ministry will now handle all the funds and
Sixth 1980-85 52 | 57 the financial matters will remain under the guidancp
Seventh 1985-90 5.0 6.0 of the Prime Minister who remains the supremg
Eighth 1992-97 56 6.8 authority with respect to policy matters. Also, &
Ninth 1997-2002 6.5 54 governing council comprising the Chief Ministers o

the states and the lieutenant governors of Unign
Tenth 2002-07 8 7.6 territories has been formed (Under Plannin
Eleventh 2007-2012 9 8 commission, States’ role was limited to the Nationd|
Twelfth (cancelled)] 2012-2017 8 - Development Council and annual interaction durin

Cial
overall investment in the economy. considerations rather than becoming another centife-
jd
Thus, its demise can significantly be attributed to itsvine in a new bottle but it has got some new addlj
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Oil Economies: Venezuela and Nigeria

Falak Arora, Gauri Pandey- 2 year

Abstract: TheAmerican economy*sunconventional’  could not be increased because the supply of oil
discovery of shale gas is what set the stage * slipperyremained relatively inelastic.
for most traditional oil suppliers. The paper will focus

on two such economies namely, Venezuela and Nigeria€ increase in the supply of oil began to slow down
in 2005. This created a situation of excess demand

and hence, an increase in oil prices. The supply of

o substitutes of oil such as biofuel and natural gas
Nigeria could not make up for the shortage of oil. The other
reason for high prices was the adverse situation in
SIran, a country that is responsible for exporting
around 2.4 million barrels of oil a day. It exports its

Oil exports account for about 75% of the country’
revenue and 35% of its GDP.iW United States’

decision to stop importing oil from Nigeria and theOil to big economies such as India, China and the

falling crude oil prices, the economic outlook_ for theEU. In a world where there was already shortage of
economy has further dampened. To add to its woes

Nigeria has been facing labor union strikes demanding(ude oil Supply’. add.ltlonal lag in supply just
. S . " acerbated the situation.

improvement in infrastructure, working conditions, etc.

March, 2015 and a change of power threatens the

economy’ sstability, because the same party has ruled’he price of oil has decelerated sharply since the

Nigeria since 1999. beginning of 2014, when it was $115 per barrel. It
is now priced at $49.80 per barrel The oil price
Venezuela has fallen by 30% since. then A lot many vicissitudes

Oil accounts for 95% of&hezuela’ €xport earnings. n the global events has iesulted.m this sharp
decline. As per Forbes, “According to recent

Falling oil prices has hit their economy hard due to” . . :
mounting debt and lower cushion for public financesesumates’ Saudi Arabia needs the price baCk. to
The government spends far more than its oil revenug.gg'20 a barrel t.o break even. Even a.t that pomt,ﬁ
Fiscal deficit amounts to 20% of the GDP. Inflation in"> 2" OPEC “at¥°“5 would still be in the re(.i
the Venezuelan economy has hit the roof and th e?plt,e such dlr,e needs, the cartel has still
scarcity index for food and other basic goods remaingl"’"nt:’llrled low prices.

high. For an economy like Venezuela, which is highlyrpe answers of course lie in the standard demand-
dependent on imports of necessary commodities sugly, o1y chase. The world demand for oil has fallen
as medicines and food, finding creditors is likely t04,e to the general negative outlook and slowdown.

be a Herculean task. Most developing countries are now cutting back on
energy subsidies in view of rising budget deficits.
India is a major example of such a move. Hence,
0il prices were as high as $ 100 per barrel in 2013  higher costs have further encouraged lower
and still increasing. This was a bit surprising demand. Slowing growth in China too has
considering that the world economies had recently ~ contributed to the overall slump because of the fall
faced a severe recession. According to me, the main  in demand. Countering the expectations, Libya has
reason for the oil price increase was the supply  increased its oil output, which has increased the
constraint. In 2013, emerging economies such as  total supply of oil. America is the surprise entrant
India and China saw an increase in their demand  with its shale gas revolution. To quote The
for oil and petroleum, they being a necessary  Economist, “America has become the world’s
commodity. However, the overall oil production  largestoil producer. Though it does not export crude

Reasons for an increase in oil price in 2013
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oil, it now imports much less, creating a lot of spare
supply.” As a result,imports by OPEC have been cut
by half. OPEC’s internal infighting has also kept the
prices low. Saudi Arabia and Kuwait don’t want to
lose their share of the oil market. They are
consequently unwilling to cut down on production.
Being the most puissant of the lot, they have
hectored the smaller economies into giving in.

The worst hit are the economies of Nigeria,
Venezuela, Iran and Russia, which are largely
dependent on the export revenue from oil to fuel

of the nation. After Hugo Chavez assumed office

1998, he planned the economy of Venezuelg.

Venezuela, which was previously under the US rul
played a pivotal role in recovering oil prices by holding
an OPEC Summit in Caracas. Therefore, Venezug
secured a vital source of income for its economy. Aftg

this, the Chavez Government went on to overturn wklrt

is referred to as the “the most perverse and antinatio
system of oil production”la aperture petrolergthe

petroleum opening). By opening the petroleum sect
the PDVSA gave transnational oil companies the rig
to extract oil while giving an insignificant portion back

)

a
r

al

to the Venezuelan state. According to this policy,
meant that even if oil prices recovered slightly, mo
of the profits went to transnational companies. Th
o ] .Chavez government took complete control over th
Venezuela or the Bolivarian Republic of Venezuela ispy/ga by implementing Currency Exchange Contrd
a country located on the Northern coast of Southicgc). This was done in order to avoid capital flight
America. It is the fifth largest member of the Oil andThjs |ed to a rapid increase in the oil production anfi
Petroleum Exporting Countries (OPEC) in terms ofyltimately an increase in the International Reservg
oil production. The Venezuelan economy is largely|IR) of Venezuela. He shut down most of thg

their economy.

Case Study 1- Venezuela

D

%)

based on petroleum and manufacturing sectorsnanufacturing sector and invested more in oil, making
Revenue from oil exports accounts for nearly 50/enezuela more oil dependent.

percent of thecountry’s Gross Domestic Product

(GDP) and 97 percent of its export earnings. Venezuelan economy expanded at an average of Ig¢ss

than 3 percent a year duri@pavez’s longenure as
After 1960, the oil market was taken over by OPEQPresident, even when the oil prices soared as highjas
and the 7 companies that belong to the OPEC membe¥$50 a barrel in 2008. The IMF predicted that thg
are called the “New Seven Sisters” of the oil industryeconomy would grow at an approximate rate 2 perce
Petroleos de Venezuela, S.A. (PDVSA) (Petroleum of? 2011.
Venezuela, S.A) which is a state owned oil and natur
gas producing company is one of the

Sisters”.

H
d

P qlhe 2008 financial crisis hit major economies such
New Sevele ynited States, which is one of prime exporters
Venezuelan oil. This affected the Venezuelan econo

3adversely. Post 2008, the Venezuelan econo

experienced a recession for 2 years (2009-10).

Just before the oil crisis of 1980-1990s, all was wellécession was fuelled by the economic crisis and
for Venezuela. There was a boom in the oil markegl€ctricity crisis, brought on by a prolonged droug
and Venezuela being one of the biggest oil producer¥enezuela imorted most of its necessities, which we

An overview of the Venezuelan Economy: 1980-201

was benefitting from the boom. It was a time when itd!STupted because all the countries from whefe

currency, Bolivar, peaked against the US do”arVenezuelglmported were severely hit by the crisis. This

Venezuela was seen a model democracy. led to faII_ in welfar_e for the Venezuelan population ar
hence, oil production took a toll. The government undgr

The era of Hugo Chavez Chavez was handicapped. They couldn’t do anythin.
Even if they ramped up the production, it wouldn’t dg

Late Hugo Rafael Chavez Frias was the President any good because the major countries to whigh

Venezuela from 1999 to 2013. He belonged to th&enezuela exported were dowihey didn’thave the

United Socialist Party of Venezu&la money to buy the oil. This was made worse by the faft
that Chavez’ssocialist government spent insan

In 1980s, Venezuela struggled through falling oilamounts on social welfare and development and the

prices, increasing foreign debt and decreasing welfagovernment ran a deficit throughout.

N e 7
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In 2011, the economy was finally able to reach the 4ould not be matched with the increasing demar]i.
percent mark for economic growth. It proved all theThis, along with the fact that the Irapolitical
predictions wrong. While the developed nationsscenario hindered its oil exports, created a situatign
struggled through poverty and ever-increasingf excess demand, which led to a sharp increasefin
unemployment, in Venezuela, it was just the oppositgrices. However, the situation in Venezuela was fgr
The growth rate was on an upward trend. from the best.

Income inequality gradually declined in Venezuelavenezuela faced a very high inflation rate, which w
under the Hugo Chavez government and his socialistose to 50% in October 2013. The Chavez governmgnt
reforms. The Gini coefficieft that measures the with its socialist objectives left a hole in th
income inequality fell down to 0.397, which is the government’ pocket. The fiscal deficit was so hug
lowest Gini coefficient in the region. Although the that even with high petroleum prices, the governmept
income disparity declined, but there wasn’t muchwas in tattersSince the Bolivar is not a hard curreftcy
income to be equally distributed. “Venezuela is thehe inflation led to its devaluation. According t
fifth largest economy in Latin America, but during theKenneth Rapoza for Forbg&The devaluation of the
last decade, it' been the worst performer in GDP percurrency in the case of Venezuela represents]a
capita growth,” sayarturo Franco of the Centre for reallocation of resources from the private to the public
sector, which is practically the only exporter thankg

R to oil giant PDVSA. Private consumption moderated

e i from 7.0% growth in 2012 to just 3.2% yearly growthy
in the first.” Even the International Reserves werg
Ry EL dwindling.

" e To add to the misery of the Venezuelan peopl
President Nicolas Maduro, successor of late Hujo
Chavez, didn’tacknowledge that Venezuela was, ir
Il gl fact, in trouble economicallyde followed Chavez’s
footsteps without realizing what it would do to thg
economy. He continued with the social welfarg
s ‘ | ‘ ‘ , . programs and made a statement blaming the privgte
B L i w il Ll sector for the countrg economic problems.

2500 2500

1500 1500

Present Scenario (2013 onwards)

) _ 2014 saw a drop in the oil prices. The worst hit wef
InternationalDevelopment at Harvard University in the economies of Venezuela, Nigeria, Iran and Rusgia
2013. who are largely dependent on the oil exports to fugl
Post Chavez period (2013) Fhe|r economies. It was assumed that the QPEC woljld

intervene to cut down the supply and bring the af

2013 and 2014 were very crucial years for allmarket back in equilibrium but nothing like that was
economies around the world, especially for the oifone. In an OPEC meeting in November 2014, Saj‘[ii
producing economies such as Venezuela. Arabia, which is the second Iargest crude oil produ r
in the world decided not to cut down on its productio

2013 was characterized by increasing crude oil pricesf oil because they didnitant to give up their market
This was a result of a mismatch between the demanghare of oil. This caused the prices to crash evign
and supply of crude oil. All over the world demandsyrther.
for crude oil increased, especially in emerging

economies such as India and China. Petroleum beiﬁ@nezuela was in for a world of trouble. The fact thgt
a necessity, the demand for it was more or lestheir President wouldr’ act on the already high
inelasti¢®. However, the supply was a constraint andnflation didn’ thelp the situation either. By the end Oﬂ
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2014, the inflation rate was as high as 65 percent. THeven a small blow to the economy can make matteys
fiscal deficit was worse than ever. In order to cover upnuch worse. China, which is one of the major lendefs
the deficits, the government had borrowed huge chunier Venezuela has now refused to lend any more mongy
of money and now is in a situation where it would noto the VVenezuelan government.

be possible to pay the debts. The skyrocketing inflation _ _

has led to a devaluation of the Venezuelan currency€re is hope for the economy if the governmerft
(the Bolivar costs around 90 USD in the black market)Ntérvenes to cut back on its expenditure and ad:t}’t
On top of all this, the government under Maduro isn-pollmes to reduce |nfla_1t|on. On_ly_when the inflatio
willing to cut down on social expenditure such adS reduced, can the Bolivar regain its value and scaragy
subsidies. The government spends way more that tif&" be controlled to some extent. The country shoyd
revenue it generates from exporting oil. Venezuelaﬁ"so tr_y to b_oost its manufacturing sector. However, t_
economy is characterized by scarcity of certairlS €asier said the_m do_ne. It had beer_l seen th_af[ evel in
necessary goods such as medicines and food. With #es of @ booming oil market, the fiscal deficit wag
that has been happening around the world, the scarcf@PSe to 17 percent of GDP. Even, the manufacturifig
is worse than ever. The Bolivar has lost its value i$€CtOr requires initial investment for which the
the black market (around 80 to 90 Bolivars per ygovernment does not have money. Therefore, itis ste
dollar), the inflation is soaring and hence the peopl& Say that even if the government adopts all tf

of Venezuela are unable to afford a lot of basi@ésirable policies, it will be long before the econom
necessary goods. is put back on the path of recovery.

Conclusion Case study 2: Nigeria

The worst is not over for Venezuela, it seemsBACKGROUND
According to thelLatin Focus Consensus Forecast

lists. inflation i tod t K at d7 he Nigerian economy presents an irony of sorts alj
panelists, Inflation Is expected o peak at aroun alled as the ‘ resource curse’ &gonomists. While it
percent by the end of 2015. According to

‘IS replete with legion natural resources on one hang,

Iﬁrecaste;rst,the _?;: prices are tun“k?ly to mt;rr]ease "B the other it is struggling with gouging poverty. Th
€ neartuture. There s resentment among th€ peOoR, ey part of the economy is said to be dependgnt

of Venezuela as they are unable to afford a lot g n oil while the traditional sector of the econom

nepesiltlestof lite. 'T‘ t?he cl_ormngf Bt/ﬁarf' thte SC&I‘CI'[):I rives on agriculture. Until 1960s oil was yet to b
going fo get worse In e Tight ot the Tacls presente;qq,yered and agriculture was the prime driver of tife

?hbotv\il Takln? a_II Qf ';hls m;o c_on5|der]:e\t|on£ l tthmk conomy. Oil is now major component of the Nigeriaf
at venezuela Is in for a hurricane of protests an conomy. Itaccounts for 95% oNigeria’'s export

strikes. The people are unhappy with the governmené,amings and for 65% of total government revenug.
who is unwilling to take the initiative and solve the.l.he Nigerian government has been accused |pf
woes of the economy. The Petro Caribe prograrEorruption and inefficiency because of which

(2005) allows many Caribbean states to buy oil fro roportionate gains are not spread out and eventua]Iy

Venezt_UﬁIa on a:t(tj]e;‘erred payr?gnt balscllsb Thi n the 1% are benefitted. Despite the augmenti
essentially meant that some countries could buy Ofe,anye from oil, investment in agriculture hag

from Venezuela by paying some amount upfront ang1 - - -
o ) ._declined such that there is a need to import food.
the rest of it in a period of 2-3 years. The PetroCaribe P

has resulted in huge deficits for the VenezuelaTHE 1980S ERA: FALL IN OIL PRICES
government. Although, the deficits from PetroCaribe

is not as much when compared to the losses caused ¥th the oil crisis in the 1980s, revenue fell Sharplc“;
huge fall in price of oilAccording to the country’s Inflation was already doing rounds. Consumer goodp,
foreign minister, Rafael Ramirez, “Venezuela isincluding necessary commodities, became extremgy
perfectly capable of sustaining the PetroCarib&xpensive. Governmentfscus on the industrial sector,
agreement” This, in my opinion is highly unlikely, atthe expense of the agricultural sector, caused sevpre

considering where the Venezuelan economy standshortage of food, such that it had to be imported. Alsp,

o

\ 7 N 7
(85 )




f N\

most of the workers had shifted to the urban sector teconomic reforms that the president wanted tp
work in the industries. This caused a shortage ahtroduce. Major concerns were fighting off poverty
workers in the agrarian rural sector and created an evirelling the economy and luring foreign investors.
increasing unemployment in industrial sector. The _ ) -

government defaulted on its loans. More debt begahh® reforms could not bring any major shift in thg
to mount because food had to be subsidizedcOnomy. Unemployment instead rose from 12%'13
Immigration, especially from West Africa, was stoppedt9%- The manufacturing sector collapsed and tffe
to save jobs.The urban unemployment rate rose to Z8imber of Nigerian graduates increased year on yefr.
percent in 1992, and crime also increased as 31!Afrastructure deficit still plagued the economy
percent of the population lived below the poverty lineForéign capital did notinundate the Nigerian econon
The Government further implemented StructurafS nad been expected. This is in part because of e
Adjustment Program, to redubigeria’ sdependence high cost of doing business in Nigeria and a lack df
on oil and to create a basis for sustainable norffansparency in economic decision-making in th
inflationary growth. But, this further worsened the country. GDP per capita in 2006 was same as in 19
situation by increasing inflation and unemployment.he BBC reported in 2005 thahfgeria is one of the
Spending on education and health care reduceorld’s biggest oil expo_rters, _but it is alsp one of thg
considerably. As peThe New Nigeriat GNP per worId’s_poo_re;t countries, with the majority of the
capita per year decreased 4.8 percent from 1980 RpPulation living on less than $1 per day.”

