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INTRODUCTION

Kerala has entered the new millennium
amidst widespread anxiety of imperialist
globalisation undermining its democratic gains
of the past. The State has in the past been able
to create socio-economic conditions where the
vast majority of its citizens enjoy a superior
standard of living and human dignity than most
parts of Indiz or the third world of comparable
economic development. Kerala has shown to
the people of India that an economy need not
wait indefinitely for the benefits of economic
growth to “trickle down™ to lower levels so that
it can enjoy universal education, primary health
care, minimum food and social security, at least
a hutment land to build one’s house, minimum
wages, access to formal creditand the abolition
of worst forms of social unfreedom.

The most sensitive index of social well-being
is pethaps the infant mortality rate (IMR}. The
IMR in Kerala in 2001 was 13 per 1000 live
births, vis-a-vis 66 for India 2s a whole. The
corresponding maternal mortality rates were 198
and 407 per 100,000 live births. The life
expectancy of an average Keralite was 73, which
was 12 years higher than of an average Indian,
The near universal literacy (91 per cent in Kerala
vis-d-vis 65 per cent for India), particularly that
of women, and the vast network of social
infrastructure in health and food distribution has
been responsible for the decline in mortality and
increase in life expectancy. The rapid decline in
mortality rates has had a virtuous impact on

fertility rates; the fertility rate in Kerala is 1.7.
‘The population growth in the State is expected
to stabilise over the next 50 years; some
projections show that Kerzala may have zero
population growth by about 2035.

Redistributive development strategy

These achievements of Kerala were
facilitated by years of public action. Land
reforms were successful in 2 major redistribution
of landed assets. It tilted the balance of rural
power in favour of the poor. It encouraged
collective bargaining leading to redistribution of
incomes. The co-operative network successfully
extended credit to rural areas, undermined the
hold of usury capital and helped to reorganise
the traditional industries by removing the
middlemen. Kerala established a vast network
of social infrastructure including public health
centres, schools and ration shops, whose regional
distribution was rematkably equitable. The social
secutity system through Welfare Funds covers
majority of the wage workers. All these steps
were backed by affirmative and enabling
legislative measures. This history of public action
has had along tradition beginning from the late-
19* century when movements for social reforms
emerged. The Left in Kerala carried forward
these democratic traditions, linking them to
struggles against landlordism and for national
freedom, Successful Left governments in Kerala,
starting from the 1957 communist ministry
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headed by E. M. S. Namboodiripad, proved
to be nodal points in the evolution otj the
State’s developmental path. It is precisely
the possibilities of such democratic
developmenta! paths that have been limited
by the process of imperialist globalisation
today. '

The Right-wing challenge to the Left’s

strategy of focussing on redistribution has
traditionally been based on the equity-versus-
growth paradigm. They have consistently
opposed, or put stumbling blocks on, the
implementation of land reform, efforts to
democratise education, strengthening the
collective bargaining power of workers and the
democratic decentralisation of public
administration. The current embsace of the neo-
liberal developmental ideology in Kerala by the
Rightis a logical culmination of such reactionary
stance. The mass organisations of people and
their socio-political consciousness ate seen as
impediments to growth. Welfare gains are
viewed as 2 “burden” on the exchequer.
Democratic regulations for social and economic
justice are seen as “rigidities” that slow down
economic expansion. Such thinking gained
currency in the context of the economic
stagnation of the regional economy from the
early-1970s. It was charged that this economic
stagnation was an outcome of the failed
redistributive strategy, including land reforms.

Such pessimistic perspectives have proved to
be shortsighted by the recent development
experience in the State. Economic growth in
Kerala, including in agticulture, accelerated from
the second half of the 19805, The rate of growth
of Kerala’s Net State Domestic Product (NSDP)
between 1987-88 and 1999-2000 was 6.2 per
cent per annum, which was higher than the
national average. The most important source of
growth after 1986-87 was the remittance-led
expansion of the setvice sector. The rapid
increase in the number of migrants to the Middie

East, 2nd more recently to the para-technical
sectots in the West, may be viewed as ag
endogenous outcome of earlier investments
in human resources. There was a
remarkable recovery in agriculcure from the
mid-1980s until the price crash of the late-

" 1990s, which clearly was a result of trade
 liberalisation. The agricultural revival from
" the mid-1980s was the lagged result of a

long-term shiftin cropping pattern in favour
of perennial crops.

The acceleration in economic growth
underlines certain positive factors that could
contribute to a pattern of growth that combines
equity with rapid economic development. The
first is the availability of substantial potential
investment in the form of remittances-led high
savings rate in the State. This is shown by the
data on the high level and rapid growth of per
capita bank deposits and assets of rural
households. Though Kerala cannot claim to have
any large business house, it is bountiful in small
capital that could be hamessed to develop small-
scale industries, service industries and

agriculture.

Secondly, the domestic consumer marketin
Keralais one of the largest in India, as evident '
from the high levels of per capita consumption
expenditure, Data from the National Sample
Survey (NSS) show that average monthly per
capita consumption expenditure in Kerala in
1999-2000 was Rs 809, which was the highest
for any State in India.

Thirdly, the nature of human resoutce
development provides Kerala with a
comparative advantage in the new growth
sectors thatare knowledge-based (Information
Technology and Biotechnology) and service-
based (Tourism).

Fourthly, the State has successfully completed
the dcmﬂgraphic transition, which makes it
easier to universalise the provision of basic needs




and drastically reduce the levels of absolute
poverty.

Fifthly, social achievements of the State
and the vibrant political and civil life act as
a platform to experiment with innovative
ideas like democratic decentralisation, It
represents an ideal framework for the
development of agriculture and small-scale
industry and the improvement in quality of
services through community participation.
In other words, the legacy of human
development can directly provide a basis
for the acceleration of the growth process.

Threats posed by globalisation

We, however, have concerns on the
threat that imperialist globalisation poses to
the possibilities of such a virtuous growth
cycle. In the developing world, globalisation
has led to sharply widening inequalities and
a large-scale impoverishment of the
majority. The incteased dependence on the
flow of global finance capital has limited
the possibilities of an autonomous path of
development for developing countries. The
following thteats may be readily identified.

First, the sharp changes in the relative
prices of agricultural products and the impact
of price cycies in the international market
result in severe and unprecedented strains
on domestic agricultural growth. Due to the
perennial nature of the major crops, the
internal adjustments atre greatly painful and
traumatic, There has been a decline in even
the nominalagricultural income in the State
after 1999-2000. The general agrarian
squeeze resulting from the fall in commodity
prices, removal of input subsidies, rising
costs of credit and decline in public
investment have led hundreds of farmers
to commit suicide.

Secondly, traditional industries and the
fisheries sector are in doldrums. Even in
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industtries like cashew, coir and fisheries,
which are currently characterised by
buoyant markets, economic globalisation
has actually led to a significant decline in
the incomes of the working population.

Thirdly, the recent growth process, with
some exaggeration, can be called “jobless
growth.” There was a decline in employment
in the organised sector 2nd the employment
elasticity of even the service sector seems
to have fallen. The severity of
unemployment is reflected in the
astonishingly high unemployment rate
among women: 26 per centin rural areas and
28 per cent in urban areas (by current daily status
of the NS8). The high female unemployment
rate is a major contributor to the low and
declining female work participation rate.

Fourthly, the fiscal crisis of the state has
undermined its effectiveness in dealing with a
ctisis situation. The fiscal crisis of the state is
ptimarily due to the inadequate resource
transfers from the centre. The ability of the statc
to mobilise domestic resources has also been
curtailed by the recent tax reforms of the central
government, legislative limits to expenditure
imposed by the Fiscal Responsibility Act and
the recommendations of various Finance
Commissions. The outcome has been a squeeze
on the social and economic expenditure as well
as investments in agriculture and traditional
industries.

The current development experience during
the period of United Democratic Front (UDF)
rule shows how socially devastating and
disruptive the impact of unbridled economic
globalisation can be. The estimates of State
Income show that income from the primary
sector (that employed about 32 per cent of the
total workers) fell by 15 per cent in nominal
terms between 1999-2000 and 2003-04. The
income from manufacturing also fell by 3 per

11
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cent in the same period. Unemployment
has tended to balloon. Inter-district income
inequalities have widened. The so-called safety
nets of the government, such as the provision
of micro-ctedit, have not been able to prevent
the widening of inequalities and the
immiserisation of the majority. The resultant
social tensions, wherever not channelised
into democtatic protests, have become the
seedbeds of casteist, communal, sectarian
and divisive forces.

The withdrawal of regulatory
mechanisms of the state in sectors like
education has led to virtual chaos,
threatening the norms of merit and social
justice and the principles of egalitarianism.
The public health system in the State is also
slowly gravitating towards the so-called
“uneconomic” status, which the political
Right has been characterising the public
education system to be in. The democratic
decentralisation process has been stalled
and privatisation is replacing community
participation. The Enterprise Reform
Committee recommended, and the
government accepted, wholesale
privatisation of the public sector. According
to the white paper published by the
government, the fiscal crisis of the state was
to be tackled by downsizing the state,
reducing benefits to employees (in effect,
a2 unilateral abrogation of the agreements

- with employees) and implementing a

stringent version of the Fiscal Responsibility
Act.

Not surprisingly, the State also witnessed
mass struggles against the above policies of the
UDF government, such as hiking of user fees
in public services, privatisation of common
property resoutrces, sale of public assets,
commercialisation of the educational system and
the implementation of structural adjustment
conditionalities imposed by intemational lenders.

The Left stands in opposition to imperialist
globalisation; it demands a revision of neo-
liberal economic reforms at the national level
and a transformation of the present imperialist-
driven global economic order. Itis evident that
such a transformation of the globzl and national
order is a pre-condition for Kerala fully realising
its democratic potential for development and
harvesting the advantages offered by new
advances in human knowledge.

The above, however, does not mean that
nothing can be done until imperialist
globalisation is overthrown, We realise that the
struggle against globalisation would require an
engagement with the existing world realities. Just
as the progtessive forces in Kerala engaged with
the colonial and post-colonial regimes to win a
better life for its citizens, and thereby also
successfully mobilised the people for struggle
against those egimes, today’s Left movement
in Kerala has to have an agenda to engage with
the cutrent globalisation. With no illusions that
we can resolve all the developmental problems
of Kerala within the present crisis-prone
imperialist framework, we are putting forward
an agenda that would help minimise the threats
and make maximum progress within the
constraints.

Towards the second Congress on Kerala Studies

Looking back into history, it was the Leftin
Kerala that first put forward an agenda for
development during the movement for United
Kerala. E. M. 8. Namboodiripad’s book Kera/a:
The Motherland of Malayaleeswas the most
comprehensive statement of this development
vision. The implementation of this vision, within
the limits imposed by the fedetal polity and the
disruptions created by the right-wing politics,
resulted in significant transformations in the
economy and society of the State. The
success also created new challenges, which
some have described a5 “second generation
problems.” This necessitated a stocktaking



and reorientation of the development policies.
What should be the new agenda for the
changed Kerala in the changing world? This
was the question that E. M. §. Nambooditipad
placed before the gathering of neazly 1500
academics, policy makers and socio-political
leaders in 1994 at the International Congress
on Kerala Studies (ICKS) convened by the
AKG Centre for Research and Studies. E. M.
S. Namboodiripad said in his inaugural address:

I feel that we need to take fresh stock of
our present situation and draw up a vew
ageada This is not the task of any one
political party or of political parties alone.
Itis 2 national task, in which the academic
community and scientific professionals
have an important role to play.

When we set out to draw up an agenda
for a democratic Kerala half a century
ago, there was hardly any academic
community and few modern professional
experts. We activists took up the
challenge...The problems of today ate
different and, perhaps, more complex.
We need urgently a dialogue between
academics and professionals in various
disciplines and political activists, and
between vatious political parties — both
on the Left and the Right — on how the
development process in our State can be
sustained through strengthening the
material production base. Political
differences will remain, but 2 consensus
on 2 broad platform of measures ro
overcome the crisis can be achieved,

It was not the intention of the ICKS to
reach a consensus, but a2 broad outline of the
new approach did emerge. The dialogue was
to continue in various forums and post-
Congress seminars.

The new awareness ctreated by the ICKS
significantly influenced the policies of the
1996-2001 government led by the Left
Demaocratic Front (LDF). The most remarkable
achievement was the implementation of the
Peoples’ Plan Campaign (PPC). The PPC
involved one of the most radical schemes of
devolution to local bodies 2nd importantly,
mobilised a mass movement in support of
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democratic decenrtralisation. There was also
a focus on the new growth sectors, such as
Information Technology and Tourism. Basic
policy framewotks for the development of
these sectors were drawn up and key
infrastructural facilities were set up. The
emphasis on new growth sectors did notimply
a neglect of agriculture or the traditional
industrial sectors. Reorganisation of traditional
industries, rejuvenation of PSUs, strengthening
of group farming in agriculture, widening of
the welfare and social security measures and
learner-centred school curriculum reforms
were also important concerns. Vigorous efforts
were made to create a consensus in the State
with respect to developmental policies and
the creation of a social environment conducive
to rapid development,.

The UDF government that assumed office
in 2001 dezlt a serious blow to this emerging
consensus by embarking upon a policy of
neo-liberzl reforms. Their neglect of
agriculture and traditional sectors, which had
disastrous consequences, has already been
noted. In every developmental sector, their
policies resulted in conttoversies. Even with
respect to democratic decentralisation, around
which the broadest consensus had developed
in the State, the UDF contribution has been
distuptive. They could not even stand the
name Peoples Plan Campaigs, which was
changed to 2n inept title Kerala Development
Programme. The recommendations of the
thitd Administrative Refoems Commission
were downgraded into a Medernisation of
Government Programme (MGP), which was
prefaced with a notorious attack on trade
union rights and the radical consciousness in
the State, ostensibly to create an enabling
envitonment for reforms.

A decade has passed since the 1994 ICKS.
The Left in Kerala has the experience of five
years in government, and later five years in
opposition. Drawing from the rich debates
and practice, we wish to place before the
people our development agenda for the Seate
for widest debate and discussion among
academics, policy makers, socio-political
leaders and zll sections of people. ®

llS
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II

ECONOMIC GROWTH IN KERALA: AN ASSESSMENT

At the 1994 ICKS, E. M. S. Namboodiripad

declared,

Let not the praise that scholars shower on
Kerala for its achicvements divert attention
from the intense economic crisis that we face.
We are behind other States of India in respect
of economic growth, and a solution to this ctisis
brooks no delay. We can ignore our
backwardness in respect of employment and
production only at our own peril.

E. M. 8. Nambooditipad was refetring to the
phase of severe stagnation in Kerala economy
until the late-1980s. Even though there has been
an upward shift in the growth trend since then,
his emphasis on acceleration of economic
growth, particularly in the material production
sectors, remains as relevant today as in the past.
In this context, it would be relevant to look at
the broad contours of economic growth in
Kerala since independence.

We may identify five distinct phases in
Kerala’s economic growth since independence,
Available indicators show that the region that
constitutes Kerala today failed to partake in the
economic buoyancy that characterised the first
three Plan periods in India. The situation
changed from the mid-1960s, when there was
acceleration in the State’s economic growth and

its economic growth rate was higher than the
national average. The national economy, it may
be cemembered, had entered into a phase of
ctisis and stagnation from the mid-1960s.
Between 1966-67 and 1972-73, Kerala’s NSDP
at constant prices grew at about 5.13 per cent
pet annum (see Table 1). The corresponding rate
of growth for India as a whole was less than 4
per cent per annum. In this period, the rates of
growth of agticulture, manufacturing and
services in Kerala were higher than the
corresponding national averages.

The annual rates of growth of NSDP of
Kerala began to slow down from 1973-74.
Between 1973-74 and 1986-87, the rate of
growth of Kerala’s NSDP was only 1.63 per
cent, which was lower than the corresponding
figure for Indiz as 2 whole (see Table 1). The
NSDP from agriculture grew at a negative rate
of —0.01 per cent per annum in this period.
The growth rate of the manufacturing sector
also slowed down from 9.73 per cent per annum
between 1966-67 and 1972-73 to 2.64 per cent
pet annum between 1973-74 and 1986-87.

The growth rates in Kerala’s NSDP picked
up significantly after 1986-87. Between 1987-
88 and 1999-2000, the annual growth rate of
NSDP in Kerala increased to 6.16 per cent,
which was higher than the corresponding rate
of growth for India, which was 5.90 per cent.
In the descending order of the rates of growth
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Table 1. 4Annual rates of growth quea‘- State Domestic Product at constant prices, sector-wise, Kerala and

India, 1970-71 t0 2003-04,in pet cent per annum

Annual growth rates in the period (%)
Sector 1960-61to | 1966-67to [1973-74to |1987-88t0 |1987-88to
1965-66 1972-73 1986-87 [1999-2000 | 2003-04

Agricultare 0.7 22 --0.01 3.55 0.65
Forestry and logging 11.08 -2.2 -10.11 317 2.67
Fishing -4.38 14.99 -3.29 375 2.61
Mining and quarrying -18.4 -0.39 5.29 4.88 5.58
Manufacruring 4.37 9.73 264 6.14 3.61
Construction 13.76 8.12 4.46 8.18 7.58
Electricity, gas and water supply 8.03 10.68 291 19.19 22.16
Transport, storage and
communication 5.75 6.59 7.28 14.38 1534
Trade, hotels and restaurants 325 9.41 1.09 5.48 594
Banking and insurance 10.07 11.41 9.36 11.9 12.44
Real estate, ownership of
dwellings and business services 3.39 0.52 -(.62 -17.4 -11.32
Public administration 7.99 8.2 9.54 5.54 6.01
Other services 276 4.69 1.88 525 6.02
Net State Domestic
Product (NSIOP) 2.68 5.13 1.63 6.16 5.1

Source Computed from the darabases of Government of Kerala and the Economic and Political Weekly

Research Foundation, Mumbai.

of per capita income, Kerala’s rank among 14
Indian States was 13 in the 1980s; the rank
moved up to 5 in the 1990s. Compared to the
growth in the eatlier phase of income stagnation,
growth in agriculture and manufacturing was
revived. '

Nevertheless, the real engine of Kerala’s
overall economic growth after the 1986-87 was
the tertiary sector, which grew at over 7 per cent
per annum between 1987-88 and 2003-04.
Specifically, the major contributing tertiary
sectors to the increased rate of growth of NSDP
after 1986-87 were “transport, storage and
communication”, “banking and insurance”,

“construction” and “trade, hotels and
restaurants”. Together, these four sectors
conttibuted about 64 per cent of the incremental
growth of NSDP after 1986-87. It is now widely
accepted that this rapid growth in the tertiary
sector was largely remittance-driven, Duc to the
continuous devaluation of the Rupee after 1991,
the Rupee value of remittances had shot up in
the following years.

This revival in the growth of productive

sectors of the economy, howevet, seems to have

weakened after 1999-2000. The rates of growth
in agriculture and manufacturing between 7987-
88 and 2003-04 and between 1987-88 and 1999-

15
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2000 differ significantly. The annual rate of
growth in agriculture between 1987-88 and
1999-2000 was 3.55 per cent per annum. When
the period of analysis is taken as between 1987-
88 and 2003-04, the growth rate in agriculture
slips to 0.65 per cent per annum. The annual
rate of growth in manufactuting between 1987-
88 and 1999-2000 was 6.14 per cent per annum.
When the period of analysis is taken as between
1987-88 and 2003-04, the growth rate in
manufacturing falls to 3.61 per cent pet annum.
Reflecting these changes, the annual rate of
growth of NSDP between 1987-88 and 1999-
2000 (6.16 per cent) was also higher than the
annual rate of growth of NSDP between 1987-
88 and 2003-04 (5.71 per cent).

This signals a clear slowdown in the process
of economic revival in agriculture and
manufactuting, We have already pointed out the
absolute decline in thenominaland reaincomes
from agriculture after 1999-2000 dll 2003-04 (see
Figure 1). It is considered a general rule in
economic development that the share of
agricultural sector in the national product

declines with economic growth. In Kerala, the
share of agriculture in the NSDP declined from
21.5 per cent in 1999-2000 to 12.9 percentin
2003-04. This sharp decline over a short period
of just four years was not accompanied by any
fall in the shate of workforce employed in
agriculture, and was the result of an absolute
decline in agricultural income. In other words,
the agratian crisis of today, which is directly
related to the policies of trade liberalisation at
the national level, represents a serious drag on
the general economy of the State. A
continuation of such a phenomenon has serious
implications for employment and income
distribution in the State’s economy.

Which sectors should form the basis of
Kerala’s future economic growth? There is an
argument that the future growth of the Kerala
economy can be based on the buoyancy in the
tertiary sector alone. However, there are many
convincing reasons as to why an accelerated
growth of the productive sectors of the
economy is also necessaty to achieve sustained
economic growth.

Figure 1 NSDP from agriculture, 1993-94 series, Kcrﬂa, 1993-94 10 2003-04, in Rs lakh
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First, the current growth in the services sector
is dependent on the inflow of remittances to a
large extent. High level of dependence on
remittances is risky given the looming threat of
a fall in these inflows. There are indicators that
return migration may increase in the future given
the dwindling opportunities of new employment
in the Middle East. Fall in remittance incomes,
whenever it has taken place in the past, has
caused severe strains on the State’s economy. A
good example is the period that followed the
Gulf War in 1991. Hence, itis more sustainable
to have a productive sector-led growth process,
which is complemented by growth in setvices.

Secondly, the growth in the services sector
cannot be sustained if there is no concomitant
growth in the material production sectors of the
economy. Demand for services solely arising
from the non-productive sectors within and
outside the regional economy disturbs the
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structural balance of an economy, and hence
has serious limits.

Thirdly, the prices of cash craps relative to the
prices of food crops in the State may well decline
in the future given the adverse effects of trade
liberalisation on primary commodity prices. In
other words, the ability of the State to import
food grains financed by the revenues from the
export of cash crops is likely to be reduced.
Hence, the productive sector of the economy
has to generate significantly higher incomes than
at present to finance the purchase of food grains.

Fourthly, it would be fallacious to assume that
growth in the services sector would be sufficient
to provide employment to the increasing number
of educated unemployed in the State. A major
growth in the productive sectors is necessary to
achieve any significant reduction in the rates of
educated unemployment. ]

17
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A STRATEGY FOR SUSTAINABLE AND
EQUITABLE GROWTH

Acceleration of the economic growth rate is
the centrepiece of our development strategy.
Kerala's growth rate has to be significantly higher
than the national average due to many reasons.
First, the elasticity of educated employment with
tespect to investment may be expected to be
low. As a result, the investment required to
generate one job may be higher in Kerala than
in other regions. Secondly, higher levels of
economic growth are required in order to
strengthen the social infrastructures and expand
the coverage of the social security system in the
State. Thirdly, the state currently faces a major
fiscal crisis, and it is only through a rapid
economic expansion that it can come out of its
mounting debt burden.

Acceleration of economic growth to rates
significantly higher than the national average
requires a major stepping up of our investment
rates. How much additional investment would
be required depends up on the Incremental
Capital Output Ratio (ICOR) at the State level,
ICOR, simply put, is the number of units of
capital to be invested in an economy to produce
one unit of output.

The availability of reliable State level data on
Gross Fixed Capital Formation (GFCF) is a
serious constraint in the estimation of State level
ICORs. The estimates of GFCF provided by

- the Central Statistical Organisation (CSO) and

the Department of Economics and Statistics

(DES) in the State are widely different. Using
data from the DES, we estimated the investment
rate in Ketala between 1993-94 and 1997-98 0
be 16 per cent and the ICOR to be at alow level
of 3.35. The CSO’s estimates for GFCF are

- obtained at the national and State levels using

different approaches. From the CSO'’s estimates
of GFCEF for Kerala berween 1993-94 and 1999-
2000, we obtained an investment rate of 32 per
cent and a much higher ICOR of 5.9.

Given the contradictory nature of the
available State level estimates of ICORs, we
decided to use the national estimates of ICOR
and investment rate in our present exercise to
project investment requirements for Kerala
between 2006 and 2016. We must point out that
this is only an illustrative exercise rather than an
attempt to precisely estimate the investment
requirements at varied target levels of growth
rates. -

The ICOR at the national level between
1993-94 and 2002-03 was 3.96. The average
investment rate for the same period was 22.1
pet cent, Assuming an ICOR of 3.96 and a rate

~ ofinvestment of 2.1 per cent, we are presenting

the requirements of investment to achieve an
NSDP growth rate of 6 (the current rate), 8, 9,
10 and 12 per cent per annum (see Table 2). At
the current rate of growth, the per capita income
%n 2015 would be 148 per cent of the per capita
income in 2005-06. At a 10 per cent rate of



growth, it can be raised to 238 per cent of the
pet capita income in 2005-06. At a 12 per cent
rate of growth, it can further be raised to 285
per cent of the per capita income in 2005-06.

Asanillustration, we assume a target growth
rate of 10 per cent per annum. To achieve this
rate, we would require an investment rate of 39.6
per cent (Table 2). Applying this investment rate
to projected figures of NSDP, we get an
aggregate investment requirement of about Rs
711,369 crores between 2006 and 2015,
Assuming the current investment rate in Kerala
to be at the national average of 22.1 per cent,
we geta GFCF of Rs 20,673 crores in 2006-07.
To achieve a 10 per cent rate of growth, this
GECF should increase to Rs 38,423 crores at
that year. The stepping up of investment from
the present 22.1 per cent of the NSDP to 39.6
per cent of the NSDP is the central challenge
in accelerating Kerala's economic growth.

What is the source of this additional
investment required? The public investment in
India (inclusive of both central and State
governments) in 2003-04 was roughly Rs 5000
crores or 20 per cent of the GFCF. Given the
serious fiscal constraints of the state and the
neo-liberal policies of the central government,

WADINHS ChDE nlOm Croaniinad 2005 muemile emd B

at best what we can hope for is to maintain this
ratio. Maintenance this ratio itselfis too tall 2
task, and would require significant step up of
central government investment in the State. That
is, more than 80 per cent of the additional
investment would have to come from the private
sectot. This simple exercise undetlines the vital
role that private investment would have to play
in accelerating economic growth.

The major components in private investment
are foreign direct investment (FDI), private
corporate sectot investment and household
sector investment. It would be unrealistic to
assume that FDI would piay a major role in
bridging the investment gap. Even at the national
level, the share of FDI in GFCF is less than 3
pet cent. In Kerala, the current FD1 inflow is
negligible. Therefore, while taking a positive
attitude towards FDI inflows in otder to create
productive capacity, generate employment and
upgrade technology, the major sources of private
sector investment would have to be the Indian
private corporate sector and most importantly,
the non-corporate household secter in Kerala,
As we have already noted in the introductory
section, an important strength of Kerala
economy is the high level of domestic savings

Table 2Investment requirements to achieve higher growth rates in different scenarios in per centof NSDP

Tatgeted growth PClin 2015-16 Investment rate required at an ICOR of
rate (in per cent per (in Rs} 3.96 (as per cent of NSDF)
annum)

Atthe current rate 38,944 238

8 52,381 31.7

9 57,438 356

10 62,931 39.6

12 75,356 415

Source Calculated from official data sources.

Note PCI-Per Capita Income. The projected PCI in 2005-06 is Rs 26,405.
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and potential savings in the form of NRI
transfers. The major policy intervention to step
up investment should be to create an investment
environment in the State, so that household
domestic savings flow into investment in
agriculture and indusury.

Creation of such an envitonment will depend
up on modification of the sectoral development
policies that are curtently being pursued,
improvement in the wotk culture, strengthening
of healthy industrial relations, making the
goverament more efficient and transpatent,
stepping up of public investment in agriculture
and traditional industties and improvement in
key infrastructures.

The sectoral growth policies are reviewed in
detail in Part IT of the document. Institutional
teforms and government finances ate discussed
in Part [11. Before we move on to Part 11, a brief
summaty of the broad approach to these issues
is presented below.

Production and productivity

‘The production sectors consist of agticulture,
traditional industries, the existing large and
medjum private corporate and public sector and
importantly, the new growth sectors including
service-based industries. The key slogan in these
sectors has to be improvement in productivity
and expansion of production.

The present stagnation in agriculture and
traditional sectors is unacceptable. Faster
agricultural growth would require a shift from
major end medium irrigation projects to
watershed-based projects, a shift from crop-wise
planning to integrated farm planning to
maximise returns per unit area of land,
innovation of new agrarian institutions in land
and water management and labour sharing,
spread of approptiate preductivity-enhancing
technology and a revamp of rural extension
programmes. Though difficult, Kerala also has
to seriously address the issue of growing

instability in the prices of its major agricultural
commodities. The fisheries sector requires major
Aquarian reforms.

In the traditional industries, modernisation,
diversification and strengthening of co-operative
enterprises are important. The existing viable
and potentially viable public sector enterprises
will have to be restructured and strengthened
by infusion of investment and technology,
ensuring functionzl autenomy and
professionalisation of the management.

Acceleration in the growth rate of NSDP
requires a greater effortin tapping the potential
of the emerging new sectors, such as
Information Technology, Biotechnology and
Tourism, We can expect three major forms of
benefit to the state economy from a faster
growth in the emerging new sectors. First, they
cteate employment for the educated labour
force. Secondly, the results of increased growth
in these sectors could be used to improve
efficiency in the delivery of services as well as
to accelerate growth within the demestic
economy. Thitdly, there is great potentiai for
export-oriented growth in Information
Technology and Biotechnology resulting in
foreign exchange earnings.

Quality of services

As regards the service sectors, the focus
would be on improvement in quality and the
tackling of second generation problems rather
than quantitative expansion. The State has a vast
network of social infrastructure, whose service
delivery has to be significantly enhanced. It
involves improving the physical facilities, greater
community participation and the improvement
of work culture at service delivery points.
Schools, public health centres, anganwadis and
the local offices of agriculture and animal
husbandty should be the focal points.

In the school sector, thete is na need for
quantitative cxpansion. The challenge is to bring



about a dramatic improvement in the quality of
education, a strengthening of the pre-primary
public education system and ensure the full
enrolment of the children belonging to the Dalit,
Adivasi and fishing families in schools. The
tendency towards encouraging private unaided
educational institutions has to be reversed.