1987, which led in 1989)_Nigeria’ sclassification by . In 2005, Nigeria reached an important agreement wijh
the World Bank as a low-income country”. Pre&denﬂalhe Paris club regarding debt relief. Nigeria agreed

elections being terminated in June 1993, Sani Abact@ay the Paris Club $12.4bn (£8.2bn) in exchange thr

became the authoritarian ruler. The next 6 years woulfhe remainder of its $30bn official debts being writt
prove mean even more detrimental for the €conomyy This helped the country remove its name from t
Gross corruption and violation of fundamental rightSnternational black credit list. In 2006 it settled the

of its citizens, abatelligeria’s tarnished reputation remaining debt becoming the first African country t¢
further on. Unemployment and poverty reached highegjg 5q.

levels than ever before. Very little of the revenue from
oil exports reached the common man. A large amourRefore the financial crisis, the fragile economy wag

of this money was embezzled to Swiss banks. regaining investor confidence. Oil prices had been gn
_ an upward trend. But catastrophe came in the form|pf
The 2000s: getting back on track the 2008 financial crisis. Price of oil was at $14]]

around the time. But due to speculative pressuregit
r}‘ell to $50 per barrel. Consequently the governmeipt
eckperienced a shortfall in revenue and also in foreign
exchange reserves. The stock markets crashed gnd
anicked foreign investors withdrew their money fro
e economy. Inflation shot up to 15% from 6%.

The election of a civilian president, Olusegun
Obasanjo, in 1999 was the first steps towards achievi
economic stability. Incidentally, inflation rates fell to
6.1% and the foreign exchange rate stabilized t
N92.00 per dollar. The new president aimed to reinsta
global confidence in the economy and bring back
credibility in the government. While his attempts atPost the financial crisis, the economy had aga
getting debt relief failed, he did manage to pass antstabilized. Capital markets are bullish and moslt~I
corruption bill in the legislature. He privatized indicators are fine.
inefficient and corrupt state owned companies. With

the help of the World Bank, Nigeria succeeded irfil revenue still accounts 70% of government revenye

recovering US$458 million of public money stashed@nd 90% of its exports. The recent fall in oil price
off abroad. due to shale gas revolution, global slowdown ha

again clouded the troubled economy. Nigeria failed
In 2003 he introduced National Economictake any lessons, from the first time, in diversifyin
Empowerment Development Strategy (NEEDS)its economy. Even the annual budget of the governmgnt
program. It encapsulated the range of social ani$ based on the oil price benchmark. It is 68 dollar

-
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barrel for 2015, IMF recently cut Nigera'forecast attempt to overthrow the government and establish|ifs
from 7% to 5% for 2015. Their official currency, rule. They have been dominating the northern regign
Naira, has been depreciating and is currently beintpr the past 5 years and recently kidnapped 200 giffs
traded at N208 for every dollar. It has depreciated bin Chibok region in the northern state of Borng
almost 16% since June and the government refuseshtgeria’s northern region is hence poorer than its
devalue the currency. Reserves are enough only f§Puthern region. While the southern regions houge
the next 6 months as a result. With oil revenue fallingMulti-nationals and a growing middle class, thg
foreign exchange earnings are likely to fall down toonOrthern is poverty stricken. Another major economjg
Their current account surplus has been positive siné@ss to Nigeria is that agriculture is mostly concentratgd

1970 but, excluding oil, the balance is mostly negativé.rl the northern states. Du_e to the presence of Bgfo
Haram, production is slowing down.

Nigeria exports 2 million barrels per dayigeria's
oil was prized for its low sulphur content and

unfortunately, oil discovered in America is also |0WNigeria’soverdependence on oil export revenue is i
in sulphur content. As a result price of oil with low Achilles heel. Nigeria’ conomy has been undulatin
sulphur content has fallen more. Nigeria has also logtlong the fall and rise in oil prices. The economy ne
its entire share of oil exports to the United States. to invest in sectors such as agriculture, which h

Conclusion

scheduled for February 14th, are also preventing theuge infrastructure deficit and the oil revenues ne
government from raising interest rates or devaluingo be directed to build better roads, highways, factori
the currency. The dollar reserves, as a result, agtc. The country should ease rules for foreig
dwindling fast. Nigeria is also dealing with its militant investment by bringing transparency, reducing re
Islamist group Boko Haram - which has caused havo@pism and corruption. Nigeria has abundant natu
in Africa’s most populous country through a wave ofresources known and unknown. The bureaucracy ne
bombings, assassinations and abductions - in @@ optimize on its wealth.

Impact Evaluation of Spaghetti Bowl Effect on
South Asia-East Asia Trade

Osama Sajid

Lahore University of Management Sciences, Pakistan

Abstract: Trade relations between South Asia and Eastarries out an econometric analysis (by using gravif,
Asia have seen an upward trend since the start of thgodel) of the trade flow between a selected group| pf
millennium. Before 2000, there was only one tradéouth Asian and East Asian countries. The results shgw
agreement, the Bangkok Agreement, connecting Souitat the increasing number of trade agreements |fs
Asia and East Asia. As per the current data in 2014ndeed negatively affecting the trade relations betwegn
the number of operational trade agreements linkingSouth Asia and East Asia.
the two sub regions has grown to 10. Economists havP .
i . . . Introduction
pointed out that due to their overlapping

conditionalities, these proliferating trade agreementsas this paper is about the poor trade relations betwepn
are causing trade diversion and thus leading to overalsouth Asia and the rest of Asia, particularly East Asig,
loss of benefit for the trading nations. Thisit is imperative that we briefly delve into the history
phenomenon is referred to aspaghetti bowl of economic, political and cultural relations betwee
syndome’. In oder to study its impact, this paper the two sub-regions (East Asia and South Asia).
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and India accounted for around half of the world’sAsian trade with East Asia has almost remain
Gross Domestic Product (GDP)He also points out stagnant at around 22%. On the other hand, South
that during that time, Asia was quite well integratedpnly constitutes around 3% of total East Asian tra
with Northern Silk Road and Southern Maritime Thus, the statistics are not encouraging in real se

Highway providing major impetus for intra-Asian _ _
trade. Some economists believe that the reason why tr

integration between the two sub regions has not gro
Then industrialization followed, and the balance ofat a pace at which it should have, is the proliferati
power shifted to the West. A period of isolation dawnewf Free Trade Agreements (FTAs) between the
upon South Asia, and its strong historical linkage withNumber of FTAs between East Asian and South Asi
East Asia plummeted. countries has gone up dramatically over the last dec

1990s witnessed a shift in the isolation policy of Soutr?r S0 The mushroom_growth of F‘TAS Iead!ng ¢
. . . lowing down of trade is known as ‘ spaghetti bo
Asia as India opened up its economy. At the start of

. . ) . syndrome’
the millennium, world saw a new era in South Asia- y

East Asia relations, which the economists commonlyhjs paper studies the impact of South Asia-East As

“looking west' policy. Both the regions once again regression results show that spaghetti bowl does e

came closerFor example, India growing attempts gnq has indeed led to dampening of trade relatia
to link itself with East Asia eventually led to the signingpenyeen the two sub regions.

of ASEAN-India free trade agreement in 2010.

call SouthAsia’s* looking east'policy and Easksia’s  gpaghetti bow! using gravity model of trade. Th)q

" L _ 2. Literature review
Political scientists term these growing attempts at

linking the two sub regions as the Renaissance of Asi@efore moving on to theoretically understanding thg
Two events, though not very important per se, holdaegative effects of spaghetti bowl, it is important ]
h

considerable symbolic value in the* Re-birthAsia’.  recognize the factors that drive the demand for s
First, the reopening of Nalanda University after 80Grade agreements.
years® Second, on the wish of the then Indian Prime

Minister Manmohan Singh, a commemorative shiplhe reasons behind growing number of FTAs are maly.
expedition was carried out which went through thdnAsian context, Jayant Menon (2009) identifies somge
historical routes, which used to link the Indianspecific reasons of proliferating BTAs (bilateral trad};{l

subcontinent (Southsia) to the * MaritimeAsia’ (East agreements). Generally, disillusionment from t
Asia). liberalization at the worldwide level creates dema

_ S for small scale trade agreements.
Knowing trade statistics is important to comment upon

where the economic relations between the two sulm some cases, already created trade agreements d
regions stand todayrade data collected from IMF’'s impetus to the creation of more agreements. Talki
online database, Direction of Trade Statistics (DOTS)about Market Restoring BTAs, Menon (2009) writes
can help us in this. “Countries that did not belong to a Preferential Trad

Agreement (PTA) felt compelled to form or join on¢

67,914 million as compared to $7441 million in Zooomarkets in other regions that were becoming mo

and .$3955 million in 1.990' We can witness isolated and less accessible as a result of preferen
considerable trade boom in the lastdecade or so, Ws‘f}rangements ”

annual percentage growth of around 15%. Imports

In 2013, South Asian exports to East Asia stood at ﬁ order to secure regional markets, or compensate Fr

from East Asia to South Asia were valued at $167,32Furthermore, it is apparent that arriving at a conclusign
million in 2013, which grew from $8,000 million in is easier with less number of negotiators involvef.

1990. Thus, a number of small PTAs emerge with membe
However, these huge jumps should not be consideredyerlapping in them.
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Some PTAs are formed to strengthen relations betwe@verlapping ROOs. Thus, spaghetti bowl can diveft
members of a bigger PTA. This strengthening mightrade through Rules of Origin problem.

not be possible in a larger PTA where a country ma )
feel comfortable with some members but not with?-Bhagwatti (1995) also argues that apparent trage

others due to political and/or economic reasonscréating impact of FTAs can often turn to be tradg
Malaysia-India BTA can be one such example wherdiverting. He writes, “Thus, if the US crowds Mexic

both countries are also part of the larger India-ASEAND @n industry, potentially creating trade in the Vineri
agreement. sense, Mexico can, and probably will, start anti

dumping action against nonmember suppliers and seek
Rai (2010) points out that the Asian financial crisis oto accommodate thus both its own and the US firmg jat
1997 further exacerbated the FTA creation amongshe expense of nonmember suppliers, transmuting trafde
Asian countries as they came to realize that increaseteation into trade diversion.”

regional cooperation is necessary to sustain economic _ _
growth. 3.Rana and Dowling (2009) add that many AS|a||

countries have limited infrastructure for carving ou
There is an interesting debate about whether thisade policy, and thus the proliferation of free tradg
growing trend of trade agreements actually benefitagreements cause huge financial and administratiye
the trade flow between the signing countries or not. burden on such nations, often outweighing the trage

_ _ _ creating benefits of any such agreements.
Bhagwati (1995) coined the term ‘ spaghetti bowl’ for

the first time; he explained that the growing numbeMost of the studies on spaghetti bowl are theoreticjl
of preferential trade agreements (PTAS) are just liken nature. There have been very few attempts L
spaghettis that tangle up with each other, restrictingmpirically study this phenomenon, especially in Asiap
trade instead of facilitating it. context.

FTA proliferation can deflect trade through a numbekElina (2011) tried to test the phenomenon of spaghejti
of routes. bowl for African countries econometrically using the
gravity model of trade. The regression results conclu}e

1. Members of Free Trade Agreement (FTA) reducenat the growing number of trade agreemen
tariff amongst them, but maintain their own external,gyatively affects extra- African trade; however intr
tariff on imports from non-FTA members. According african trade is not.

to Bhagwati (1995), one of the ways through which

increasing FTAs leads to reduction in trade is th&his paper uses a similar econometric model.
complexity caused by Rules of Origin (ROOs). ROOs _ _

determine the country of origin of a traded product3: Econometric Analysis

This is important in order to identify what tariff rates
are to be applied. These rules are designed to prev plied in assessing the impact of spaghetti bowl
goods from being imported into the FTA memberSou,[h Asia-East Asia context.

country with the lowest external tariff and then

transshipped to the country with higher external tariffs3 1. Using Gravity Model Of Trade

This section deals with the econometric methodolo ?:

Because of globalization and other factors, classifyin@ur model uses data for the following selectefl
products according to the country of origin is near teountries Wherever this paper refers to the' initially
impossible, as a product may have passed through tegislected countries’, it is referring to the following eigh
or more of countries before reaching a final destinatiogouth Asian and twelve EastAsian countries.
for assembly. ROOs multiply under proliferating FTAs _ _
because different members have different externdtight countries from South Asia are sele€tathmely
tariffs. What happens is t_hat countries avoid taklngL THE PEOPLE’ S REPUBLIC OF
advantage of the most efficient supply network because

) AL BANGLADESH
of the fear of losing the ‘origin’ status due to

N\  89) Y
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2. BHUTAN S = Factors affecting the supply of exports (such gs
exporter's GDP)
3. THE REPUBLIC OF INDIA
M, = Factors affecting the demand of imports (such gs
4. THE REBUPLIC OF MALDIVES importer's GDP)
5. NEPAL G = Factors affecting which are independent of or
6. THEISLAMIC REPUBLIC OF PAKISTAN Qij = Ease with which exporter can access market (sugh
7. DEMOCRATIC SOCIALIST REPUBLIC OF SRi 25 Pilateral distance)
LANKA For econometric analysis, the original equation cgn
8 AFGHANISTAN. be transformed as follows

InXijt= B1+ B2InGDPit+B3INnGDPjt+B4InDISTij

Twelve countries from East Asia are sele@etmely A
+éijt, where

1. SOCIALIST REPUBLIC OF VIETNAM . _
Xijt = Monetary value of exports from countryo

2. KINGDOM OF THAILAND countryj at timet

3. REPUBLIC OF SINGAPORE GDPjt = Gross Domestic Product of the exporting
country at timd

4. REPUBLIC OF THE PHILLIPPINES
GDPit = Gross Domestic Product of the importing

5. UNION OF MYANMAR country at time

6. MALAYSIA DISTij = Geographical distance between country|

7. LAO PEOPLE’ SDEMOCRATIC REPUBLIC andi

8. REPUBLIC OF INDONESIA B1, 2,3,4 = Respective coefficients

9. KINGDOM OF CAMBODIA &ijt = other factors which affeci§j at timet

10. BRUNEI DARUSSALAM Up till now, there has been no talk of the spagheffi
bowl in the gravity model. The spaghetti bowl impac

11. CHINA will now be incorporated in the gravity equation by
using dummy variables.

12. JAPAN

) ) First one will be called the * PTA dummy’. It will take
This paper uses the gravity model of trade to assegSa yajue * 1’ if the trading couple (importer an

the impact of spaghetti bowl on the trade VOIume'Th@xporter) have signed a trade agreement with eakh
model assumes that trade volume between tW8ther and ‘ O otherwise. Trade agreement can bi¢
countries is positively related to their Gross DomeSti‘E)ilatéral (involving only country and country) o
Product and negatively related to the geOQraphiBIurilateral (country and not being the onl

distance between them. members).This dummy will judge the impact o

In its general form as per academic textbooks, we cai9"'"9 atrade agreement on the trade volume betwgen
write the gravity equation as the signatories.

X = (G) (S) (M) (@), wheré* Second dummy variable can be called the ‘ spaghégti
i { i ij/1 ) .

bowl dummy’. In order to capture the impact off

X, = Monetary value of exports from country to proliferating trade agreements, this variable will takg

country value ‘ 1’ if both of the countries have signed anothgr

14
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trade agreement with a third paegd ‘ O’ otherwise. Gross Domestic Product (GDP) figures were collectgd
This dummy will not take into account the tradefrom World Development Indicators (WDI), an onlin
agreement accounted for in the first dummy — the * PTAlatabase of The World Bank. Atotal of 80 values w VF

—

dummy’. collected (4 year data for twelve East Asian and eig

South Asian countries). Note that all figures are
To assess the impact of spaghetti bowl, we nowyrrent US dollars.

introduce a third dummy variable. This one can be
called the * interacted dummy variable’, as it is formedAir distance between all South Asian and East Asign
by multiplying the values of * PTAlummy’ with the ~ countries was collected in miles using Google Map
corresponding values of the * spaghetti bowl dummy’ statistics.
The interacted dummy variable will help us in
answering our research question as it will capture t
impact of spaghetti bowl on the original PTA affect.

hEach observation in the database can be identifig¢d
t%rough three unique indicators: importer, exportgf,
and year.

After introducing these dummy variables, our final

Co These separate data records were merged and compjled
regression line now becomes

in one single file in STATA?

InXijt= f1+B2InGDPit+B3InGDPjt+L4InDISTij
+B5PTA+B6INTER +ijt, > where 1.The Bay of Bengal Initiative for Multi-Sectoral

Technical and Economic Cooperation (BIMSTEC),
B5 = coefficient ofthe * PTAdummy’ which will 2004

measure the trade creating impact of a trade agreemeff ;5 Asia

East Asia
B6 = coeficient of the ‘ interacted dummy variable’ Bhutan Myanmar
which will measure the impact of signing additionalgyj | anka Thailand
trade agreements (spaghetti bowl) on the PTA' tradgangladesh
creating affect India
3.2. Data Collection Nepal

By looking at the regression equation, it is clear tha®. Asia Pacific Trade Agreement (APTA), 1976
the following data is required South Asia East Asia
e Trade flpw between each South Asian and eacgri Lanka China
East Asian country Bangladesh Lao
e GDP for all the initially selected countries India
e Bilateral distance between each selected South

Asian and each selected East Asian country 3 ASEAN-India Comprehensive Economic Coop-
e Trade agreements linking South Asian and Easération Agreement (ASEAN-India CECA), 2010

Asian countries (required for assigning values t&Ggth Asia East Asia

dummy variables)

India Lao
Data on trade flows was collected from World Cambodia
Integrated Trade Solutions (WITS), an online database Myanmar
of The World Bank. Trade of the eight South Asian Singapore
countries with the twelve East Asian countries was Malaysia
recorded? Import statistics were used rather than Indonesia
export data because it is believed to be more carefully Vietnam
reported as countries gain tariff revenue on imports. Thailand
The trade data was collected over a period of 4 years, Brunei
from 2008 to 2012. This makes a total observations of Philippines

384 (12x8x4).
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4. India-Singapore Comprehensive Economic Co- |nformation on Trade Agreements in Asia was takef
operation Agreement (India- Singapore CECA),  from an online data base of Asian Development Bank,
2005 namely Asia Regional Integration Center (ARIC). Thig
South Asia East Asia information was then used to assign‘ 0’ and ‘ 1’ valuep
to‘ PTA dummy’ and the * spaghetti bowl dummy’.

-y

India Singapore

ARIC data reports that a total of 10 trade agreeme Ls

are operational between the selected South Asian gnd
5. Japan-India Comprehensive Economic Partner- East Asian countries.
ship Agreement (Japan-India EPA), 2011

- _ The trade agreements, with their names and the dte
South Asia East Asia

of becoming operational are listed on the following
India Japan pages. It also shows which of the South Asian al(j
East Asian countries are connected through each|jof

. . i ) these agreements.
6. Malaysia-India Comprehensive Economic Coop-

eration Agreement (Malaysia-India CECA), 2011  List of Trade Agreements (bilateral and plurilatera
South Asia East Asia operational between the selected South Asian and Epst
Asian countrieg®

India Malaysia

To depict how the codes to the dummy variables haye

7.Malaysia-Pakistan Closer Economic Partnership P€en assigned, let's take the trading couple India ahd

Agreement (Malaysia-Pakistan CEPA), 2008 Malaysia. We know that from 2010, both are part of| p
- : common trading agreement, the India-ASEAN CEC
South Asia East Asia

This means 'PTA dummy' for India-Malaysia coupl
Pakistan Malaysia would take value of '1' from 2010 and onwards, and [P’
before 2010. The 'spaghetti bowl dummy' would takle
value '1' because both India and Malaysia are part pf

8. People's Republic of China-Pakistan Free Trade

Agreement (PRC-Pakistan FTA), 2007 pacts other than the

South Asia East Asia ASEAN-India pact. For example Malaysia is part @

Pakistan China PTA:_D8 and India is S||gnatory to Jafpfa_n- Ir_ldla EPAL
The 'interacted dummy' would equal '1' in this cases|hs

. — 1x1=1.

9.Trade Preferential System of the Organization of X

the Islamic Conference, (TPS- OlC), 2004 3.3. Regression results

South Asia East Asia The results from the regression analysis are presenfed

Pakistan Brunei and commented upon in this section.

Afghanistan Indonesia

Bangladesh Table below shows the coefficients obtained through

Maldives running the multiple regression on STATA.

Before explaining each variable and its associatgd

10.Preferential Tariff Arrangement - Group of coefficient, it is important to discuss R-square and {-

Eight Developing Countries (PTA-D8), 2006

value.
South Asia East Asia
: : R-square comes out to be 0.688. This means that
Pakistan Malaysia explanatory variables in our model describe 68.8% l?
Bangladesh Indonesia the dependent variable (trade volume).
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OLS Coefficients for
Gravity Model

Variable

GDP of Exporting Country 1.578***

GDP of Importing Country 0.999***

Bilateral distance between -1.953%**
importer and Exporter

PTA dummy 0.614**

Interacted dummy (PTA dummy -1.825***
x spaghetti bowl dummy)
R-Squared 0.688

* Significant at 10%, **Significant at 5%, and ***
Significant at 1%

P-value is used to test the overall reliability of th
regression model. In our regression, it comes to

very small (0.000). This means that the group 2’?

variables (GDP of exporter, GDP of importer, bilatera

e

The value of the coefficient is 0.614. It is important
note that when PTA dummy switches from 0 to 1, t
percentage impact on trade volume is given by

100 X (exsoefﬂment of PTAdummy j 1

between two countries increases by 84.7%.

Now comes the * interacted dummy’, which measurg
the impact of the spaghetti bowl on the PTA effeqy.

The coefficient of this variable is negative (-1.825
and significant. This means that if both countries
the bilateral couple are engaged in trade agreeme

|
hus the hypothesis that spaghetti bowl is negative
mpacting the trade between South Asian and E:
Asian countries holds true here.

distance, PTA dummy, and the interacted dummy
variable) can be completely relied upon to test the trade. policy Recommendation

volume.

As the result of this paper goes against the increas

As our model is log linearized, the coefficients of therade agreements, we need to cautiously look at

explanatory variables predict the percentage changgture integration plans of the two sub regions. Th
in the dependent variable caused by changing thgst of South Asia-East Asia preferential trade

concerned explanatory variable by 1% point.

As expected, the cdifient of the exporting country’s
GDP is positive and significant. For every
in exporting country’s GDP, thalateral trade volume
increases by1.57%.

The GDP of the importing country shows the sam
positive trend with the coefficient value of 0.999.

Again, the p-value is 0.000, which means that thghe remedy to deal with the spaghetti bowl is th

coefficient is significant at all levels. For every 1%
increase in importing countryGDP, the bilateral trade
volume increases by0.99%.

The distance variable shows a strong negative relati
with the trade volume. For every 1% increase i

distance between the two trading countries, the
bilateral trade volume goes down by 1.953%. Again,
the p-value is 0.000, which means that the coefﬁcierﬁ

is significant at all levels.

The coeficient of * PTA dummy’, which shows the

gurrent growth trend of FTAs, it seems very likely th

g

agreements shows us that there was only o
agreement, Asia Pacific Trade Agreement, before 20
In the last decade (2004 to 2014), the operational FT|

of other FTAs in the pipeline. Many have been signé
but have not come into effect yet. Considering t

these FTAs will be operational soén.

consolidation of all FTAs into a region wide FTA. In
our case, a pan-Asian FTA could work. A quantitatiy
study done by Wignaraja (2014) shows substant
nefits for South Asian countries in particular an

SouthAsia FTA. Though this agreement does no

with other countries, then it would have a negativg
mpact on the effect of PTA and thus on trade volumg¢.

world in general by the formation of an ASEAN+{

!

Thus, by signing a trade agreement, the trade volu]

»

i

D

]

3

y
3

9

I;e

e
A.
S

~
4

1% increasg o gone up to 10 and there is no stopping. A number

14

!

cover all Asian countries, it serves the purpose of t
aper well as it includes all South Asian and nearly
ast Asian countries. The study takes 2017 as
baseline year (at constant 2001 dollars). T
simulations predict an income gain of 2% of ba

S
I
e

impact of signing a trade agreement between tw#come for South Asian countries and 2.4% for Eagt
countries, is positive and significant at 5% significanceéisian countries. However, there are variations in gaiffs
level (The p-value is 0.048 which is less than 0.05)amongst the different countries of the two sub regio

For example, India's gains are estimated to be ab

t
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2.29% while Pakistan’gain is quite low (0.20%). The Challenges and Ways Forward for Pan-Asian Regionalil
; ; 0 i+dNovember 22, 2010). GIGA (German Institute of Global an(

world_ as a whole is expected to gain 0.54% of |t_s'§Area Studies) Working Paper No. 152.

baseline income. The study also compares the gains

from this FTA with some other proposed FTAs suctFergin, Elina. (2011) Tangled Up in a Spaghetti Bowl-trade effects

as ASEAN+3 — India FTA and EU-India FTA. The of overlapping preferential trade agreements in Africa. Lung

results corroborate our recommendation as the gaif&!Versity: School of Economics and Management.

from ASEAN+3 — South AsiaR TA are expected to Menon, Jayant (2009). What to do abssia’s spaghti bowl.

be the largest amongst all. Malaysia: Office of Regional Economic Integration Asian
Development Bank.

REFERENCES Rana, P. and J. M. Dowling (2009) South Asia: Rising to th§

Asia Regional Integration Center — Tracking Asian Integration.Cha”enge of Globalization, World Scientific Press, Singapore|

Asian Development Bank, n.d. Web. 11 Nov. 2014. http://

i Rana, P. Prandumna (2012). Renaissance of Asia. Evolvifg
aric.adb.org/fta

Economic Relations Between South Asia and East Asia. Worfd

Bachetta, Marc. Beverelli, Cosimo. Cadot, Olivier. Fugazza,SC'em'f'C'

Marco. Grether, Jean-Marie. Helble, Matthias. Nicita, Alessandroyignaraja, Ganeshan (2014). Assessing the Experience of Sa§th
Piermartini, Roberta. (2012). A Practical Guide to Trade Policyagia-East Asia Integration and

Analysis.World Trade Organization.

] ] ) ) ~India’s Role.ADBI Working Paper 465. Tokyo: Asian
Bhagwati, Jagdish. (1995). US Trade Policy: The Infatuation withheyelopment Bank Institute.

FTAs. Columbia University, Discussion Paper Series No. 726

World Development Indicators.World Bank, n.d. Web. 11 No

Direction of Trade Statistics — DOTS. International Monetary2014.http://data.worldbank.org/data-catalog/world-developmenf-
Fund, n.d. Web. 11 Nov. 2014. http://elibrary-data.imf.org/indicators

DataReport.aspx?c=1449337 &d=33061&e=170921

World Integrated Trade Solution.World Bank, n.d. Web. 11 Noy
Durgesh, K. Rai, Asian Economic Integration and Cooperation014. <http://wits.worldbank.org/>.