In social infrastructure, the most catalytic
sector is higher education. In higher education,
it is very important to rapidly expand facilities,
diversify into new areas with employment
opportunities and raise the quality of education.
Higher private participation is inevitable in this
process, but social control in the form of merit
in admission, social justice and quality of
teaching would have to be ensured.

Kerala stands much zhead of other States in
physical infrastructure. But once again, the
quality of connectivity is far from satisfactoty.
Major historical lapse has been the neglect of
the waterways, which has to be rectified. There
is urgent need for north-south Rapid Transport
Systems (RTS) for which appropriate rail /road
facilities have to be created. The growth potential
of Cochin metropolis has to be tapped. The

State also has to look out for the development:

of new potts, such as Vizhinjam. The energy
gap is widening and will prove to be a major
constraint with economic acceleration. It
requires continuous expansion of energy
production capacity and improvementin the
efficiency of distribution.

Poverty, Gender and Environment

The above economic objectives, which focus
on maximisation of growth, have to ensure that
the remaining islands of absolute poverty in
Kerala are eradicated, thete is greater gender
justice in the development process and resource
depletion and environmental destruction are
avoided. '

In order to eradicate absolute poverty in the
State, we need to focus on those socio-economic
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groups that were not able to achieve the levels
of social development that the majortity
achieved, These sections include the Adivasis,
the fishing community and the destitute among
the poor. Major proportion of the Dalit
population also falls into this category. Kerala
also cannot turn a blind eye to the welfare of
the increasing numbets of manual workers
migrating in from other States. The thrust here
has to be on a qualitative improvement in the
social security system, including the Welfate
Funds. A major challenge would the revival of
the Public Distribution System, which is facing
a grave crisis under neo-liberal policies.
Decentralised planning has had 2 positive impact
on the standard of living of relatively deprived
sections. This success has to be consolidated and
taken further forward.

Socio-political and economic advance among
women and their status in Kerala are not
commensurate with the historic achievements
of women in the fields of education and health.
Female unemployment in Kerala is the highest,
and work participation rates lowest, in India.
Sharp gender division of labour and
discrimination persists. Economic planaing
should be used as a conscious instrument to
overcome the above situation. The experience
of implementation of the women component
plan of local self-governments has been
encouraging, and should be strengthened.
Gender budgeting has to be introduced. The
self-help networks under the panchayats
(kudumbasreescheme) need universalisation and
greater gender orientation. Our educational
system has to be made more gender-sensitive.
Women’s Vigilance Committees (Jagrata Samities)
under the State Women’s Commission should

- be constituted as part of the local plans.

The environmental crisis in the State is
manifested in serious resource depletion (such
as the shrinking of forests and marine resources,
and sand mining), decline in soil fertility,
distruption of water cycles, soil erosion and

lz1
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landslides, loss of biodiversity and pollution.
Measures such as mandatory environmental
appraisal of all projects, protection of the
remaining forests and community management
of common property resources with statutory
backing are urgently required. Sanitation and
waste management have to become focal points
of a campaign mode intervention.

Reforming the administration

The above path of development requires not
withdrawal, but a greater participation of the
state. Public investment and private investment
are complimentary; public investmenterowds in
private investment. The state has a major role
to play in facilitating infrastructural growth,
attracting private investment and making
investment-led growth socially sustainable.

The fiscal crisis of the State government
cannot be resolved without 2 restructuting of
centre-State financial relations. While vigorously
taking up issues of federal finance at the national
level, steps would have to be taken to raise the

tax-SDP ratio at the State-level and improve the
efficiency and economy of expenditure.

Our approach to administrative reforms is
guided by the recommendations of the third
Administrative Reforms Commission chaired by
E. K. Nayanar, the former Chief Minister of
Kerala. Institutionalisation of the
decentralisation process through completing the
redeployment of staff, amending the statutes and
regulations, drawing of new manuals and
procedures in the functioning of local offices,
computerising panchayat administration and
instituting more effective participatory
mechanisms are most urgent tasks. There is also
an urgent need to revitalise the local planning
process through strengthening District Planning
Committees, incegrate the local plans through
district plans, improve agricultural interventions
through watershed approach and strengthen
grama sabhasand neighbourhood groups.
Democratic decentralisation is necessary not
only for good citizenship and better gavernance,
but also for accelerating economic growth.



PART II

SECTORAL GROWTH STRATEGIES
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- AGRICULTURE

Kerala has received national and international

acclaim for its radical land reforms. Land .

teforms gave 28 lakh tenants ownership rights
over 6 lakh hectares and gave at least 5.3 lakh
houscholds ownership rights over homesteads.
However, because of various loopholes in law
and the policies of successive non-Left
governments, the extent of ceiling surplus land
rediscributed was very small, and its availability
declined drastically over the years. Land reforms
undermined not only feudal landlordism, but
also the traditional economic base of upper caste
domination. It raised the bargaining power of
rural workers by assuring them security of
ownership of homestead land.

However, it has become fashionable today
among the right-wing ideologues to denigrate
the achievements of land reform highlighting
the agrarian crisis of the 1970s. Kerala’s
agricultural growth had grown at negative rates
in the 1970s and early-1980s. The average rate
of growth of agricultural NSDP between 1973-
74 and 1986-87 was —0.01 per cent per annum.
However, itis gaining wider acceptance today
that the agrarian stagnation in the 1970s was not
due to0 any adverse impact of land reforms, but
due to the specific nature of the investment-
output cycle of tree crops and the rapid shift in
the cropping pattern from food crops to tree
crops. The shiftin the cropping pattetn definitely
contributed to the accelerated growth in the

period after 1986-87. In the period between
1987-88 and 1999-2000, agriculeural growth in

- the State increased at 3.6 per cent per annum.

The present agrarian érisis

The revival of agriculture in the State has
been cut short by the policies of globalisation.
From the late-1990s, agricultural commodity
prices in Kerala have collapsed. This collapse
was due to the policies of trade liberalization,
decline in international prices and the reforms
in market regulation for crops like coffee. This
has had a disastrous impact on Kerala’s
agticulture, There was an absolute decline in the
nominalagricultural income from 12,221 crores
in 1999-2000 to 10,382 crores in 2003-04, that
is, by about 15 per cent. In rea/terms (in 1993-
94 prices), the decline in agricultural income wis
from Rs 7,017 crores in 1999-2000 to Rs 5,165
crores in 2003-04, that is, by about 26 per cent.
The contribution of agriculture to the NSDP
fell from 21.4 per cent in 1999-2000 to 13 per
centin 2003-04, The available data also shows
that public and private investment in agriculture
has declined in the petiod of agrarian crisis.

The widespread agrarian crisis has been most
cruelly experienced in the form of thousands
of fatmers’ suicides. The debt outstanding per
farmer houschold in Kerala is the second highest
among all States in India. Kerala has the fourth
rank among all States in India in the share of



farmer households indebted. The share of small
and marginal farmers among all indebted farmer

households is the highest among all States in
India.

How to overcome this agrarian crisis is the
single largest developmental challenge before the
State. The factors that have contributed to the
present crisis have emanated from national
policies. These policies do not take into account
the specific features of Kerala's agriculture. In
order to draw up a regional agtricultural
development policy in agriculture, it is important
that we undertake a brief survey of these specific
features,

Specific featyres of Kerala's agriculture

(a) Food grains and grain substitutes constitute
only 16 per cent of the gross cropped area
in the State. Commetcial crops dominate the
crapping pattern, A major share of
agriculture is marketed in other States and
countries. Trends in the national and
international markets are therefore critical
for the agricultural sector of the State.

(b) The commercial crops are mostly tree crops,
such as coconut, arecanut, coffee, tea and
rubber. Even crops like pepper and
cardamom have fairly long gestation periods.
As a result, agriculture js characterized by
the investment-output cycle and rigidity to
shott-term price fluctuations.

{c) The agrarian system is dominated by
homestead gardens in the coastal and
midland regions, interspersed with wedands
and valleys where paddy is cultivated.
Plantations dominate the upland region.
Given the diversity of ecological and
agrarian conditions, it is not possible to
devise a uniform agricultural policy for the
State.

(d) The non-plantation sector is dominated by
marginal and small holdings. The average per
capita land available in the State is 0.13 ha,
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pet capita cultivable land 0.10 ha and the
average size of operational holdings is 0.33
ha, The fragmentation of landholdings
makes the adoption of many modern
technologies and economies of scale

difficult.

(e} Agriculture in Kerala has traditionally been
characterized by high intensity of hired
labour. Hired labour is employed even in
marginal and small holdings. Powerful trade
union movements have eliminated most of
the bonded relations and raised the wage
rates. In this context, it is important to ensure
that productivity rises with the wages if
higher labour absorption is to be ensured.

Roots of the agrarian erisis

Policies of globalisation are the immediate
cause for the recent collapse of agriculture. But
the crisis is also related to certain long run factors
that are ccological, technological and
institutional in nature. The ecological
degradation in the State is dramatically
manifested in the recurrent summer droughts
and monsoon floods year after year. The
denudation of the Western Ghats, conversion
of paddy lands and the degradation of the
traditional systems of water control have
disrupted the traditional water cycle. The hills
and slopes are subjected ta severe soil erosion.
The decline of the traditional homestead
farming systems is also adversely affecting soil
fertility. The root wilt disease that has been
spreading across the State for more than a
century, along with the recent epidemic of mites, -
has been the bane of the coconut economy.

The investments in irrigation during the plan
periods were heavily biased towards dam and
canal systems of irrigation, which is highly
inappropriate to the undulating terrain in the
State and results in exorbitantly high costs.
Itrigation investments were mainly focused on
paddy cultivation, whose area has been falling,
Besides, the agricultural interventions by the
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statc have been crop-specific, ignoring essential
inter-linkages that characterize homestead
cultivation. Partly due to ecological degradation,
the State has witnessed increased application of
chemical fertilizers and pesticides, conttibuting
to high costs of cultivation. We have also failed
to develop innovative and appropriate
agricultural machinery for our small-farm
agriculture. Above all, lab-land linkages and
extension work have been far from satisfactory.

Even though land reforms wete relatively
successful, the political instability in the State
prevented its extension into larger agrarian
reforms, particulatly into land and water control
mechanisms, labour supply and management
institutions and co-operation among the farming
community. In a sense, democratic
decentralisation of the government can also be
viewed as a component of agrarian reform in
the sense that it empowers local communities
and institutions of farmers and agricultural
labourets to plan the use of newly gained land-
based assets.

Historically, the terms of trade have been
favourable to the commercial crops, and this has
been the single most important factor
responsible for the changes in cropping pattern.
However, changes in the cropping pattern,
which was induced also by the motive of
reducing labour requirements, has contributed
to ecological degradation through the loss of
paddy lands and resulted in a socially sub-optimal
pattern of land use. In the changed policy
environment, it is threatening food security and
leading to greater vulnerability to national and
international matket movements,

The broad policy framework
Agreement on agriculture
India’s signing of the highly discriminatory
Agreement on Agriculture (AoA) of the World

Trade Organisation (WTO) is one of the most
important reasons for the continuing agrarian

distress in Kerala, The AoA has failed to improve
market access for developing countries. The
WTO has also failed to put an end to the gross
violation of commitments by developed
countries, which have used concepts like Amber
box, Green box and Blue box to continue with
high levels of domestic support for farmers.

As a result, the revision of the AoA has
become absolutely essential. India has to give
leadership to the fight for such a revision from
the part of developing countries. As the M. S.
Swaminathan Commission pointed out, India
should atgue for the abolition of all boxes; as
an “alternative negotiating principle, a fourth
box relating to sustainable livelihoods
(Livelihood Security Box) may be proposed,
which will empower developing nations facing
the challenge of providing livelihoods to the
rural populatior: to place restrictions on imports,
where there is convincing evidence that such
imports will erode job/livelihood opportunities
in their counteries.” The All India Kisan Sabha
has also put forward a set of counter proposals
for the draft proposals that are coming up before
the Ministerial meeting of the WTO at Hong
Kong,

The Free Trade Agreements (FTA) with
SAARC countties have also been harmful for
Kerala’s agriculture. These agreements need
tevision, Another major grievance has been the
exclusion of rubber from agricultural products
category, depriving it of many benefits. Public
opinion has to be mobilized to force the central
government to intervene in the agricultural trade
negotiations, taking into account the regional
specificities of Kerala’s agticulture.

As the Swaminathan Commission pointed
out, certain steps have to be taken by the State
government also to protect farmers from
tecurring crises. We have to establish a
Sustainable Agricultural Trade Security
System for Kerala, The markets of Kerala’s
traditional export crops have to be enlarged




through quality improvement, value addition and
raising competitiveness. Organic forms of
cultivation in export oriented crops need to be
encouraged in a major way, Public investment
in sectors like soil and water conservation, rural
infrastructure, post-harvest technology,
marketing, research, extension, education and
health has to be stepped up to protect the
livelihoods of peasants and agricultural workers.
We need to look at more effective ways of
linking the wide network of co-opetative credit
institutions in the State with the tequirements
of agriculture.

The rich biodiversity of Kerala has to be
protected through adequate interventions,
Herbal medicine and Ayurveda, tied to tourism,
are potential high-growth areas that deserve
special attention. Herbal plants-rich regions have
to be developed into herbal sanctuaries. We need
to prepare a detailed catalogue of our plant
species and register them under legislations like
the Protection of Plant Varicties and Farmers’®
Rights Act. We should initiate a participatory
biodiversity documentation exercise in every
panchayatin the State with co-operation and
technical support from biology departments in
colleges, Ayurveda colleges and the Tropical
Botanical Garden and Research Institute
(TBGRI). Panchayat biodiversity registers should
be the outcome of this campaign.

Paublicinvestment

Given the current crisis in the agratian sector,
one would have expected a step up in public
investment in agriculture. In the third plan petiod
in the 1960s, the share of agriculture in the state
plan was nearly 25 per cent. It steadily declined
from then on to reach 14 per cent in the eighth
plan period. In the ninth plan period, the share
of agriculture in the total plan expenditure
declined to 6 per cent. This sharp decline was
largely due ta devolation of funds ta local
governments. The sectoral guidelines for the
preparation of local plans had insisted that 30
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per cent of the plan outlay had to be earmarked
for production sectors, the major beneficiary of
which was agriculture. Thus, it is unlikely that
the expenditure on agriculture declined in the
ninth plan period when compared to the
previous plan period,

However, in the tenth plan period, the annual
plan size of the LSGIs was cut every year
midway through the implementation and
sectoral allocation guidelines were nat enforced
strictly. The share of plan expenditure on
agriculture in the total plan expenditure in the
tenth plan period was only abouc 5 per cent.
Investments by local self-governments would
have contributed another 2 to 3 per cent, making
the share of plan expenditure in agriculture less
than 8 per cent of the total plan expendirture.
Thus, there has been a sharp decline in the share
of agricultural investment in total expenditure.
In the background of this experience, the
recommendation of the State Planning Board
that sectoral allocation guidelines to local bodies
are to be withdrawn is a sure recipe for disaster.
An increased allocation for agriculeure is
necessary for inducing latrge private investment
and faster growth.

Price policies

Stable and remunerative prices in agriculture
are a pre-requisite for raising production and
productivity levels in the long run. The
fluctuation in the prices of important

agricultural commodities grown in Kerala is
certainly one factor that has slowed down

-improvements in productivity., There are

suggestions that the government has to create a
Ptice Stabilization Fund for crops most
vulnerable to such fluctuations, such as coconut,
peppet, cardamom, tea and coffee. This Fund
should be run with contributions from the
central government, State government and
producers and used for providing price support
and expore subsidies during times of falling
prices. Floor prices have to be fixed taking into
account the costs of production.

27
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Reorientation of the irvigation sirategy

An assessment of the status and utilization
of water tesources is taken up later in this
document. Here, we wish to point to a growing
consensus on the low efficiency of the present
large and medium irrigation systems. Instead of
extending to new projects, the emphasis should
be on commissioning and maintaining the
already built up system and command area
development. Minor itrigation, drawn up as part
of the watershed plans, should be the focus of
irrigation interventions.

Watershed planning should form the basis
of the agricultural interventions of the local self-
governments in the 11* Five Year Plan, The
programme should involve resource mapping of
every micro-watershed in the State utilising
satellite resource information, and information
collected by volunteer squads. Watershed
committees should be elected by thegrama sabhas
and farmer’s groups and neighborhoad groups
should be linked to watershed committees. The
action plants for the micro-watersheds should be
integrated at higher levels, which should form
the point of reference for agricultural
interventions by all tiers of government.

Agrarian institutions

There are three types of agrarian institutions
that need to be promoted in the context of post-
land reform situation in the State. These are {a)
co-operative institutions for credit delivery,
marketing and other services; (b) co-operative
institutions among farmers for joint undertaking
of certain agricultural operations, agricultural
planning and water management; (c) co-
operative institutions for labour supply and
management, such as labour bank and labour
army. The first, and particularly credit, is fairly
well developed in Kerala and is dealt in more
detail elsewhere in this document, It may be
noted here that the proposed policy of the
central government to restrict primary
agricultural credit societies to banking activities

alone, and delink them from other agricultural
services, is a retrograde step. Co-operatives are
important in the field of agricultural marketing
and agro-processing.

The group farming programme introduced
by the LDF government in the late-1980s
attempted to introduce collective undertaking
of selected agricultural operations, including the
putchase of inputs and marketing of products.
1t was proved to be effective in paddy cultivation.
Later, the group approach was taken further
forward consciously linking it to more scientific
cultural practices and adoption of technology
in experiments, such as GALASA. There have
also been interesting attempts to extend the
concept of group farming into non-paddy crops

- like coconut and vegetables. These experiments

have to be replicated on 2 wide scale taking into
account the experience so far.

One of the most interesting experiments in
the PPC was the creation of labour banks. All
interested rural wage labourers were encouraged
to register with the labour bank, which provided
labourers to farmers on 2 mutually agreed
timetable spread over the life of the crop on
credit. Full payment was to be made by the
farmer to the labour bank only when the crop
was taken, The bank in turn guaranteed the
labourers minimum number of days of work
every month. If there was no sufficient demand
from farmers, the gap was made good by public
works. All the public work programmes of the
panchayat were implemented through the labour
banks. The agricultural labourers received
monthly payments, health insurance, educational
facilities for children and other fringe benefits.
They were trained in modern cultural practices
and modern agricultural implements were
supplied through panchayat grants. The labour
bank also agreed to cultivate the land of farmers
who were notinterested in direct cultivation.
Such labour banks are ideal instruments for the
implementation of the employment guarantee
scheme.



Thete has been a mushrooming of self-help
groups (SHGs) to collectively undertake
vegetable cultivation on the lands of their
neighbors, on a nominal lease. This has become
popular not only in paddy fields as a rotation
crop, but also as an intercrop in the homestead
gardens. This can be considered a5 a form of
labour shating that should be encouraged.

Land use

One of the most important aims of land
policy in Kerala should be to protect paddy
lands. We need to strictly implement the laws
of the land related to the conversion of paddy
lands. In this task, panchayats have to be
provided with greater powers for
implementation and penal action. A task force
appointed by the State Planning Board in 1997
had recommended amendments to the Kerala
Land Utilisation Order 1967. It suggested that
all predominant paddy-growing areas (which
have the required endowments) in the State be
notified with legal provisions for their
protection. In the non-notified areas, it
suggested allowing conversions to non-food
crops, taking into consideration a broader land
use and land resource management policy. It had
also recommended that a capital gains tax be
levied on conversions for non-agricultural
purposes, and the funds so raised be used to
consetve paddy-based farming, However, the
experience of the UDF government also shows
how even a small relaxation of the Land
Utilisation Order has been manipulated and
misused by land speculators and vested interests.
Therefore, it is an issue that requires public
discussion to evolve a consensus.

Farming systerms

Paddy

In paddy-based farming systems, we need to
focus on sustaining production in areas that are
naturally endowed and where the required
infrastructural facilities are available to secure
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higher levels of yield through scieatific
management. We need to inculcate the spirit of
group activity in rice cultivation by energising
Group Farming Samities. A reliable seed
production programme has to be evolved at the
local level for regular replacement with quality
seeds. State support has to be provided to
identify, develop and popularise machineries
suitable for our small-farm paddy agriculture.
Production and use of organic manure has to
be promoted at the local level. Integrated
practices of pest management have to be
designed and extended to farmers. Location-
specific irtigation and drainage facilities have to
be evolved. Losses due to pests, diseases and
natural calamities have to be insured with state
support.

A system approach to raise incomes from unit
area has to be adopted by integrating paddy
farming with other sectors like livestock and
fisheries. However, integration of fisheries with
paddy cultivation has proved to be controversial
because it has been argued, and experience has
shown, that once introduced fisheries tend to
displace paddy cultivation. There hastobe a
guarantec against such degeneration before this
policy is adopted by consensus.

A comptrehensive policy of remunerative
floot prices, procurement, processing and public
distribution of paddy will have to be
implemented. It involves close co-operation of
the central government, farmer’s co-operatives
and the civil supplies department of the State
govemment.

Homestead gardening

Homestead farming is a major feature of
agriculture in Kerala, Itis estimated thataverage
size of homesteads is less than 0.44 ha, and
coconut is the base crop in 67 per cent of the
homesteads. Homesteads could be made the
focal point of agricultural development in
Kerala. Appropriate models of homestead
farming that facilitate production of egg, milk
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and meat and recycling of organic waste through
vermicomposting have to be promoted. It has
been shown by research that homestead models
could generate an additional net income per acre
of Rs 15,000 to Rs 37,000 per year per
household. '

Homestead gardening helps us to maximise
production per unit of land. It is also an
ecologically more sustainable form of
agriculture. However, of late, there has beena
tendency in the official circles to contrast
homestead farming with commercial farming
and promote the lattet as a solution to low
productivity. It should be emphasised that the
homestead farming is not synonymous with
subsistence farming. Homestead farming
represents an intensive multiple cropping system
that developed in tune with the unique ecology
and settlement pattern in the State.

However, majority of homesteads currently
show low system productivity, mainly due to
overcrowding or under utilization, which could
be further attributed to the incidence of pests
and diseases in the base crop (coconut), absence
of family labour consequent to the migration
of males and high transactions costs related to
hired labour. To address these constraints, special
schemes have to be formulated by the
Department of Agriculture integrating certain
crop-specific schemes into homestead-based
schemes. Extension work is paramount in raising
productivity levels of crops in homesteads.
Scientific methods of cultivation as well as the
adoption of apptopriate homestead models have
to be promoted by improving the functioning
of Krishi Bhavans and establishing Agro-Clinics.
The farms of elite farmers should be developed
into demonstration farms. More soil analysis
facilities for comprehensive analysis of macro-
and micro-elements have to be established.
Availability of labour, a major constraint in the
agricultural production, has to be addressed
through Labour Banks,

" There are also issues that are to be
understood and dealt with crop-wise. Low
productivity is a major ptroblem in'thc case gf
coconut. Productivity of coconut in Kerala is
5895 nuts per ha as compared to 8362 nuts per
ha in the neighboring Tamil Nadu. In coconut,
the major challenges are to increase productivity
through a package of measures including the
replanting of uneconomic palms with superior
cultivats, creation of irrigation facilities and
promotion of scientific management under a
mixed farm system. Irrigation throws up
possibilities of doubling productivity in coconut,
as well as the introduction of new intercrops.
There should also be a new policy to promote
coconut seedling production, where mother
palms ate identified in a decentralized manner
and made available to the public, including
ptivate nurseries, for further development. The
central government should consider the root wile
disease that is spreading unabated in the State
as a national disaster and support a massive
scheme for integrated development whose focal
point would be replanting the diseased palms.
Development of appropriate harvesting
machinery is an urgent requirement. Marketing
of coconut is an area where the co-operative
sector can play a major role,

In pepper, the objectives should be to
provide better management in traditional
gardens. Low productivity is making Indian
pepper uncompetitive in the international
market. About 50 per cent of pepper vines in
the State are estimated to be unproductive, and
needs replanting. Possibilitics of increasing the
cultivated area within homesteads have to be
explored. Integrated disease management
programmes have to be promoted to tackle
quick wilt and stunting,

* There is great scope to raise the area under
cultivation of cashew. Vegeratively propagated
and high yielding planting matetials have to be
promoted for density planting in the new areas.



Mote than half of the total area under cashew
is planted with trees that have passed the
economic bearing period of 30 years. Replanting
has to be organized on a mass scale. The
commercial uses of cashew apple remain
unexplored.

Fruit cultivation has to be promoted in
homesteads. Currently, the cultivation of fruits
remains scattered, constraining cfforts to
promote them. Pineapple and banana are the
only two fruits thatare plaated on a commercial
scale. Banana and plantain have historically been
part of homesteads. There is very little
commercial utilization of traditional fruit crops
like jack, mango and papaya. There is also a need
to preserve indigenous varieties of fruit crops.
We need better arrangements for the mass
multiplication of banana and plantain varieties
using tmicro-propagation technology. The
industrial potential of crops like banana has to
be consciously encouraged.

Intensive vegetable production programmes
have already received momentum in the State,
Innovative programmes by the Kerala
Horticultural Development Programme
(KHDP) and also by self help groups have to
be promoted. Packages of assistance, including
improved seeds, irrigation support and
marketing support have to be provided in all
panchayats to gtoups cultivating vegetables,
While vegetable cultivation in homesteads can
satisfy household demands, we also need to
promote their commercial cultivation in a major
way. Necessary institutional arrangements have
to be designed to make land available for groups
cultivating vegetables as an intercrop orasa
rotation crop.

Innovative new crops like flowers,
mushrooms and medicinal plants have
already proved their potential in the field. What
is important is to propagate appropriate
cultivation practices and technology; and assure
steady markets including export matket.
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Plantations

The four major plantation crops of Kerala
are coffee, tea, rubber and cardamom. Coffee
cultivation in Kerala is characterised by a very
high concentration of small holdings of size less
than 2 ha. In these small holdings, the levels of
productivity are lower than the national average,
The important reasons for the low levels of
productivity are the lack of attention to
teplanting in large areas where the trees have
become old and moribund and the Jack of
scientific methods of cultivation and cultural
practises. The short-term strategy in coffec
should focus at (a) appropriate market
intervention 1o ensure remunerative prices; (b)
providing institutional financial support for
replanting, irrigation and purchase of inputs, (c)
pramoting effective extension work by
streamlining the activities of the Coffee Board
and the Department of Agriculture and (d}
tackling the debt burden of farmers. In the long-
term, our research and extension work has to
focus on attaining the research station yield level
of 2800 kg per ha.

Teais cultivated in Kerala mainly in estates
due to the specific technological features of its
processing. It is now well understood that the
survival of tea industry in Kerala depends
crucially on rzising the levels of quality and
competitiveness. The levels of productivity of
tea in Kerala are lower than the natdonal average.
One reason for the low level of productivity is
the high share of area (above 70 per cent,
according to some estimates) with plants aged
above 50 years. Only about 1 per cent of the
area under the uneconomic age group plants gets
replanted annually. The vacancy ratio for teain
Kerala is also the highest in India at about 20 to
30 per cent. Urgent attention needs to be given
to accelerate replanting in tea estates, 25 2 ceisis
in the tea sector affects the livelihood of
thousands of wotkers employed in the
plantations. Short-term measures to ameliorate
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the distress conditions of estate workers, finding
local markets for tea estates in Kerala and review
of the present auction practises are required.

While the commendable extension work
undertaken by the Rubber Board and a relatively
stable price regime have helped to raise levels
of yield in rubber, the levels of yield in Kerala
can be still raised. The task in the rubber sector
is to identify regions with low productivity and
adopt special agro-management packages to
raise levels of yield to the realisable levels of
2500 kg pet ha. The potential for intercropping
in rubber gardens, as well as of supplementary
occupations in rubber gardens like bee keeping,
needs to be tapped to raise incomes per unit
area.

In the case of cardamom, studies have
shown wide differences between the actual yields
and potential yields. Adverse agro-climatic
factors, high share of area under old plants and
absence of modern methods of cultivation are

- the major reasons for low yields. The focus in
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cardamom, thus, should be to promote
replanting, use of improved planting materials,
irrigation and adoption of scientific cultural
practices. The import of cardamom under
different pretexts has to be curtailed.

Agro-processing

The processing of agricultural commodities
of Kerala nceds special attention while we are
trying to enlarge our export markets. While
cereain steps may be applicable to all crops,
certain others are ctop-specific. We have to
attract more private investment from inside and
outside the State in the agro-processing sector
and agro-based industries; a State level body for
this putpose has to be established. More Quality
control laboratories have to be established.
Storage facilities for crops, including cold
storages, have to be established at the level of
panchayats, in association with farmers’
organisations. Value addition through sorting,

grading and packing is not ptracticed rigorously
at present, and needs encouragement. Co-
operative matketing organizations, such as
MARKETFED, RUBBERMARK, KERAFED,
CAMPCO AND CAPEX have to be
strengthened, and enabled to compete in the
market. One suggestion has been to establish a
Kerala Agricultural Markets Project to
improve the agricultural marketing system across
the State. Under this project, a few large markets
are to be established at the major trading centers,
with links to a number of feeder matkets in
remote areas. Kerala is a State where the Act
for regulated markets has not yet been passed;
we have to look at the usefulness of establishing
regulated matkets for at least a few suitable crops.

In crops like coffee, we need to upgrade the
technology of processing, weaken the role of
intermediaties and provide adequate institutional
support for primary marketing. We need to
standardize different post-harvest operations.
We also need to encourage the growth of co-
operative marketing societies of producers. In
tea, quality improvement and standards have to
be given top priority. In coconut, we need to
encourage marketing co-operatives as well as
encourage the production and marketing of the
diverse products from coconut, such as coconur
shell, coconut husk, coconut cake, raw kernel,
coconut wood, leaves and tender coconut water.
Adequate institutional finance has to be ensured
in the promotion of small-scale industries that

- focus on diverse coconut-based products. For

vegetables, which 2re highly perishable, we have
to establish thermo-cool facilities of low cost
types in every district or block. Special attention
has to be provided for regions that are naturally
endowed for vegetable cultivation.
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ANIMAL HUSBANDRY

The performance of the livestock sector uill
recently has been exemplary with the growth
rate of milk production that was around 2.5 per
cent in the first two decades of the post-
independence period, sharply rising to 12.5 per
cent per annum in the 1970s. In the 1980s, the
rate of growth of milk production was 6.4 per
cent per annum and in the 1990s, it further
declined to 4.2 per cent per annum. The
expansion of the milk production has been
achieved through the success of genetic
improvements through cross breeding (82 per
cent of cattle in Kerala are cross-bred; 88 per
cent of villages have veterinary hospitals within
a distance of 5 km; and there is 1 artificial
insemination centre for 1000 cattle), effective
disease control coverage (a veterinary hospital
in almost every grama panchayat) and
development of marketing infrastructure
(increase in the number of co-operatives from
less than 200 in the eatly-1960s to over 3000 in
the late-1990s). The growth of the livestock
sector was also aided by buoyant market
conditions. Kerala, traditionally 2 low milk-
consuming State, has been rapidly diversifying
its consumption pattern from cheaper protein
sources like fish to milk and milk products and
meat.

The productivity of milch cattle also sharply
increased doubling between 1977 and 1991, and
is currently 6 litres per animal as against the
national average of 2.8 litres per animal. Yet,
the level achieved in Kerala is still below the
potential yield of 8 to 10 litres per animal. We

have already noted the deceleration in milk
production; in the sub-period 1996-97 to 2001-
02, the growth rate in milk production was only
3.8 per cent per annum. The number of cattle
has also tended to decline, leading some experts
to conclude that the dairy sector in Kerala is
facing a major crisis.

The success of technology transfer and
diffusion has not been complemented by other
ingredients of the white revolution package,
such as the increase in availability of fodder,
domestic production of feed concentrates and
value addition through milk processing. The
changes in the cropping pattecn have been
towatds a livestock-unfriendly crop mix with
neatly 80 per cent of the crops not contributing
to animal feed. The gap created by the decline
of paddy has not been bridged by fodder
production. As a result, farmers in Kerala are
forced to rely increasingly on high cost and often
low quality concentrated feed. The domestic

capacity of concentrated feed is only 40 percent

of the demand.

Equally important has been the decline of
homestead farming. An important feature of
animal husbandry sector in Kerala is the lack of
development of commercial large-scale dairying.
The milch animals are owned and reared by small
and medium farmers as part of the homestead
systemn. Women in households make the main
labour contribution in animal rearing. The
institutional framework of animal husbandry in
the State is facing severe stress.
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The development programmes in the State
do not sufficiently address the above issues and
have been focussing on stepping up public
investment in technology and extension setvices
as a2 way out of the looming stagnation. As an
incentive for the farmers not to neglect the calves
during the critical period, different programmes
of veterinary care and subsidised feed
concentrates are made available. In contrast,
there have been strong suggestions that Kerala
should now consciously move towards industrial
large-scale dairying. While commercial large-
scale dairying may be promoted in areas where
suitable land and entrepreneurship is available,
for the medium-term future, Kerala’s focus has
to be on improving productivity within the
homestead farming systems. With the growing
populatity of organic farming, animal husbandry
is becoming an essential component of
agricultural activity.

A rapid expansion of fodder production is
the key link. The SHG approach, which is
proving to be a success in vegetable production,
may be adopted for the promotion of fodder
production. Fodder-harvesting machinery would
have to be promoted and enrichment of post-
harvest fodder supported. It is an ideal
programme that can be taken up by the LSGIs.
The present provision of technological inputs
and extension services is inadequate. The State
may be divided into animal husbandry zones,
primarily on the basis on potential for fodder
production and zone-specific strategies may be
drawn up for expansion and full realisation of
milk production potential. The prime
production zones must be protected against ail
major contagious diseases through universal
vaccination. These region-specific strategies are
ideal for decentralised planning. It may be
remembeted that investment in the animal
husbandry sector by the LSGIs comes to about
40 per cent of the State government investment,

The farmer has to be assisted in the lean
period of tearing, especially in the calf hood
and pregnancy petiod. One of the problems in
incteasing productivity of cattle in Kerala has
been the delay in reaching the first calving stage

due to delayed puberty. In order to overcome
this problem, we need to provide adequate and
cheap feed and health cover as well as promote
scientific rearing of cattle as part of out
extension programmes.

It is worthwhile that there is scope for further
improving our extension system. It has been
observed that only 41 per cent of households
receive any information from extension agencies
on breeding. This share was 27 per cent with
respect to feeding, 43 per cent with respect to
health care and 8 per cent with respect to animal
management. This scenario calls for serious
attention.

Today, the entire State is under the network
of 2577 Anand pattern dairy co-operatives with
a membership of 7.3 lakhs. The APCOS
procures 7.1 lakh litres of milk everyday. Due
to high seasonality of milk production in Kerala,
the Kerala Co-operative Milk Marketing
Federation (KCMMF) has to import milk from
outside the State. The KCMMF has been
diversifying its milk products even though its
misconceived joint venture with Mother Dairy -
failed to take off. A thorough review of the co-
operatives and the Federation has to be
undertaken in to increase the efficiency and
reduce the handling costs and increase value
addition so as o0 ensure a better return to the
producer.

The backyard poultry rearing has been the
backbone of the poultry development
programme in the State. The commetrcial-scale
poultry rearing is limited to broiler production.
There has been sharp decline in the number of
fowls in the State. Today neatly 60 per cent of
the demand for eggs are met from outside. The
interventions of the Kerala State Poultry
Development Cotpaoration to provide day-old
chicks and technical support to poultry farmers
have to be strengthened with the help of LSGs.

_ Rearing of goats, pigs and rabbits is another
umportant activity in this sector. Being cheap
sources of protein, there have to be major local
level schemes to promote these activities on a
commercial scale within the larger framework
of homestead fatming systems.



VI
FISHERIES DEVELOPMENT
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Kerala with 10 per cent of the national
coastline is one of the most productive fishing
grounds in the world. The State produces about
6 lakh tonnes of marine fish every year, which
accounts for about 20 per cent of the national
fish production and exports. Yet, the population
of about 15 lakhs that depends on fisheries is
one of the most economically backward social
strata in the State. The fisheties sector income
per fisherperson was 66 pet cent of the State
pet capita income in 1980-81. In 2003-04, the
cotresponding ratio was lower at 50 per cent,
Berween 1998-99 and 2003-04, the income from
fisheries per fisherperson virtually stagnated, or
grew ata snail’s pace of 1.2 per cent pet annum.
In the same period, the State per capita income
had grown at 4.4 per cent per annum.

The stagnation of income levels is the basic
constraint to an improvement in the standard
of living of the fishing population. It severely
restricts the beneficial-linkage impact of
numerous social welfare activities that are
currently undertaken for the fisherpersons. The
ptoblem of landlessness, inadequate housing,
lack of sanitary latrines, absence of household
electrification and scarcity of dinking water are
severest in the fishing villages after the Adivasi
colonies. Among fisherpersons, infant morrality
rate is double the State average, sex ratio is less
than unity and life expectancy is significantly
lower than of the general population. The

fishing villages remain pockets of poverty and
represent a major development challenge.

While the social sector interventions should
be strengthened, itis of utmost importance that
we understand the reasons for the economic
stagnation and undertake remedial measures. On
the one hand, the fisheries sector is faced with
serious crisis of resource depletion due to
ecological degradation, over-fishing, deployment
of destructive fishing gears and also illegal
encroachment of in-shore fishing grounds by
foreign trawlers operating from the deep sea.
Even though it has been possible to arrest the
trend of declining fish production from the mid-
1970s, primarily through conservation measures
to restrict monsoon trawling, marine fish
production has tended to stagnate at less than 6
lakh tonnes per annum.

On the other hand, the cost of fishing has
been rapidly escalating for two reasons, Fitst,
the increasing competition among the fishing
units for the limited fish resources has taken the
form of continuous upgradation of fishing
technology in terms of bigger boats, more
powerful engines and larger nets. This has
resulted in what may be called the
“overcapitalisation” of the fisheries sector. The
motorisation of fishing boats has made very
rapid advance and aow the trend is for a shift
from outboard engines to inboard engines.

‘Secondly, the supply of ration kerosene has been
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dwindling and the cost of fuel has been sharply
increasing,

The above situation has pushed most of the
fishing units into a precatious situztion. A simple
macro exetcise of aggregating the fishing
expenditutes, such as for fuel, wages and interest
payment on capital investment would show that
the net income of the fisheries sector is negative
when depreciation is taken into account. The
above situation is responsible for high levels of
indebtedness among the fishing communiry. The
inter-linkages between the credit and product
markets through moneylenders and traders deny

the fisherpersons the advantages of the buoyant

fish market. The exporters and the middlemen
appropriate the major proportion of the sutplus
generared.

The inland fisheties sector, consisting of
backwaters, tivers, low-lying Kuttanad and Kole
paddy lands and the innumerable canals and
ponds today accounts for only 10 to 12 per cent
of the total fish production in the State. The
ecological degradation and over-fishing is even
more sevete in the inland sector. The lot of the
inland fisherpersons is no better than their
marine counterparts.

We have already referred to the beneficial
impact of the regulation of monsoon trawling,
The most urgent requirement in the fisheries
sector is a2 comprehensive legislation for
Agnarian Reforms that would restrict the
ownership of fishing vessels to actual fisherfolk,
strengthen the traditional community regulation
mechanisms 2nd confer the right of first sale
on the shote to the fisherfolk themselves. A draft
bill had been prepated during the tenure of the
last LDF government, which has to be revived.

Development of fish-aggregating structures
in the inshore fishing grounds has also been
suggested. But it has to be accepred that the
inshore fishing grounds in the State have reached
theit optimum level of exploitation. Therefore,
we have to move to tap the fish resources in the
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deep sea. While correctly opposing the
operations of forcign fish trawlers, a deep sea
fishing fleet has to be built up through
modernisation of a part of the excess
mechanised fishing fleet currently operating
inshore. A deep sez fishing corporation may be
set up to provide mother vessels and other
technological support. The companies and large
operators cutrently working inshore would have
to move out to the deep seas once Aquarian
Reforms are implemented.

Expansion of inland aquaculture involves
urgent measures to reduce water pollution and
strengthen regulatory mechanisms against
destructive forms of fishing, Revivalof Janakeeya
Matsya Krishito encourage better utilisation of
innumerable ponds and canals, expansion of
reservoir fisheries, systematic and regular release
of fish seedlings in rivers and backwaters, better
utilisation of paddy lands for fish cultivation,
promotion of cage culture of fin fishes, marine
ranching and development of shell-fish farming
in backwaters are the major measutes to be
undertaken in aquaculture.

To implement the above programme,
government would have to undertake major
infrastructure development, such as
construction of fishing harbours and landing
centres, setting up of farms and hatcheries,
establishing z cold chain and chilled fish sales
outlets and strengthening the marine regulatory
mechanisms. Aqua parks for ornamental
fisheries have also significant potential. The
functioning of the fisheries development
agencies would also have to be thoroughly
overhauled. The functioning of MATSYAFED
and the co-operatives has to be democratised
and strengthened. The Matsya Bhavannetwork
has to be expanded.

Fish processing clusters for production for
value addition can significantly contribute to the
incomes of the fishing community. Local self-
governments could play an important role in this




process. There have been suggestions for the
introduction of policies of Coastal PURA
(Provision of Urban amenities in Rural Areas).
The proposal of the task force of the State
Planning Board, developed by Laurie Baker, for
establishing an alternative model of fishing
villages with modern amenities should be
incorporated into the PURA scheme. A
comprehensive area development programme
based an the PURA concept can attract central
government funding. Protective sea walls have
to be constructed in vulnerable areas. Other
alternatives like vegetative protection should be
seriously taken up.
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A time bound programme to raise amenities
in fishing villages to State standards would have
to be drawn up by the coastal panchayats for
which funds would have to be earmarked. The
safety mechanisms for marine fisherfolk have
to be strengthened. The export houses willhave
to make a major contribution to the welfare of
the fishing community and the legal loopholes
have to be plugged. Technical education for
children from fishing families will have to be
ensured to promote job diversification. In the
long run, the major proportion of the fishing
community would have to be moved to other
jobs.
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VIl
CONSERVATION OF FORESTS

Is

Forests covered more than 40 per cent of
the geographical area of Kerala at the beginning
of the 20% century. By the end of the 20*
century, the forest coverage had shrunk to 28
per cent, which really refers to the area that is
still formally under the forest department vis-a-
vis the revenue department. Much of it is
denuded or degraded through human
intervention for settlement, cultivation and other
non-forestry purposes. The area under forests
under different natural vegetation types comes
to 7699 kn? and the area under forest plantations
comes to 1862 km? according to Forest
department estimates of 2003. Of the natural
vegetation forests, 62 per cent is degraded. In
the moist deciduous forest type (constituting 65
pet cent of the natural forests) in the lower
altitudes closer to human habitations, the extent
of degradation is as high as 78 per cent.

The forests provide raw materials for a
number of forest industries. Given the level of
forest degradation, there is no scope for their
further expansion. Efforts must be made to
enhance the value addition in these industries.
The focus of the forest policy is shifting to forest
conservation whose economic significance is
gaining wide acceptance,

The traditional development calculus took
into account only the direct benefits of forests,
such as the timber and non-timber forest
produce. The non-matketed services like carbon
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sequestration, watershed protection, climate
regulation and aesthetic and genetic diversity
cannot be economically valued. However, the
opportunity cost of the income foregone (say,
from additional electricity praoduction) because
of the siltation in the dams or excess run-off
due to degradation of the forests would far
outweigh the direct income. The economic value
of biodiversity in Kerala (which is home to mote
than 8000 taxa of Angiosperms, Gymnosperms,
Preridophytes, Bryophytes, Lichens, Algae and
Fungi) cannot be estimated today. A greater
understanding of social costs of forest
degradation and the precipitous decline in the
extent of non-degraded forests has contributed
to the change in the forestry paradigm from
development to conservation.

The ongoing plunder

The last five years of the UDF government
have proved to be a major setback to forest
conservation efforts in Kerala with a gush of
encroachments and erosion of statutory
protection. There has been a consensus in the
State that 1977 would be taken as a cut-off
period for the regularisation of encroached Jand.
The government has committed before the High
Court that nearly 7000 hectares of forest land
has been encroached upon after 1#January, 1977.
The passive attitude of the government has
encouraged fresh encroachment on to forest
land all over the State.




Section 3 (2) 2nd 3 (3) of the Kerala Private
Forest (Vesting and Assignment) Act 1971 are
still are being abused to usurp prime forest land.
The government pleaders have connived with
the encroachers to lose many of the cases.
Forged documents have been used in many cases
to get restored the forest land. Supreme Court
ordered that in such cases fresh petitions could
be filed in the lower courts to prove that the
documents are fraudulent. Such cases are to be
taken in the trial courts to regain the alienated
forest. A rough estimate is that about 20,000
acres of forest land has been involved in such
cases. While replacing the Ordinance brought
out in 2000, a change was made to the definition
of the forestland, which was not relevant and
could cause only confusion in the application
of the Act. Clarity should be brought at relevant
provisions in the Act.

While declaring the present protected areas,
the ecological significance has not been given
much consideration. Many ecologically sensitive
and important areas were left outside the
protected area network in Kerala. Thete should
be proper rationalization and redrawing of the
boundaries of the protected areas network,
considering biodiversity protection and other
significant factors.

Consequent to the Kannan Devan Hills
(Resumption of Land} Act, 1971 and as per the
Land Board Award (1974), 22,253 acres of forest
land of Mankulam, Idukki disttict has been
handed over to forest department. So far there
is no reserve notification on this land.
Encroachment of prime forest land is going on
in this area. Now there is 2n attempt to assign
part of this land to private parties. Mankulam is
an area of rich bio-diversity and is ecologically
fragile. More than 17,000 actes of forestland in
Munnae, resumed from the Kannan Devan
Company is under the custody of Revenue
Department. This area, which is ecologically
imporrant, has not been so fat notified as forest.

FRADIGINHLS CHAP alOM S&IBNaD 2005 avale o 15

The land is now open to encroachment. Forged
title deeds are being manufactured with the
connivance of Revenue officizls. These
ecologiczlly sensitive areas in Munnar and
Mankulam must be protected at any cost.

A serious situation exists in Cardamom Hill
Reserves (CHR), as witnessed in Mathikettan.
Forest encroachments in this ecologically
sensitive area were rampant till the recent past.
After the enactment of Forest Conservation Act,
1980 by the Central Government, provisions in
previous State Cardamom rules are obsolete. Bur
the revenue Department is still assigning forest
land to encrozchers. Also title deeds are being
manufactured in the CHR in favour of
encroachers.

Even after closing down of all sandal
factories in Kerala as per the High Court order,
cutting and smuggling of sandal trees from
Marayoor sandal forest is going on. Stringent
measures are to be taken to safe guard the
remaining sandal forest in the state. It is a
characteristic feature of the current government
that honest and efficient officers who strive to
protect the forest are shunted from post to post
ot ate otherwise harassed. This has to be stopped
forthwith and such officers should be recognized
and rewarded if the morale of the Department
is to be salvaged.

* Forest conservation podicy

The first point in the Forest Conservation
Policy 1988 is to protect forests from any further
encroachments and put a firm end to tendencies
that we have discussed above. The remaining
forest area has to be divided into contiguous
zones, each with a core that would be preserved
without any future human intervention
whatsoever. The core would be surrounded by
an intermediate protective forest area and by an
outer layer where sustainable use of forest
products would be permitted. Participatory
forest management is appropriate for the third
layer.
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Joint forest management that seeks to
develop a healthy partnership between local
community institutions and the forest
department has proved to be 2 success in the
State. The vana samrakshana samities(VSS) serup
under this programme is empowered 10 manage
and protect forests based on micro-plans
approved by the Conservator of Forests. The
micro-plans of the V8S can also be linked to
the local plans of LSGls. The traditional
knowledge of the tribal communities may be
tapped and scientifically used for biodiversity
conservation, regeneration, making of herbal
medicines and other by-products.

Dependence of tribal communities on forest
is of varying degrees. Some are primarily
agriculturists; where as some tribal communities
are stll dependent on forest/biodiversity wealth.
It is necessary to understand the type of

dependence of each tribal group to support
them efficiently in their livelihood endeavours,

It is 2 paradox that the investment in social
forestry is larger than in the rejuvenation and
protection of actual forests. This is clearly a case
of misguided priotity. Investment in protection
and rejuvenation of natural forests and fire
protection should be substantially enhanced. For
much of the forest land that has been formally
diverted in Kerala for non-forestry purposes,
money has been remitted by the user agencies
for compensatory afforestation. Butitis not clear
what has happened to such compensatory
afforestation programmes, where have they been
undertaken and what is the success of such
programmes. It has to be ensured that such
programmes are implemented in a time bound
manner and in a satisfactory way.
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VIII
THE MANUFACTURING SECTOR

The Achilles Heel of Kerala’s economic
development has been its industrial
backwardness. This statement may sound to be
paradoxical because the share of workforce
employed in the manufacturing sector in the
State has traditionally been larger than the
national average. However, its industrial
backwardness is exhibited by the fact that the
share of the manufacturing sector in SDP has
been less than half its share in workforce. The
share of the manufacturing sector in NSDP was
only about 8 per cent in 2002-03. Industrial
development in Kerala from the late 19 century
onwzatds has been dotninated by traditional
industries, many of which are agro-based. These
. labour-intensive industries have been
charactetised by traditional handicraft
technology, low productivity and low wages. In
a sense, the traditional industries were acting as
aresidual sector absorbing the surplus labour in
the economy. Currently however, these
traditional industries are in the throes of a deep
crisis due to fundamencal changes that have
taken place in the labour, raw material and
product markets. At the same time, modern
industries have failed to grow and offset the
impact of the decline in traditional industties.
In short, Kerala is losing its old world industries
and the new world industries are yet to take root
and flourish.

The rate of growth in the manufacturing
sector of Kerala between 1960-61 and 2003-04

has followed the broad phases of growth of
NSDP. The annual rate of growth of
manufacturing between 1960-61 and 1963-66
was 4.37 per cent, which increased to 9.73 per
centin the period 1966-67 to 1972-73 (see data
in Table 1). Between 1973-74 and 1986-87, the
annual rate of growth in manufacturing fell to
2.64 per cent. The revival in manufacturing
began since the late-1980s; the annual rate of
growth increased to 6.14 per cent between 1987-
88 and 1999-2000, bur only to stagnate
afterwards. When the period of calculation is
taken as between 1987-88 and 2003-04, the rate
of growth in manufacturing falls to 3.61 per cent
per annum. [t may be further noted thatbetween
1987-88 and 2003-04, the manufacturing sector
grew at a rate slower than of the NSDP. In other
words, manufacturing has tended to lag behind
even in the growing phase of the economy.,

Thete are also certain simple indicators that
show that notwithstanding a revival in growth
rates, the industrial sector in Kerala may have
continued to stagnate in terms of value addition
and capital investment. Value added and fixed
capital invested in the industrial sector of Kerala
have always been less than proportionate to
Kerala’s share in the Indian population. Fixed
capital stock in Kerala’s factory sector grew at
annual rates of 14.2 per centin the 1960s and
9.0 pet cent in the 1970s, but the growth rate
slowed down to 6.4 pet cent in the 1980s and
6.6 per cent in the 1990s.
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The central problem in Kerala’s industrial
sector is the inadequacy of investment for
modemisation and technological upgradation so
that the existing industries become more
competitive. Also, large investments are required
to start new industries so that the industrial
product structure is diversified in tune with the
changing demand conditions. In short, removal
of capital’s shyness to move into Kerala’s
industrial sectot is an important challenge.

One of the major reasons given for the
industrial stagnation in Kerala by right-wing
propagandists and a secticn of the media is the
high incidence of unionisation. They lament that
“labour militancy” in the State has resulted in
strikes and stoppages of work even at the
slightest provocation, thus reducing the
attractiveness of investment. Such a dogmatic
stance has logically led them to support the
outrageous demand for a ban on strikes and
other democratic forms of protests by workers
as a pre-condition for development.

The argument that there is a high degree of
labour militancy in Kerala and that it is the reason
for industrial backwardness is contra-factual,
The percentage of man-days lost due to labour
disputes in Kerala is below the national average.
Average industrial wage rates in Kerala are also
below the national average, even when the low-
wage traditional industry segment is excluded
from consideration. Moreover, labour costs are
never viewed in isolation, but only in relation to
labour productivity. Careful analyses have shown
that annual growth of employee earnings in
Kerala’s factory sector has actually been
positively associated with annual growth of
labour productivity. The weak empitical basis
of the argument thatindusttial slowdown in the
State is caused by “labour militancy” and high
rate of wages is clear from the foregoing, In fact,
what Kerala needs is not an anti-labour
approach, but a “labour-friendly approach” in
industrial relations, which would gain the
confidence and co-operation of workers in

efforts to raise productivity.

Itis also pow fairly well accepted that level
of wages is only one of the factors thar
determine the attractiveness of an economy as
an investment destination. Investment responds
more to broader macroecanomic conditions
such as the market conditions, the level of
regional public investment, the efl fectiveness of

overnment institutions, the condition and cost
of physical infrastructure and the level of access
to credit for fixed and working capital. In the
specific context of Kerala, industrial
backwardness has long historical roots also.

The State of Kerala situated in the south-
western end of the sub-continent did not have
the benefit of metropolitan growth even in the
colonial period. The indigenous industrial classes
were weak and were characterized by strong links
to commercial agriculture and trade, which
provided profitable avenues for investmentin
the post-independence period. In the
administrative turmoil of integtation in the first
decade afrer independence, the region exhibited
litdde governmental dypamism in the promotion
of industries, Central sector investment in the
industrial sector of Kerala has historically been
very low. Kerala’s share in the total central sector
investments has also been sharply declining over
the years. In 1970, Kerala’s share in the total
central sector investment was 3.1 per cent, which
fell to 2.3 per cent in 1980, 1.5 per cent in 1990,
1.2 percentin 1995 and 1.7 per cent in 2000.
Similarly, the extent of financing of
manufacturing activities in Kerala by national
financial insdtutions (like IDBI, IFCI, ICICI and
SIDBI) has been low relative to the State’s share
in population. In the total amount sanctioned
by these financial institutions, Kerala’s share was
only 1.5 percentin 1997-98. The credit-deposit
ratio of nationalised banks in Kerala has alse
been very low, ranging between 40 and 50 per
cent.

The historical predominance in the industrial
sector of what are known as “traditional




industries” is another reason for the industtial
backwardness of Kerala. This sector is covered
in a little detail in the following sub-.section.

A TRADITIONAL, INDUSTRIES

The major traditional industries in Kerala
have been coit, cashew, handloom, beedi rolling,
pottery and other handicrafts. Historically, the
middlemen and exporters who dominated these
industries used to drain away the entre surplus,
leaving the small producers and workers with
bare minimum subsistence incomes. The
working conditions were also abysmally poor,
Powerful trade union movements came up from
the late-1930s in response to this situation,
particularly in sectors such as coir, cashew, beedi
and tiles, which were characterised by large
factory-scale production. Employers responded
to the success of the trade union movement by
closing down large-scale factories and
decentralising production to small-scale units in
sectors like coir, beedi and handloom. In the
case of cashew, where trade union opposition
and legislation prevented decentralisation, the
industries tended to shift to low-wage regions
outside Kerala, All the same, even today the
largest share of industriaf workers in Kerala is
employed in the traditional sector. The cashew
factories and few of the handloom, coir and
beedi factories that survive still account for more
than 50 per cent of the total factory sector
employment in Kerala. Majority of workers
employed in the traditional sector ate women.

The struggles within the decentralised sector
and fierce opposition to middlemen formed the
background for state-sponsored efforts to
reorganise these industties, particularly coir yarn
spinning, beedi relling, handloom and
handictafts. In cashew industry, a public sector
corporation was formed to run factories that
were closed down by employers. These
interventions resulted in significant
improvement in the wages and standard of living
of the traditional industry workers from the
1960s.
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Nevertheless, these traditional industties
continue to be squeezed by the scarcity of raw
materials in the input markee and a decline in
demand due to competition from substitutes in
the product market. Competition from
industries in other States with lower cost of
production has been becoming more acute. The
ca-operative societies that pay minimum wages
and other benefits find it difficult to compete
with the private informal sector that pays lower
wages. It was in such a situation that state
support to co-operative societies was curtailed
in the 1990s as part of the implementation of
neo-liberal reforms. The reform measutes threw
the struggling traditional industries into an
unparalleled crisis. The crisis exists even in
industries like coir and cashew, which currently
enjoy buoyant demand conditons in the market.

Given the fundamental differences between
the different traditional industries, the strategies
for their revival are alsa different. However,
certain general policy strategies may be noted.

First, the thrust has to be on the
diversification and regulated modernisation of
these industries. Secondly, the revitalisation and
reotganisation of co-operative societies are of
paramount importance. They would constitute
the basic ocrganisational framework for state
intervention in craditional industries. Thirdly, the
adoption of cluster-based approach is a step in
the right direction. However, there is a wrong
tendency to see cluster-based development as a
substitute to co-operative based development.
In fact, the co-aperatives could themselves
become cluster centres. Fourthly, we have to
improve the effectiveness of the delivery
mechanisms of state interventions in these
industries, ranging from training and welfare
measures for co-operatives to marketing
support. The performance of State-level apex
organisations as intervention agencies is
currently dismal. We need to improve their
financial position so that institutional funds are
better mobilised and channelled into traditional
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industries. Fifthly, we need to involve the local
bodies in an effective manner in the
reorganisation of traditional industries. Sixthly,
given the export thrust in many traditional
industries, we need to focus on bringing in
greater professionalism in the running of these
industries. The aim has to be to imptrove
competitiveness in terms of cost as wefl as the
self-imposition of strict quality standards.
Coir

Coir is the most important traditional
industry employing around 2.5 lakh workers.
About B0 per cent of the coir workers, most of
whom are women, ate employed in the coir yarn
spinning sector, Coir weaving, localised in
Alappuzha district, employs aboue 30,000
workers. Despite the rapid expansion of exports
and increase in export prices, prices received by
the small producers and wages received by the
workers have tended to decline. This situation
is primarily due to the withdrawal of minimum
export price for exporters and minimum
purchase price for small producers. With the
collapse of co-operatives, the bargaining power
of workers has seriously eroded leaving them at
the mercy of middlemen. Decline of coconut
production in the traditional coir production
areas has increased the scatcity of coconut husks
and fibre, and has made Kerala depend up on
fibee imports from Tamil Nadu. Escalation of
fibre prices during the past few years has
worsened the conditions of small producers and
wartkers.

By and large, there is a consensus today on
the measutes to be undertaken in the coir
industry, 2s reflected in the near unanimous
decisions reached by the “Committee on Coir
Reorganisation” appointed in 2004 by the State
government with representatives of all
stakeholders. Crises and unrest have continued
to plague the industry because the present UDE
government has refused to implement the
recommendations of this Committee, The
recommendations of this committee involve

revitalisation of coir co-operatives through 2
one-time wipe-off of their losses,
implementation of the purchase price scheme
for small producers, removal of depot owners
or middlemen from the chain, measures to
improve the industrial use of domestic husk
from the present 25 per cent to 50 per cent and
measures for product diversification and

technological upgradation.
Casbew

Next in importance comes the cashew
indastry employing nearly 2 lakh workers,
around 95 per cent of whom are women.
Cashew industry is an agro processing industry
characterized by very high labour intensity and
little mechanization. The industry has witnessed
fluctuating fortunes throughoutits history. After
along drawn petiod of stagnation since the mid-
1970s, production and exports picked up in the
1990s. Even though there was a mini-crisis in
the early 2000s, the industry has now returned
to its booming days in terms of production and
exports. As in the case of coir, the cashew
industry is characterized by the paradox of a
surge in production and exports on the one hand
and detetioration in labout standards on the
other. As we noted eatlier, unions were able to
prevent decentralisation in the cashew industry
in the 1960s. However, there has been a very
large-scale informalisation of the industey in the
1990s, threatening a retutn to the unregulated
conditions of the past. Today, processing takes
place largely in informal, and often iilegal,
processing units that deny workers their
statutorily established rights.