Thermodynamics and Economics:
Entropy, Environment and Globalization

Vatsal Khandelwal

St. Xavier’s College, Mumbai

AbstractThe paper focuses on an obscure yestrong in foundation and analysis is an infant brangh
fascinating analogy between the laws of physics andf economics and its relevant analogies are not talkpd
the proofs and laws that govern economics. It seeks ttbout in mainstream discussions. “Modeling itself cI
understand the reasons for economic entropy such asathematics, mainstream economics is primar£
movement of human capital through the laws of physiaseductive and based on axiomatic foundation.
and builds upon the argument that as economic entrofgconophysics seeks to be inductive, to be gn
is maximized, the economic outcome would largely bempirically founded science based on observatiof}s,
detrimental. with the tools of mathematics and logic used to identifly
o ) and establish relations among these observationg.”
It is the business of the student of nature 10 knowsinha & Chakrabarti, 2012) This paper intends th
assign the “why” in the way proper to his Sc'ence_?'iminish the gap between pure empiricism a
the matter, the form, the mover, that for the sake o . . .
- o . Inductive social science and hence, presents the gfse
which” - Aristotle .
for a confluence of the study of the nature/propertigs

Using theoretical constructs of physics to make soundf matter/energy and mainstream economic analy
arguments and deductions in economic analysis is a _ _
major, yet rare trend today. Econophysics, while being he main argument of this paper revolves around gn
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analogy, first mentioned by Nicholas GeorgescuPhysics and economics are considered to be vasfly
Roegen, a protége of Joseph Schumpeter, who relatdifferent sciences but certain inter-connections can lpe
entropy and the second law of thermodynamics witlused to make the latter more empiricist and analyticgl.
the nature of economic activities and deduced vitalwhile it is perhaps not surprising for physicists
conclusions that are of concern to environmentalorking on social and economic phenomena to
economists. He mentioned that economic activitiegritical of mainstream economics and suggest tt
convert all energy into a state of high entropy (lesgmerging discipline oEconophysicsas a possible
usability) and while the quantity of energy remainsyjternative theoretical framework, even traditionaj
constant (as per the first law of thermodynamics) thgconomists have acknowledged that not everything s
quality does not. Hence, as soon as economic entrogye|| with their discipline.” (Sinha & Chakrabarti,
reaches its maximum value, economies will drain 0ubo12yTheories rooted in physics can be used to make
and civilization will come to a standstill. The Paperimprovements in economic theory and can certai:lj
would not only build upon his argument but also extendy, 5 e the way an economist looks at his disciplinp.

it to other economic arenas such as deveIOp'nQJsing the thermodynamic construct of entropy, thjp
developed nations as high entropy-low entropy spacg)s

: A . . aper intends to do the same.
with respect to the globalization policies being erected.
The Washington Consensus can be dubbed as thécholas Georgescu-Roegen mentions that the entrgpy
legislative catalyst that would in fact, in all law is the “the most economic in nature of all naturg
probabilities and absence of constraints, convetaws” and “the taproot of economic scarcity”. Entrop
human identities, cultures and capital into a highrefers to number of different ways in which
entropy state beyond which innovation and economithermodynamic system may be arranged and therefofe,
growth would cease to exist. While the environmentt qualifies to be a measure of systemic disorder. While
related analogy mentioned by Roegen and thecholars differentiate between entropy and disordgr,
globalization extension made here may soung can be said that, greater the level of disorder infa
prophetic and an exaggerated version of scientisnjyen system, the higher its entropy. While the firg
sound mathematical analysis can prove otherwise. | of thermodynamics states that energy cannot ‘e
he
5

The objectivesof this paper are as follows- created nor destroyed, the second law states that

a) To understand how energy transformationsum of entropies of all thermodynamic system
production of entropy and economic activities aréncreases naturally over time. Further, it has begn
intrinsically related in the modern industrial eraproven that “higher the entropy, the lower the quali
and what implications it may have on theof energy, whereas the lower the entropy in a systggn
environment. Show how economic policies basedefers to higher quality engy being used” (Glucina
on empiricist and unemotional/unbiased& Mayumi, 2010). Considering the two, scientifically
constructs can prevent the high entropy-lowevident statements, it can be said, that- as sum|fof
usability doom predicted by analysis. entropies of thermodynamic systems is bound ftp

b) To relate thermo-economic constructs with thancrease, the quality of energy deteriorates. Expressed
Washington Consensus and the innate nature @f a mathematical form, this implies,

globalization in bringing about ‘social 5, (ym g ) implies qe falls. Where S refers tc

degeneration. The Boltzmann ExpreSS|_on can b ntropy of a given system, the summation represefjts
used to understand how greater realization o : :

L he total sum of entropies of n thermodynamic systems
possibilities would lead to greater entropy an

hence, less usability of matter. With the economi%nife;efsers to the f;‘ait'ty of elne_rgy.h_Hence, givgn
parallel of W, having different values across (t+1) ©, qe(t+l) < qe(. Itis this nature g

nations, nations would have disparate levels ofNtroPy and its relation with energy which can havg

entropy leading to massive inequalities, pOS{najor repercussions in the field of environments
liberalization. The paper, taking a Marxist €conomics, the first of which was mentioned by

perspective, would investigate whether theRoegen. He maintains that entropy is equal i
entropy levels would finally be maximized leading Unavailable energy divided by temperature and hende,
to a high entropy global state or not. the equation by itself is a tautological representatign

7
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of the above-mentioned axiom that relates entropy anzbncern to “economize energy” (conserve it) to prolol
energy quality. (Roegen, 1986) Two basic constructihe crisis, since is occurrence is inevitable. Just li
need to be established before analyzing his deductiongiermodynamic systems reach the entro;t
a) All thermodynamic laws, as opposed to naturaMaximization state, economic systems also will. T
laws, express an impossibility period of occurrence, however, depends on the natjre
b) In order to survive, a living organism, does no of_economlc processes and the sustainability _of every
only need energy b'ut also. low entropy’/ tmlcro-proces_s involved. As entropy gets maximized,
' ' the * economic value’ of resources shall reduce, thids
Having these two constructs in place, one can relatejgdicating a negative relationship between entropy affd
thermodynamic system to that of a macroeconomigg|ye.
state. Since every production process involves a Seres amine, the Boltzmann equation which relatd

of input-output processes which relies on energ%ntropy to the realization possibilities of a give

consumption and energy quality is bound to decreasstilstem_ S = k log (W) where S refers to entropy a

(Srlonc((:aesseers]t;?g)i/nIfsacgciggginto r:lrjlrcrlraerﬁtse)i;lveo(l:gr?t(;rrri]llw refers to the realization possibilities of a syste
b 9 Y, Ytnumber of ways a thermodynamic system can

to a “technological crisis, an energy crisis as we ca . :
e ) rranged). Comparing a thermodynamic system to {
it (Roegen, 1986). Coal, for example, after being use Ioba?ecz)nomypwith%ndependerslft units bging hum:

up gets converted Into gaseous form (possgssm_g hig cépital, one can say that W can represent the realizatfon
entropy and more disorder in the nature of its emstencg

. : . ossibilities of human capital i.e. the way hum
in gaseous form), which has far less economic valu
I
e

%CD D [N "z

i~ . apital can be allotted different type and nature of w
(less usability/low quality) and thus, becomesin different ways. Consider the example, if the wor

unavailable for economic use. The economic SySteS%'onsists of three people a,b,c and three jobs X.y.z,

C:)On dsulcs:';[ilcr)]r? fﬁ:];ii\:;riasl dsrﬂ/?: r;t?sglrfetr;e:g ?n?lz r']?ph ealization possibility would be equal to three, singg
P 9 9 the three people can be allotted jobs in three way-

entt_rc_)p); (Sjtatﬁ' Whl?/\l;]h'\;viﬁ'ld Iequ t_to t.hefm!mh(ax,by,cz), (ay,bz,ca), (az,ba,cy) and hence, tfje
anticipated coflapse. While tis prediction 1S ot Minot,q 5 i ation possibility in this macro-economic sta

importance to environmental economists today, SinC\(Iavould be three. Just like different positions accord

the energy crisis is well discussed, it gets aggravatt%g different units of a thermodynamic system (s

if two things are realized. One, the law exhibits anatoms) form the realization possibilities of the syste

o Lo avanos ot e o ine same ca b don o i, Aseconrks
P get liberalized and there is seamless flow of goo

taking place (can onlprolong it further), and two, services and human capital, the realization possibiliti

Roegen’spredicts that given energy consumptloni?crease and hence, the entropy of the macroecono

standards, 2100 would be the year when entropy_ostate (with respect to human capital) increases du

the energy sources would be max'”.“zed- €CONOMIGR A nature of the Boltzmann equation. This impli
would drain out and production functions would hav igher disorder and less usability of human capi

?eccchens;oto Zri;o Iir:ﬁ urtc?\./e N&T:g:}iron) ow gl:](:?egg higher the entropy, lesser the usability) and the fac
dy may 1mp ' 9y hat explains this phenomenon is technologicql

. . 0 o .
Fhermoqk))/lnarrlucdmaéqmum, tT[JS 1h00/0 ef;_flqent(:y 'Ssubstitution of labour. Further, just like heat flows fron
'MPOsSIble. Indeed, No matler how eHICIent OUly, a1 colder regions (regions with high entropy1[

tbecgilggogyéan be, ailgog our restourlces \.N'" be d(_]letplete gions with low entropy), human capital is bound {
y " (Roegen, Bne cataclysmic prediction transfer itself from macroeconomic states exhibitin

raises vital concerns for environment economists ang. . ;
has several academic followers who bropos Iq|gh entropy to states exhibiting low entropy. This
PTOPOSE,ises the following concerns-

sustainability, village economy and steady state _ _ _ o
theories as mechanisms to prolong the crisis predicte®) Developing countries have higher realizatiop
Roegen, himself, mentions that “there is a far more possibilities for human capital post liberalization
dreadful crisis than that of energy, namely, the crisis and hence, economic entropy is higher. Humgn
of the wisdom of the homo-sapiens” and raises the Ccapital thus flows from regions of high entropy tg
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b)

low entropy (developed nations). Labour flowsrespective realization possibilities of the macr
and brain drain are real-life examples of thiseconomic systems. Now, since entropy is bound to gt

thermodynamic analogy. Further, due to highmaximized, two cases emerge-

entropy many developing countries have show%)
higher levels of unemployment post their
watershed year. This is because of the job
reallocation that takes place within the country
premises. Just like heat movement in a
thermodynamic state, “when trade is liberalized,
workers relocate from the least to the most
productive firms (high entropy to low entropy
states), leading to an increase in aggregate
productivity and welfare gains. But, when labor
markets are characterized with search frictions,
job destruction due to small firms exit exceeds
job creation by lage firms” (Janiak, 2006)

Several policies working ihfavor’ of the under b)
developed nations, are in fact converting such
nations into high entropy states (by rapidly
increasing the realization possibilities of human
capital through liberalization policies) and just like
transfer of heat from high to low entropy states,
transfer of labour takes place leading to the shut-
down of domestic producers. (United Nations
statistics for the year 2000 mention that over 175
million people in the world live outside the country
of their birth, two thirds of which are in advanced
nations). Hence, global immigration flows post
globalization; necessarily favor advanced nations,
which according to the entropy-analogy is
inevitable. If the proletariat-bourgeoisie
relationship was analogous to the developing-
developed country relationship and the second law
of thermodynamics was applied, one would deduce
that “the laborer works, exerts energy, and is thus
the source of heat. The heat then flows to the
entity that is not working, that is generating less
enepy: the ‘ cold’ heartless capitalist.” (Meritt,
2000) The physics of Marxism applied to the
‘global state’, then reveals a lot of wha
mainstream economics refers to as * outsourcing’;

_ imperatives is essentially combining macroecononiic

The transfer of labour and decline of domestiGyy, a5 and maximizing total entropy where realizatign
producers would continue till the time, total entropyy,,qgipjlities of one nation are formed by reducing thl
of the economic system with respect to human Capit"i‘laalization

tThe Washington Consensus which proposds
deregulation and trade liberalization as polic)

If the two macroeconomic systems remain
isolated-

d51 1 g52 1

a1~ w1@NC = 3z Thus,

entropies are maximized, when the realizatigp
possibilities rise to infinity. Hence, if the two
macroeconomic states remain isolated thejr
respective entropies (with respect to humap
capital) are maximum when the realizatior
possibilities for the two economies are infinite
Keeping endogenous growth theory in mind, thg
previous statement is an obvious fact and henge,
doesn’ tneed reiteration.

respective

However, if the two macroeconomic systems alf
combined- i.e. if the developing economy i§
opened up and total entropy S is to be maximizegl,
where- S= log W+ log W, and W+ W,= k (total
realization possibilities at given time t are
constant), the function can be maximized with
respect to W if the equation is re written as S=

as 1

log W, + log (k-W),777= w1t wow = 0 and
hence, maximum entropy is established when, k{0
i.e. W= -W, i.e. realization possibilities of one
nation are formed by reducing the realizatio
possibilities of the other. It can be said that opening
up of the economy with higher entropy, &ould
inevitably lead to reduction of its innate realizatiof]
possibilities in the long run, as total entropy it
maximized. According to this perspective|
liberalization policies will always favor the
developed nation (the stronger nation exhibiti
low economic entropy). Hence, the inhereﬂ'
inequities involved in the formation of the multi-
national global state are visible.

possibilities of the other. If i6 said to

is maximized. Hence, if Sand § are respective o, 0q0nt the realization possibilities of capital

entropies of developed and developing nations beforge iy developed nations and M/said to represent
the economy of the latter is opened up, we haye- Sy e realization possibilities of labour intensivé

log W, and = log W, where W and W represent the  je,/610pning nations, the Washington Consensus IGFS

N\ e N
(97 )




—(Aapoorti | 2015—
7

to maximization of economic entropy with the maximaWhile the above made analysis can be criticized gn
condition- W= - W,. Hence, the second law of the basis of scientism, it leads to the conclusion thpt
thermodynamics, applied to modern economiceveral economic activities that base themselves |pn
frameworks, can show how a policy like therational, empiricist models are primarily focused o
Washington Consensus is a legislative catalyst thathort-run objectives. Using various analogies from tige
maximizes global entropy and leads to the formatiostudy of matter, one can make various prediction,
of massive inequities in the process. However, the thirebhich might highlight the ‘ dismal’ character of the
law (also known as the zero law) which says that heatconomic science if they come true. Econom|f
transfer between two bodies of the same temperatuirgequality is not just a social phenomenon but a lot
does not take place (molecular motion ceases @t causes and effects have a strong scientific lo
absolute zero) implies that as soon as inter-natio8ince the matters of a natural science are consid

human-capital flows will stop. Thus, according to thishave been used to interpret the social science in a
perspective, inequalities arising as a result ofvay. What qualifies as progress and development
globalization appear to be unavoidable and wouldhe pure economic sense, might lead to a catastrop
maximize at a particular time period. (shown in theoutcome, which given the prophecies made usi
graph below). physics, can be prolonged but not avoided.
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The Validity of the Cournot Model in Present Times

Vaishnavi P. lyer
St. Xavier’s College, Mumbai

ABSTRACT: Game theory is one of the most studiedeadership in the market. Nash equilibrium, Cournc
topics in the subject of Economics. The presence @ompetition model, the Bertrand model, th
many firms, increased competition and markeStackelberg model and price and quantity leadersh
conditions give scope for research. Strategic behaviomodels are various strategies that producers use
of the firms in an industry is an interesting aspecttheir best interests. This paper attempts to underst
Strategic decision making with the use of mathematicahe Cournot competition model and analyze it

models enables the producer of a firm to achieveinderstanding the Cement industry in India. The papgr
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checks how far the cement industry puts into use tHenction for each firm would then be the optim

Cournot model while it also questions the applicabilityquantity produced by that firm for each level of outp

of the model in India in the present time. by the other firm. The point where these two reacti

Introduction: functions intersect represents equilibrium for th
market. (See appendix, fig. 2)

Competition between markets is inevitable. Each ﬁr%urnot'smodel of duopoly can be extended so as i
chooses a strategy that it thinks is appropriate so as ; : \
9y bprop study markets with more than two firms like the

achieve profit maximization. The Cournot model is & tIndustry. H “each firm h tati
simple model that explains competition between twd-€ment Industry. Here, “each firm has an expectatign

firms i.e. competition in a duopoly. Here, output is the?P0ut the output choices of the other firms in thg
variable under consideration. Industry and seeks to describe the equilibrium outpy

. Varian, 2010, pp.511-12). The cement industry is 0 le
The Cournot model gets its name from the FrencQy,ch gligopolistic market where the Cournot mod

economist who introduced the model- Antoinécan pe analyzed so as to see whether it holds trug{in
Augustin Cournot. The theory was developed in hig$he real world scenario.

book ‘ Researches on the Mathematical Principles a ) _ .
the Theory of Wealth’, which was first published in ' "€ cément industry in India is very large. Howeve
the year 1838. As he was more of an economist thard€ 0 existence of homogeneity in the product thefe
mathematician, he has used mathematical toof'€® NOt many players. Hence, the cement industry ¢pn

extensively in his work on economic models. be analyzed through the Cournot model. The analyjis

According to the model, “each firm must decide ho will be based on the data obtained in the last thrge

much to produce, and the two firms must make theit ~ )
decisions at the same time. Each firm treats the outp{itdia, being the second-largest producer for cement
level of its competitor as fixed when deciding how!" the world has seen a large increase in the rate fof

much to produce” (Pindyck, Rubinfield and Mehta,drowth of the cement industry. The demand for cemept
20009). continues to expand due to the huge infrastructufpl

developments. Under such circumstances, it can |pe
well assumed that the players involved in this markigt
finitely employ economic game theerigs as to

years.