Unlike in coir, there is no consensus on any
package to save the cashew industry from the
present crisis. However, there are some measures
to which everybody appears to agree with. First,
the dependence of the industry on imported raw
nuts from Aftica has sharply risen over the 1990s.
Therefore, every effort should be made to
enhance domestic production, mainly in Kerala
and then in other centres of cashew cultivation



within the country. Secondly, there has heena
growth of non-conventional matkets in the
recent years, both within and outside the country.
It is important not only to develop these
upcoming markets but also to ensure a growing
share in the final price for our producers, Thirdly,
import markets of food items all over the world,
as well as our competitors like Vietnam and
Brazil, are becoming more quality-aware and
safety-conscious. We have to prepare ourselves
to patticipate in this quality/safety race. Fourthly,
there are possibilities of better industrial
utilisation of cashew by-products and value
addition of cashew products..

A contentious issue, one on which there is
little agreement among employers and workers,
is the choice of measures required to improve
labour standatds. The growing informal sectot
has to be regulated. The public sector and the
coc-operative sector have to be strengthened
through professional and commercial
management so that they continue to be the
reference points for labour standards in the
cashew industry. The severe international
competition among the cashew processing
countries is the major factor generating pressures
for reducing labour cost. India is responsibie for
pushing down wages in the industry, forcing
others to follow suit. Therefore, it is of utmost
importance that multilateral measures are
initiated among producing States and countries
to put an end to this mutually harmful race to
the bottom,

Handloom

Unlike cashew and coir, handloom industry
has been facing a decline in demand for its
products. Its domestic market has been largely
sustained by the rebate support given by the
government during festival seasons. Curtailment
of the rebate system has plunged the handloom
co-operatives, which account for 85 per cent of
the total production in the State, into a deep
ctisis. The crisis has been much more acutein
southern Kerala, which has continued to
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produce traditional handloom products.
Handloom weaving in northern Kerala,
patticularly in Kannur district, has traditionally
been organised on a factory scale and catered
to non-traditional products and export markets.
However, even the handloom co-operatives in
northern Kerala have been squeezed by the
rising yarn prices and stiff competition from
similar power loom products from neighbouting
States. The export market has also come to be
dominated by middlemen. The new textile
policy, as in the rest of India, has had a
deleterious impact on the handloom industry in
the State,

Diversification into high value Products like
sarees and furnishing material and promotion
of product innovation are the major challenges.
Three traditional products — dhotis, lungis and
towels — account for 70 per cent of the
production in Kerala. Saree production currently
accounts for only five per cent of the total
production. In contrast, the corresponding ratios
in the rest of India are 50 per cent and 25 per
cent respectively.

The handloom industry and the state should
attempt to take advantage of the phasing out
of multi-fibre agreement through product
diversification, quality improvement and cost-
competitiveness. The progress of the
establishment of a fashion technology and
design centre at Kannur and measures to be
implemented for Kannur as per its “Town of
Expott Excellence” status are moving at snail’s
pace. The cluster-based approach has to be
pursued more vigorously. Revitalisation of co-
operative socicties and weeding out dormant and
fake societies has to be undertaken, Comparison
of HANVEEV and HANTEX in Kerala with
the apex bodies in neighbouring States reveals
lack of professionalism, managerial inefficiency
and poot financial condition. Overhauling their
functioning is a pre-condition for the revival of
co-operatives and small-scale production.
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Beedi rolfing

Beedi rolling has been rapidly declining due
to competition from cheaper beedis from other
States and small cigarettes, and importantly, a
shift of consumption from beedis to cigarettes.
Beedi has survived as an organised industry only
in pockets of northern Kerala, particulasly in
Kannur and Kasargode districts. The Kerala
Dinesh Beedi Co-operative Society in Kannur,
which emerged in the background of struggles
against decentralisation and shift of production
to low-cost areas in the late-1960s, has had an
exemplary track record. In the latter half of the
1980s, the co-operative had expanded to employ
about 40,000 beedi wotkers to whom minimum
wages and fringe benefits were paid. The
earnings of Dinesh workers were more than
double the earnings of beedi workers in other
States. Despite its higher labour costs, the co-
operative made profits, accumulated assets and
attained the largest turnover for any beedi
enterprise in the country.

The Kerala Dinesh Beedi Co-operative
Society is currently in doldrums, primarily due
to the collapse of the beedi market. Fake Dinesh
beedis and other cheap brands from
neighbouring States have captured a significant
proportion of the domestic beedi market. The
co-operative is also facing stiff competition form
the growth of unorganised sectors in the
Kasargode-Mangalore region, Excise duty has
been another heavy burden for the co-operative.
Stringent actions against trademark violations,
state support for divessification programmes,
implementation of uniform zonal wages and
exemption for the co-operative from excise duty
can contribute to the rejuvenation of one of
the most remarkable co-operative experiments
in the State,

Otber tradittonal industries

Traditional bamboo products, which were
mainly domestic or agricultural utensils, 2re on
their way out. However, handicraft products of
bamboo and new products like bamboo

plywood have large market potential. The
bamboo corporation has failed to meet
expectations. Diversification of bamb‘oo
products, formation of clusters and expansion
of bamboo plantations are the major
interventions required in this sector.

‘The handicrafts have a growing export
market and demand from the growth in toutism.
Traditional apprenticeship has to be
supplemented with formal skill upgradation
programmes and introduction of new products.
Here also, a cluster-based approach can be
effective. Scarcity of raw materials is a major
problem in this sector. The functicning of the
Handicrafts Development Corporation has been
inadequate.

With the introduction of RCC construction
techniques, tile industry has been on the decline.
Rising cost of firewood in the absence of coal
has been another major problem. The existing
factories can survive only with modernisation
and reorientation of production to suit the
demand from the construction sector.
Traditional pottery survives only in a few
pockets. The future of this craft depends upon
product diversification and 2 shift to decorative
and fashion products.

Kerala has a large artisan population, which
includes traditional construction workers like
carpenters and masons and metal workers like
blacksmiths, goldsmiths and bronze good
makers, With the development of capitalism, a
process of deskilling and incorporation of
artisans into wage workers, particularly in che
construction sector, has been going on. Artisanal
workers in other sectors are also going through
great strzin due to commercialisation of their
trades and the emergence of commercial
monopolies and their chain market outlets. Itis
in this context that the role of the Kerala
Artisanal Development Corporation assumes
relevance.

Khadi and village industries have also been
In severe crisis. The withdrawal of government




support to these units can sound their death
knell. Revitalisation of co-operative societies and
a cluster approach with emphasis on
diversification and modernisation is important.

The ctisis in toddy tapping industry is directly
the outcome of government policies. The abkari
policy of the government discriminates against
toddy in favour of IMFL. While toddy shops
have been closed down, new bars and restaurants
are opening. The workers’ co-operatives have
been dismantled and the present system of
licensing does not provide the contractors
sufficient incentives to undertake investment for
modernisation of the shops. Adulteration of
toddy and sale of illicit liquor has become the
norm. The abkari policy has to be changed in
favour of low alcoholic beverages like toddy and
beer. Measures suggested by the Udayabhanu
Commission would have a positive impact on
the industry. A scheme for modernisation of the
toddy shops to ensure hygiene and quality has
to be formulated and implemented. Toddy
workers’ co-operatives may also be encouraged
to undertake Neerapreparation.

B. STATE LEVEL PUBLIC
ENTERPRISES. (SLPEs)

In erstwhile Travancore, the government
played a direct promotional role in attracting
investments from business houses to establish
modern industrial units. For vatious reasons, this
inflow of industrial capital dried up in the decade
that followed independence (but for exceptional
cases, such as the entry of Mavoor Rayons
Factory). In the years that followed, the State
government began to play a more direct role in
the industrial development. As part of the Five
Year Plans, a large number of enterprises with
the government as promoter and owner were
established in the State. In fact, Kerala is today
the State with the largest number of SLPEs in
India (113 out of 1071). In 2003-04, these 113
SLPEs provided employment to about 116,000
people. The total investment in these SLPEs was
more than Rs 18,000 crores in 2003-04.
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Animportant problem with state investment
in SLPEs in Kerala has been that scarce
resources were spread thinly across a farge
number of enterprises. As a result, these
investments have not been successful in
impreving operational efficiency in these firms.
Currently, majority of SLPEs is saddled with
outdated equipment and non-viable processes
due to the absence of modernisation of
equipment, technological upgradation and
preduct diversification. Other important
problems of SLPEs include underutilisation of
capacity, low productivity, high cost production,
poor product quality and marketability and
inventory accumulation. SLPE:s also seriously
lack in professionalism and accountability on the
managerial front,

As on March 2004, 79 out of the 113 SLPEs
were running on losses. The cumulative loss
incurred by SLPEs as on March 2004 was Rs
4239 crores. In 2003-04, there was an aggregate
loss of Rs 219 crores on the account of all
SLPEs together. Of the 113 enterprises, 56
enterprises come under the Department of
Industries. These enterprises are grouped into
vatious categories as Development and
Infrastructural agencies, Chemical industries,
Engineering industries, Textiles, Electronic
industries and Traditional industries. Of the
above 56 enterprises, 13 enterprises operate
profitably and the remaining 43 operate in loss
today. Some of them have accumulated loss to
such an extent that the net worth has been fully
eroded. Though in the recent years, the financial
performance of some of the SLPEs has shown
encouraging trends, there is a need to sustain
improved performances over the long term in
order to wipe out accumulated losses.

The shift in economic policies at the centre
after 1991 has resulted in shrill demands for an
outright closure or privatisation of loss-making
public enterprises. Neo-liberal policy makers
even demand the sale or disinvestment of profit-
making public enterprises. The UDF
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Government’s Industrial Policy of 1991 had also
suggested privatisation and liquidation as the
solutions to the problems of public enterprises.
However, in marked coatrast, the LDF
Government’s Industrial Policy of 1998
specifically a2imed at a restructuring of loss-
making public entetprises to transform them
intoperforming assetsinstead of privatising them.
This policy aimed to empower SLPEs so that
they (a) move away from the continued
dependence on government protection and ptice
preference through improved performance; (b)
manage competition from both domestic and
foreign competitors; (c) identify redundant
manpower and appropriately deal with it; (d)
introduce better production systems, upgrade
technology, improve working conditions and
ensure quality; (¢) manage change as a collective
effort involving the management, trade unions
and government; and (f) build up an overall
culture of productivity and efficiency in
organisation and become attractive for
investment. The 1998 policy also aimed to
launch a special purpose vehicle to meet the
urgent financial requirements of SLPEs under
a performance contract umbrella.

The LDF government formed sectoral
committees to study and recommend
restructuring programmes. The broad strategy
was to develop a macro perspective and
formulate short term to medium/long term
plans for the restructuting of potentially viable
enterprises. An option for closure was also
reserved if the sectoral committees found any
enterprise with no potential for viability, In 1998,
the government set up the Kerala Industria)
Revitzlization Fund Boatd (KIRFB}) to provide
financial suppott at low interest rates to ailing
units. The KIRFB disbursed loans worth Rs 240
crotes to 19 SLPEs that developed definite
proposals for revival within a reasonable span
of time. The above support helped several
SLPEs settle high interest-beating loans and
improve their working capital position. This
process came to a halt with the change of

government in 2001.

The UDF government constituted the
Eaterprises Reform Committee (ERC) in
November 2001 with a clear mandate to
implement neo-liberal reforms. The ERC, in its
approach paper, suggested that Government
should mave away from its ownership and
financial support to SLPEs. Chronically loss-
making units should be closed down and its
assets sold off. Other units operating in loss
should be privatised. In the profit-making SLPEs
also, private participation for expansion was
envisaged. The government accepted the
recommendations of the ERC and initiated steps
to proceed on the lines of the above
recommendations. However, this step could not
be implemented because of stiff resistance from
the workers.

In the meantime, employees in many of the
units organized under trade unions and officers’
associations made attempts to address the
challenge of restructuring of their units.
Unfortunately, the government failed ta respond
positively to the employee-initiatives. In Keltron
Counters Limited, the entire managerial staff
was given VRS (Voluntary Retirement Scheme)
so that any revival attempt became difficult. The
worst case was probably the Kerala State Drug
and Pharmaceuticals Limited. Despite the
avowed policy of the UPA government to
strengthen public sector drug production units
and large-scale anaual requirement of drugs by
the State government, production in the factory
has been stopped for the last two years. Nearly
half of the employees have taken VRS or moved
into alternative employment. An alternative
proposal from the wortkers had showed that the
company could break even just by the execution
of orders won through competitive bidding
from the Department of Health. With the
infusion of a bare minimum of Rs 5 crores as
working capital loan, the existing credit from
financial institutions could have been
rescheduled, statutory payments made and



working losses avoided in the curtent year jtself,
The government deliberately dragged on
negotiations for months and after repeated
assurances that were reneged, finally refused
even to pay an advance for the supply of
medicines for which orders had been placed by
the Department of Health.

The government also refused to undertake
responsibility to devise appropriate revival
packages on behalf of units under the BIFR/
ATFR. Instead, the UDF government wanted
these units to gradually stop operations and
eventually face closure so that the units and its
assets could be sold off to private groups. Today,
several units have been closed down, many units
have ceased production and some units are
continuing operations incurring losses. This has
not only resulted in a loss of revenue for the
government and has also given rise to a hostof
socio-economic problems.

Amidst state-wide protest against the
indiscriminate sell-off of the units and a severe
backlash in the elections, the government was
forced to set aside the recommendations of the
ERC in November 2004. In the place of ERC,
a ministerial sub-committee was formed to
consider the revitalization of SLPEs. But the
stalemate has continued with disastrous resuits.

Broadly, the approach adopted by the
Industrial Policy of 1998 continues to be valid.
However, certain modifications may be
necessary in the policy so that restructuring plans
for the SLPEs meet their objectives of ensuring
operational efficiency. A critical review of the
implementation of the public sector
testructuring programme between 1996 and
2001 should be carried out to identify factors
that belied the expectations of revival of SLPEs,
despite substantial investment and effort. Itis
clear that in many cases, the revival packages
did not have viable strategies and clear road
maps. There was a tendeney to succumb to
populist pressures. Funds infused into
restructuring were often used to meet the
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immediate financial requitements of firms and
not to resolve structural problems and increase
productivity. A firm that cannat come up witha
viable revival plaq in the monitorable road map
and a firm commitment from the stakeholders
cannot be funded on an ad hoc basis from the
budget.

It is evident that continuous budgetary -

support to neutralise public sector losses is not
possible given the financial crisis of the
government. Therefore, revival packages will
have to be designed through a case-by-case
approach. It would include financial
restructuring (onc-time settlement with

creditors, conversion of government loans inta

equity and provision of soft institutional loans),
technological upgradation, redeployment of
staff and commitments on providing full
functional autonomy. Thete should be a rigorous
performance monitoring system to critically
address vital operating parameters, such as
consumption ratios of raw matetals, utilities and
procurement and effective management control.
It is 2 common experience that units wait
indefinitely to get approval from the government
to go ahead with restructuring plans. Such
waiting results in irreparable damage to
equipment and trade credibility, which can be
fatal. Managements should be encouraged to
close down activities in loss-making sectors to
reduce losses. Disposal of unwanted assets
should be taken up as a priority in the
restructuring process. A revaluation of assets
may help firms to access more institutional
finance.

¢ LARGE AND MEDIUM
* INDUSTRIES

Besides the SLPEs that we have discussed,
there were 719 large and medium enterprises in
Kerala of which 23 were central sector units, 94
were State/joint sector units, 20 were in the co-
operative sector and 582 were in the private
sector as on 31" March 2004,
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The 23 central public sector uaits in Kerala
had a total investment of Rs 14,548 crores and
employed 47,971 workers as on 31* March 2004.
The central public sector industries are
dominated by chemical and mineral processing
industries. Many of these units, including the
largest of the central sector units like Fertilisers
and Chemicals Travancore (FACT) and
Hindustan Machine Tools (HMT), are facing
scrious crisis due to the changed neo-liberal
policy regime. However, a silver lining has been
the proposed expansion of capacity in some of
the central sector units, such as the Cochin
Refineries Limited (CRL), the Natonal Thermal
Power Corporation {NTPC) and Cochin
Shipyard.

The realization of the Liquefied Natural Gas
(LNG) terminal project proposed at Cochin in
1998 is going to make available a cheap and
envitonment-friendly natural gas (at§ 3.5to 4
per Million British Thermal Units (MMBtu) as
against the prevailing § 18-20 per MMBtu for
Nzphtha and § 15-16 per MMBtu for Fuel O1l).
This project would help several existing units to
survive and prosper besides spusring further
industrialization of the State. A gas distribution
and supply company to scll Compressed Natural
Gas (CNG) to automobile/small scale/domestic
consumers is required. Receatly there has been
aproposal for a GAIL-BPCL-KSIDC combine
to form a company for this purpose. The State
Government should be able to influence its
pricing mechanism through active involvement
in the proposed GAIL-BPCL-KSIDC combine
so that it is available at affordable cost to the
industry and commerce,

There is potential for 2 world-class
Ammonia-Urea complex (1500 MT per day
ammonia and 2400 MT per day Urea) at
Ambalamedu using Natural Gas as feedstock
following the installation of the LNG Terminal
at PuthuVypeen. There is vast existing
infrastructure and utilities at the Cochin Division
of FACT remaining redundant and unused

following the closure of the old ammonia and
urea complex based on naphtha. Their use will
help FACT to competitively operate in the
fertilizer market, maintain and continue its
growth and increase the tumover. There has also
been a long standing demand to set up a
petrochemicals complex in the Kasargode
region. The availability of natural gas will also
be a fillip to this proposal.

India has a growing petrochemical market.
The government-owned petrochemical giant
IPCL has been sold off to Reliance and now
they have a virtual monopoly in the Indian
market. With the LNG Terminal a2t Cochin
coming into operation, there is potential for a
gas cracker complex at Ambalamedu. Sucha
projectis being considered by the Gas Authority
of India Limited (GAIL). Both these products
are basic inputs for a variety of petrochemicals.

Titanium based pigments and paints, titanium
metal and its alloys are one of the fast growing
segments in the chemical processing industry.
A master plan for titanium development,
including moving up the value chain to produce
titanium sponge and metal, and encompassing
the future growth prospects of KMML and TTP
may be developed. The tendency has been to
process the rare mineral sands of Kerala for
exports. Such a strategy of mineral development
is counterproductive because while the value
addition takes place abroad, we are left with the
burden of repairing the ecological damage and
pollution,

We also need to pursue vigorously the
proposal to expand Cochin Shipyard in scale and
technological capability in line with the advanced
shipyards of Korea and Japan. The suggestion
is to improve the existing facilities and a new
sip building unit either at the same premises or
at the Vallarpadam Terminal,

Th‘c number of public sector units
established every year has been declining, and
only 11 public sector units were established in



the State in the 1990s. This underlines the
importance of attracting more Indian private
corporate sector investment. The current levels
of private investment in this sector are very low;
between 1991 and 2000, Kerala’s share in the
amount of total proposed investment in India
I ndustrial Entrepreneur Memorandumand Letter of
Inten) was only 1.1 per cent. The corresponding
share with respect to FDI was only 0.3 per cent.
Not only was the quantum of private sector
investments low, it was also channelised into a
narrow band of industrial sectors.

According to data from the Annual Survey
of Industries (ASI), two industries ~ chemicals
and rubber-based industries — dominate value
added in the factory sector and two industries -
cashew processing and beedi making - dominate
employment in the factory sector of Kerala.
Between 1995 and 1998, chemicals and rubbet-
based industries 2ccounted for 38.9 per cent of
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the total value added by Kerala’s factory sector
(see Table 3). On the other hand, in terms of
share in employment, the dominant industry
groups were mainly cashew processing and beedi
making, which together accounted for 44.1 per
cent of Kerala’s factory employment. ASI data
show that,in 1994-95, Kerala was 11" among
15 Indian States in diversification with respect
to the number of constituent three-digit
industries in the factory sector. The presence
of metal-based industries and machinery and
transport equipment manufacturing industries
in Kerala’s industrial sector are less than
proportionate to the countrywide average.

Diversification wizbinmajor industries in
Kerala has also been rathet limited. According
to ASI data, while there were 44 four-digit
industties within the two-digit industry group
of “chemicals” in India in 1994-95, only 15 of
them had a presence in Kerala in that year; the

Table 3Shares of two-digit industries in total value added and employment, factory sectors,

Kerala and India, 1997-98, in pet cent

Share of value added (%) Share of employment (%)

Industry group :

Kerala India Kerala India
Food 17.7 7.3 348 131
Tobacco 2.2 1.6 9.3 58
Cotton textiles 5.1 38 6.3 8.6
Paper 5.2 2.3 4.4 3.5
Chemicals 20.7 18.3 7.4 7.8
Rubber 182 7.8 5.8 35
Minerals 34 36 5.8 4.7
Metals 32 10.0 2.2 6.9
Machinery 7.0 12.0 4.9 9.6
Transport 2.5 8.1 1.3 6.0
Total factory sector 100.0 100.0 100.0 100.0

Notes The ten two-digit industries for which we have presented data, together, account for shares of,
respectively, 85.2 per cent and 74.8 per centin total value added by the factory sectors of Kerala and
India; and shares of, respectively, 82.2 per cent and 69.5 per centin total employment by the factory

sectors of Kerala and 1ndia.

Source Calculations from ASI Results for factory sector, various years.
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corresponding number for a State like
Mahatashtra was 38. Chemical industry in Kerala
has not diversified beyond the production of
some inorganic chemicals and fertilizers.
Petrochemical industry, production of plastics
and synthetic fibres, and drugs and
pharmaceuticals industry all have very limited
presence in Kerala. In sum, it can be said that
the industrial structure of Kerala is relatively
narrow in size and not very diversified in product
mix.

Unlike the industrial sickness in the SLPEs,
the crisis faced by the existing ptivate large and
medium industries in Kerala has not received
sufficient attention. One has only to visit the
Kanjikode industrial belt, which even in the latter
half of 1990s caught the State’s attention by its
rapid expansion, has today become a virtual
industrial graveyard. A large number of private
sector units in chemicals, textiles and engineering
are closed or under the threat of lockout. A
special purpose vehicle under the KSIDC may
be formed with due representation of the
financial institutions to examine each case and
prepare revival packages.

The major strategic initiative with respect to
future course of industrialization in Kerala is
two-fold. One, which we have already touched
up on, is strategic planning to take best advantage
of the LNG terminal at Kochi. The second is 2
clearly enunciated policy for diversification of
the industrial structure in the new dynamic
sectors in which Kerala has greater competitive
advantage, such as knowledge industries and
service industries that we shall take up separately.

D. SMALLSCALE INDUSTRIES

The small-scale industrial sector contributes
to nearly half the total industrial production in
Kerala. In terms of employment, its share would
be around 80 per cent. Over the years, there has
been a significant increase in the number of
small-scale industries in Kerala. As on March
2004, there were 2.8 lakh small-scale industrial
units in the State that employed 12.4 lakh
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workers and had a total investment worth Rs
4031 crores. Of the 2.8 lakh small-scale industrial
units, about four per cent were run by Dalits
and Adivasis and about 18 per centwere run by

wamen.

However, many of the small-scale units are
currently facing serious problems related to
industrial sickness, firm mortality and low levels
of productivity and value addition. Data indicate
that the number of new small-scale units
established has been declining. This trend has
to be reversed and conditions created whereby
viability issues of the existing small-scale units
are taken care of, A major policy step in this
ditection has been the adoption of a clustez-
based development approach. The experience
of clusters that have already been set up in
rubbert, plywood, tice mill, ethnic food, gold
ornaments, diamond polishing, plastic products,
tiles, garments, agricultural implements, leather,
bamboo, silk, food processing, paint and general
engincering should be carefully monitored and
appropriate lessons drawn. Yetanother step in
the right direction has been the setting up of
industrial parks by KINFRA. Earlier attempts
atcreating industrial estates have not been greatly
successful. Suggestions have been made in the
past to establish Technology Transfer Centres
to make available the latest technologies to
entreprenenrs. Marketing networks, through
either co-operatives or corporate agencies, are
also required. In these initiatives, the
participation of trade associations is central.

The present entrepreneurship development

| programmes have to be strengthened with more

product and process orientation.
Entrepreneurship training should be integrated
with the identification of viable projects and the
facilitation of a package of supporting measures,
including credit, Thete should be follow-up and
monitoring of projects by the training institutes.
Many complicated procedures need
simplification along with statutory backing.
District Industry Centres (DIC) need to be




professionaliscd in order to ensure better
governance and co-ordination among various
support agencies. :

The ambitious programmes for starting
micra-enterprises have not been successful, The
expetience is that these enterprises are often very
steteotyped, produce goods of uncettain quality
and in the absence of branding, are confined to
immediate local markets. Most of the micro-
enterprises, particularly those catering to food
and other consumer products, do not survive
for long forcing the entrepreneurs to manage
heavy debts. It may be necessary to provide
common work facilities to ensure more efficient
monitoring of quality of the products of micro-
enterprises.

The Achilles Heel of micro-enterprises has
been marketing. In order to ensure stable
markets, it is important that clusters of units
are developed with standardised and high quatity
products that can be branded and sold by
centralised marketing agencies. An important
proposal has been to create a chain network of
atleast 5000 sales outlets with standardised
modern facilities for preservation, display and
creating a State-wide brand image with the help
of LSGIs. The existing large stock of IRDP sales
outlets and part of the marketing complexes of
the LSGIs can be used effectively for this
purpose. Each of these sales units can be
franchised to kudumbasree units.

Suggestions have also been made to create a
Small Enterprises Commission to ensure a co-
ordinated approach towards networking
enterprises and bringing about better inter-
industry co-operation.

E. THE INVESTMENT
ENVIRONMENT

It is by now clear that faster growth in the
industrial sector requires more investment,
which has to come from private sources within
and outside the State, To become an attractive
destination for investment, the State needs to
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identify the major factors that have led to the
perception of investment-unfriendliness and
adopt cotrective measures. The perception of a
prospective investor depends on a complex set
of factors related to the ease of entry and exit,
flexibility of operations and anticipated retutns
to capital. More specifically, an investor would
examine the behaviour of labour, levels of
infrastructure, nature of regulations, attitude of
the bureaucracy and the thrust and stability of
state policy.

Itis true that Kerala is perceived as a “labour
problem State” thanks to the propaganda
unleashed by the right-wing as well as a section
of the media. We have already explained eatlier
how this is more rooted in ideologically
motivated propaganda rather than reality.
Nevertheless, there are certain unhealthy labour
practices in certain sectots related to
transportation and construction that create
bottlenecks for smooth establishment of
industrial units. These practices have to be
collectively reviewed and rectified on the basis
of a consensus. The trade union movement icself
has self-critically acknowledged such deviations
and proposed measures to counteract them. The
social security protection of workers in such
areas has to be further strengthened. Industrial
telations in these sectors have to be brought
within the ambit of regulatory regimes, which
have proved their effectivencss wherever they
have been implemented.

An outstanding feature of labour
organization in Kerala is that it has broughtin
informal-sector workers into its fold, while
informal-sector workers in other parts of India
continue to survive under oppressive working
conditions. Wage rates of informal-sector

workers in Kerala have risen above the

corresponding Indian averages and the
corresponding wage rates in neighboring States.
It is worthwhile at this juncture to quote the
sincere and self-critical remarks of E. M. S.
Namboodiripad with respect to Kerala’s
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industrial growth and labour unions. Concluding
the debate that was initiated by his Mathai
Manjooran Memorial Lecture in 1992, he said,

Due to the efforts of working class political
parties, workers have been successfulin raising
wages and salaries through collective
bargaining. However, landowners and
industrialists have been unable to raise the
levels of agricultural and industrial
productivity at the same rate...Landowners
and industrialists should gain the capacity to
raise the levels of material productivity at rates
higher than or equal to the rate of growth of
wages and salaries. The state, employers and
employees should wotk collectively to develop
new technologies that are suited to achieve
it...I declare that we are ready to correct any
mistake in our approach in attaining this
objective,

It goes without saying that infrastructure
bottlenecks that keep transaction costs high and
productivity and profitability low need to be
temoved to increase the inflow of private capital.
The higher price of land in Kerala compared to
other States is another important infrastructural
constraint. Possibilities of allotment of land to
prospective investors with reasonable discounts
on prices have to be ensured. Institutionalised
mechanisms to deal with environmental hazards
created by some industries have to be putin
place. There is a lack of institutional
infrastructure in the high-value added financial
and technical services. There is also a shortage
of centres of educational excellence for R & D
activities and training in specialised and advanced
skills. Urgent measures are necessaty to ease
these constraints.

Bureaucracy in Kerala needs to be shaken up
to become friendlier to investment. Red tape,
complications in administrative procedures,
delays in sanction, corraption and suspicious
officials are the nightmare of any investor, and
scare them away. The number of “clearances”
required to start an enterprise in Kerala remains
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high, and needs to be reduced. The “single
window” apptroach to clear industrial
applications has to be practised in its true spirir.
Each government department here has to act
as a facilitator and not as an obstructer. Further,
different departments have to actin tandem in
clearing applications. Berter co-ordination
between departments is required in this regard.

A broad development consensus is also
required among the political parties transcending
narrow and sectarian positions. This i1s more so
in a State like Keralz where no political party
has had a permanent dominance over state
power. The Left has always taken the initiative
to evolve a political consensus for development
in the State. We have already seen the how UDF
policies have disrupted the political consensus
on development that had emerged through the
development dialogues after the first
International Congtess an Kerala Studies in
1994. In his Mathai Manjooran Memorial lecture,
E. M. 8. Namboodiripad had called for a new
developmental cultuirein Kerala, He elaborated,

Istand for a developmental culture where, even
while handling politics in mobilising resistance
against the Congress, the BJP and other caste-
based and communal formations, political
parties work together in furthering the cause
of local development... The winners should
scek co-operation from the losers and the
losers should offer co-operation to the winners
[on issues relating to development].
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THE NEW GROWTH SECTORS

As we have already seen, Kerala’s
industrialisation started with the development
of agro-processing industries. Kerala was
abundantly rich in natural resources in terms of
forest and marine wealth and also the diversity
of commercial crops. However, resource-based
industrialisation did not advance beyond the
stage of proto-industrialisation and the primary
processing of agriculture-forest-fishery
products. The upper end of the value chainin
these primary commodities always lay outside
the State. There was not sufficient policy
intervention by the government to enhance
value addition in agro-processing within the
State itself. With the spread of unionisation, the
cheap labour-assisted competitive base of these
industries has eroded.

State intervention in industrial development
was focussed on, for historical reasons, the
promotion of investment in energy-intensive
chemicalindustties. An important factor was the
perceived availability of cheap hydroelectric
power. This was true of the industrial policy of
erstwhile Travancore and also of the catly
decades of planning in independent India.
However, by the 1980s, Kerala was chronically
facing power-shortages, and power rationing and
Power cuts crippled the growth of large
industries, Kerala also lost its eatly advantage
over other Indian States with respect to the cost
of electric power. There wete constraints with

respect to the marketing of chemicals and allied
industrial goods produced in Kerala;
downstream industries consuming chemicals or
other intermediate goods never emerged ona
large-scale. There have also been popular
protests against the polluting of air and water
by chemicals-producing units. All these factors
limited the expansion of the chemicals-
dominated, modern industrial sector of Kerala.

An acceletation of future industrial growth
in Kerala involves a conscious reorientation of
our industrial promotion policies for the
promotion of sectors where Kerala has currenty
clear comparative advantage. The availability of
skilled and educated, but no cheaper, labour, an
ecologjcal system charactetized by inter-linked
water systems and a dense population that is
sensitive to pollution concerns are some of the
basic considerations to be borne in mind. The
focus 2lso has to be on industries where
investment would have greater linkage effects
with the small capital in the domestic economy.

It is in this context that the so-called
“knowledge-based” industries, such as
information and communication technology
(ICT) and biotechnology, skill-intensive
industries, such as light engineeting and service-
industries, such as tourism ate vital for the future
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industrialization prospects of Kerala.
Historically, industrialization in Kerala has
involved relatively low levels of investment in
the above industries, There ate hardly any major
research institutions in Kerala carrying out basic
orapplied research in science or engineering.

Evidence from various countries clearly
indicates that effective state intervention is
crucial for a region’s success in knowledge-based
industries. For instance, government
intervention in setting up high technology
industries and, more importantly, in education
and research was the key to Taiwan’s success in
high technology industries and services, Itisa

case of policy failure that in Kerala, despite the -

relatively large supply of an educated workforce,
there have been no major investments by the
State or central Governments in high technology
industries or in institutions for research and
higher education.

A. INFORMATION
COMMUNICATION TECHNOLOGY (ICT)

Information Communication Technologies
(ICT) can contribute to the acceleration of
economic growth in many ways: (a) creation of
ICT industries, such as in hardware, software,
telecommunications and entettainment; {b)
providing new and more efficient methods of
production for the existing industries; (c)
bringing previously unattainable markets within
the reach of local producers; and (d) improving
the delivery of government services and
increasing access to basic social goods and
services. The ICT sector could thus openup a
number of opportunities in the State towards
bringing in better technology, attracting
investments and generating employment for the
educated work seckers.

Few States in India have Kerala’s advantages
to exploit the possibilities offered by ICT.
Kerala’s advantages include better human

resource development in general, availabilicy of
low-cost professionals at the entry level,
excellent connectivity (as shown by the highest
telephone density and international gateway
presence at Kochi) and significantly lower
operational costs compared to other cities. To
make use of the opportunities, a concerted effort
has be launched to overcome the weaknesses
of the State, such as shortage of middle- and
senior-level professionals, inadequate power
supply, insufficient industtial park area and
facilities and poor perception of the State 2s an
investment destination.

The current status of the ICT industry in
Kerala telative to that in India is very poor. Even
though Kerala was the first State in India to take
definitive steps towards building an electronics
industry, total sales revenue in the ICT industry
in Kerala as a share of total revenue in the ICT
industry in India was only 2.5 per cent in 2003
(see Table 4). In the new ICT growth segments
(that is, computer software, Information
Technology services, Informadon Technology
Enabled Services (ITes) and Business Process
Re-engineering) also, the share of sales revenue
in Kerala relative to India as 2 whole was less
than the share of its population. The total sales
revenue of the ICT industry in Kerala in 2003
is estimated to be Rs 4200 crores. The only two
sectors where the share of szles revenue in
Kerala appears to be high were “computers and
peripherals® and “Communication and
Broadcasting Equipments™. The total direct
employment in the ICT industry in 2003 was
about 1,55,000. Itis evident that Kerala has not
been able to seriously participate in the gold rush
phase of the ICT industry in India at all.

The IT sector in India, according to reports,
is poised to expand rapidly to more than double
its present size and account for more than 35
per cent of the total exports from India within
the next five years. Kerala should have a pro-
active policy to exploit these newly emerging
opportunities.




One important feature of the ICT industry
in Kerala is that over 40 per cent of its
employment generation is in the service
segment. Further, 71 per cent of the
employment in the ICT industty in the State is
in small and micro enterprises, which is almost
equally divided between services and
manufacturing. Thus, the micro and small
enterprise section of the service sector, which
forms only 4.2 per cent of the overall industry
size, accounts for 34.8 per cent of the total
employment in the ICT industry. The labout.
intensive micro and small enterprise segment of
the industry is characterised by low levels of skill,
technology and value addition.

From the above, it follows that a growth
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strategy for the ICT industry in Kerala should
focus on,

a. building up substantizl strengths in service
scgments; o

b. capitalising on existing strengths in the
manufacturing segment, as growth in this
segment will have a bearing on the rest of
the segments;

¢. improving the performance and quality of
the micro and small industry base and
broadening this base further;

d. accelerate the incorparation of ICT
technologies in the production and delivery
systems (sce the discussion on e-governance
in Part IIT); and

Table 4 Sales revenues from the ICT indsustry, Kerala and India, by segments, 2003, in Rs ¢ero res

Sales revenue (in Rs crores)
Name of the Segment . Kerala’s
India Kerala shate (%)
Consumer Electronics 13800 519 3.76
Industrial Electronics 5550 252 4.54
Computers and Periphezrals 4250 689 16.21
Communication and Broadcasting Equipments 4800 388 8.08
Strategic Electronics 2500 4 0.16
Components 6600 240 3.64
Computer software (Domestic) 2100 41 1.95
Computer software (Exports) 10420 145 1.39
Information Technology Easbled Setvices
and Business Process Outsourcing (Domestic) 1450 40 2.76
Information Technology Services (Domestic) 14150 48 0.34
Information Technology Enabled Services and
Business Process Outsourcing (Exports) 16380 40 0.13
Information Technology Services (Exports) 31440 0 0.00
Entertainment Industry 2220 91 4.10
Telecommunication Services 49768 1692 3.40
Tota! 165428 4189 253
Source
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e. move more rapidly towatds universal e-
literacy,

This growth strategy would have to be, by
and large, driven by private sector investment,
with the government playing the role of
facilitator and regulator. The proper lessens from
the failure of the earlier investment promotion
efforts in the ICT industry, such as the
manufacturing enterprises in the public sector,
have to be learnt.

Earlier investment promotion measures had
been, by and latge, open-ended, large industry-
oriented and centred in ICT growth centres. The
existing Technopark, Infoparks, Software
Technology Parks of India (STPI), KINFRA IT
parks and the Cochin Special Economic Zone
have to be strengthened and new ones
established. There have been suggestions to
establish an integrated 1T complex at
Ambalamedu as an expansion of the Infopark
at Cochin and also an IT corridor from the
Technopark along the bypass road. We also need
to attract prominent global players in the ICT
sector. However, initiatives for estabhishing
district-level software patks with high quality
infrastructure and amenities should also receive
adequate attention.

Efforts should be made to bring more
transparency in the functioning of software
parks to enhance their social accountability,
acceptability and credibility. We also have to
purposefully link these parks to academic
institutions and open up avenues for linkages
between these institutions and micro and small
enterprises. We should build up common facility
centres and facilities for incubation to promote
Small and Medium Enterprise (SME) start ups.
We should also build packages to facilitate the
growth of high quality business consulting
services, technical consultancy services,
intellectual property assistance and venture
funding for SMEs.

We need to continuously upgrade the
technical infrastructure and facilitate 365-day
24-hour operational facilities with flexi-
timings in software parks. Accompanying
measures should include the improvement of
city infrastructure and urban amenities and
establishment of institutionalised mechanisms
for speedy handling of clearances.

In order to sustain the growth of the ICT
industry, we also need regular supply of fresh
stock of human resources with varied skills,
experience and exposure. This stock includes
entry-level engineering graduates, software
engineers, developers, trainers, project leaders,
project managets, domain specialists, technical
writers and marketing executives, To start with,
our target should be to ensure adequate supply
of entry-level professionals. Improving the
quality of training in both the formal and
informal sectors is a ptiotity requirement for this.
Currently, it is estimared that there are 2850 ICT
training institutes in the State. Short- and
medium-term strategies have to be formulated
to upgrade educational infrastructure and
improve the quality of training around the
existing centres of excellence. Facilities for
cercification of training centres, trainers and
professionals should be established wherever
required, apart from industry-based certification
mechanisms, A beginning has already been made
in the incorporation of ICT in the school
curriculum, which needs to be expanded.

Business Process Outsourcing (BPO) and
Information Technology Enabled Services
(ITes) sectors have the potendal to absorb large
number of graduates, and even matriculates and
diploma holders. Promoting ITes would require
abundant supply of human resources with
strengths in spoken English, good accent and
domain specific skills (such as payroll processing,
insurance processing and medical transcription).
Growth of ITes also requires provision of good
quality broadband connectivity and physical
facilities like space and power supply.




B. BIOTECHNOLOGY

Biotechnology is another component of the
contemporary science and technology
revolution that is radically transforming the
production processes by creating new methods
and products in a variety of areas, such as
agriculture, health care, industry and
environmental conservation. Being a biodiversity
hotspot in the world, Kerala has natural
advantages in biotechnology, which is further
complemented by the presence of a large
educated workforce and well developed
knowledge and skill in ayurveda and the
production of herbal medicinal products.
However, we have failed so far to make use of
our advantages for want of adequate research
infrastructure, investment and policy orientation.
The State has adopted a Biotechnology Policy,
which largely remains unimplemented.

Agricultural biotechnology

Agricultural biotechnology can contribute to
the rejuvenation of Kerala’s agriculture and the
integration of the educated labour fotce into
agricultura] activities. For this purpose, priority
areas of biotechnology have to be identified,
which are suitable for our agro-economic and
social environment. Biotechnology can
effectively complement the conventional plant
breeding strategies. Its applications include
generation of improved crops, use of molecular
markers to tag and select genes of interest,
DNA-based diagnostics for pests and pathogens
of crops, assessment and monitoting of
biodiversity, and i vitromass multiplication of
clite planting material. Itis also important that
biotechnology provides low cost solutions to
address the problems of farmers.

We also need to pay attention to what are
called “lower biotechnologies”, such as the
production of biofertilisers and microbial and
insect bio-control agents. Medium-sized tissue
culture propagation units have to be encouraged
as ameans of employment generation. Rare
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plants have always had 2 premium market at the
international Jevel, We have to encourage the
establishment of units that can multiply and
expott these plants and plant materials. A net
work of low-costin sit7spropagation units would
also be useful in multiplying new varieties for
the use of farmers. They would help to reduce
the cost of planting materials as well as ensure
the availability of sufficient quantity of gaod
quality propagules.

Entrusting the hardening of tissue culture
plants to Self Help Groups (SHGs) would be
useful in increasing the volume of production
of tissue culture plants, providing an additional
source of income to the unemployed and
popularizing technology in a participatory
manner. Appropriate technology, right practice
of technology and prevention of malpractices
are important for the success of commercial
tissue culture propagation. Virus indexing has
t0 be made mandatory for tissue culture
propagation of crops like banana and
cardamom.

Health care: Pharmacenticals and Ayurveda

In the field of health care, development of
recombinant DNA and other meodern
technologies can help in finding solutions to the
health hazards, such as cancer, diabetes and
cardio-vascular and other physiological
disorders. We can provide a major boost to
ayurveda using biotechnology by combining the
use of traditional knowledge with the scientific
validation and technical product profiling of our
biadiversity.

There are significant opportunities for
building up a global herbs-based industry in
Ketala. As per WHO estimates, almost 80 per
cent of the population in developing countties
relies on traditional medicine, mostly plant drugs,
for their primary health care needs. A minimum
of 25 per ceat of the drugs in the modern
(allopathic) pharmacopoeia are derived from
plants. China exports herbal medicines valued
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at US § 5 billion per annum, while India’s exports
are valued at about US § 300 million. The size
of the domestic market for ayurvedic, herbal and
plant-based products is estimated to be around
Rs 3000 crores, which is growing the rate of 15
to 20 pet cent per annum. There ate 2boue 7500
manufactuting units for these products in India,
of which about 1000 are in Kerala.

QOver 800 species of medicinal plants are used
in praduction of traditional medicines. Of these,
less than 20 per cent are under commetcial
cultivation and have to be collected from the
wild. Inefficient and destructive harvesting leads
to depletion of the plant resource base. Further,
for industrial production of herbal products
there is 2 need to ensure authenticity and quality
of plant marerial used.

In spite of the commercial success of the
phytopharmaceutical industry, numerous
problems related to the safety and efficacy of
plant-based medicines have emerged. The
identity of medicinally active markers remains
clusive. Much variability exists between
individual plants in the concentration of matket
and active constituents, depending on the
growing conditions, management practices and
the time of harvest, Furthermozre, the
adulteration of medicinal preparations with
misidentified plant species, contamination of
plant materials and the resulting preparations
with insects, bacteria, fungi, and environmental
pollutants are major concerns. Depending on
the storage, duration of storage and techniques
for drying and processing, the medicinal content
of finished products can be compromised. In
this scenario, to truly exploit the enormous
potential of the phytopharmaceutical sector,
Kerala will have to develop a research agenda
covering a spectrum of needs from ensuring
availability of quality plant material to the large-
scale cultivation, harvesting, storage, processing,
testing, and packaging of important medicinal
plants to meet the stringent requirements of

global and domestic markets. A major drug
research centre, especially to address the zbove
issues, has to be established.

Human resonrce development and infrastracture

Considering the rapid pace of development
of biotechnology at the national and
international levels, there is immense potential
for human resource development in this field.
An integrated course in biotechnology as per
national standatds, post-doctoral programmes
and short-term training programmes are
essential. Technician Training Courses (TTC) in
various aspects of biotechnology hold promise
for massive employment generation. Job-
oriented training courses may be initiated, for
generating skilled technicians. A State-level
Biotechnology Coordination Committee can
effectively take care of biotechnology
development in the state.

Biotechnology Parks that can act as 2 single
point contact for product selection, technology
identification, outsourcing and consultancy
setvices are necessary. Attempts should be made
to make use of the tremendous opportunities
offered by the outsourcing of biotechnology
works by developed countries.

Research priorities in biotechnology should
have relevance to the specific requirements of
the State. Equipping out research institutions
towards this end should form a component of
our future strategy in biotechnology. It is
essential that meaningful multi-institutional
programmes for biotechnological interventions
are initiated, Centres for bioinformatics, Centres
for molecular and immunological disease
diagnosis and facilities of virus indexing have
to be established.

C. TOURISM

Along with ICT and biotechnology, tourism
has been identified 4s 2 new growth sector. The
tich natural bicdiversity of the State thatincludes
high ranges with its hill stations and wild life




sanctuaries, the rolling mid lands and
meandering rivers and coastal plains with
lagoons and beaches make Kerala one of the
most attractive tourist destinations. The
hospitality industry is suited to the high human
development attainments of the work force. The
experience of the last two decades has
confirmed the tourist potential of the State.

The number of foreign tourists visiting
Kerala has increased from 12,562 in 1975 to
66,139 in 1990 and 294,621 in 2003. Of all the
foreign tourists arriving in India, only about 2.7
per cent visited Kerala in 1975; this share
increased to 5 per centin 1990, and 11 per cent
in 2003. In nominal terms, the earnings from
foreign tourists increased from Rs 27 crores in
1990 to Rs 984 crores in 2003, The number of
domestic tourists visiting Kerala was 100,496 in
1975. This number increased to 866,525 in 1990
and 5,011,221 in 2000. In the 1990s, the rate of
growth of foreign tourist artivals was 12 per cent
per annum and the rate of growth of domestic
tourist arrivals was 18 per cent.

Itis estimated that the conttibution of travel
and tourism forms 7.7 per cent of Kerala’s
NSDP; travel and tourism also accounts for
about 6 per cent of all jobs in the State. Visitor
exports (tourism receipts from international and
ex-Kerala Indian visitors, including spending on
transport) are estimated to be 14 per cent of
total exports.

The World Travel and Tourism Council
{(WTTC) has projected that the share of travel
and tourism economy employment in total
employment in Kerala would increase from 6.2
per centin 2003 to 15 per cent in 2013. This
tepresents a total generation of 15 lakh
additional jobs. Visitor expotts are projected to
tise from Rs 41 billion in 2003 to Rs 270 billion
in 2013. At the same time, the total capital
investment in tourism has to increase from Rs
18 billion in 2003 to Rs 75 billion in 2013.
Almost all of this additional investment has to
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come from the private sector. However,
premotion of tourism requites state investment
in certain critical infrastructure and formulation
of appropriate regulatory frameworks.

Infrastructure also includes ensuring enough
tourist accommodation as well as facilities for
travel. Many international hotel chains already
have presence in the State. In 2003, there were
2 five-star deluxe hotels, 5 five-star hotels, 9 four-
star hotels, 66 three-stat hotels, 40 two-star
hotels, 11 one-star hotels and 9 heritage resorts
in Kerala. Over the years, the increase has been
in the number of three-star hotels. In our
scenario of tourism development, this trend
would continue. However, there is urgent need
to rapidly expand the room availability in all types
of star accommodation involving large
investment. The standard investment per room
is about Rs 40 lakh for four-star hotels and about
Rs 15 lakh at lower levels. Around 30,000
additional rooms have to be created. Steps to
ensure the strict enforcement of quality and
standards are very important in this context.
Keeping our advantages in mind, we also have
to look at innovative ways of linking the
protection of out traditional buildings with the
promotion of tourism. Suggestions have been
made to set up a “Heritage Home Protection
Scheme” that provides incentives to convert
traditional houses to tourist accommodations.

To encourage private sector investment, a
number of special tourism zones with assured
basic amenities, such as quality access, water,
power, communication, waste management and
other municipal facilities will be set up, We have
the expetience of Kovalam before us on howa
toutist spot should not be developed. Unplanned
and unregulated construction activities and
overcrowding in tourist spots have to be avoided.
Each identified region with tourism potential
should come under a master plan. This master
plan should contain a carrying capacity study,
details of the necessary infrastructure and an
environmental impact assessment.
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Besides the botel accommodation, a
significant expansion of luxuty cruises and
luxury houseboats are required, as these are areas
that raise the revenue per tourist significantly.
Boat centres with common sanitation facilities
have to be set up so that the current disastrous
trend of tourist waste pollution in the backwaters
is put and end to. Introduction of luxury buses
and coaches for the travel of toutists from one
place to another is also an arez where investment
needs to come in.

The creation of toutism products has alecady
been identified as an important measure to
attract tourists to the State. The specific natural
features of Kerala, such as the backwatess,
beaches and the tradition of ayurveda, are
rapidly developing into marketable products.
New tourism products, such as farm tourism,
adventure tourism, medical touristn, ecotourism
and monsoon toutism hold great potential.
Unexploited regions of the State with tourism
potential would also have to be developed into
unique products. Historical monuments,
buildings, festivals and unique skills (as in
culinary) would have also to be considered in

_ thiseffort. A scheme for standards and approval

of all tourism products has to be implemented
to safeguard against deterioration of quality and
to support inftovation.

The expansion of tourism duting the last one
decade has been largely been due to the success
of the marketing strategy that was initiated under
the last LDF government. The brand image of
Kerala as a destination of quality tourists has to
be maintained through aggressive promotional
campaigns. While the focus on European
markets would have to continue, efforts must
be made to diversify to Gulf and South East
Asian regions also.

The educated unemployed have to be
imparted specialised skills in tourism
management to best exploit the possibilities in
this sector to reduce unemployment. Kerala

already has one institute for tourism and travel
studies and one institute for hotel and catering
management. The possibilities of starting more
such institutes to provide training to the
additional jobs created in this sector as well as
to raise the quality standards in the existing
institutes have to be given priority., An
international institute of hospitality management
has to be set up. A network of quality institutes
in collaboration with leading tourism enterprises
have to be established. A board has to be formed
to monitor and approve tourism related courses.
Tourism and hospitality related courses could
be included in the curriculum of our universities.
A related area is the general education to be
inculcated in persons employed in tourism-
related vocations, such as waiters, taxi drivers,
tourist guides, cooks and information providers.
Spread of public awareness regarding civilised
behaviour with tourists is yet another area that
needs attention,

The competitive advantage of Kerala lies in
our natutal beauty and cultural heritage.
Therefore, we have to ensure that short run
profit motives do not disrupt the social fabric
and the environment, which involves strict social
regulation. There ace large numbers of
concerned citizens who have expressed fears
regarding the rapid expansion of tourism. These
groups can act as watchdogs and their criticisms

and concerns will have to be given due

consideration,

Domestic tourism is largely accounted for by
the influx of devotees into the forest shrine of
Sabarimala. The master plan for Sabarimala
development should be given statutory backing
with clearly defined roles for different agencies
and a special agency set up to co-ordinate its
time-bound implementation. The Sabarimala

pilgrimage has close linkage with the local

economies along the pilgrim route; hence, the
L3GIs on the pilgrim route should zlso be
involved in the formulation and implementation
of the master plan.




1.SGIs will have a major role in the
development of special tourism zones. They
would be involved intimately in the planning
exercises and the master plans sodrawnupina
participatory process under expert guidance
would become points of reference to local level
infrastructural and other development
programmes. Such plans hold the vital key to
integrate tourism with planned local level
development through backward linkages of
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tourism services and products to Jocal small scale
enterprises (besides the normal development of
tourism infrastructure) and ensure a due share
of the benefits of tourism development to local
communities. The necessary changes have to be
made in the Kerala Tourism (Conservation and
Preservation of Tourism Area) Act 2005 to
ensute local level planning and participation.
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ENERGY SECTOR

A major constraint to acceleration of
industrial development in the State would be the
availability of energy of sufficient quality and
quantity and therefore, itis an area of priority
concern 2nd action. Kerala is relatively poor in
energy sources; it does not have any known
reserves of coal, oil or natural gas. The
constraints faced by the state arising out of this
poor resource base is evident from the low value
of per capita commercial energy consumption
(i.e., excluding biomass consumption), which
was 266 Kgoe in 2003, as against the national
average of 325 Kgoe, China’s average 0f 915
Kgoe and the world average of 1553 Kgoe.
Surprisingly, the industrialisation strategy of the
State uill the end of the 1970s largely revolved
around efforts 10 attract several energy-intensive
industries. During a bdef period, the Kerala State
Electricity Board even earned revenue from
exporting surplus power to neighbouring States.
This oaly underlined the low level of
commercial energy utilisation and backward
industrialisation of the State,

By the mid 1990s, Kerala was setiously
deficient in electric power leading to frequent
rationing mostly for industrial consumers. There
was 100 per cent power cut and load shedding
prolonging up to 3.5 hours in the night/day.
Through determined efforts, the LDF
government (1996-2001) was able to increase
the capacity from 1509 MW in 1996-97 to 2542
MW in 2000-01. The power cut and lozd

shedding ended. The significant step up in the
annual sales, extension of lines and the number
of distribution transformers between 1995 and
2000 (see Table 5) is a reflection of the efforts
of the LDF government. By contrast, there has

‘been a deceleration in the growth of power

infrastructure and energy sales after 2001. Load
shedding has been re-introduced, more out of
financial considerations rathet than technical
constraints based on the inadequacy of peaking
capacity.

Despite the good performance in the latter
half of the 1990s, the growth rate of installed
capacity between 1971 and 2004 for Kerala was
only 4.9 per cent per annum, while it was 6.4
per cent per annum at the national level. This
indicates that there can be no complacency in
the expansion of installed capacity. If the
significant acceleraton of economic growth that
is envisaged in our document is realised, there
is no doubt that the State would be facing a
power deficit even in the short-term scenario.

Problems on the supply side

The Kerala power system includes 18 hydel
stations, 2 captive power plants, 2 thermal
stations and 3 Independent Power Projects
(IPP). The share of powet from hydel sources
in the total availability has declined from 67.1
per centin 1999 to 38.3 per centin 2003 and
31.4 per cent in 2004, The share of thermal
enetgy and imported energy has increased from




33 per centin 1999 to0 61.7 in 2003 and 68.5 per
centin 2004

The cost of internal generation has increased
drastically following the increasing dependence
on expensive thermal generation. It has been
pointed out that the variable costs of
Brahmapuram Diesel Power Plant have worked
out to Rs.3.23 per KWh and Rs. 2.90 pest KWh
in April 2004 to September 2004. The variable
cost of Kayamkulam combined cycle Gas
Turbine Station (using naphta) is Rs.3.39 per
KWh. With every increasing price of crude oil
in the international market, the variable cost of
power generated by the independent power
producers in Kerala (viz., BSES, KPCL and
NTPC) has become prohibitively costly.

The hydro power plants, which are crucial
for keeping the cost of production within limits,
have started suffering from high forced outages
and declining availability, Delays in completion
of ongoing hydel projects including
augmentation and diversion projects, delays in
environmental clearances are compounding the
situation further. The tariffs have not been
keeping pace with the rising costs, adversely
affecting the Boards’ financial condition.

Problems on the demand side

On the demand side, the pattern of
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consumption in the State is also distinct from
the rest of the country. Between 1981 and 2004,
the share of domestic consumption has
disproportionately grown from 16.4 per cent to
44.2 per cent. In contrast, the share of high-
tension consumers declined from 62.1 per cent
to 25.2 per cent in the same period. An even
mote disconcerting feature is that the share of
low- and medium-tension consumers has also
tended to decline from 8.1 per cent in 1981 to
6.5 per cent in 2001. Since then this ratio has
climbed back to 8.5 per centin 2004, Agricultural
consumption is only 2 per cent to 3 per cent of
the averall consumption. The steep rise in
domestic consumption coupled with the
stagnating industrial consumption has affected
sertously the revenues of the Board. The
industrial and commercial consumers

" compensated low revenue from the subsidized

domestic sector. Also, the change in the
composition of demand has resulted in a very
high peak in the load curve of Kerala grid
system, the peak load being twice that of off-
peak load. This has warranted huge investments
towards meeting the peak demand, resulting in
Iow Plant Load Factor (PLF) and inefficiency
of the system,

Insufficient distribution of transmission lines
and inadequate numbet of transformers, in both
number and capacity, has led to unacceptable

Table 5Indicators of growth in Kerala’s Power sector, 1951 to 2004

Pardculars 1951 | 1961 | 198G | 1990 1995 | 2000 { 2004
Installed Capacity (MW) 38 | 133 | 1012 | 1477 | 1492] 2351 2616
Annual Sales (MU) 140 | 518 | 4318 | 4890 7081 | 8813 | 8911
EHT lines circuit (km) 911 | 1900 | 4404 | 5770 9109 | 7599 | 9256
EHT Sub-stations (number) 12 22 86 130 157 178 205
HTlines Circuit (km) 1067 | 5449 13348 [19627 | 24500 | 28672 | 33280
LT line circuit (km) 992 | 8889 [47606 |95838 |125390 |180499 (201637
Distribution transformers (No,) | 324 | 2898 |10821 {16394 | 22478 29551 | 34758
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level of transmission and distribution loss, which
is as high as 35 per cent as per certain unofficial
estimates. The reasons for the power loss are
due both to technical and non-technical reasons.
The official estimate has been 30 per cent, which
has been marginally brought down by the latter
half of the 1990s. The system losses are lower
in Kerala compared to other Indian States but
in the absence of adequate and accurate
monitoring, losses could be considerably higher.
About 40 per cent of the meters are believed to
be faulty. As on 30% August 2004, the number
of faulty meters was estimated to be around
559,473.

Another issue related to power distribution
is that about 23 million out of the 32 million
population of Kerala live in isolated houses in
villages. Because of this peculiarity in settlement,
more low-tension lines are to be built to supply
electricity to rural houses. This leads to adverse
HT-LT line ratio, which is at present 1:6.25
against the norm of 1:1, resulting in increased
capital investment and T&ID losses.

The factors of demand and supply that we
discussed so far have had adverse impacts on
the financial position of the Kerala State
Electricity Board (KSEB). It is estimated that
the average growth rate of the cost of power
supply, which was 3.8 per cent per annum in the
1970s, has increased to 15.4 per cent per annum
in the 1990s. The unit cost-revenue difference
has also been steadily growing,

The perspective for the future

To increase the availability, accessibility,
reliability and affordability of power keeping in
pace with the anticipated demand should be the
aim of our power policy. A realistic estimate of
energy requirements has to be made based on
the varied growth scenarios that we have
presented at the beginning of our document.
Though we have not undertaken such an
exercise here, it is clear that substantial increase
in the installed capacity and improvement in the

transmission network ate required. The ongoing

projects have to be expeditiously completed, new
projects in the pipeline have to be taken up and
completed within the time frame, old generating
stations have to be renovated and modernised,
and preparation of new projects has to be taken
up.

The potential of hydel power generation in
Keralz has been estimated to be 4333 MW. Out

“of this, only 1864 MW has been harnessed. A

few of these projects are knotted in inter-State
disputes and another couple denied
environmental clearance. Other potential
projects should be taken up and completed on
a priority basis. Steps have to be taken to ensure
the eatly environmental/forest clearance of
some of the major hydro projects in the pipeline.
Cost of power can be kept low only if the share
of hydel power is increased. The potential of
micro-hydel projects have to be tapped on a war
footing.