Cournot’smodel is the study of the ‘ behaviour of
independent decision makers whose fortunes are link
in interplay of collusion, conflict and compromise’ : - - -
(Shubik. 1083 cited in Rutherford, 2002). Similar toCrVe their way to the top along with the aim of profi
Cournot’ smodel is Bertrand’ €ompetition Model and maximization.

the Stackelberg model which can be used to analydeherefore, this paper tries to study the game play |pf
strategic behaviour. the cement industry using Cournot model g

The model initiated by Cournot works under certaircOmpettion. It seeks to arrive at a conclusion as o

assumptions. Firstly, the two firms under consideratioE[{Vht?lth?rdthetdass'hc dqtop_oly rr:oodel IS s|t|II ag%llcab q
produce homogenous goods and secondly, the cost 8fh € Industry or nas it since %er|1 replaced by sofpe
production of the firm is zero. Since it is only the Others strategic competition mode
demand side of the market that is analysed, it is alsbhe Case Study

assumed that the duopolists are aware of the lineghe cement industry in India is a classic example gf
market demand curve. The duopolist also believes thatigopoly market structure such that the product undgr
regardless of his decision, the output of his rival firmconsideration (cement) is homogenous in nature dfd
will remain constant (Ahuja, 2011). new/potential producers face barriers to enter t
Cournot equilibrium and Reaction Curves market that is dominated by big players.

The output reaction curve is not the reaction of thd he major domestic cement companies in India incluge
rival firm that the seller anticipates. Rather, it is theUltratech Cement, Ambuja Cement, JK Cements, AGE
reaction of the seller to thiwal’s decisions . This view Cement, Century Cements, India Cements, Sanghi
is supported by Ahuja (2011). Cements, Dalmia Cements, Saurashtra Cements gnd

Thus, as Sciubba (n.d.) has pointed out, equilibriunladras Cements.

occurs when the quantity that one firm produces is thé is expected that the cement industry will grow at|f
optimal quantity for that firm, given the quantity compound annual growth rate (CAGR) of around 1p
produced by its rival; and the quantity that the rivalper cent during time period 2011-12 to 2013-14. The
produces is the optimal quantity for it, given theestimated production output of the cement industry|fs
guantity that the former firm produces. The reactiorprojected to be 303 Million Metric Tons at the end TJ

N\ e N
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the time period, according to Indian Cement Industr\However, the Bertrand model cannot be applied to t
Forecast 2012. cement industry. In a Bertrand equilibrium, pric
Analysis of the case study: equals marginal cost. In the case of multiple firm

. ompetitive bidding is observed where prices are mu
Output is the essence of the Cournot model. If eacf&wer than can be achieved by other means (Vari

firm decides to produce its output depending on th : : : d
output of its rivals, it can be said that the Courno 010). A cement industry incurs huge production cog

model game strategy is being used.
As mentioned before, firms under duopoly andcementis price inelastic as there is no substitute fof

faces barriers like high capital costs and long gestatiogutting strategies.
periods and access to limestone reserves (key inpu

company is to raise the price of cement or the volu
According to reports in lIFL, Ultra Tech Cement Ltd. of production. Recent articles (TOIl and World Ceme
will increase their volume to 62 mtpa in the next2013) show that the price of cement has shot
financial year (2014). On the other hand, India cemeni@rastically from about Rs. 215 to Rs. 315 per 50Kk
have already increased their volume by about 11%nalysts have stated that the reason cannot
during this financial year . attributed to any demand and supply changes.

Both Ambuja cements and ACC have experienced §€ment manufacturers have hiked up the cement pr

growth in volume, the former at 2.5% and the latter af his tendency of the cement manufacturers is
5.5%. example of price leadership.

Reports and statements given by each firm specify th firm may either set a price on its own accord or s
volume produced each year, the increase in thethe price of its product based on the price set by
volume, the estimated increase in the future and sgPmpetitor. When a firm gets to set the price befo

works on the assumption that all firms underfollowers. In the cement industry, Ultra Tech Ceme
consideration make their decisions simultaneously. Ltd. and Ambuja Cement are the big market playe

An article in The Hindu in November, 2013 ha llowers
pointed out that India Cements went through a loss JP e . . ;
Rs. 22.53 crore in the last quarter that ended iRuantity leadership is similar to price leadership

Since then, the company has decided to increase thg“at decides its output firstis the leader. This model

their losses. Such a decision is independent of thfter the economist Stackelberg who first studied t
decisions of its competitors. This example explicitlyleader-follower interactions. The firms act accordin
points out to the fact that the decision of a company tt9 the decisions made by the dominant player, t
increase its output may not necessarily be a respondeminant player being the Stackelberg leader and
to the speculated output of the other companies. Smaller firms being the Stackelberg follower (Varia
Looking at various studies, reports and analysis, on 010). Statistics provided by ISE (2011) show th

cannot say that the cement industry does not emplq
other game strategies. It is therefore essential to lo
at other competitive models so as to understand t production. It would be unrealistic and irrational i

game strategy/strategies used by cement companie ese firms try to produce as much as the domin

The Bertrand model is a response to the model givefirm. It would only increase production costs anf
by Cournot. According to this model, the firms choosgenerate a surplus stock.

the price at which they would sell their product an
the market decides the quantity, unlike the Courno

model where the price is determined by the market_ . " ; ,
(Varian, 2010). arious conditions, which compel the firms to mak

ms, the Stackelberg followers have lower capaciti

arket conditions force firms to alter their decisions

N\ ¢ ) Y

nd would not be able to thrive if the prices are so layv
that production costs cannot be recovered. Alsg,

oligopoly face barriers to entry. The cement industryrherefore, cement companies do not engage in prife

(Equity Master com) 1'1)he only route for profit maximization for a cemeH
I

on. This could merely mean expansion of the plant dfs rivals, it is a price leader. Such a firm is a majoy
it could be a result of decisions taken by rival firmsplayer in the market. The other firms would have t$
For the firm to employ the Cournot model, it shouldset the prices of their product keeping in mind the prige
speculate the output of its rival firms because the mod&Et by the price leader. These firms are called prt

dand smaller cement firms are forced to be price

September due to a weak demand and increased co§cept the variable involved here is quantity. The firfp

exports to 20,000 tonnes a month so as to recover frogso called the Stackelberg model eponymously namgd

onstantly. The cement industry also succumbs lo
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ItraTech Cement Ltd. has an annual capacity gf
oducing 24.3 metric tonnes of cement. The othgr
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new decisions regarding the price, quantity, etc. Cartelstrategies. This does not make an age-old mo%l
it

could also be formed for the benefit of the industryredundant. In fact, the model is altered so as to g
The Routledge Dictionary (2002) defines a cartel apresent times.
an association of producers who agree to fix commog ynclusion:

brices and output quotas in an oligopolistic marke%he Cournot model, by itself is not enough if a firm

as to survive the tough competition prevalent in th
onomy. The theory has certain flaws in it that dp

As the aim of a cartel is to prevent competition, ther
is a tendency for the producers to strive to maintai
existing market shares, with the consequence that&y L
firm can only increase its output if total market demandi©t a@llow for testing in the market. For example, thg

rises. The device of a cartel has long been used a&gSumption that all firms simultaneously make the
method of restricting competition decisions does not hold true in the real world. It |

Last year (20_12), eleven cement companies including; 5, equilibrium. Firms speculate based on the rep
ACC, Ambuja Cement, Ultra Tech Cement and,pjished by other firms. The assumption of t
Jaiprakash Associates were fined as they had engageghaviour of the two firms in the model is rath
in cartelization. The cement companies allegedly,nreajistic and more theoretical. It would be hard fof
decreased production in a bid to increase prices, whigj,o or more firms to behave exactly as explained jh
restricted output and had an adverse effect on thge model. Consequently, the theory has been retai

economy. The top 11 companies by the virtue of the,, academic purposes but it has definitely left sco
fact that they collectively hold more than 57% of theoy giterations and additions.

market share in India enjoy a position of dominance, .
and arbitrarily increased the price of cement (Mishr )
et al, 2012). The smaller companies were forced t
change their strategy as well as output decisions owing . ; .
to the market dominance. A cartel in the industry would!/c€ and guantity, along with a limited use of th
take game play to another level where each firm is©UrMOt competition model.

tempted to sell more than the output that was agreehus, the study of the cement industry in India Wiﬂ!
upon if it believes that the other firms will not respond .respect to the Cournot competition model is easier s
This will eventually lead to instability (Varian, 2010). than done.

Applicability of the theory in India:

The Cournot classical model uses a duopoly market
structure. It has been further developed by many.
economists so as to analyze oligopolistic markets.

e cementindustry puts to use leadership models,
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Figure 1: Cournot Duopoly Equilibrium

Can India Achieve 9% Growth in the Next Five Years?
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Figure 2: Reaction Curves in Cournot equilibrium

Institute of Management Technology (IMT), Hyderabad

Ravi Kant

AbstractThis paper attempts to reconcile the view asq | |ntroduction
to whether or not India is likely tcepeat it'shigh
growth pattern as experienced in the years 2003-08The time period between the years 2003 and 200§

The author presents a wide range of issues that areonsidered as the ‘ Golden Period’ for the Indiag
likely to impede India’s gwth in the future. Economy because India@GDP grew at an impressive
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rate ofaround 9% per annum.This was made possibfeovernment and Narendra Modi led BJP formed th
due to export led growth in IT Outsourcing and CapitalGovernment. All the stakeholders,thereupon, halle
Intensive manufacturers. Also, while the Privatebecome buoyant about the prospects of the Indign
Corporate Sector (PCS) served as the engine of tliconomy and believe that P.M. Narendra Modi hd
investment boom, the public sector and agriculturghe capability to embargimdia’s sclerotic, corrupt,
performed indifferently (Nagaraj, May 2013). With a and self-serving bureaucracy by shunning archaic laWs
view at this unprecedented growth, it was felt by manyand regulations which would result in faster clearancgs
at that time that India is on its way to becoming one obf investment proposal projects by the centr
the powerhouses of the 2&entury. government. India today is in a very optimistic moo

with hopes of recovery and prosperity that have led
In the year 2008, the World Economy was plaguedcholars to speculate, hypothesize and ponder |pn

entire global economy. Despite a slump in the Globa}, the next five years.

Economy, between 2009-2011, growth rebounded and
India experienced a growth rate of 8.5% in the financia2. Macroeconomic Trends of India —
year 2009-10 and 10.3% in the financial year 2010-11 _ )
(World Bank database). However, this growth was &rom the graphs below, it can be inferred thgt
ladle of honey with teaspoonful of vinegar with double-macroeconomic indicators are projecting optimist
digit inflation making headlines in the newspapers angrowth for the Indian Economy in the next five year
News TV Channels. From 2011 onwards, there wagompared to what has been the trend in the last 45
again a slump in the Economy and the party was ovefears. All the indicators signify that there will be
Most of the Scholars and the Media was of the vievetabilization in the economy but still a 9% growth rate
that the internal factors such as credibility deficit ofin the next five years seems difficult to achieve andpa
the UPA Government, emerging Corruption scandaldot depends upon how the Government is able’F
;

D

[72)

infrastructure bottlenecks, policy paralysis, etc. pupvercome the challenges to the proposed policies

downward pressure on the economic fundamentals §t€¢ Economy and how well it is able to insulate itseg
the Indian Economy. from any type of blow on part of the global Economy

which is what has been discussed in the subsequ
The General Election 2014 bid adieu to the UPAsections.
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GDP growth rate at CAD (%GDP)
ConstantPrices 0
0.5 Y
- “’catp@gﬁw“.;?,}“ﬂﬁ“ o>
S M LA~
10 " O PR T
. L5
]
i
P - .
N arowith 2.5 (T,'JL[H
+ It at 3 HWGDP)
z Cangtant
Prices 3.5
-4
I I N
BB T T T 4
Pl Pl Vol Sl Rl -
bl
(Source: Centre for Monitoring Indian Economy Pvt. Ltd. (CMIE) Database)
\ {103) 7/




wes( Aapoorti | 2015

f N
Index of Industrial Wholesale Price Index -
Production: Base Average annual
Year 2004-05 variations (Inflation
(Wt=1000.00) Rate)
15 12.00
:ﬁ 1000
12 Indexof BOO - e Whaolezale
Ig [neclustrial GO0 Price [ndex -
& Prosdiicfiomn 400 AVELRTE
4 : Base Year ) annal
2 2000 4= 5 2040 - wartations
3 (Wi=1000. 040 {Inflation
P B oo Rate}
T332 @ﬁ“ W >
sEEE::¢

(Source: Centre for Monitoring Indian Economy Pvt. Ltd. (CMIE) Database)

3. Policy Response of the new Government for commitment to fiscal consolidation and inflation]

fuelling growth in the Economy- targeting by targeting the fiscal deficit to 4.1
percent in 2014-15 and 3 percent in 2016-17.
The Union Budget presented by the new Government

(Modi led NDA Government) had spread an optimistic® ~ Skill India Programme — This is a campaigy|
investment climate in the Indian Economy. Many  Organized by the new Government designed (o
Scholars and dignitaries believed that the budget has impart employability and entrepreneurial skills tg
a huge potential to take the Indian Economy towards the youth to harness and reap the benefits of the
the road to prosperity. huge young labor force.

Some of the prominent Policy responses of the New Make in India - This is a campaign that inviteg
Government are — Companies and Governments across the World fo

come and set up their manufacturing base in Indjg.

e Financial Inclusion — In order to boost financial ~ The main aim of the Campaign is to make India|
inclusion in India, the new Government has global manufacturing hub and create hu

proposed opening up of ¢ Payment banks’ thatwill ~ employment opportunities for the country that willf

open accounts and facilitates deposits and boost economic growth.

remittances. Moreover, a payment bank license for _
India Post, where India Post has a deepe}1€S€ were tnehpollcy r:eshponlg,es of rt]he ney
penetration than India’largest Bank * State Bank C°Vernment, which made the headlines in the Medjg.