The experience is that petroleum-based
imported fuel projects are not viable. Instead,
all efforts are to be taken to establish the LNG
terminal expeditiously and to convert the
existing naphta-run projects to LNG fuel. The
possibilities of signing Power Purchase
Agreements (PPA) for the power generated by
CGS with due consideration for costs may be
explored. The existing PPAs and BPTAs may
be renewed in accordance with the regulations
issued by the CERC and safeguarding the
interests of the State.

The investment requirements of the power
sector are substantial for stepping up installed
capacity, improving the transmission and
distribution network and for providing good
quality electricity to consumers. In fact reducing
outages and providing stable power of fairly
good quality is extremely critical from the point
of view of the State’s growth plans in the

Information communication technology,

Biotechnology, Light engineering industries and
Toutism,

Another major development in the state




power scctor has been the enforcement of
Electricity Act 2003, It is a legal framework of
the nec-liberal policies in the power sector. As
per the Act, the State Regulatory Commission
(SERC) has been constituted. There is provision
in the Act to continue the Board as a single entity
as a distribution licensee and state transmission
utility, which owns generation assets. The KSEB
has to be retained in the public sector and the
autonomy of the Board has to be ensured within
the framework of the policy directions issued
by the government. At the same time, the
performance issues at the KSEB level in terms
of project management, dues collection,
maintaining availability and service delivery need
addressing. A strategy of improving the
performance of the KSEB within the broad
framework of the power policy of the State
government declared in September 1998.

Demand side management measures include
reducing auxilary consumption, reducing
Transmission and Distribution losses, reducing
lighting load through promoting compact
fluorescent lamps and other energy saving
devices, Power factor improvement and
conducting energy audit measures etc. have to
be strengthened substantially. Theft detection
mechanisms shall be strengthened followed by
steps for improving metering. In areas like
improved demand side management,
distribution network strengthening, energy audit,
theft detection and improving metering local
governments and consumer organisations have
to be involved in a big way for drastic
improvements in transparency, civic
responsibility and performance improvement.
There is also 2 need to look at connected load
as a critical parameter in all sectors including
domestic sector to weed out luxury consumption
from minimum needs. There are also
suggestions for operationalising the concept of
time-of-the-day metering, One-time settlement
of bad debts, systematic and rapid
computerisation of billing systems and better
arrangements for settlement of disputes is

ARAMIRIAS CHAZ IOM BHEHONS 2005 erils oamd 22

essential, considering the fact that KSEB has a
fairly low staff to consumer ratio. A concerted
effortto improve the technical performance of
the Board through massive capability building
is also most essential.

The transmission and distribution system has
to be strengthened. An inter-State 400 KV line

to Areckode from Kolar and the 400 KV s /s at

Areckode and 2 220 KV power corridor from
the south to north of Kerala are to be established
by 2008-2009. We have to bringdown the HT:LT

line length to atleast 1:3

We had started off with the reference to the
low per capita consumption in the State.
Conventional consumption-focused supply-
sided planning strategies have serious limitations
and demand based end use-focused
conservaton-oriented energy planning strategies
have started becoming popular from the
sustainability as well as equity point of view.
Total energy programmes that include the
conventional power sector as well as the thermal
energy requirements for the industry and
domestic sector have to be worked out.

. There has been very little focused effortin
non-conventional energy in the State. The
Agency for Non-conventional Energy and Rural
Technology (ANERT) and Energy Management
Centre (EMC) are nodal agencies functioning
in this area. Both these agencies have failed to
seriously intervene in the energy programmes
of local governments, There has also been little
progress in ateas like remote solar clectrification,
solar thermal, biomass gasification, energy
plantations, biogas generation, solid waste-based
electricity generation, small hydro development
and wind and energy conservation programmes.
There is 2 need to assess the capability of various
agencies involved in this sector and work out
clear mandates for their functioning. Research
and implementation functions of the agencies
need to be redefined with clear time-bound
targets for support to local governments.

@
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X1

TRANSPORT AND URBAN DEVELOPMENT

A TRANSPORT
Reads

Kerala has the highest road density in the
country. Per square kilometer, there was 3566
km of roads in Kerala in 2003-04, 25 against
the national average of 801 km. Even with
respect to population, Kerala fared much better
with 434 km of roads per lakh population, as
against the national average of 239 km, The
road length has also been rapidly increasing
from 110,649 km in 1986-87 to 145,704 km in
2003-04. Given the settlement pattern of
Kerala and high vehicle density of the State, it
is understandable that the demand for road
transport mode is very high. But the severe
distortion in the transport mode mix of the
State as manifested in the near extinction of
inland water transport and the drastic reduction
in the relative importance of rail transport
cannot be explzined with reference to traffic
preference.

The neglect of water transport in the
successive Five Year Plans and the slow pace
of modernization and extension of rail
transpott have contributed to the creation of a
mono-transpott mode in Kerala. The inland
waterways that accounted for 18 per cent of
the goods traffic in 1965-66 accounted for only
3 per cent of the traffic in 1978-79, It has
dwindled even further to negligible levels in the
subsequent decades. Similarly, the share of
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railway that accounted for 18 percentof the
goods traffic in 1964-65 declined to 16.7 per
centin 1978-79 and is today around 10 per cent.

The excessive dependence on roads has
resulted in higher cost of transport, greater
environmental pollution and higher
consumption of energy. It has also resulted in
higher road congestion. The motor vehicle
population in Kerala had been increasing at 10
per cent per annum between 1998 and 2004
and number of registered motor vehicles today
stand at 2,792,074. The number of vehicles
added comes to 657 vehicles per day, of which
402 are two wheelers. It has to be noticed that

. the growth of personal vehicles is faster than

the public transport vehicles leading to road
chaos and congestion. The number of light
commercial vehicles is also growing at a faster
rate among freight carrying vehicles.

The number of registered accidents in the
State per day in 2004 was around 110. More
than 8 persons die every day due to motor
accidents and motre than 135 persons get
injured daily. About 75 per cent of the emission
of carbon monoxide, 95 per cent of the volatile
organic compounds and 77 per cent of the
oxides of nitrogen emitted in Cochin arises
from vehicular pollution. This indicates the
potential health hazards unless eco-friendly
fuels are popularised and the issue of traffic
congestion is addressed.




It may be noted that 79 per cent of the total
road length is rural roads or municipal roads
that are managed by the LSGIs while in India
the proportion of such roads is only 53 pec
cent. Most of these rural roads have come up
ina haphazard manner rather than as partof a
comprehensive road network plan. Further,
more attention is paid to the construction of
new roads than proper maintenance of those
already built. Only 31 per cent of the roads are
surfaced.

A proposal for a north-south Express Way,
a high-speed corridor of 506.5 km connecting
Kasargode and Thiruvananthapuram has been
discussed for congestion-free travel from the
north to the south. The objective of the
Express Way has been cited as to reduce the
long distance transit time from 12 hours to 4
houts. There is need to develop a rapid
transport system, But before a decision for mass
investments in these projects is taken, careful
assessment of the social and environmental
impact and the case for alternatives has to be
made. One such alternative is the creation of
an additional rapid rail line. At any rate, what is
of utmost urgency is to strengthen the NH-
17, MC Road and NH-47 networks, widening

the first two for two-lane traffic and third one:

for four.lane traffic.

Given the geographical features, the pressure
of traffic growth in Kerala has been increasing
mostly on the arterial routes and hence
strengthening of the backbone of Kerala’s
transport infrastructure should be of the
highest priority. Weak bridges are the major
bottlenecks in this segment. The rest of the
road network serves as feeders and distributors
to the arterial routes, which will have to undergo
qualitative improvements in geometry and
upkeep to cope with the increasing traffic
volume. High traffic volume to capacity ratio
roads and stretches with poor pavement
conditions may be identified for immediate
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improvement. Along with this, bypassing of
cities and urban towns ensoute national and
state highways has to be taken up immediately
to relieve congestion of urban roads as well as
to save time and fuel for the traffic. Speedy
completion of rail over bridges is another
priority area.

The crisis in the public sector KSRTC has
been aggravating in the last two decades. The
share of passengers serviced by the KSRTC
has reduced to neatly 15 per cent over the years.
The improvement in the physical performance
of the KSRTC is not reflected in its financial
performance. The net loss has been coming
down but still exceeded Rs 100 crores in 2003-
04. Instead of the piccemeal approach, a
comprehensive rejuvenation package for the
KSRTC ha to be drawn up and implemented.

Inland Water Transport

Water transport is the most energy efficient
mode of transport; hence it will be desirable to
develop the existing inland water ways of the
State to attain their full potential and link them
with coastal shipping and other modes of
transport as an economic alternative. The total
catgo movement in the waterway during 2003-
04 was 1,362,149 MT, which was only 0.15
pezcent of domestic transportation. The
objective should be to raise it to about 15 per
cent. Another additional objective would be
encouragement of water tourism.’

The priority is to develop a connected
navigable waterway that stretches from
Thiruvallam in the south to Hosdurg in the
north covering a distance of about 550 km. Of
this, 168 km from Kovalam to Kottappuram,
including navigable stretches of rivers crossed
enroute, have already been declared as National
Waterway No I1I with 32 m bed width and 2.2
m draught and capacity to move 500 tonnes of
cargo. The proposal for extending the National
Waterway I11 at both sides from Kollam to
Kovalam in the south and Kottappuram to
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Kasargode in the north is to be given high
priority. These stretches have an average width
of only 15 m and are blocked due to heavy
siltation and water hyacinth problems. A
southern segment has two tunnels at Varkala
whose width is only 5.8 m, Extending the canal
to Vizhinjam port is yet another proposal that
needs to be seriously considered. In the
northern portion, there is an uncut portion of
the canal berween Valapattanam and Mahi for
alength of 58 km. '

There are about 500 km long feeder canals
in the State, Three of these waterways with a
total length of 93 km (Alappuzha-Kottayam,
Alappuzha-Changanassery and Kottayam-
Vaikom) have been identified for widening,
vegetation banking and dredging under the
Kerala State Transport Project (KSTP).

The network of navigational canals has to
be linked with other transport modes through
developing modern transshipment facilities at
major terminals and minor Jetties. Special
tourist boat terminals, water side amenities,
sanitation and waste disposal facilities,
beautification works and water sports
development have to be provided and
undertaken. Safe and dependable boat setvice
has also to be ensured. These toutism and
conservation components of inland waterways
are equally applicable to the backwatets.

Raitways

The railway system in the State has a route
length of 1050 km of which 224 km is double
lines yielding 2 total running track length of
1274 km, The rail borne traffic is substantial
and many stretches, especially in north Kerala,
are in a stage of saturation. Doubling of
railways is very critical in relieving the pressure
of short distance passengers and freight.

Rail transport is far more energy efficient

that road transport. In tetms of the payload
carried, the advantage of the former is

particularly significant in the case of freight,
There is an added advantage that electric
traction is possible on railways saving petroleum
fuel. With the railway’s capacity constraints —
both in terms of infrastructure and tolling stock
— freight movement in recent times has been
confined to full trainloads of commodities like
food grains, fertilisers, cement and steel. Since
the railway’s ability to move piece-meal goods
wagon is not likely to improve in the foresecable
future, it would be advantageous for the State
to plan for bimodal transport of goods in
containess combining the dual advantages of
long hauls by rail and door-to-doot services at
both ends with short hauls by road.

Far passenget movements along the existing
railway network, the number of intercity trains
and fast shuttles has to increase. This would
require completing the doubling of the railway
line in various stretches from Trivandrum to
Kasargode to avoid bowlenecks and completing
the costal railway by extending the Trichut-
Guruvayur line up to Tanur. There are also
proposals for additional new lines and
expansion of facilities at rail stations.

A proposal for a light Metro rail system for
Cochin covering a distance of 35 Kms with 27
stations in between should be given priority.
Another proposal for a sky bus in Cochin City
to overcome rraffic shackles has also been
discussed. It may be pursued based on technical
feasibility.

Ports

Along the coast line of 585 km, Kerala has
only ene major port {Cochin), three
intermediate ports (Neendakara, Alappuzha
and Beypore) and foutteen minor ports.

Cochinis ranked 7*among the major Indian
ports in terms of the total cargo handled. The
major share of the catgo currently handled at
Cochin port s related to petrolenm and allied
products. The focus of growth of the port
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should be to capitalise on container traffic,
making use of the vantage position of Cochin
vis-3-vis the nine degree channel, by improving
port management focusing on productivity
parametets like average turnaround titne and
average pre-berthing time and aggressively
competing with Jawaharlal Nehtu Port (JNP)
for container traffic and Paradip and Tuticotin
potts for dry bulk cargo. Attracting cruise
vessels linked to the State tourist network and
rargeting of passenger traffic to the Middle East
could be 2ls0 be attempted.

The container handling capacity would
increase substantially with the establishment of
the International Container Trans-shipment
Terminal (ICTT) at Vallarpadam. With the
establishment of the ICTT, the International
Bunkering Terminal, the LNG terminal at
PuthuVypeen and the port-based Special
Economic Zone (SEZ), there is an urgent
necessity to strengthen the railway
infrastructure and establishment of container
depots to transfer trucks from roll-on-roll-off
trains. Doubling of Feroke-Shornur section,
electrification of Shornur-Mangalore railway
line, providing rail linkages from Edappally or
Kalamassery to connect to the port without
passing through the city and enhancing the
capacity of the Konkan railway are all most
essential. Establishing an alternative road from
Vallarpadam Island through the outskitts of city
should be planned for the movement of
containers linking it to NH-47 in the south and
NH-17 in the north. An inter-governmental
arrangement to work out an integrated plan for
the Kochi region and to explore sources of
finance is most essential.

Among the intermediate potts, cargo
handling is confined to Beypore and Vizhinjam.
An integrated strategy for minor port
development centred around reserving available
land in the vicinity of sclected ports, for setting
up port-based marine industries, establishing
coastal shipping to ease the burden on heavily
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congested highways, constructing Jetties to
operate captive facilities, and improving
infrastructure facilities should be considered.
The overall strategy should be to ptovide
infrastructure facilities in the intermediate
minor ports linked to economically viable
specific projects or activities.

Vizhinjam has the geographical advantage
of being within 10 nautical miles from the
International shipping route and the East-West
shipping axis, and the availability of a natural
draught of 20 meters within one kilometer
offshore. It can be developed into a specialised
port that can become a mega-transshipment
hub catering to all types of super post panamax
vessels and mega container carriers, with
facilities like container stack yard, container
freight station and floating craft.

Airtravel

The Cochin International Airport has
already attracted national attention through
efficient and imaginative management as an
alternative to privatization of the airports. The
expansion of Thiruvananthapuram
International Airport, which ranks third in
revenue in the country, and the Kozhikode
Airport has been extremely tardy. The proposal
for an airport in Kannur has to be earnestly
pursued.

B. URBAN DEVELOPMENT

The brief discussion on Kochi port given
above and the related industrial developments
that we referred to in the section on Large and
Medium Industries, give an indication of the
shape of things to come in Kochi metropolis
region. For the first time in history, the State is
poised for the emergence of a truly metropolitan
growth pole. The establishment of container and
LNG terminals, port-based special economic
zone and submarine cable gateway, is going to
attract major investments to the region. The
acceleration of economic growth in the State is
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crucially dependent on how rapidly we can
expand the physical and social infrastructure of
the Cochin metropolis. One has only to observe
the infrasteuctural crisis faced by the city of
Bangalore to realise how Kochi’s growth
potential could be choked out nnless a
comprchensive infrastructure expansion plan is
implemented on war footing,

The cities of Thiruvananthapuram and
Kozhikade are the hubs of economic activities
fot southern and northern Kerala respectively.
Now there are two more Corporations in the
State; Thrissur, situated in the Kochi-Palakkad
industrial corridor and Kollam, heading the
Kollam-Kundara-Punalur industrial bele.
Besides, there are 53 municipalities, but fora
handful, all are located in the coastz] and midland
regions. These urban centres, particulatly the
cities and major towns like Alappuzha,
Kottayam, Palakkad, Kannur etc are also going
to play a major role, though smaller in scale
compared to Kochi, in the acceleration of
economic growth in the State,

These utban centres covering only 8 per cent
of the land atea, account for 26 per cent of the
State’s population and 50 to 60 per cent of the
total SDP of the state. This simple fact should
drive home the tremendous pressure generated
by the population density and intensity of
economic activity within 2 localised area leading
to a number of problems specific to urban areas
like congestion, pollution and degradation of
amenities. The present infrastructural facilities
are awfully inadequate to meet the demands of
accelerated growth. Thiruvananthapuram, being
the capital city, would require special
consideration through a Capital City Regional
Development Master Plan,

Watet supply, the basic public amenity, suffers
from inadequate transmission and distribution
systems. The actual average supply rate in the
cities Is limited to 40-90 litres per capita per day
(Iepd) for those with access to distribution

network, compared to the target of 150-200
Icpd. The quality of piped water has also been
questioned in many areas. Large sections of the
urban population, as high as 54 per cent of the
poor, remain without access to piped water and
are forced to depend upon shallow open wells
and tube wells which are often contaminated.

Of the five municipal corporations, only
Thiruvananthapuram and Kochi have
underground sewerage system, that too covering
less than one thitd area. About 7 per cent of
the city population resort to open defecation.
Drains in the cities are poorly maintzined and
often blocked by the accumulation of silt and
waste resulting in water logging and flooding in
many congested city areas during rains.

There is no effective primary collection of
solid waste in any of the cities resulting in
accumulation of the waste on the road sides,
vacant plots and the drainage systems. The
secondary waste collection is inadequate with
open refuse vehicles, and there is little
synchronisation with the primary collection
process. Finally, only Thiruvananthapuram has
a modern solid waste processing facility, which
has been working much below capacity.

Road and transportation are deficient in
traffic engineering and maintenance, parking and
teeminal facilities and public transport. The
roads are generally too narrow to accommodate
heavy traffic. There is mixing of local and intet-
city transport contributing to congestion.

Considerable data have been collected and
much thinking has already gone into these issues
in the city and town master plaas, preparatory
documents of externally funded projects and
reports prepared as part of the People’s Plan
Campaign. There are also a number of schemes
and agencies often without much coordination.
All these interventions have to be integrated to
a comprehensive programme as part of the plans
of the local self governments, The tesources
that are required would be substantial and




outside the financial capabilities of the city
corporations and municipalities, and therefore
requites special consideration from the
govemnment.

An important component of the urban
development policy would be people’s
Participation. The experience of people’s
planning has been that urban areas have lagged
behind rural areas in popular participation.
However, the international experience does not
confirm the traditional bias about the urban
milieu being hostile to community participation.
The best specimens of participatory planning
and development are provided by some of the
cities in Latin America with remarkable positive
outcomes. “Participatory budgeting”, similar to
Peoples Planning introduced in Kerala, has been
rapidly spreading across the South American
continent. Therefore, we have to self-critically
examine our experience in respect of the
method, design and institutions for participation
inurban areas. Local residents’ associations will
have to play a greater role in the participatory
process. Further, imaginative methods have to
be employed to involve the abundant supply of
experts living in the urban areas in the
development process.
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Rapid urbanization inevitably gives rise to
widening of inequalities and creation of slums.
Ifleft unattended, it can strengthen the process
of criminalisztion and emergence of organised
crime gangs, Therefore, the infrastructure
development plan of the urban system has to
be integrated with a package of programmes
that directly addresses urban poverty.

Finally, the growth of Kochi metropolis and
rapid growth of other cities and major towns is
definitely going to widen regional inequalities.
Animportant feature of the settlement pattern
in Kerala has been the urban-rural continuem
and the existence of a large number of small-
scale urban centres evenin the rural areas. The
inter-district income disparities have also been
declining till recently. Reversal of these trends
would have adverse social consequences and
therefore must be counteracted to the extent
possible. Strengthening connectivity of urban
agglomerations with satellite towns and
hinterlands through better transport,
communications and economic linkages are
important in this context. Such a policy would
also help to reduce the urban pressure. Minimum
standards of amenities similar to the urban
centres would have also to be guaranteed in the
rural areas.

)
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XII
EDUCATION

It was the spread of education that triggered
off many of the economic, social and
demographic processes that have come to
characterise modern Kerala. Education would
have to continue to play a central tole in
equipping the State to face the new development
thallenges. It involves improvement in the
quality of school education and expansion,
modernisation and diversification of higher and
vocational education.

At the time of formation of Kerala State in
November 1936, there were 6699 lower primary
schools, 1589 upper primary schools, 762 high
schools, 44 arts and science colleges, one medical
college and engineering college, one university,
a few polytechnics and nursing schools, one law
college, four Sanskrit colleges and a few training
institutions. By 2004-05, these have increased
to 6805 lower primary schools, 3061 upper
primary schools, 2803 high schools, 1565 higher
secondary schools, 400 vocational higher
secondary schools (VHSEs), 490 central schools,
12 fine arts and music schools, 43 schools for
handicapped children, 184 TTIs, 181 nursing
schools, 17 commercial institutions, 286 arts and
science colleges, 13 medical colleges, 11
ayurveda colleges, five homeo colleges, five law
colleges, 44 nursing colleges, nine dental colleges,
20 pharmacy colleges, 84 engineering colleges,
three agricultural colleges, two veterinary
colleges, one fisheries college, one forestry

college, six music and fine arts colleges, 57
polytechnics and 458 ITIs and ITCs.

Of the above, over six per cent schools are
unaided, 39 per cent of the arts and science
colleges, 60 per cent of the medical colleges and
60 per cent of the engineering colleges are self-
financing. A move is on to sanction mote than
1000 unaided schools when almost 300 schools
have already been termed “uneconomic” by the
government. A sizeable section of other higher
education institutions are also self-financing, The
quantum jump in the proportion of unaided and
self-financing institutions has taken place only
in the last few years. It has had adverse
implications for equity, merit and quality of
education. The process of dismantling the public
school education system in Kerala has been
totally mindless of its consequences for the
nature of even citizenship. How do we address
the urgent need for educational reforms for
quality improvement and diversification without
sacrificing our traditions of egalitatianism?

Pro-primary education

With near-universal enrolment at the primary
stage, the focus of quantitative expansion has
to shift to the pre-primary stage. It is a task that
has so far been neglected. Only 50 to 60 per
cent of the children of pre-primary age group
are attending nurseries, pre-schools or
anganwadis. There are 23,000 anganwadis and
5000 other pre-primary institutions in the State.




The transfer of anganwadis to LSGIs has
resulted in significant improvements in their
physical infrastructure, and this process has to
be accelerated. However, the centrally
determined content of the ICDS programme
inhibits pedagogic innovations and specific local
interventions. The preparation of a scientific
curriculum for pre-primary schooling is of
utmost importance. New pre-primary schools
may be attached to the existing lower primary
schools. The Bala Kairali programme initiated
by the Mararikkulam South panchayat has
proved to be one of the sustaining innovations
in this sector. A comprehensive legislation to
promote and regulate the pre-primary education

isalso necessary.

A .
School education

In the 1990s, although residual problems of
access to school education remained, social and
political attention in Kerala had turned to other
important issues in school education: the
retention of children in schools, the quality of
education and new forms of community
participation in school education.

Dropout was the major factor that is
responsible for the difference between the
number of school students and the school-aged
population. According to the 2001 census,
children of the age group 5-15 in Kerala were
55.3 lakhs. But the enrolment in schools in 2004-
05 was only 48.5 lakhs. That is, there were almost
seven lakh children in this age group who were
not attending schools. The dropout rate was 1.1
per cent for the population in 2002-03. Among
Dalits, the dropout rate was 1.33 per cent and
among Adivasis, the dropout rate was 4.3 per
cent. In other words, among the socially and
economically backward sections, over 10 per
cent of the school-aged population was not
attending schools. It was also seen that the
dropout rate sharply increased after Class 9. Until
the recent introduction of grading system of
evaluation, majority of students had been failing
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to pass Class 10, even after “moderation”. The
levels of learning achieved by children at
different stages of the school system, particularly
in the backward areas of the State, were
unacceptably low. The majority of income-poor
children and children from educationally
deprived social groups went to government and
aided schools, and the SSLC results showed that
disparities in educational achievement based on
differences in the social and economic
backgrounds of students persisted.

In response to these issues, the LDF
government policy on school education between
1996 and 2001 focussed on the following areas:
the devolution of school administration to the
LSGIs; building school infrastructure; creating
and strengthening parent-teacher, particularly
mother-teacher associations and their
participation in the school system; introducing
new curricula, textbooks, teaching methods and
programmes of remedial education;
strengthening in-career teacher training; and
changing the system of evaluation of classroom
performance. The most remarkable policy
change has been the transfer of schools to
LSGIs. It triggered a large number of local
initiatives for improvement of school education.

The UDF government that followed dilly-
dallied with curriculum reforms, but finally
decided to continue the programme with some
cosmetic changes. The UDF also dealt a body
blow to the public school system in Kerala by
giving almost unrestricted freedom to start
unaided schools and taking steps to close down
the so-called “uneconomic” schools.

A major task in the near future would be to
reverse the expansion of the unaided sector.
Permission to start new schools and to close
down existing ones should be strictly on the basis
of the recommendations of the concermed local
government based on convincing evidence. The
decline in the number of children in the school
going-age, owing to demographic transition,
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allows us to raise the tcacher-student ratio. The
curriculum and textbook revisions, reform of
evaluation systems and retraining of all teachers
initiated by the previous LDF government have
to be continued rigorously, particularly in the
background of such reforms undertaken by the
NCERT. The objective is to substantially
improve the standards and abilities of 2 sudent
once he/she completes 12 yeats of schooling.

Vocational education

Unemployment in Kerala is most rampant
among the youth, most of whom possess enly
secondaty education oz below, Unemployment
is basically an outcome of wrong
mactoeconomic policies. Nevertheless, the
educational system also plays a role in
aggravating this sitvation; (a) ovr secondary
education system does not impart the required

- skills to people who enter the job market; and
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(b} our vocational higher secondary schools are
not really vocation-oriented. These institutions
rather aim 2t preparing students for university
courses. The courses available are not based on
demand assessments and are not developed as
terminal courses. The laboratory and workshop
infrastructure are inadequate and the staff do
not have adequate reaching/skill training,
majority being employed on casual arrangement,
Further, the expansion of VHSEs has taken
place in a haphazard manner.

The Industrial Training Institutes (IT1s) and
the Industrial Training Centres (ITCs) provide
craftsman training to around 57,000 students.
About 76 per cent of the students are in privately
owned ITCs. The course duration is one to three
years. The number of registered unemployed
among these trained craftsmen has been tising,
and it seems to have dampened the intake into
these institutions. The current dropout rate is
as high as 20 to 40 per cent. Unless infrastructure
is modernised, obsolete trades substituted with
those with high market demand and scope of
apprenticeship expanded, the present downward

trend in this sector cannot be checked.

Besides the 59 polytechnics, of which 43 are
state-owned, there are now new 10 self-financing
polytechnics. The total intake of students is
nearly 11,000 and the total student strength is
about 30,000. Polytechnics produce skilled
personnel in the economy, and it is necessary
that their expansion be given priority. To increase
employment opportunities among these
students, it is required to upgrade the
infrastructure and diversify and improve the
quality of courses.

The international demand for medical nurses
has been shatply increasing and it presents an
important avenue for external employment. To
take advantage of this possibility, we need to
consciously plan the rapid expansion of
paramedical training. Recently more than 40 self-
financing nursing colleges were established. One
of the major problems faced by the new nussing
colleges is the lack of qualified nursing teachers.
This has resulted in deterioration of the quality
of nursing education in Kerala. Since nurses
from Keralz would have to compete with well-
trained nurses from countries like Philippines,
we should not compromise on the quality of
nurscs training, At present, there are facilities to
train only 26 M.Sc. nursing graduates at the three
nursing colleges in Kozhikode, Kottayam and
Thiruvananthapuram medical colleges. An
immediate step the government can take is to
start new colleges attached to Thrissur and
Alappuzha medical colleges where infrastructure
facilities are already available. The number of
seats for M. Sc. nursing should be increased in
these colleges. The training of specialised
paramedical staff is done only at the Sree Chitra
Thirunal Institute of Medical Sciences and
Technology now. Based on their experience,
such advanced courses can be commenced in
medical colleges.




University education

There is an academic stagnation in Kerala
within the University system and the affiliated
colleges, resulting in a fall in academic standards
and employability of graduates. The system of
university administration is not conducive for
the achievement of academic excellence, There
is an overemphasis on professional education
with the general neglect of arts and science
colleges, where the majority of students still
study. Currently, colleges offet a plethora of
coutses, such as traditional courses, UGC-
sponsored courses, self-financing courses, off-
campus courses and courses run by other
universities. The semester system has been
introduced at the postgraduate level, but
undergraduate courses are still run on the basis
of terminal summative examinations. The
refresher and orientation courses conducted by
the Academic Staff Colleges and the National
Seminars being organised by the departments
in the colleges and universities have not resulted
in the academic improvement of the teachers.
Teachers also lack the knowledge about modern
teaching methodologies and technologies, as
there is no training programme to upgrade their
pedagogical skills. The result is that the academic
calibre of many teachers is so poor that they
cannot enthuse the students.

Enrolment of private students has been
termed as the drag on universities in introducing
various academic reforms. To overcome this
problem, and ensure the rights of private
students, an open university in the model of
IGNOU can be established whereby other
universities are freed from the burden of catering
to the needs of private students.

There is virtual anarchy with the introduction
of self-financing courses and colleges. Modern
courses in many self-financing colleges, taught
by guest and contract lecturers, are leading to
an erosion of academic standards. The recent
spurt of self-financing professional colleges, the
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attitude of the management of some these
colleges, the court verdicts that deny access to
higher education for the poor have all
conttibuted to chaos in the educational sector
in Kerala. There has been a fall in the quality of
professional education, which is mainly due to
the lack of good teachers and good
infrastrucrure. Such institutions are ran purely
commercially leading to the denizl of equity and
social justice to a large number of students. New
institutions should be allowed to start
functioning only after satisfying all stipulations.
The emphasis has to be on improving quality
and standards in the existing institutions.