0

14

of India’, would help in boosting financial 4 hediments on the way to a for 9% GDP growth
inclusion by facilitating banking in the remotest rate over the next five years —

corners of India.
) o ) . . e Speculations about another Global Economif
* 3% Fiscal deficit target - Fiscal deficit was cited  igis —
as the main reason for the sluggish performance

and high inflationthat has plagued the Indian  Since 2011,many Economists like Raghuraﬂ\

Economy.The new Government has shown its  Rajan, Prof. Jayati Ghosh, Prof. Robert H. Wad
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Paul Krugman, Joseph Stiglitz, etc. have been
claiming that it is highly likely that the world
economy enters into another Global Financial
Crisis in the near future. There is a venomous
combination of debt and slow growth in the global
economy, which is very much evident from the
fact that the global debt has actually surged to $100
trillion, according to the Bank for International
Settlements (Bloomberg, 9 March 2014) and the
surge is constant. Moreover, the BIS has also
warned that the world economy in many respects
is more vulnerable to a financial crisis than it was
in 2007. Eurozone countries have for a very long
period of time, now been locked in low-growth,
low-inflation, plummeting stock prices and high-
unemployment with little or no signs of recovery.
International Monetary Fund (IMF) has cut its
global economic growth forecasts for the third time
in the year 2014 warning of weaker growth in the
core Eurozone countries, Japan and
emerging markets like Brazit.s Chief Economist

— Olivier Blanchard is also of the view that the
interest rates are almost close to rock bottom in
many advanced economies and is creating
impediments to demand boosts(Reuters, October
2014). Uncertainty and sputtering in the global
recovery will negatively impact the Indian

upon the developed nations, which in turn will
automatically impact the economic fundamentals
of India.

Policy Challenges adopted by the Modi
Government —

Narendra Modi has initiated and implemented the
‘Make in India’ programme to boost-up the
manufacturing sector and create jobs in India.
However, this programme has its own set of
bottlenecks and challenges. One of the challenge
is easing the ways of doing business in India by
getting procedural and regulatory clearances eas

sector does not suffer as it helps in reducin
regional imbalances and provide employment
opportunities in rural and backward areas; hence
financial as well as regulatory support should
constantly be given to the MSME Sector. Also,
given the rate at which the World Economy is

businesses because much of their exports depend

[
and at the same time making sure that the MSM?C7

performing, there is a low probability that th
‘Make in India’ programme will give us fruitful
results. Rajan (2014) has opined to the media t
when we discuss ‘ Make in India’ campaign th
underlying assumption that it focuses o
manufacturing should be made with cautio
because this is an attempt to follow China’s expo
led growth path. * Make in India’ should also no
be seen as an import-substitution program

either, as this strategy has been tried and has fjot
worked because it ended up reducing domesfjc
competition, made producers inefficient, an
increased costs to consumers (Rajan, 2014).

Although the financial inclusion was driven b
great pomp and splendour by the Mo
Government, it failed to check the issues that t
drive brought with itself. The Government nee
to understand that opening up of bank account
not enough; it also requires easy accessibility
the bank coupled with viable financial producty
for these account holders. If this issue is not takgn
into consideration, the bank accounts will remai
in a state of comatose. In other words, t
government needs to address this question of h
many of these bank accounts (via the financi
inclusion programme) will indeed be used. If w
talk about the fiscal deficit target of 3%, whic
the Union Budget has envisaged, there is no cle
roadmap of how that number would be achieve(.
In fact, a weak recovery from Indig’longest

growth slowdown in decades, is pushing M
Narendra Modi’ sadvisers to consider loosening
the fiscal deficit targets and hence, risking the ir
of investors, rating agencies and the central barjk
in order to fund infrastructure projects to remoiﬂ

bottlenecks constraining growth and to create jol
for a burgeoning workforce (Reuters, 9 Janua
2015). Many Scholars and Social Activist als(
believe that the new government is tinkering &
the margins.

. Impetus to 9% GDP growth rate for India
rowth drivers) —

Boosting Manufacturing Sector and expanding
Industrialization —

Since the inception of reforms, the Indian

Manufacturers have been performing below the

7
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potential. The contribution of manufacturing to e

GDP as can be seen from the graph below,has been

hovering at around 14-16%. Since, the financial
year 2011-12, the share of manufacturing in GDP
has been showing a decelerating effect, thus,
plunging our economy towards the lower phase

of the business cycle. Therefore, the share of the
manufacturing sector needs to increase from the

current levels of 14-16% of GDP to 25%o0f GDP,
which will put India back to the growth rate path

of 8% per annum. The manufacturing sector has a

huge potential to create jotms India’s burgeoning
labor-force and cushioning India from the effects
of downturn in the economy. During the second
five-year plan regime, it was industrialization that
provided jobs to millions of people in India and
gave us Companies like SAIL, which changed the

face of many Indian cities.

155

145 +

Creating Breakthrough in Agriculture -

India is an agrarian economy. This is the on
sector that employs 54.6% of the total populati
of the country (Source: Centre for Budget a
Governance Accountability). But Post-reform
with passage of time, this sector is encounteri
delinquency and disdain. The crisis in India
agriculture has been brewing up ever since 19
97(Himanshu, 2008) and the main reason for t
downward shift in agricultural growth is declinin
investment (especially public investment i
agriculture), R&D, irrigation, combined with
inefficiency of institutions in providing inputs an
services (inclusive of rural credit and extensio
(Paul Sharma, 2007). In the graph below, it can
seen that marginal growth did pick up in FY 201
but it hovered around 13-14% upuntil the financi
year 2013-14.

Manufacturing Contribution
to GDP
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(Source: Database on Indian Economy, Reserve Bank of India(Bource: Database on Indian Economy, Reserve Bank of Indig.)

was enforced with the aim of accelerating the share

of manufacturing in GDP to 25% within a decade
and creating 100 million jobs. However, by
looking at the trend of its (Manufacturing Sector)
performance from the above graph the possibility
of achieving the vision of * National Manufacturing
Policy’ seems like nothing but a mirage. There are
various issues in the Manufacturing Sector of

India, which needs to be redressed as soon as

possible if India wants to grow at a rate of 9%.

Some of these issues are complex labor laws,

cumbersome regulatory framework, multiple land
acquisition policies and environmental clearances
that create bottlenecks for this sector to grow and
flourish.

T

| have always believed that agriculture haj
tremendous potential in reviving the economy ar
helping India curb poverty. In the year 2007
Waynad, a district in Kerala had been struggling
with poverty and lower prices, which led to
decrease in the productivity of the farmers
However, the entry of Reliance Fresh brought n

hopes and opportunities, which helped the
farmers, uplift themselves from poverty. Relianc
Fresh directly came to these farmers, purcha

the agricultural goods at better prices an
weakened the hold of middlemen. This examp
highlights the possibility of bringing in the private
sector that can play an instrumental role in curbing
poverty by linking farmers to the formal market
Hence,the Government should encourage privrje

19%
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players to invest in agriculture. At the same timeframework, the prospects of India growing at 9% seens
the linkages affect of agriculture should not bedull and unrealistic. However, India will grow at 99

forgotten as it acts as a source of raw material fgprovided that the global economy revives in the coming
other sectors of the economy. years, there is existence of good governance, improvge
infrastructure, timely clearance of the bottlenecks jh

6. Discussions and Conclusion — the policies and projects, investments in the productije

economic activity of the country, revitalized
From the above, it can be inferred that achieving 9%manufacturing and agriculture sector, zero corruption
GDP growth rate in the next five years is conditionabnd maintenance of transparency.
upon overcoming a lot of barriers. Firstly, there are
symptoms and speculation of recession likely to unfold REFERENCES
in the global economy and a global economic
SIOWdOWI.‘l can actas a touQ_h Qeterreqt for the grOWth International Conference, “The Agenda for the Next Fivg
of the Indian economy as India is more integrated today Years”, held at Hyatt Regency, New Delhi, December 11
than it ever was. With exports comprising 27% of the 12 2013 organized by Department of Economic Affairs
GDP, the events in the World Economy are likely to  ministry of Finance, Government of India.
have an impact on the Indian GDP (Gita Gopinath, Nagaraj, R. (2013), “Indi& Dream Run, 2003-08:
December 2013). So, at this point, it is important that  ynderstanding the Boom and Atermath”, Economic and
we strengthen our economy internally rather than political WeeklyVol. XLVIiI, No.20.
increase our reliance on foreign investors. Secondly, \,ohan Rakesh. KapurMuneesh (2014ydia’s Recent
there are a lot of policy challenges that Government  \acroeconomic Performance: An Assessment and W
faces and which need to be strategically dealt with.  Forward”, IMF Working Paper, WP/14/68, International
Government needs to initiate new reforms that will  Monetary Fund.
help Indian economy to grow at an unprecedenteg \jjay paul Sharma (2007), “India’agrarian Crisis and
level. It needs to invest more on quality education and  smallholder Producers’ Participation in New Farm Supply]
human capital. Thirdly, it is very important to boost  Chain Initiatives: A Case Study of Contract Farming”, W.H
the manufacturing sector of India because this is the No0.2007-08-01, IIM Ahmedabad. Retrieved from - http:/
only sector that has the potential to provide jobs to a www.iimahd.ernet.in/publications/data/2007-08+
burgeoning young labor-force. Fourthly, we need to ~ 01Sharma.pdf.
increase the share of agricultusegontribution to the e  Dr Himanshu (2008), “Growth, Employment and Povert
GDP because 55% of the population depends on this Reduction: Post-Reform Indian Experience”, Asia Researgh
sector for its survival and sustenance. This is also a Centre Working Paper 23, Asia Research Centre, Londgn
sector, which produces raw materials required by the Sghool of Economic;, London. h.ttp://www.lse.ac.uk'/'
other sectors of the Indian Economy. Fifthly, the asiaresearchcentre/_files/arcwp23-himanshu.pdf
Government needs to do away with the social welfare  CBGA (July 2014), “Has the Tide Turned - Union Budge
schemes like MGNREGA, food security bill, wasteful 2014-15",.Centre for Budget and Governaficeountability,
subsidies, etc. as they are non-productive in nature and New Delhi
give no revenue stream to the Government and do ndt John Glover (Mar 9, 2014), “Global Debt Exceeds $10
create any multiplier effect in the Economy in addition ~ '"llion as Governments Binge, BIS Says”, Bloomberg.
to inviting corruption. Therefore, the Government ~ Retievedfrom- hitp://www.bloomberg.com/news/2014-03
should invest in employment generation activities, 09/global-debt-exceeds-100-trillion-as-governments-bingé

. . . . ] bis-says.html
which have interlinkages with other economic
activities as well e Anna Yukhananov (7 October 2014), “IMF cuts growth

outlook, warns on euro zone, Japan”, Reuters. Retrieved frojm

According to OECD, India’ growth is expected to - http://www.reuters.com/article/2014/10/07/us-imf-
moderate to 5.9% in the time period between 2014- economy"dUSKCNOwaYZOMlOO? o
future growth of the Indian economy and the extentto ~ and India 2014”, OECD Development Centre, ASEAN'J/

. . . Secretariat. Retrieved from - http://www.oecd.org/site/seal
which the bottlenecks would be cleared in the policy Pocket%20Edition%%s20SAEO2014.pdf
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e ET Bureau (13 December 2014), “Need to rethink * Make in contentofinterest&utm_medium=text&utm_campaign=cpps
India’; must strengthen Indian economy from within: Rajesh Kumar Singh (9 January 2015), “Calls for highe

Raghuram Rajan"The Economic Times, Bennett, Coleman spending put deficit targets in jeopardy”, Reuters. Retrievefl

& Co. Ltd. Retrieved from - http://economictimes. from - http://in.reuters.com/article/2015/01/08/india-budge
indiatimes.com/articleshow/45499427.cms?utm_source=  jdINKBNOKH28C20150108

ResourceCurse —An Inevitability?

Pranjal Begwani

Ambedkar University

Abstract: This paper is an attempt to draw a relationdecline in no way reduces oil's importance in todayl§
between the abundance of hydrocarbon wealth and tliggobal scenario. Rather it simply highlights greatey
prospects of economic growth and good standards afvareness of issues such as global warming, and [fhe
democracy in oil-rich countries. It stitches together aneed of alternative energy sources such as nuclefr,
connective link between the three in the course of thisydro, wind and solar power. The binding agreemenjs
essaf’. Initial explanations of hydrocarbons and whywith regard to bringing down carbon emissions sign
it's synonymous with wealth, the correlation of wealthat the Copenhagen Climate Change Conference 209
with growth and democracy and the workinghave played their part in this. The predominance §f
definitions of economic growth and good standards afil as an energy resource can be judged from |s
democracy which are contentious terms and canna@onsumption patterns — up from 57 million barrels pgr
be defined in black and white, set the tone for two castay in 1970, (Wright, Oil: Demand, Supply and Trendg
studies of separate oil-rich states and how both deaih the United States, p. 1) to 89 million barrels per dgy
with oil discovery in different ways. The two oil richas of 2011. (IEA 2011) And oil is here to stay at leagt
states analyzed in this essay are — Norway, considerg@uthe foreseeable future, as alternate sources of enefgy
a full democracy and highly ranked on all democraticare a lot more expensive and arehqualitatively
indices, and Nigeria, with an authoritarian regime andsuperior’ either (Smil, 2006).

a dismal and rankling democratic record. Norway is _ _

an exception while Nigeria is representative of mosthus, & direct link may be drawn between thege
other oil-rich states. The prime objective of this papePatterns of consumption of the scarce resource thagis
is to conclusively put forward evidence to show tha®il @nd the massive capital receipts from exports By
the resource curse is not a predestined inevitabilitycountries endowed with hydrocarbon riches. Ng

rather it can be a boon if sound economic policies ard/onder then that the term * hydrocarbon wealth” is usgd
to refer to these reserves. This term is justified as il
pursued.

is a non-renewable scarce resource, and it is thug a
resource which can be exploited by states in possessjon

of it, as per the demand supply scenario and in lifje

Hydrocarbon wealth or crude oil (as it is known in itSyith current consumption trends to maximize the
liquid extracted form) is todagne of thevorld’sprime o\ enues and hence wealth.

sources of energy. Its use is widespread in industry,
transportation (as automobile and airline gasolineBut, does this unearned wealth have a correlation(fo
electricity generation and various other economievider economic growth and the flowering ang
activities. According to the International Energysustainability of democracy in such states? We mg

Agency, oil as a percentage of world total primarybe slightly mistaken here. Rather the usage of the wgyd
energy supply is the single largest source at 32.4 9%light' is a gross understatement. The existence [

(IEA 2010), even though its contribution has comeuthoritarian regimes and a dismal performance gn
down from 46.1% in 1973 to 32.8% in 2009. Thisdemocratic and developmental indices faced by m1Jy
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such hydrocarbon, oil rich countries suggest#ccording to the Economist Intelligence Unif
otherwise. These states face what British economiftemocracy Index 2012, the key indicators @
Richard M. Auty called the * resource curseé. states democracy are electoral process and pluralism,
where regardless of the plenitude of resources (in thfsinctioning of government, political participation
context oil) and wealth inflows caused thereby, thepolitical culture and civil liberties. Apart from citing
benefits derived for the common people are negligiblehe * Democracy Index’, other indicators such a
Georginallen plainly defines the * resource curse’ asunemployment and literacy rates will also be referrefd
a phenomenon when countries rich in natural resources. Widely used indicators of economic growth ar
remain relatively undeveloped because of governmeiross Domestic Product and Gross Domestic Prod ]ct
mismanagement and corruption (Balaam, 2011, p.498)er capita, which again will form the basis for furthe
Dystopian tendencies in such states therefore glaringbhalysis. Additionally, the Index categorizes statefs
highlight that wealth is not necessarily an indicator oground the world into four broad groupings — fu
all-round development. democracies, flawed democracies, hybrid regimes dfd
States dficted with the * resource cursanay be authoritarian regimes. Full democracies in al
obviousness are the best form of government wh

described using the rentier oil state effect. uthoritarian regimes fall at the extreme of th
Preconditions for the existence of a rentier state incluoae cirum 9

the dominance of external rent, and the concentratio?‘Pe

of rent exclusively in the hands of the staterpese groupings form the basis of the selection of tije
government. This concentration is an existential realityyo oil rich states to be analyzed in this essay

in oil-dependent economies as major ownership of ONorway, considered a full democracy and highly

production is in the hands of state firms as opposed {3 yked on all democratic indices and Nigeria, with T
n

private enterprises. The rentier effect derived, thoritarian regime and a dismal and rankli
eponymously from the term ‘ rent’ is a widely accepteddemocratic record.

explanation for the existence of authoritarian rule in
such states. Wealth generated through oil productionHE NORWAY EXCEPTION
is the major form of income in oil rich states. This
wealth may thus substitute the tax burden on citizendiorway is an exception of sorts when it comes to statps
in the process dissolving resistance for democrati@ith a plenitude of oil wealth. It stands out like the
accountability and subsidiary democratic rights whictveritable knight in shining armor amongst nations sug
come attached with taxation. Additionally, this wealthas Iran, Iraq, Saudi Arabia, Chad, Nigeria, Equator
can purchase political support and vitiate civil rightsGuinea and Venezuela when it comes to performange
groups. Also as is increasingly evident, thisas far as democratic and economic indices
entrenching of authoritarian regime goes hand in hangpnsidered. In Norway, post oil discovery, there hg
with increasing corruption in government departmentsyeen a burgeoning of economic growth and welfarg
bureaucratic inefficiency and resultant stagnation ofhe only probable similarity between these states
various economic sectors with the obvious exclusiothe presence of and the reliance on oil reserves.
of the petrochemical sector. Therefore within these oil rich states it wouldn’t be
S _ ‘wrong to group them as Norway and the rest, apgrt
Before getting into in-depth case studies of two Oikyom the other obvious grouping of OPEC]

rich states withopposing governmental systems,organization of Petroleum Exporting Countries) anfl
analyzing the strength of their economies ang,on-OPEC oil rich states.

democratic standards, and putting the same into
perspective with respect to their hydrocarbon wealthHHow has Norway managed to escape the ‘ resourge
it is of immense empirical value to define beforehanaurse’, which has brought down each of the oil righ
the indicators of democracy and economic growth setates previously mentioned to a situation whej
as to make observations and comparisons of a fairfginding oil is synonymous with the state and its
uniform nature. In the process ambiguity will beeconomy heading into an impending dystopian futurg?
minimized. Has Norway done something differently or is it just T

—_ o
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coincidence? The answers to these will become cle&dfow these consequences in essence show why No
in the following paragraphs. did not fall into the ‘ resource curse’ trap. For on

) ) ] S _sectors of the economy apart from the petro-indus
In countries with producer friendly institutions, with |, ara protected. And it is a truism that the econo

bureaucracy, and little corruption, natural resourcegs,y

are more likely to lead to economic growth (Mehlum,y,,q 1 he lopsided and unevenly distributed, as we
Moene and Torvik, 2006, 2008). Norway has had g,ter see in the case of Nigeria (a classic example df a
long-standing democratic tradition since 1814. Oilwas (asqurce cursedhation).Additionally, there was

discovered in Norway in the 1960s. This thereforg,,,qcinys job creation apart from protection of alrea
implies that by the time Norway discovered North Seq,isting jobs. This was another effective measure

oil, democratic traditions had already set in and it Wagin jing the efiects that are seen in traditional * resour
a way of life in Norwegian society. The bureaucracycurse. aflicted oil reliant states. Oil industries ar

was efficient and accountable, and equally eﬁ'c'enEapital intensive in nature, thus job-creation is minimg|!

and effective was the government framework in placeand unemployment rates in such oil dependent st

Nevertheless the discovery of oil was sudden sinc@r€ relatively high (though not without exception). Jo
the National Geological Survey had all but given UF;‘urther reduce when other industries are neglected, ps
hope of finding oil. Equally sudden would have beefh€ Oil industry in itself is a massive generator
the spiraling of the state and economy such that [€Venues. An unemployment rate of merely 3.3 ey
would have succumbed to the ‘ resource curse’ antyorway (a result of policy-success) stands in contragt
rentier state tendencies had the government not corffe 23.9 for Nigeria and 12.3 for Iran as a percentage

up with strict policies and frameworks, which Of their respective total population, thereby reflect
prevented any such occurrence. the resource curse phenomenon in Nigeria, Iran apd

other such states (IMF 2011). Add to that, oil expo
One such policy was of giving out only two drilling inflate the exchange rate so that whatever elsefa
permits a year to limit the money made from oil fieldscountry manufactures is less competitive abroad
and in the process preventing the oil money fron{Rosenberg, 2013).
destroying Norway’salready existing industries.
(Blumberg, 2011) Despite the skepticism of the oilln addition, the bulk of petroleum revenues in Norwa
industry, the government did not dither fromare deposited in a state-owned sovereign fund cal|gd
safeguarding the economy. In addition to that, it camghe Government Pension Fund — Global. Only tthu?
up with the 10 Oil Commandments’ underlining the government spends the interest generated from this
princip|es of Norwegian oil p0||cy (Norad, Norway’s fund, while the principal remains Iargely untouched
Oil for Deve|opment Program, 2012) In this Context,AS a result of this fund being invested primarily outsidg
three of the original Ten Commandments are rathdiorway and the annual maximum withdrawal bei"ﬂ
important and should be taken note of. These thre®@aintained at 4%, Norway managed to avoi
commandments relate to the national supervision dfyperinflation or the so-called * Dutch diseaseThe
all drilling activities, the development of new businesdax levels in Norway are also consistently sustained pt
activity and industries based on petroleum and th@ high level, which implies two things. One, the
safeguarding of existing commercial activity petroleum revenues are essentially being saved in the
regardless of the development of the oil industry. Nowiorm of the sovereign fund at the same time reduci
the consequences of these three commandments in %l economy’seliance on it. And two, higher taxe
likelihood would have been as follows — supervisionmean the government is expected to be accountabld to
would have led to development of the oil industrythe people which results in the perpetuation argd
within acceptable limits so it did not hinder othersustenance of high economic and democra
economic commercial processes; development of negtandards, while escaping the rentier state and thgs,
jobs as a result of the subsidiary industries based dhe resource curse trap. Unconnected but lastly, @il
petroleum; and, protection of already existing jobs. policies cannot be used as an election campaign|fg

, the oil industry) because in such a case benegts
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Taxes vs Democracy
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tool which means that regardless of the political partyhe petro industry’, thus generating employment, (ap#t
in power, the stability of the economy remains intactfrom revenues) through the petro sector itelf.
This graph reflects the relation between tax rates anth 2012, Norway’sreal GDP grew by 3%, which

democracy. It justifies the incidence of the rentier statecompares fairly well with other developed Europesd
resource curse trap on states with low tax rates whickconomies (The Economist). With respect t
results in lower governmental accountability. TheNorwegian regard for democracy, Freedom Hou
ability of Norway to escape the resource curse tragave it the highest possible rating in dispensation |¢f
and come out on top with regard to democraticpolitical rights and civil liberties. In addition, groupeg
standards corresponds to it maintaining a high tax rataunder * full democracies’, it was Numero Uno on Thg
(as has been previously explained), while states sudeconomist's Democracy Index 2B, with all of its
as Nigeria and those in the OPEC have visibly takemdicators falling between 9 and 10 (10 being th
a hit in democratic standards while having low taxmaximum possible¥ Norway’s literacy rate stands
rates. at an impeccable 100% (CIA World Factbook 2013).T¢

_ _ _infer, almost all studies without exception point tg
This brings us to the robustness of the Norwegiaforway as a successful economy as well as|fa

economy and democracy. Its GDP stands at 485@mocracy, with the latter being pronounced in almagt
billion dollars, with its per capita GDP valued at gyshing terms. Norway'lsydrocarbon wealth has led

14

amounts for a little more than half of Norway’s total g conomic growth and good standards of democra
exports, it is very strong in other sectors such as s@anas used its subsequently generated wealth to
and fish-food, and the paper-pulp industry as well. '%dvantage — it has put in place firm frameworks
fact, total fish and sea food exports amounted t0 7.dreated a sovereign wealth fund diverting oil revenugs

billion }JSD (The Globe and Mail, 2‘009)- AlsO, into it, and utilized the interests thus generated i
Norway’ssecond lagest export sector is * supplies for pymping it back into the economy. If there is a natic}/
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that has undermined the ‘ resource curse’, it has to bie 1967 and 1980 respectively. Though the causes
Norway. these civil wars were more political than anything els

the current state of conflict - the rise of militancy a
NIGERIAAND THE RESOURCE CURSE the recently declared state emergency clearly poin

Nigeria on the other hand, is an oil- rich state at théomethlng else.

other extreme end of the spectrum. It is one of thghe answer lies in the link between oil, oil revenu

prominent examples of ‘resource cursefliafed  5nq conflict that | wish to draw attention to. If we re
nations — a state where oil revenues haveahslated between the lines. the link seems obvious. When

into development and progress on the ground. But {f; 55 initially discovered in 1956, there wer
is not an isolated example with most other 0“'”Chexpectations from the Nigerian citizens o
states facing a similar paradox. emancipation, better opportunities and the usheri
of a new era. In contrast, it was only the governme
and a few people in power who benefitted. According
o the Standard Bank, the government which is|ja

justified by the studies conducted by economistgnajority shareholder in Nigerian oil fields, has mad¢

Collier and Hoeffler which showed that the likelihood °V&" 1.6 trillion .USD from (?” revenues in the spac
of conflict was 22% when a third or more of a country’ sof 50 years, while over 70% N'ge“?".‘s still languis
GDP came from the export of primary commodities,beIOW the poverty line (as of 2010) I|V|ng_on less t.h
and was 1% for countries which did not export primar)? US.D a day_ (ClA World Factbool_<). Ir.] light of this
commodities (Collier and Hoeffler, 2002). Nigeriathe rise of militancy seems almost inevitable — massgs

seems almost tailor-made to justify this theory: 9598

Nigeria struck oil in 1956. But since then little has
changed. According to Rosenbgepetro —dependence
may lead to conflict (Rosenberg, 2013). This may b

=4

f people who have become disillusioned over ti r
of its export earnings are in the form of oll revenueg\'hlle Nigerian gc_)vernr_ne_nt_ Seems to _be amassifg
(U.S. Energy Information Administration 2012). And Wealth _sh_rouded nan invisibility cloak i.e. the onl
Nigeria is conflict ridden. It has fought two civil wars beneficiaries of this wealth are the corrupt governmeft

officials.
% of GDP from oil vs Average Governance Indicator
(2008)
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This graph reflects the % of GDP from oil (X axis)industry, which in turn generates more than 95% }

against the average governance indicator (Y axis)its export revenues. The malaise runs deep w

This graph is self-explanatory and simply reinstatedNigeria’ sadult literacy rate at 56.9% (National Literary
Norway as a state, which can be emulated for itSurvey 2010, National Bureau of Statistics, Nigeri
%o

governance, while Nigeria and all of the otherwell below the world average of 84.1% (UNESC
prominent oil-rich states have dismally low levels 02010), and with a ghastly unemployment rate of 23.

governance. These low levels in turn indicatgIMF 2011). Comparing this data with nearby Africar
corruption, the ineffectiveness and the weakness abuntries (taking Cameroon and lvory Coast TIS
0 -

government institutions and economies, which thuexamples) that are unlucky or lucky not to be as

cannot perform at their best. rich as Nigeria (depending on how one looks at it},

o the findings are staggering and reinforce the resou
We see a carry-over of this in most measures a"kfh

with its GDP per capita holding outat a low 1,501.7%q a1 heing much higher thavigeria’s while the
USD (World Bank 2011), even though it rakes inj,ier heing almost as goad Nigeria’ sideally Nigeria

massive annual oil revenues. It had a growth rate Qf,q,1d have been better off had it used its oil revenups
judiciously. But, most importantly this is the

7.4% in 2011 (World Bank), but it is important to take

note that this growth is concentrated primarily 'nconsequence of government embezzlement of

southern Nigeria, and a double-digit growth is a bar?evenues and lack of any framework in place.
necessity to see a perceivable improvement in living

standards. Norway'growth rate of 3% would seem a CONCLUSION
pittance when compared to Nigeria’s, but it would not

be right to compare their growth rates since Norway he case _studies of the two oil-rich states i.e. No_rws
is considered a developed nation, while Nigeria is ag@nd Nigeria have been chosen for a reason. Nigefia

yet developing! Additionally, Nigeria has low tax and the ‘ resource curse’ it faces with respect to oil

rates making it susceptible to the rentier state representative of most oil-rich states including mogt
“ resource cursetrap. The Economist Democracy Index of the OPEC countries such as Iran, Iraq, Venezugla

for 2012 ranks Nigeria a lowly 120 (amongst 167and SaudiArabia. Thus, the Nigerian case study ser

nations), and groups it under countries having the worgs a mirror for a lot of the other oil-rich states. Norwg
form of government with minimum respect for on the other hand is an exception, and that is exa%l
|

democracy i.e. authoritarian regimes. On all itgvhy it was important to put forward its case. Wh

democratic indicators, Nigeria comes up short, wittwas it that it did right, that others didn’t, and what is |
an average of 3.77 (0 being the worst possible scotbat others can do to escape the ‘ resource cursg’!

and 10 being the best). According to the Human Right§orway shows us that the resource curse is not
Watch, the government has doled out financialnevitable as it seems.

incentives to the tune of an annual 400 million USD . )
from additional oil revenues, but it has still not't iS perhaps to Norwag advantage that pre oil

addressed the underlying causes of violence arf§iSCOVery, it already had a flourishing democracy
discontent in the region, such as poverty, governmef@ce. That is something which cannot be replicat
corruption, environmental degradation from oil spills,

and impunity for politically sponsored violence (HRw, €hanging the past and so much more and time-tra
World Report 2013). is as yet not a reality! But what can definitely b

replicated is Norway's magement of the economy,
Despite the presence of oil production activity, verypost oil discovery. Its stable governance framewor
few Nigerians are employed. For example, Shell irwhich don’tchange with the coming and going o
Nigeria employs 5000 people most of whom arepolitical parties; its regulations which foremost ha
foreigners. Shell in turn laments the lack of suitablehe welfare of citizens in mind; governmen
labour amongst the native Nigerians. Only 1% ofaccountability which can be equated to a stable
Nigeria’s total labour force is employed in the oil high tax rate and the creation of an independent

by its oil-rich counterparts, as that would requir

h

Le

e . : _ _ rse argument. Data suggests they sure are lugky.
indicators in studies conducted by internationalsgmeroon and Ivory Coast had literacy rates of 7146
agencies. Nigeria’s GD&tands at 244 billion USD, and 56% respectively (UNESCO 2007-2011), tHp
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susceptible to high levels of instability). Nigeria did
not adhere to any of these including the creation of an
oil fund and is consequently facing severe economit
woes, domestic inflation and balance of trade problems
apart from issues listed previously.