There is sharp divergence between the norms
stipulated by universities and those abserved by
affiliated institutions. Academic norms have to
be specified by the universities on the basis of
recommendations of academic committees,
which no institution should be allowed to flout.
There should be sttict social control over these
institutions in obsetving qualifications in
appointments and admission and prescribing
fees. No institation should be allowed to go scot-
free if any of these notms is violated. The
suggestion for private universities is totally
tetrograde. Acts related to general and higher
education ate to be reviewed and modified on
the basis of the experience to raise academic
standards, improve the efficiency of
administration, strengthen democratisation and
to face the challenges posed by privatisation and
GATS.

Academic autonomy to the departments and
academic faculty in the univessities and affiliated
colleges is a desirable and necessary educational
reform. However, it has become conitroversial
because of the concrete realities of the higher
education sector in Kerala. Therefore, this
should be implemented only with the
concurrence and consensus of teachets, students
the management of the affiliated colleges, and
after laying down definite norms and protocols.
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It should be understood that 2utonomy in
the affiliated colleges works only in the presence
of 2 well functioning university system and
academic vibrancy in the affiliated colleges. in
the absence of both these, autonomy by itself
will not bring in the desired changes, as shown
by the experiences of autonamous colleges in
other States. Autonomy should be a collective
decision of the universities and the affiliated
colleges. Within the colleges, the demand for
autonomy should come from the teachers and
students.

In the expansion, modernisation and
diversification of higher education, the private
sector has a legitimate role, But education should
not become an arena for private capital to enter
in search of quick and substantial profits. In
many Western countries, there are many cases
where private funds have entered the field of
education, with the objective of promoting
education of a high quality in various branches
of knowledge. In Kerala itself in the past, many
religious and community groups had established
colleges from a social rather than profit motive.
However, the recent expansion of higher
education under self-financing managements has

degenerated into a source of unbridled
profiteering in most cases. There should be social
control over educational institutions to ensure
social justice, merit-based admissions and quality.

Finally, there is a challenge of financing
public education. Public expenditure in Kerala
has always been characterized by a rare
commitment to school education. Public
expenditute on education —and on primary and
secondary education — has risen consistently in
real terms over the last four decades. However,
since then, expenditure relative to NSDP has
tended to decline (see discussion in the section
on State finances). This teend has to be reversed,
and the earlier level of expenditure has to be
maintained. In particular, the expenditute on
technical and higher education would have to
be substantially increased. The overall
expenditure on education would have to be
maintained at around 6 per cent of the NSDP.
This would imply additional resource
mobilisation. Many have suggested a special
educational cess for modernisation and
expansion. An education fund will have to be
set up for providing scholarships and softloans
to economically backward students.
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XTI1
HEALTH

Ketala’s achievements in health are related
to its achievements in education, particularly that
of women. Today, Kerala can be said to have
made the transition from a society with high
population growth rate, high crude death rate,
and high infant mortality rate to one with a stable
population growth rate, low crude death rate,
and low infant mortality rate. However, there
have been a number of disturbing trends in the
health sector of Kerala in the recent years.

Even though mortality rates are low,
motbidity rates are higher in Kerala compared
to other Indian states. Infectious diseases like
dengue fever, diarrhoea and leptospiresis and
lifestyle diseases like diabetes, hypettension,
cancer and cardiac disorders have been rising at
an alarming rate in Kerala. Low birth weight of
infants is 2 widely reported problem. Many
epidemics that were supposed to have been
eliminated from Kerala like Malaria are being
reported to be returning. Japanese Encephalitis,
which was sporadic in Kerala, has appeared in
many parts as an epidemic. The modern scourge
of AIDS is also reported though the incidence
is relatively low compared to other States.

Another disturbing trend is the fall in the
quality of services at government hospitals. The
system of health care is getting more and more
commercialised and commoditised. Private
medical care facilities have now become the
dominant sector with nearly 60 per cent more

number of beds and double the number of
doctors than in the public sector. In the
provision of more sophisticated methods of
diagnosis and therapy, such as CT Scans, MRI
Scans and endoscopy units, the private sector is
far ahead of the public sector. The laboratory
facilities and the supplies of medicines in the
public sector are highly inadequate. The
privatisation of health care is leading to
“overmedicalisation™ and escalation of the costs
of health care, depriving the poor of praper
health care.

In short, the new challenges before the health
care sector in Kerala are three-fold: (a) high
morbidity and continued dominance of diseases
of poverty; (b) simultaneous appearance of
diseases of affluence and lifestyles and increase
in demand for geriatric health care, mental health
care and physically challenged; and (c) decay of
the public health system, uncontrelled growth
of the private health sector and consequence
escalation of health care costs, marginalising the
poor.

The solution put forward from some quarters
is a targeted health insurance for the poor. Such
an insurance system has the potential danger of
a vicious cycle of cost escalation, alienation of
the non-targeted majority from the public health
system and thus undermining the public health
infrastructure of the State. Further, in the name
of perceived inefficiency of the public health
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system, the recent years have seen a spurt of
vertical programmes, which are implemented by
private as well as public spensored non-
governmental organisations, These parallel
structutes are draining the public health system
of the best medical personnel.

Reinstating the primacy of the public health |

services should form the basis of the health
policy for Kerala. Minimum facilities
(infrastructure, medicines and medical
personnel) have to be assured at public hospitals
at all levels, The existing infrastructure is
inadequate to cater to the needs of even the one-
third population who mare cutrently accessing
the public health system. Facilities for getiatric
and palliative health care have to be strengthened
and expanded. Health care costs should be
brought down to affordable levels for the poor.
The State drug formulary listing would have to
be regularly published and medical personnel
should be given training in treatment protocols
and essential drug concepts. The Kerala State
Drugs and Pharmaceuticals would have to be
developed 2s a captive kitchen factory of the
public health system. Mental health programmes
have to be strengthened. Rehabilitation services
for the physically mentally and socially
challenged are required to help them regain
highest possible level of functional ability and
self reliance. There should be social control and
auditing of the private sector.

Community involvement in formulating and
implementing health cate programmes holds the
key to rejuvenating the public health sector in
Kerala. A mzjor administrative change has
already been brought about by transferring
PHCs and district hospitals to the LSGIs, There
has been significant investment undertaken
already by the LSGIs to improve the physical
infrastructure in the PHCs. However, the
department has failed to provide adequate
medical personnel leading to unutilised excess
capacity. Therefore, the LSGIs may be permitted

to directly appoint doctors to PHCs and
community health centres, as is being done in
the case of nursing staff. Aftera cerrain period
of service, these doctors could come to the
common pool to get transfer to other districts
and hospitals. The PHCs should be developed
as the Local Epidemiological Surveillance Units.
The effectiveness of sub-centres under the
PHCs can be enhanced by linking them to
anganwadis, which in turn would be linked to
the women NHGs in their area of operation.
The role of health inspectors and Junior Public
Health Nutrses at the sub-centres must be
redefined in the context of the new health
challenges and the new paradigm of
participatory health care that we are suggesting.

Once the ptimaty and secondary health care
facilities are improved through the local bodies,
tertiary care centres like the medical colleges can
entirely concentrate on medical education,
research and tertiary health care. Administrative
autonomy to medical colleges has to be ensured.
Post-graduate courses have to be started in new
specialities like Geriarrics, Palliative Care, Family
Medicine, General Practice, Emetrgency
Medicine, Trauma Care, Acute care, Hospital
Management and so on. New PG/Diploma
integrated interdisciplinary courses have to be
started jointly with othet research and academic
institutions. In order to ensure adequate time to
the teaching staff to be involved in research and
other academic pursuits, private pracrise of
doctors in medical colleges should be banned
with adequate increase in salary and perks similar
to central institutes. A medical university
bringing 21l the medical colleges, nursing
colleges, paramedical training centres under it is
desirable. One of the medical colleges has to be
developed as an institution of advanced medical
research and education on the lines of AIIMS.
Effective social control of self-financing medical
institutions is necessary to ensure quality and
social justice and admissions should be based
on meritin all quotas.




A mass patticipatory multi-sectoral
programme for morbidity reduction may be
launched under the leadership of the LSGIs
involving total sanitation, universal coverage of
safe drinking water, upgradation of nutrition
programmes in anganwadis and health
awareness programmes. Sanitation and drinking
water hold the key to eliminating most of the
infectious diseases. Early detection, lifestyle
changes and protocol-based management of
diseases like diabetes and hypertension under
the leadership of LSGIs, with the active
involvement of the NHGs, besides vaccination
and other preventive measures against
communicable diseases, can also contribute
significantly to a reduction in morbidity, Health
volunteers in the NHGs may be trained for
health monitoring and reporting. Their network
can constitute the basis of a health surveillance
and health information system that can
continuously gather information regarding
motbidity and other health indicators. Such a
health campaign would not invelve large

‘additional funding since the attempt is to
integrate the ongoing health related schemes into
an integrated programme,

Gther systems of medicine, such as ayurveda,
homeopathy, sidha and unani, will be encouraged
and facilities provided for theit growth. The
focus of toutist promotion of ayurveda is
currently on sukha chikitsaand has to shift to
therapeutic care for disorders, such as chronic
arthritis, paralysis, ulcers, discogenie diseases and
neuro-muscular disorders. A large and
unexplored market exists for ayurvedic
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medicines for the above disorders in western
countries. flowever, the therapeutic efficiency
of the treatment of these diseases should be
established by appropriate clinical trials and
protocols.

While emphasising the primacy of the public
health system for providing affordable health
care to all citizens, health care in specialised
centres may be encouraged as 4 service industry
catering to outside State and patients from
abroad. Such institutions must be linked to
advancements in biotechnology and
development of the pharmaceutical industry,
some of which already have been referred toin
the section on potential of biotechnology in
health care. We have already referred to the
potential of a Modern Drug Research Institute
n the section on biotechnology. Kerala should
aspire to be the Cuba of the East in health care.

A major criticism against developing high
speciality health care centres as a service industry
is that it would have backwash effects on the
public health care system by draining the latter
of more cfficient medical personnel and
escalating the cost of medical personnel. Great
caution has to be exercised against such an
eventuality and it would involve pgreater
investment in the public health system, which
to an extent can be cross-subsidised, The medical
education facilities would have to be further
expanded and government hospital posting for
one year for doctors after the completion of
MBBS would have to be made compulsory.

e



82

G XM CA0Z aKdm Ay 2005 muenile eaé

XIV
WATER RESOURCES, DRINKING WATER AND
SANITATION |

A WATER RESOURCES

Kerala, by virtue of its natural endowment,
is bountiful in water resources. However, it faces
serious problems in terms of quantity and quality
of water available for use. With an annual rainfall
of 3063 mm, gross yield from rainfallis 115 ke
per year, After the run-off of rivers (77.9 km?
per year), the utilizable surface water is estimated
to be 45 km? per year. Of the available ground
water of 7.5 km® per year, the total utilizable
groundwater is estimated to be 5 knr* per year.
Thus the gross available water is 85.4 km® per
year and the gross utilizable water is 50 km® per
year. In other words, per capita available water
is 2440 m° per year and the peft capita utilizable
water is 1428 m® per year. The minimum
requirement per head is only 456 n® per year.
Clearly, the ceneral issue of water scarcity in
Kerala is one of proper management of water
fesources,

Our management practices have not taken
into account the decentralized nature of water
resources. Besides, most of our water
management ptogrammes have been project-
driven and consequently sectoral in
implementation and partial in achievemeant,
Reorientation of these progarmmes calls fora
multidisciplinary and holistic approach that
considers water a part of the ecosystem and not
just a commodity to be priced and transacted.
The neo-liberal tendency of privatization and
commodification of water resources would not

only price out large sections of the poor from
this basic need, but is incapable of addressing
larger issues of ecosystem. Water is a component
of environmental resources and its management
cannot be divorced from total management of
land and biomass. It is this understanding that
should form the basis for future policy.

Development of river basins and sub-basins
and integrated watershed management plans,
which maximise water availability, ensure water
quality and create institutional mechanisms for
the financial and managerial sustainability,
should be important components of the State’s
water policy. Out future strategy shouid be
aimed at maximising the possible storage of
rainwater and minimising runoff. This requires
water resource planning to be done for 2
hydrological unit. Watershed managementis a
strategy that preserves and restotes terrestrial
and aquatic ¢cosystems. Resource planning
should be carried out for an entire drainage basin
or sub-basin after a proper assessment of its
assimilative and supportive capacity. Appropriate
multidisciplinary organizations fot the planned
development and management of river basins
have to be established, which would ensure the

© participation of local people. Projects on

irrigation and drinking water must ensure
conjunctive use of both surface and ground
water,

Forty four rivers, the combined length of
which is 3200 km, flow through the State. On




an average, these rivers are fed by 12 sq km of
catchment area for every kilometer, There are
30 reservoits covering an area of 296 sq km in
the upstream sections of the rivers for irrigation
and generation of hydroelectric power. Of the
44 rivers, 3 flow to the east to join the upper
part of the Cauvery river system. There are
water-sharing agreements with neighboring
States for the waters of Periyar, though the river

is fully within the geographical boundaries of -

Kerala and does not have catchment areas in
other States. Recently, there have been demands
for a higher share of water and also suggestions
forinterlinking the rivers under the presumption
that the State is water-surplus. Conceding to
these demands would have deleterious effects
on water scarcity in the summer months as well
as the ecosystem in some of the river basins,

There is a necessity to generate baseline data
for water management. Measurement of rainfall,
run-off and sediment yield and their
interrelationships in a given tetrain condition are
necessary to work out the intervention package.
Data are available for large basins, but for micro
watersheds they hardly exist, Data on yield of
surface water resources, its utilization and
requirement for agriculture, domestic and
industrial putposes were prepared in 1974, Since
then, hardly any attempt has gone into the
reexamination of the data base although
considerable change in landuse pattern has taken
place in the State and many rivers need additional
flow to flush out pollutants, Data on the intensity
of water pollution, prevalence of water borne
diseases, actual water availability and quality of
drinking water are available in bits and pieces.
Hardly any reliable and primary data are available
on impact of human activities on water
Iesourees.

We have already noted the criticisms against
the viability of canal irrigation projects in
Kerala’s specific terrain conditions. Moreover,
changes in the cropping pattern have added a
new dimension to the distribution and
manzgement of irrigation ‘water. The
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mismanagement has resulted in gigantic cost
overruns and has rendered them economically
unsustainable. Instead of new projects, the focus
would be on utilization of the capacity already
created and creation of institutional mechanisms
to generate synergies between beneficiary
farmet’s associations, panchayats and itrigation
officials in the command areas.

River water pollution has emerged as a major
concern. People livingaround the polluted rivers
find it impossible to use water for domestic
purposes. Polluted river water also affects the
quality of well water. Quality of well water is in
turn affected by the lack of adequate sewage
disposal facilities.

Apart from the rivers, there are other surface
water bodies like backwaters, freshwater lakes,
ponds and tanks, and springs, which are utilised
for vatious purposes. However, all these systems
are under various degree of stress. Pollution
from factory effluents, pesticides, hydrocarbons,
sewage and domestic discharges, retting of
coconut husks and the motorisation of country
boats have strained the wetland ecosystem
irrecoverably. Large-scale fish mortality rates due
to water pollution have been quite common.

The groundwater resources are also under
stress from (a) excess withdrawal; (b) salinity
intrusion into the coastal belt and adjoining low-
lying areas; and (c) deteriorating quality.
Excessive water withdrawal from dug-wells in
the coastal areas cause irreversible damage to
the aquifer. Regular monitoring of dug wells
have indicated a relationship between
groundwater fluctuation and salinity intrusion,
The problem of water contamination is more
around big cities, like Thiruvananthapuram,
Kochi and Kozhikode. Given the settlement
distribution pattern in Kerala, the entire coastal
tract and the lowlands are susceptible to serious
pollution both i surface and subsurface water.
Rainwater harvesting and constant efforts to
recharge the aquifers have to be undertaken as
part of watershed management. It must be
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remembered that there may be areas where
drainage is more vital and important.

B. DRINKING WATER

After irrigation, drinking water is the largest
claimant of water resources. From the water
supply schemes launched during the first Five
Year Plan, government intervention to provide
protected water through pipes from safe
drinking sources has covered 80 per cent of the
urban and 60 per cent of the cural population
as pet the Evonomic Review 2004. In the district
of Ernakulam, coverage is as high as 90 per cent.
Such statistics fly in the face of reality, as
reflected in the Census of India 2001, which
show that tap water coverage is only 14 per cent
in rural areas and 40 per cent in urban areas.
About 77 per cent of the rural population 2nd
56 per cent of the urban population draw their
drinking water from wells.

The contrast between the two sets of datais
understood if one realizes that the former refers
to supply side coverage based on capacity of a
water supply system and norms of per capita
supply. The operation and maintenance of
Kerala Water Authority (KWA) schemes are
generally poor ultimately leading to breakdown
and distribution loss. Several old water supply
schemes need replacement of pipelines, motor
pumps, improvement to treatment plants,
electrical installation ete. About 40 per cent of
the water produced is lost in distribution. The
source protection/maintenance is absent in
many of the schemes. Inappropriate source of
funding, improper engineering, demand-supply
mismatches etc 2ll contribute to the inefficient
petformance.

KWA has 9.4 lakh service connections and
1.8 street taps. The accumulated loss is Rs 160
crores. Butits arrears on water chatges are Rs
410 crores. The local self-governments —the
major defaulters — argue that much of these
arrears are inflated charges for non-existent
supply. The non-Plan grant from the
government and the water charges from the

consumers are not adequate to meet the revenue
expenditure of the KWA, and as a result the
revenue deficit has been rising continuously: it
was Rs 120 crores in 2003-04. Major long-term
measures ate required to rehabilitate KWA,
which would include overhaul of the
management, project planning and
implementation and water distribution and
metering (nearly 40 per cent of the water
supposed to be supplied is not currently
accounted for).

Whatever be the reason, even in areas that
are supposed to be covered by tap water, people
are forced to depend up on unprotected sources
of water supply, most important of which today
is the household well. The dug well density of
the state is about 140 per sq. km, which works
out to almost one well per seven persons, Ketala
has also the highest coverage of household
latrines in India, Pathogenic pollution of apen
dug wells and boreholes due to leaching from
the sanitary latrines is increasingly becoming a
threat to public health. The problem is mote
pronounced in coastal tracts. The contamination
of surface water source due to poor sewage
disposal and solid waste management systems,
especially in the urban environment, also poses
serious health issues. Besides, many wells are
expetiencing source deficiency in recent yeats
due to lazge-scale adoption of pumping. This s
more pronounced in laterite areas of the
midiand, delta region of the lowland and certain
pockets of coastal regions. The dug wells on the
banks of rivers and wetlands subjected to
excessive sand or clay mining are also subjected
to severe summer shortage.

Given the above, there ate many who argue
for replacing the traditional systems and
providing tap water for every houschold. The
investment requited for such a transformation
would be prohibitive. Therefore, a feasible
strategy would be the following, For urban areas,
centralized devoted tap systems are preferable.
Catchments of the reservoir designated for
water supply to the urban area warrants proper



treatment so that the reservoir is not silted up
and water quality is maintained. Drinking water
supply can be separated from other wates
requitements in the houscholds and provisions
for parallel supply may be explored for other
uses. In rural areas, a different strategy that
focuses on strengthening and protecting the
traditional sources, watershed planning,
community management of small-scale water
supply systems and larger scale centralized
supply systems where such protected sources
of water are not identifiable will be more
appropriate.

Improper silting of dug wells, wrong
estimation of summer recuperation rate and
sustainable yield, poor recharge conditions, are
the major problems that affect smaller water
supply schemes. The lack of importance and
attention given to source finding, flow
sustainability and water conservation measures
are some of the other major issues. Adequate
internal capacity and financial and technical
capability for establishing new drinking water
projects and taking over of existing single
panchayat schemes has to be created. Poor
source efficiency, requirement of rehabilitation
and augmentation and failure to give adequate
financial support was behind the reluctance of
grama panchayats to take over single panchayat
schemes from the KWA.

A large number of private and local
community owned tanks and ponds and unused
fresh water wetlands are dying due to the
preference for piped water supply systems. A
participatory model for the LSGIs to improve
these assets and put them to optimum use is
required. Technology support and management
programmes, including incentives for summer
resistant wells, hydro-geological assistance for
location of well sites and flexi funding for water
recharge activity can be thought of under the
local self-governance.

Many panchayats like Olavanna, Kodom-
Belur and Chellanam innovated organization and
technology for micro-level drinking water
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projects by making use of different types of
sources, mainly the perennial nature of sources,
beneficiary participation and contribution and
indigenous capability building for operation and
maintenance. Since 1997-98 till 2003-04, on an
average, Rs.50 crore is earmarked by the LSGIs
for taking up around 6000 schemes per year. It
has enabled a new paradigm in rural water
supply, which has been made controversial due
to the unfortunate intervention and adoption
by the Wotld Bank. The model that the Bank
espouses imposes externally determined non-
governmental organizations on the panchayats
as the providers of technology and community
facilitators, seeks to collect the entire O & M
charges from the beneficiaries, including the
BPL families and do not give panchayats the
option to raise resources through alternative
means.

Even though Peoples Plan Campaign has
demonstrated models of user communities
assuming highest level of involvement in
decision making and resource management in
the areas of drinking water supply, irrigation and
watershed development, these lessons are yet to
be scaled up for Statewide application. The
suppottive and proprietary role of local self
government institutions in developing and
pursuing a shared and common purpose for
water use and water resource management are
yet to fully develop in Kerala, The Water Policy
of Government of Kerala is almost a decade
old and does not reflect the emerging issue,
requirements and trends in the drinking water
SeCtor.

. SANITATION

Proper sanitation is a prerequisite for safe
water. Instead of viewing water, sanitation and
hygiene as separate entities, it is necessary to treat
them as integral elements requiring overall
strategies. Yet, government responsibilities on
sanitatton and water supply are segregated and
vested with the Rural Development and Water
Resources departments respectively. This
division often leads to 2 dichotomy between
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policies, approaches and programmes.
Therefore, issues of sanitation that affect
drinking water quality and issues of water
availability that affect sanitation get marginalized.

At the State Jevel, there are multiple agencies
operating in the sanitation sector with
overlapping responsibilities and functions. The
Kerala Total Sanitation and Health Mission
(KTSHM) set up by the Rural Development
department coordinates the implementation of
Total Sanitation Campaign (TSC), whereas the
Clean Kerala Mission established by the Local
Self-government depattment coordinates solid
waste management programmes, There is also
the Kerala Rural Water Supply Agency
{KRWSA) of the Water Resources department,
which implements the World Bank-sponsored
rural water supply and sanitation project.
Directions of tackling issues in sanitation cannot
be found in isolation. The issues of governance,
policy and institutions are so critical that there
1$ an overriding need to integrate the different
government agencies functioning in the
sanitation sector. This is required for addressing
sanitation in its totality —~ integrating personal
hygiene, household sanitation, environmental
sanitation and institutional sanitation. There is
also a pressing need to redefine the roles and
responsibilities of these agencies in the context
of decentralised governance.

Waste Water Managensent

Wastewater is often a localised problem with
sources including market place wash water,
kitchen and bathroom silage, street tap drainage,
hotel and commercial discharges. This
wastewater discharges cause localised wet spots,
which are unsightly breeding sites for
mosquitoes and pathogens. In the absence of
propet drainage facilities wastewater may find
its way to natural water bodies. We have already
noted the pathogenic pollution of wells due to
leaching of the “sanitary-latrines” becoming a
threat to public health. The present water testing
facilities concentrated in district headquarters are
grossly inadequate. To meet the requirement of
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micro water supply systems, low-cost, uses-
friendly water quality testing field kits need to
be propagated through the Community
Development Society (CDS) system as
community based water quality surveillance,
Since dug wells continue to be the most
frequently used source of drinking water, there
is aneed to improve water quality in these wells
through technical and informational
interventions. More than one third of these wells
do not have parapet walls. There is an urgent
need to convert the unprotected open draw wells
into sanitary wells. Periodical water quality
monitoring and chlotination through the CDS
systemn can also be thought of.

Soakage pits are the most inexpensive and
easiest method of silage disposal. However most
of the towns need drainage channels for storm
water and wastewater, The sewerage coverage
of even the major corporations is extremely
limited. A sewerage system whose maintenance
costs can be met through a charge on the
building tax would be more cost effective than
individual household-based septic tanks.

Santtary latrines

Kerala has a relatively high coverage of
households with sanitary latrines (84 percentin
2001). There is a strong demand, particularly
from women, ta have sanitary latrines and this
priority was fully reflected in the plans of local
self-governments, During the ninth plan, local
governments constructed about 5.7 Jakh sanitary
latrines, which was much more than the total
achievement in the past 15 years, With the launch
of the Tatal Sanitation Campaign, the
programme has continued to maintain the
momentum. Therefore with proper planning
and pooling of resources it should be possible
for Kerala to finish the last Iap of achieving
universal coverage of household sanitary latrines
within a year.

Having reached individual sanitation
coverage of more than 84 per cent, it is the
problem areas with space and water availability




constraints that remain unreached. Invariably
these include slums, coastal and tribal areas and
population on encroached land where
illegitimacy stands in the way of service delivery.
Also, space constraint for construction of
individual toilets has cropped up as a major issue.
Technologies appropriate to high water table and
water scarce areas that are available have to be
tested and adopted.

In the past, sanitation programmes have
concentrated almost exclusively on the provision
of low cost latrines. Now the focus has shifted
from household lattine to household sanitation
(Veettuvalappan Suchithwan), which is package of
health education, safe latrine and disposal of
household silage and solid waste.

Solid waste management

Solid Waste Management is an obligatory
function of Jocal governments, It is estimated
that in the State, every day, about 1200 tonnes
of waste are left to decompose on road margins,
drains, canals, water bodies and open space.
Upgrading solid waste management througha
systematic and comprehensive approach in
tandem with environmental and legal obligations
is hampered by inadequate financial resources,
institutional weakness, improper choice of
technology and public apathy. The activities
associated with the management of solid waste
from the point of generation to final disposal
can be broadly grouped into four.

(1) Segregation and storage at source Solid waste is
collected as a mixture of biodegradable,
non—biodegradable and domestic hazardous
waste. This state of affairs leads to littering
and dumping of waste along roadside and
open space. This can be avetrcome by
community participation and a well-
designed system for primary collection.

(2) Collection and transportation Expetience in
many cities has alteady shown thar the
kudumbasree units may be effectively
otganised, trained and equipped as doorstep
waste effectors. It is necessary to introduce
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modetn equipment, tools and proper
vehicles, which are designed to avoid manual
handling,

(3) Processing The low calorific value and high
solid moisture contents of solid wastes in
Kerala rule out thermal processes of waste
management. The catbon nitrogen ratio of
solid waste in the State is most suitable for
composting, Expensive and energy intensive
technologies like pawer generation, fuel
pelletisation and incineration are not proven
under Indian conditions. There is therefore
a need for informed choice of technology.

4) Disposat Identification of land for waste
processing and disposal is also a critical
issue. As per Solid Waste (Management and
Handling) Rules 2000, all urban local
governments are required to develop long-
term sanitary land fill sites required for the
final disposal of compost rejects, inert and
treated biomedical wastes. At present no
local government in the State possesses
scientifically developed sanitary landfill site
conforming to engineering and
environmental specifications.

Community participation is critical to the
success of an integrated solid waste management
system. There should be a well designed IEC
campaign aimed at promoting zero waste
concept by popularising the 4-R strategy-
Reduce, Reuse, Recycle, Recover and motivating
towards segregation and storage at source. There
is also a need to vigorously promote home-based
and community level composting. The
complexities of the problems in the planning
and implementation of each of these set of
activities are such that the State government
cannot absolve itself of the responsibility for
strengthening the capacity of local governments
in this sector.

All Panchayats in the State face solid waste
management problems of varying exrent.
Despite this Solid Waste Management systems
are almost non-existent in Grama Panchayats.
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At best the present system is confined to
occasional removal of heaps of rubbish and
there is no organised regular collection and
disposal system. Small-scale windrow or
vermicompost units would be ideal for grama
panchayats.

Biomedical Waste Managensent

Kerala has the highest number of hospitals
in India. It is estimated that a hospital bed
generates 1.9 kg solid waste and 450 litres of
liquid waste per day. On an average the health
care institutions in the state generate about 1.5
lakh tonnes of solid waste /day. About 85 per
cent of the waste generated in hospitals is
general waste, which can be handled along with
municipal solid waste. The remaining 15 per cent
constitute biomedical waste which should be
disposed of with care as per Biomedical Waste
(Management and Handling) Rules 1998.1tis the
responsibility of the waste generator to dispose
of biomedical waste. At present there is a laxity
in enforcing the provisions of the rules and this
poses a major public health nisk

Special problems

The increase in the number of automobiles
in the State has led to serious air pollution
problems. Also the uncontrolled use of loud
speakers causes sound pollution, which will have
undesirable effects on the health and
productivity of people. There is a need to abate
the increasing degradation in the quality of ait.
The state pollution control board is the
enforcing authority under the Air Prevention and
Control of Pollution Act 1981. However
enforcement apart, there should be 2 plan to
raise community awareness and to promote
socially acceptable air pollution control facilities
and programmes

As per the data for 1990-91, 5.75 lakh large
animals and 5.07 lakhk small animals wete
slaughtered in the state. Unauthorized
slaughteting of animals is 2.5 times higher than
anthorized slaughter. Iliegal slaughterhouses
pose a major sanitation problem and health
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hazard calling for immediate intervention.
Popularization of decentralized low-cast
slaughter houses {Rs 300,000 per unit) has
emerged as a possible solution.

Most of the market places have arisen
spontaneously ata given location and have
evolved, sometimes over hundreds of years,
without any planning or consideration for
sanitation. These markets ar¢ often unclean with
no provision for proper gacbage and silage
dispesal. They do not have basic sanitary
facilities, thereby causing grave distress,
especially to women,

A growing proportion of Kerala population
depends on hotels and street vendors for ready
to eat food. There is a possibility of microbial
contamination of food due to improper storage/
handling or due to poor environmental
conditions. Thetefore, there is a need for
educating hoteliers and street vendors and raising
CONSUMET AWALENess.