Other oil-rich states would thus do well to implements
Norway’ spolicies with necessary tweaks to suit their
domestic environments. But how should the * resource
curse’ plagued oil-rich states bring about the policy
change is a big question in itself? There is not much
incentive for the ruling class in such states, as they
are already ‘raking in the moolah’. Expecting
international organizations such as the United Nations,
the IMF and the World Bank to bring in change would,
amount to being overoptimistic, as these organizations
have often been criticized for serving vested interests
and the United States’ hegemonic designs (the support
of the Saudi Arabian authoritarian regime by the U.S.
to serve their own interests may be cited as a proof of
this). This leaves only citizen uprisings as a means to
bring in change. In the short term though, as the Arab
Spring in Egypt shows, there is bound to be political
instability. The long-term consequences are as ye
unknown. ®

To infer and to reiterate, the current scenario shows
that hydrocarbon wealth does in fact * de-giey' the
prospects of economic growth and good standards ef
democracy to a great extent in oil rich countries leading
to what is commonly known as the ‘ resource curse’s
illustrated in Nigerias case and likewise evident in
most other oil-rich states.e¥, Norway’scase shows
that this ‘ resource curse’ is not all encompassing and
through it, is answered the question raised in the title.
The * resource curse’ is not a predestined inevitability
and can instead be turned into a boon. As Norway
showed, all it takes is a little socio-political will, a ®
motivated populace and some sound policies.
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FOOTNOTES

Since the returns to private capital are lower in areas where
human capital is underdeveloped and institutions, especially
Public institutions such as law and order, are at best
dysfunctional, states which remain underdeveloped are
unable to attract the investments and funding they require in
order to invest in improving these aspects, thus remaining
stuck in a debt-trap of sorts. If such states cannot improve
their provisioning of social services and generate economic
progress to add jobs, the possibility of mass migrations across
States to areas of higher Socio-Economic Development is
an increasing possibility, one whose challenges with regards
to social stability are only too clear (Subramanian, 2010).
The existence of a North-South divide in development is
discussed and analysed in (Paul & Sridhar, 2013).

These issues have reappeared in the public domain, especially
after surveys have indicated that India’s poorest states have
made massive strides in reducing leakages from programmes
like the MGNREGS and PDS. While far from conclusive,
the results appear to indicate significant reductions in the
losses from corruption in some of India’s “leakiest” states,
including Bihar and Orissa. (Dreze, 2014)

In the 15 largest states of India, the share of Gross State
Domestic Product allocated to public education varies from
about 2.5% to 6.4%, with amedian of 3.2%, as of 2014. At
the national level, the proportion of GNP allocated to
education in 2005-6 was 3.8%, lower than the average of
many developing nations(Ghate, Glomm, & Stone, 2014).

Over time, the fraction of GSDP allocated to healthcare
expenditure has actually declined, indicating a falling degree
of importance granted to Health in State-level
policymaking(Bhat & Jain, 2004). This is a matter of
significant concern, notwithstanding India’s improvements
in anthropometric indices over the past few decades(Deaton
& Dreze, 2009).

For example, Bihar’s health indices remain among India’s
worst, even though up-to-date data on this simply does not
exist(Dreze & Sen, 2013). As of 2005-6, 78% of Bihar’s
under-5 children were anaemic, while 56% were
underweight(International Institute for Population Sciences
(ITPS) and Macro International, 2007). Later surveys, such
as the UN’s Coverage Evaluation Survey in 2009, showed
no major difference from this trend(United Nations
Children’s Fund, 2009).

This works out to around 686 USD equivalents per capita
per annum, as per the 2011 ICP programme, which is around
13% of India’s PPP GDP. For comparison, this is marginally
higher than Colombia, at around 550 USD equivalents.
Brazil’s level is around 2,600-2,700 USD equivalents (18%
of GDP PPP), and the OECD average is 8,200-9,300 USD
equivalents (around 24% of average OECD GDP
PPP)(OECD, 2014).

The PAISA Study in 2013 showed that a INR 1000 increase
in per capita allocation raised the proportion of 3-5th graders
who can read a Grade 2 Text by just 0.2%(Aiyar, 2014).
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In 2013, India passed an ambitious Law to massively expand
its existing system of food subsidies for the poor to cover
about 67% of the total population. The cost to the exchequer
of such a move was widely debated, between 1.2% (Sinha,
2013) and 3% of the GDP (Bhalla, 2013); but what is
revealing is that in delivering a rationale for the bill and
discussing its financing, the Ruling Party’s chairperson Sonia
Gandhi stated, “It is the question is not about resources; we
will have to manage resources for this. The question is not if
we can do this; we have to do this (emphasis added)”(NDTYV,
2013).

Annual Status of Education Report. The ASER is India’s
largest learning outcomes survey, surveying up to 3 lakh
villages across the country, and is conducted by Pratham, a
NGO working actively in the area of education in India. The
survey involves asking a set of standardised questions to
establish a student’s reading level and arithmetic capabilities.
The 2014 report (released in 2015) discusses the worrisome
finding that learning outcomes in India, and within individual
states have trended downwards or have remained stagnant,
Tamil Nadu being a prominent exception(Pratham, 2015).

We measure School Infrastructure Quality by the Index of
School Quality utilised in the evaluation of the Augmented
Socio-Economic Progress Index. The data involved pertains
to ASER 2013(Pratham, 2014), and correlates performance
measured in 2013 with outlays in 2009-10 to account for
delays in outcomes of expenditures. No significant change
is observed if correlations use 2013 SSA outlays(Baksy,
2014).

We measure learning outcomes by the simple average of four
variables provided by ASER 2013: the fraction of 3rd graders
at the Grade-1 reading level, fraction of 5th graders at the
Grade-2 reading level, fraction of 3rd graders conversant
with 3-digit subtraction and fraction of 5th graders conversant
with division of a 3-digit number by a one-digit number.

In a univariate regression of School Quality on the level of
public expenditure, thep-value for the F-Test is 0.16,
indicating absence of significance. Note that factors for which
we have not controlled, such as income levels of the State
and average MPCE which are likely to be positively
correlated with per capita expenditures, are likely to further
weaken the relationship. When we change the dependent
variable to the Index of Learning Outcomes, we observe that
the p-value falls to 0.0051, thus making the relationship
significant at 1%, but still very poor. Removing Himachal

Pradesh further reduces theR* value for both series.

Data from (Tilak, 2009).
Data from (Choudhury & Nath, 2012).

Data taken from (Ministry of Health and Family Welfare,
2013).. Andhra Pradesh’s excessive drive towards
industrialisation under Chandrababu Naidu’s government and
self-promotion among industrialists to attract foreign
investment has been blamed for this concentration of
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20

investment in the urban sector. This is to be contrasted with
States like Himachal Pradesh, wherein expenditure is
allocated roughly in the ratio of population in rural and urban
areas.

On the other hand, Andhra Pradesh spent only 2.18% of its
Health expenditure on Capital Account, indicating a
slowdown in the development of health infrastructure. Assam
performs even worse; in 2010-11, the State spent 0.39% of
its Health Expenditure on Capital Account. At the Macro
Level, as of 2004-5, The States of India spent 5.33% of their
total health expenditure on Capital Account. Provision of
Public Health and RCH Programmes, General Administration
and Insurance absorb 20.81% of allocated expenditure at
the State level and 47.85% at the Central Level. Health
Administration, Insurance and Medical Education and
Training of Health Personnel absorb 19.25% of the Allocated
Healthcare expenditure; 46.92% is allocated to Curative care.
A measly 6.21% is available for Capital Formation. At the
State level, 10.69% of the budget is spent on Administration
and Direction(National Health Accounts Cell, 2009). This,
of course, is indicative of a misallocation in terms of
expanding availability of healthcare.

There are commentators in India who argue for a vast
expansion of such programmes as the Public Distribution
System, the intent behind the “Rights-Based” Approach to
social policy. It is instructive that the numberof PDS shops
per unit area in States like Tamil Nadu (0.24) is lower than
that of Uttar Pradesh (0.30), Assam (0.43) and Bihar (0.47)
(data from (Press Information Bureau, Government of India,
2013). This reveals the success behind Tamil Nadu’s system
isn’t merely in expanding a system but in raising the
Sfunctionality of the same(Nakkiran, 2004).

Data from the SarvaShikshaAbhiyan’s website. Note that this
result can be interpreted in terms of diminishing returns to
education outlays: once basic infrastructure is in place,
expenditure on additional school buildings, additional
teachers and staff are unlikely to pay dividends owing to
their initial “fixed cost” nature. As a result of this, states
with adequate education systems in place only need to cover
the variable costs of maintaining the educational system.

It is curious to note the similarities between Kerala and
Mizoram in terms of the mechanisms these States have used
to achieve total literacy. In Mizoram, volunteers specific to
villages (“animators”) were identified. Each animator was
required to teach 5 students. Adult education bodies were
formed in each village to oversee the project of full literacy,
through the involvement of a large number of community
members(Chugh, 2009), a move which handed power to
individuals with natural incentives in to engage with the
community, in the form of existing social networks.

Kerala has over 2,700 government medical institutions, with
330 beds per 100,000 population(Suryanarayana, 2008).
State-supported programmes for pregnant women and
training of women towards breastfeeding and best practices
in childcare ensure that Kerala has among the lowest rates
of undernourishment in India. 99.8% of Kerala’s villages
are within 3 kilometres of a Sub-Centre and 94.9% are within
10 kilometres of a Primary Health Centre. Further, Kerala’s
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physical infrastructure supersedes most States in terms of
overall access and quality. Kerala’s Road Network is more
than twice as dense as the next closest State (Punjab),
measured by length of roads per square kilometre. In 2012,
100% of all villages in Kerala were connected to India’s
postal service and had a Public Telephone in the form of an
STD/ISD/PCO booth. By November 2013, 100% of Kerala’s
Villages were electrified, as compared to 88% for Uttar
Pradesh.

Out of 28 states, Himachal Pradesh ranks third on the Gender
Empowerment Measure, an index evaluating the social status
of women on the basis of political and economic participation
and control over economic resources.

In 1950, the Literacy Rate in Himachal Pradesh was 4.8%.
By 1991, it stood at 75% for males; this rose to 86.02% by
2001 (for females, the rise was from 52.1% to 68.08%). By
2011, the overall literacy rate was 82.8%, with female literacy
at 75.9%. In 2005, Himachal Pradesh had just 0.54% of its
children out of school. While Tamil Nadu’s achievements
too stand apart by themselves, the excellent enrolment rates
in Tamil Nadu are marred by poor educational outcomes.
The ASER 2013 report (Pratham, 2014) notes that only 18.5
of Tamil 3rd graders can perform a simple division problem.
For more on issues facing Tamil Nadu’s Education sector,
see(Sen, Amarnath, Choudhury, & Mukherjee, 2008).
Preliminary analyses of ASER 2014 data indicate massive
improvements in educational outcomes in the state, both in
reading and writing(Pratham, 2015).

This fact is further seen in the low Access Deprivation Score
of 33, indicating that the average Tamilian is deprived of
access to about 33% of all public services, as computed in
developing the Empowerment Line for the evaluation of
poverty in India(McKinsey Global Institute, 2014).

Bihar, Madhya Pradesh, Rajasthan, Uttar Pradesh, which
have traditionally been the low-development states
dominating the North Indian Heartland. These states are
among India’s most densely populated, with Uttar Pradesh’s
population (204 million) being greater than Brazil’s (200.2
million).
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Noted economist Milton Friedman, in 1962, depicted that-
“A stable and democratic society is impossible without a
minimum degree of literacy and knowledge on the part of
most citizens and without widespread acceptance of some
common set of values. Education can contribute to both. In
consequence, the gain from education of a child accrues not
only to the child or to his parents but also to other members
of the society. The education of my child contributes to your
welfare by promoting a stable and democratic society.”

In his research, William Teale (a professor of education and
an early childhood literacy expert) concludes that “Home
background plays a significant role in a young child’s
orientation to literacy [and to education].” (Teale, 1986)

The importance of parents’ education has been deemed
irreplaceable through many studies. Parents’ personal
educational backgrounds and economic backgrounds have
a significant effect on their children’s’ education (Kainuwa
& Yusuf, 2013).

The poverty-stricken adult population existing in South Asia
today sadly could not be educated parents to their children,
and the best that can be done is to provide them facilities of
basic education, training, skill development so that they have
opportunity to earn livelihood and give their children the
edification they themselves were deprived of (Oxenham,
Diallo, Katahoire, Petkova-Mwangi, & Sall, 2002). So, the
aim should be to find a source of income for these adults so
that they can accumulate revenue enough to educate their
children, who in turn will one day be aware parents to their
children who will shape the future of South Asia even farther.

Such as the GRE or SATS

‘The Risk-Reward Nexus: Innovation, Finance and Inclusive
Growth’ is a paper written by William Lazonick & Mariana
Mazzucato, published in November 2012.

‘The Entrepreneurial State: Debunking Public Vs Private
Sector Myths’ is a book written by Mariana Mazzucato which
was published by Anthem Press in 2013.

In her book The Entrepreneurial State, Mazzucato undertook
case studies concerning the government’s contribution to the
establishment of the internet, the pharmaceuticals industry,
the biotechnology industry et cetera.

This party was founded by Hugo Chavez

A capital flight refers to a situation where there is huge capital
outflow from a country.

Named after the Italian statistician and sociologist Corrado
Gini
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Inelastic demand means that even with huge changes in price,
the demand for the commodity wouldn’t change much

Hard currency is the one, which can be used for imports as
well. Example: US dollar

Rana refers to the work of famous economist Angus Madison
on calculating GDPs.

Nalanda has a historical significance of being the Asia’s
center of intellectual excellence.

They all are SAARC (South Asian Association of Regional
Cooperation) member countries.

The East Asian selection can be thought of as ASEAN+2
(ASEAN + China + Japan)

WTO. Practical Guide to Trade Policy Analysis — Chapter 3
(Analyzing Bilateral Trade Using The Gravity Equation)

Note that the interacted dummy will only equal 1 when both
the PTA dummy and the spaghetti bowl dummy equals 1.

This data do not include intra-South Asian or intra-East Asian
trade.

Information regarding how to fit gravity data into STATA
was taken from ‘Practical Guide to Trade Policy Analysis’—
Chapter 3 (Analyzing Bilateral Trade Using The Gravity
Equation)

Note that only those countries are listed in this compilation,
which are part of the initially selected eight South Asian and
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twelve East Asian countries. For example, Iran, Nigeria, and
Egypt are also part of Preferential Tariff Arrangement —
Group of Eight Developing Countries (PTA-DS), but they
are not listed here in this compilation.

Examples of such FTA’s are Pakistan-Singapore FTA, India-
Indonesia CECA, Regional Comprehensive Economic
Partnership (RCEP), and China-India RTA.

French for essay.

The Dutch disease is a reference to the phenomenon of
hyperinflation. It is so named as the state of Netherlands,
(or the Dutch) was the first to experience it. The Dutch disease
is synonymous with the decline in exports, (other than that
of natural resources) due to a strong currency which comes
about by an increase in revenues as a result of the discovery
of natural resources.

This means that Norway has managed to escape rentier state
tendencies by generating ample employment in the petro and
its subsidiary sectors.

The indicators have been defined previously in this essay
itself.

Development is a teleological process. At all stages of
development there is a propensity to move towards an
expected outcome. The closer a state is to such an outcome,
the more likely that its growth rate would slack.