The plastic carry bags ate creating problems
in the management of solid waste. Some of the -
local governments have already taken steps for
prohibiting the use of carry bags. The
manufacture and use of plastic carry bags with
less than 20 microns thickness has already been
banned. Studies are needed about use of plastic
and regulatory measures introduced.

The existing approach to Information,
Education and Communication (IEC) in
sanitation sector is training oriented, supply
driven, in-put based and not scalable. An
alternate approach, which is output based and
result-oriented with emphasis on capacity
building and flexible and demand deiven IEC
needs to be evolved. There is a need to locate
cultural barriers/rooted habits standing in the
way of translating knowledge in hygiene and
sanitation into actual practice.

®
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XV
DEVELOPMENT OF DALITS AND ADIVASIS

Dalits and Adivasts ate two communities that
have failed to partake fully in the remarkable
social sector achtevements that generally
characterise Kerala’s developmental process. As
a share in the population, Dalits form about 10
per cent and Adivasis form about 1.1 per cent.
In terms of the usual indicators of education
and health, the standard of living among Dalits
is lower than the State average, but much higher
than the national average. The incidence of
landlessness, homelessness and poverty among
Dalits are also relatively lower in the State
compared to the test of India. In 2001, the
literacy rate among Dalits in Kerala was 88.1
per cent and among Adivasis was 70.1 per cent.
The success of affirmative action has enabled a
small section of the community to move into
government sector employment. Nevertheless,
their occupations reveal lack of diversification
and backwardness; about 68 per cent of Dalits
were employed in agriculture and allied sectors
in 1991, whereas the corresponding State
average was only 48 per cent. The vast majority
is still trapped in low-income manual labour
activities. This reveals the weak economic basis
on which their social welfare gains have been
made.

The Adivasis have not been able to achieve
the social progress attained by the Dalits. About
88 per cent of Adivasis were employed in
agriculture and allied activities in 1991, But for
the literacy rate, the conditions of Adivasis are

deploeable in terms of housing, drinking water,
sanitation and health. The development process
has tended to pauperise them, alienating them
from their land, denying them access to forests
and making them victims of alcoholism. It may
also be noted that there are some tribal
communities are relatively more advanced, but
the above situation would characterise majority
of the tribal community,

Special provisions have been made in the
constitution as well as in the Five Year Plans for
the development of scheduled communities,
Today, the main instruments of plan efforts in
this direction are Special Component Plan (SCP)
fot Dalits and Tribal Sub Plan (TSP) for Adivasis,
besides the allocations for the scheduled
communities from the centrally sponsored rural
development schemes.

Special Component Plan (SCP)

It was the Janata governmentin 1977 that
integrated the allocations under different
departmental programmes for the development
of Dalits into a Special Component Plan. The
allocations from the vatious departments, taken
together, wete to be proportional to the share
of Dalits in the population. The projects
included in the SCP had to directly benefit Dalits
and were to be integrated into a single plan. In
1980, special central assistance was also started
to facilitate this integration process. In Kerala,
the planning and implementation of the SCP
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was decentralised to the districts in 1983.
However, the bureaucratic department planning
continued to be plagued with notional flow of
funds, irrelevant programmes and setious
shortfalls in implementation.

It was in this context that major changes were
made in the allocation, planning and
implementation of the SCP in 1996-97. Instead
of each department allocating the SCP funds,
funds in propottion to the population of Dalits
were earmarked in the plan outlay itself and
devolved to the local self-governments. This
measure put2n end to the departmental practice
of using notional flows and opened up
possibilities of involving Dalits in each locality
in setting their priorities, drawing up plans and
monitoring their implementation. Separate
discussion groups wetre mandated in grama
sabhas, development seminars and task force
meetings for the preparation of SCPs. Stringent
guidelines on the choice and implementation of
common infrastructural projects were
formulated. Special grievance redressal
mechanisms were also instituted. Later, 2
community facilitator was also appointed in
every panchayat.

The democratic decentralisation resulted in
reduction of leakage of SCP funds with the vast
majority of the projects being individual
beneficiary-otiented, such as in housing. The
infrastructure projects, such as roads, which are
amenable to misuse, constituted relatively small
percentage of the projects. In majority of the
panchayats, all Dalit families with house sites
have been provided with houses. With an
imaginative programme of providing house site
and house, it should be possible to provide
universal housing and also to ensure minimum
basic amenities in alt Dalit habitars. This is a
target that is achievable in the next five years.

Greater attention has to be paid to improve
the occupational mobility of Dalits through skill
upgradation and also to open up greater

opportunities in sustainable self-employment
programmes. Education should continue as the
main focus of the SCP even in the current phase.
Retention rates in the schools have to be
improved and the schemes for model residential
schools extended to all districts. Higher
education support schemes have to be modified
to enable Dalit students to make use of the
educational facilities in self-financing colleges
and also pursue higher studies outside the State,
The educational allowances and scholarships
should be enhanced and special incentives for
students of proven talents substantially enlarged.

Tribal Sub Plan (TSP)

Unlike the plan programmes for the Dalits
that were envisaged as separate components of
the general programmes, a different approach
was mooted for the Adivasis. The Tribal Sub
Plan focussed on the development of teibal areas
due to the special problems faced by the Adivasi
population. The TSP was to include both
development programmes as well as protective
programmes. Given the diffused sertlement
pattern of the Adivasi population in Kerala, TSP
could not be implemented in its true spirit. As
in the case of SCP, TSP was also decentralised
in 1983 to the district-level bureaucratic working
groups. However, its impact on planning and
implementation of tribal development
programmes was no different from the case of
decentralisation of SCP. A close examination of
the implementation of the TSP shows non-
expenditure of the allotted funds, misuse of
tribal funds for the development of general
infrastructure, irrelevant programmes, lack of
integration and corruption. Democratic
decentralisation initiated in 1995-96 under
People’s Plan Campaign did bring about a
qualitative change in the planning process as well
as the implementation of TSP.

The focus on basic needs in TSP under
People’s Plan Campaign was even higher than
that in SCP. However, an evaluation of TSP in



the first year of the Campaign showed very poor
participation of Adivasis, many instances of
misuse of funds for irrelevant infrastructures
and serious delays in the project implementation.
A number of urgent rectification measures were
undertaken to ensure greater participation of
Adivasis in the Campaign and check misuse and
leakage of funds through more stringent
guidelines, particularly for the infrastructure
projects. [t was mandated thatoorukoeottamsor
tribal village assemblies would be convened in
every hamlet to discuss the plan and thatno
project could be adopted by the local self-
government without the approval of the
oorxkoeottams. To facilitate the assemblies,
educated Adivasi youth were selected, trained
and appointed with a monthly allowance. There
are no scheduled tribal areas in the State and
the Adivasi population is today so diffused that
they do not constitute 2 majority in any
panchayat, Under the given circumstances, the
procedutes adopted for TSP ensures maximum
autonomy for the Adivasi community within the
existing panchayati raj system,

The UDF government seriously distupted
the democratic decentralisation process by
withdrawing the TSP funds from local self-
govetnments and resorting to the earlier
procedures of departmental planning. This
disruption had disastrous results. The plan funds
remained unspent and major irregularities
surfaced in the utilisation of funds. A portion
of the TSP has now been returned to the local
self-governments. The damage was, though,
done. Thesorwkoottamshad by then become
namesake and the cadre of Adivasi community
facilitators got integrated with the bureaucratic
machinery of the tribal department. The
development challenge today is to reactivate the
oorukoottams and make the TSP a truly
participatory ptocess.

Besides the developmental programmes,
majot protective measures are also to be urgently
undertaken in the tribal areas. The first is related
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to the land question. Itis not practically feasible
to take back all the alienated tribal land,
particularly those areas that have changed
owneeship to small landowners. Tribal
households that Jost land would have to be fully
compensated with alternative land and other
landiess Adivasi families would have ta be given
a minimum area for cultivation. The land
question has given tise to a new social ferment
among the Adivasis and struggles to occupy
surplus land and forest land. A solution to the
land question is the central developmental issue
related to Adivasis today. '

The second problem is related to the
traditional forest rights of Adivasis: the right to
collect minor forest produce and occupancy
tights for those living in the forests. The
traditional forest rights of Adivasis have to be
honoured and Adivasi co-operatives for the
collection and sale of minor forest produce

strengthened.

The third problem is telated to social
oppression, particularly the sexual abuse of
Adivasi women. Stringent legal actions,
supported by DNA tests and other modern
techniques, have to be adopted. The single
unwed mothers have to be given special social
support.

The social security systems for the tribals
would have to be strengthened to take care of
all exigencies of unemployment, illnesses and
unforeseen events. The Adivasi model residential
schools have been an innovative idea, which has
been proved successful, will have to be further

strengthened.
®
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XVI
' GENDER AND DEVELOPMENT

One of the paradoxes of Kerala’s develop-  Table .
ment is that the dramatic improvements in The educational indicators, such as literacy
conditions of life have not resulted in and enrolment rate, health indicatots, such as
commensurate improvements in the status of maternal mortality and institutional delivery, and
women or theit empowerment, This contmst.is demographicindicators, such as fertility rate, life
to 2n extent captured in the data presented in expectancy and sex ratio, with respect to women

Table 6 Selected indicators of conditions of life of women, 2001

Indicator . Kerala India
Sex ratio ' 1058 933
Life expectancy 759 61.8
Proportion of gitls martying after 21 years 63.0 259
Maternal mortality rate 140 407
Percentage of institutional delivety of women 93.0 33.6
Total fertility rate 1.9 2.9
Literacy rate 81.9 542
Median number of years of schooling, 1998-99 7.9 ' 0.0
Work participation rate 153 257
Unemployment rate (daily current status), 1999-2000
Registered crimes against women per lakh population 17.1 14.0
Percentage of women not involved in any decision
making in the household, 1998-99 7.2 94
Percentage of women notinvolved in decision making on
staying with parents/siblings afier marriage, 1998-99 40.3 51.9
Percentage of women with no access to money 33.3 40.4
Percentage of women who need permission to visit
friends and relatives 62.1 75.6
Petcentage of women who need permission to go to market 52.2 68.4
Source: Various official sources,




in Kerala are significantly better than the national
averages. The most well known ratio, of course,
is the sex ratio, which is 1058 as compared to
933 in India.

With improvements in education and decline
in fertility, one would expect that the female
work participation rate in economic activities
would rise. However, in the case of Kerala, the
female wotk participation rate has declined from
21 per centin 1961 to 16 per centin 2001, This
ts much lower than the male work participation
rate of 47.4 per cent and 50.2 per cent
respectively for the above years. While male work
participation rate has exhibited some rise in the
recent decades, Kerala is ane of the few States
in India where the female work participation rate
has continued to decline,

As we have already seen, agriculture and
traditional industries that account for a major
share of female employment has been in deep
crisis. The cropping pattern changes in
~ agriculture have been towards less female labour
absotbing ctops and technological changes in
the traditional industries have been female Iabour
displacing. In contrast, because of sex-typing of
jobs, women are not able to get an adequate
share of the new setrvice sector or modern
industry jobs. The small expansion of female
employment has taken place in trade, export
oriented garment industries, ICT and tourism.
The result has been a sharp rise in the rate of
female unemployment, which was 27 per cent
in 1999-2000, much higher than the male
unemployment rate in Kerala and the female
unemployment rate in India. The high level of
unemployment discourages women from
seeking employment and thus further
dampening the work participation rate.
However, these women who withdraw from
economic activities or are seeking employment
are forced by economic pressures to contribute
to family incomes through involvementin a
vatiety of subsistence related domestic
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economic activities. As a result, their work
remains invisible and unaccounted.

Not only has the work participation rate been
low, but women are also largely confined to low-
paying low-skill sectors and activities. Even
within the same activities, women get much
lower wages than men. Even the official
minimum wages reflect the discrimination
against women. A result of all these processes
has been that women are increasingly
marginalised in the development process in the
State. The number of female-headed households
has been rising and is about 22 per cent. Alarge
proportion of the BPL households are female
headed.

Despite the lower earnings of women,
women contribute significantly to the actual
family disposable earnings, particularly in the
lower strata. They are 2lso burdened with
domestic wotk and the participation of menin
domestic activities has been very lowand in no
way different from other States in India. As
shown by the data from the NFHS 1998-99,
levels of women’s autonomy in terms of
involvement in domestic decision making, some
of which are given in Table 6, are only marginally
higher than the rest of India. The rate of crime
against women has been higher than the national
average. The practice of dowry has become
more perverse and pervasive. Women have been
scarce in the leadership of socio-political
movements.

The riddle of women’s status in Kerala
cannot be resolved with reference to the
economic development process alone. Itis part
of a much larger socio-political phenomenon
involving traditions, institutons and ideology of
pateiarchy, The progressive movements in
Kerala, which have been successful against
outdated feudal institutions and norms, have to
develop an effective gender critique and practice
in the context of capitalist growth. We do not
intend to address this socio-political challenge
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in its totality in this document, but confine to
highlighting of certain development perspectives
that would be complimentaty to the larget socio-
political project.

The development policy for women in the
State has historically been welfare-oriented
resulting in rematkable improvements in the
educational and health conditions of women
that we have already discussed. However, the
content of education has tended to reinforce
traditional notms of patriarchy and its
overhauling remains a major task. There
continues to be gender bias in family planning
and there is lack of sufficient sensitiveness to
women concerns in the medical facilities. The
medical care institutions and the practice of
family planning are not sufficiently women-
frieadly.

Over time, there has been a shift in the focus
of development policy towards anti-poverty
schemes. The most important legacy of this
policy has been the Integrated Child
Development Scheme (ICDS), the largest
women-related development programme in the
country. It addresses some of the most
important practical needs of women. A major
policy change in this sector has been the
implementation of democratic decentralisation
and the transfer of anganwadis to LSGIs,
However, the transformation of anganwadis to
meet the requirements of pre-primary
education, nutrition supply, health care and
community centres for women have been

restricted by the rigidities of the vertical
programmes. Expansion of the facilities at these
centres, improvement in the services and
integrating them with the women
neighbourhood netwotks and the empowerment
programmes of the LSGIs are essential,

The People’s Plan Campaign was an
important landmark in the gender and
development policies of the State. Gender
equality was made one of the explicit objectives

of the decentralisation process and it was
mandated that every project under the local plan
should have 2 gender impact statement. Over
and above, every LSGI was to setapart 10 per
cent of their plan funds to projects whose direct
beneficiaries would be women and managed by
women. This component of the local plan,
known as the Women Component Plan (WCP),
has an average outlay exceeding Rs 100 crores
every year. A ctitical evaluation of the WCP
reveals that its focus continues to be poverty
and the projects address the practical needs of
the women. The empowerment components
that address strategic gender needs have been
few and weak. However, the potential of WCP
to generate gender awareness through
programmes that can break down the existing
gender division of labour, make women’s work
more visible and mass-based development of
popular education has been amply proved. The
challenge is to transform WCP into an
empowerment/transformation programme.

The most important innovative project that
evolved under People’s Plan Campaign and was
not followed up in the last five years was the
local women’s status report programme. Every
panchayat may be encouraged to prepare a
wormen’s status report. There may be a panchayat
level team that would act as facilitators for
leading a structured discussion on vatious
aspects of women’s status, documenting the
conclusions and preparing a report. The women
NHGs can provide the organisation for
undertaking the above activities. The report
pteparation can thus be converted into a self-
study and awareness programme spread over 2
couple of years. The resultant repore would not
only be a future guideline for future WCPs, but
also a basic document for discussions on gender
in the panchayat involving both men and
women,

The kudumbasree self help wotnen’s network
has been consciously designed as distinct from



the usual neo-liberal micro-credit paradigm.
Kudumbasree network has to be strengthened
ensuring the autonomy of the units and the
coordinating role of the panchayats. The
movement from micro-credit té micro-
enterprises will have to be carefully supported
by technical and marketing umbrella
organisations. The scope of kudumbasree has
to be widened without losing its anti-poverty
focus, Universalisation of kudumbasree nerwork
would enable the units to function as sub-sets
of grama sabhas and thus, an important
component of the local democratisation process.

The activities of the State Women’s
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Commission should also be linked to the LSGIs.
Jagrata Samities should be constituted in evety
locality as a watchdog against crime and violence
directed at women. These activities may be
included in the WCP. The Women Development
Corporation should be transformed into a
facilitator of the WCP. In a sense, gender
budgeting has been inbuilt into the local level
planning process. It has to be strengthened and
scope expanded for integrating gender inta the
State level budgetary policies as well through
such methods as sex-disaggregated beneficiary
assessment, expenditure incidence analysis, and
gender-aware budget statements and 5o on.
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_ XVII
POVERTY, SOCIAL SECURITY AND HOUSING

Poverty

According to official statistics of the
Government of Indiz, Kerala is one of the States
where the fastest reduction in poverty has taken
place. Between 1973-74 and 1999-2000, the head
count ratio (HCR, the proportion of poor in
the population} in rural India declined from 56.4
pet cent to 29.2 per cent; in the same period,
the HCR for rural Kerala declined from 59.2
percent to 10.7 per cent. As a result, Kerala’s
share in the allocations within centrally
sponsored rural development schemes has
sharply declined. However, the figures of recent
estimates of poverty have been disputed. The
NSS esumate, from which the money value of
consumption expenditure is taken, also provides
actual quantities of food consumed. Following
Utsa Patnaik, an independent estimate of
poverty based on ditect calorie consumption
indicates that there has been no significant
decline of poverty in Kerala and it remains at
high levels as in the past.

According the BPL survey of 1999, 36.5 per
cent of the households in Kerala were classified
as below the poverty line. We do not have the
outcome of the most recent survey undertaken
by the Rural Development Department. This
survey has been carried out on the basis of
exclusion criteria to identify the poot, rather than
an income cut-off. The kndumbasree scheme
also employs an exclusion criterion to identify

the poot. But the norms employed are more
specific to the Kerala sitvation. The estimate
based on kudumbasree statistics gives the share
of the poor to be 35 to 40 per cent. If the criteria
for the identification of the BPL families
employed by the Rural Development Ministry
are not revised to take into account the specific
features of the State, it would stand to lose
heavily in its share of funds from the central
poverty alleviation schemes.

There are broadly three types of schemes that
are oriented towards poverty alleviation. The
firstis the set of centrally sponsored schemes,
such as SGRY and Indira Awas Yojana. A recent
concurrent evaluation has indicated that the
effectiveness of the schemes in the State is less
effective than at the national level. A
reorganisation of implementation of these
schemes is necessary. The integration of these
vertical programmes with the local plans was z
thorny issue in the People’s Plan Campaign.
There is no rationale for these schemes being
independently implemented through the Rural
Development department when the L5GIs are
implementing similar self-employment and wage
labour programmes on 2 much larger scale as
patt of the local plans. Leaving aside the norms
determined by the central government,
administrative factors like the existence of Rural
Development department independent of the
local self government department and that of




the DRDA from the district panchayat are
tesponsible for this lack of integration. These
issues have to be resolved in favour of full
integration with the local level planning process.

From the current year, the major employment
programme, the Rural Employment Guarantee
Actis being implemented. According to the draft
tules of the Act that has been circulated, it is
mote likely that the REGA degenerates as what
happened to the food for work programme in
the State. The REGA has to be fully integrated
with the local planning process and should not
set up any parallel structures or processes. The
officers and administrative bodies of the scheme
should be fully under the respective LSGls. Itis
also necessary that greater options ate given to
the State to choose the types of development
activities that could be undertaken under the Act.
Given the serious nature of the agrarian crisis,
besides public irrigation and soil conservation
works, selected agricultural activities even in
private land, such as replanting of the tree crop,
should be permitted. The agrarian organisational
innovations like the labour banks provide the
ideal framework for the implementation of the
scheme. Finally, rather than choosing certain
districts, all grama panchayats who draw up
comprehensive programmes of employment
guarantee, integrating the schemes with the local
plans should be included in the scheme.

The second major anti-poverty intervention
has been the kudumbasree. We will be discussing
more about kudumbasree in the section on
gender and development. The importance and
feasibility of micro-credit has been more than
proved. While such efforts have to be
strengthened, it is important to move from
micro-finance to micto-enterprise so that
additional income is generated for the poor and
the burden of debt is reduced. If the micro-
enterprises are to succeed, their forward and
backward linkages should be ensured through
the local planning process.
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Thete has been a recent tendency to describe
micro-finance and micro-entetprise as a panacea
to the problem of poverty. Without denying it
significance, a fundamental clatification has to
be made. These are not going to succeed if the
macro policies undermine the main livelihood
of the poot. About 47 per cent of the poor in
Kerala are agricultural labourers, 26 per cent are
traditional industry workers and 15 per centare
artisans. It is a paradox that the UDF
government, whose policies have been
mindlessly undermining many of the traditional
occupations of the poot, should at the same time
choose micro-enterprise route to retrain them
in occupations that are not fundamentally
different from the traditional occupations. In our
document, our emphasis is on the protection
and promotion of the sectors where the poor
are mostly employed. Micro-credit and micro-
enterises can play an importanat, but only a
supplementary role. To make things worst, the
UDF government started to use the SHGs to
undermine the workers’ co-operative in
traditional industries like coir. These are
retrograde steps that would serve only to
generate popular reations against the SHG
movement.

The third major intervention for poverty
alleviation has been the poverty sub plan of the
LSGIs. Basically, the projects in the PSP may be
divided into two types. The first are the self-
employment and wage employment
programmes for the poor. The second are the
projects to provide for the basic needs of the
poor. Itis the latter type of projects that have
received priority in the local plans. The
expenditure by the LSGIs has to a large extent
offset the decline in government expenditure in
the social sectors. '

Every panchayat and municipality should
prepate 4 programme to guarantee basic rights
to every citizen in a time bound manner. House
for every houschold, electricity, water and
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. not carried forward by the UDF.

sanitation in every house is 2 practical objective
within the dmeframe of the 11" Five Year Plan,
Achievement of this target would be a major
step toward eradication of poverty in the State.

Housing

'The housing conditions in Kerala are supetior
than most of the States in India. At the national
level, while 52 per cent of households live in
permanent households, the corresponding share
in Kerala is 68 per cent. While an average house
in India has only two rooms, in Kerala there are
three rooms per house.

The imptovement in the housing conditions
in Kerala could be traced back to the
implementation of land reforms. Tenants who
teceived ownership rights to land and the
agricultural workers who became owners of
hutment land could aspire to build a permanent
house. In India, it is mostly the centrally
sponsored housing schemes that address the
housing aspirations of the poor. However, from
the one-lakh housing scheme in the early 1970s,
the State government in Kerala has been strongly
intervening to provide housing. This has beena
process that peaked with the People’s Plan
Campaign. About 6 lakh houses were built for
the poot by the LSGIs alone in this period. The
district panchayats of Kollam,
Thirvananthapuram and Thrissur prepared Total
Housing schemes for the distticts. Instead of
waiting for 10 to 20 years to provide houses for
everyone by sctting apart a share of its plan
outlay annually, they attempted to take a housing
loan from HUDCO, which was to be repaid
from the future flow of plan fund grants from
the State government in order to provide houses
to everyone immediately. The schemes, but for
in Thrissur (where the scheme was to be
implemented with COSTFORD), did not
involve loan component to the beneficiary and
did not incorporate innovative low waste
building technology. Nevertheless, it was 2 bold
innovative intervention that unfortunately was

‘The housing for adivasis has for long been a
problem area. The issue is not lack of funds but
it has not been possible to ensure the
participation of beneficiaries. The sense of
ownership was limited and the beneficiaries
expected the government to step in even for
normal house maintenance. As a result many
houses fell into disrepait. Involving accredited
NGOs in the implementation of housing
schemes for the adivasis have been more
successful. The house designs have to suit the
cultural lifestyle and needs of the adivasis and
should be implemented with active involvement
of adivasi assemblies.

Inthe last four decades, the housing styles
and construction materials used has undergone
a sea change. The roofs of 74 per cent of the
houses were thatched, or made of coconutleaf
of grass, which declined to 11 per cent in 2001.
In contrast, the share of concrete houses rose
from 0.1 per cent to 21 per cent in 2001, While
33 per cent of the houses in India were either
cemented or more costly materials, the
corresponding share was 72 per cent in Kerala.

On one hand, a large section of the
population has to make do with limited
resources. On the other hand, there are
extravagant houses, which are torally out of
proportion to the number of inhabitants. In
Kerala, the house is a statement of status. The
size of houses is larger compared those in other
States. This trend was fuelled primarily by the
inflow of remittances from the Gulf. The hard
working Keralite 2abroad would willingly pour
his savings into a palatial residence. Today, all
Keralites spend 2 substantial amount on building
a dream house. This trend has a disastrous
ecological impact through the depletion of
natural construction material.

The government should actively encourage
and propagate construction techniques which




minimize the exploitation of non-renewable and
energy-intensive tesources, preferably by
adopting these in public buildings. The
government should take responsibility to
provide land 2nd houses to the poor, providing
full subsidy. All others should have loan linked
programs, and even for the poor other than the
poorest, it may be a long-term subsidy
programme that can be implemented effecrively
through the kudumbasree network. Houses built
under subsidy schemes should have a minimum
time petiod before which the ownership cannot
be changed. Group housing in designed clusters
should be encouraged to make optimum use of
land, which is at a premium in Kerala. The norms
for beneficiary selection should be scientifically
fixed and stringently enforced. The activities of
all public agencies working in the housing sector
for the poot should also be coordinated through
the grama Panchayat for effective
implementation.

Social Sectirity

The State has been a pioncer in designing
and implementing social security programmes
for workers in the unorganised sector. There are
at present 23 Welfare Fund Boards covering
agricultural workers, major traditional industries
like coir, cashew, toddy tapping, bamboo
workets, artisans, handloom workers, beedi
workers, khadi workers, construction workers,
head load workers, tailors, fishermen and part-
time public ot related wotkers like anganwadi
workers, ration dealers, lottery sellers and even
traders, involving more than 50 lakh members.
Pensions are also provided to destitutes, widows
and disabled. There is also an unemployment
allowance scheme,

A common feature of all the welfare fund
schemes is the provision of pension of Rs 100
to 150 to members above the age of 60. They
also provide a package of educational, medical,
housing and ather benefits to working members.
The normal funding pattern involves a small
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monthly contribution from workers, a larger
contribution from the employers and a matching
grant from the government. A positive feature
is the involvement of trade unions in the
management of these funds. The major problem
of social security in the unorganised sectoris
the difficulty in finding the employer who in
most cases would be petty in scale making it
difficult to collect the employer contribution.
In Kerala also, the collection of contribution
from petty employers has not been successful,
either in agriculture or non-agricultare sectors,
except in a few sectors like head load,
construction and toddy tapping. Itis precisely
the latter type welfare funds that have proved
to be the most effective. The functioning of
welfare funds in these latter sectors has also
brought in an element of social regulation in
the functioning of these sectors.

In the export oriented unorganised sectors,
such as fisheries and coir, the welfare fund act
provides for a contribution from the exporters
also in proportion to their export turnover. This
approach of identifying the ultimate and indirect
employers proved to be a great success in the
initial petiod. However, these schemes have run
into crisis with the courts ruling in favour of
exporters who deny any employer-employee
relationships with the scattered workers in the
unorganised sector. Yet another problem with
most of the welfare funds has been heavy
administrative expenditure, which comes to as
high as 10 to 20 per cent. The government
contribution has also tended to be haphazard.
As a result, the pension payments are now in
arrears ranging from one to two years, The
payments other than the benefits have become
meagre.

As an immediate measute, the challenge from
the exporters has to be met through negotiation
and appropriate legislation. The tendency to start
new and separate welfare funds for each sector
of employment should be curbed, as it would
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increase the overhead and administrative
charges. The smaller funds in similar sectors
should be brought together to reduce the
overhead charges. Integrating the welfare fund
schemes in Kerala with social security schemes
proposed by the central government in the
unorganised sectors is necessary. It has to be
ensured that the central act takes into
consideration the special situztion in the State,

There have also been suggestions of 2 universal
social security scheme involving the entire
unorganised sector providing comprehensive
coverage. A Commisston inclusive of trade
union representatives should be appointed to
mazke sugpestions on increasing the coverage and
effectiveness of social security systems in the

State.
&
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XVIII
CO-OPERATIVES AND FINANCIAL INSTITUTIONS

The State has an extensive co-operative
netwotk of 12,457 societies covering credit,
marketing, consumer marketing, housing, SC/
ST, women, health and other sectors. Besides,
there ate 3342 co-operatives under the different
directorates, such as fisheries, dairy and
industries, These public institutions are also part
of the people’s movement and therefore, are
unique instruments of developmental
intervention, Though their expansion has been
part of public policy in successive Five Year
Plans, many of them, particularly in the industrial
sector, are also the outcome of trade union
strugples and resistance movements from below,
In the national co-operative movement, Kerala
has a relatively higher proportion in terms of
the number of co-operatives, deposits
mobilized, value of production and business
turnover. However, certain unhealthy trends
have been spreading in the recent decades. These
issues have to be addressed and the co-operative
movement further strengthened.

Taking advantage of some of the weaknesses
of the co-opezrative sector, the neo-liberals have
been demanding, in the name of “autonomy”,
that the co-operative sector should be divorced
from public control and support. The
Government of India and the UDF government
have been advocating what has come to be
known in Kerala as swasrqyaco-operatives. No
doubt, the autonomy of co-pperative institutions
and member control must be ensured. They
should also be commercially competitive. At the

same time, their role as an important public
instrument for developmental intervention
cannot be ignored and government financial
support will have to be continued. The co-
operatives present an important organisational
framework for implementation of many of the
sectoral policies that we have advocated in this
document.

Primary Agricultural Credit Sodieties (PACS)

The PACS constitute the primaty grass root
units of the co-operative credit structure. In
2004, there were 1655 PACS, of which 1600
were functional. The total paid up share capital
was Rs 409 crores and reserves of Rs 570 crores.
The total disbursement came to Rs 900 crores.
A total of 703 socicties were earning profits in
2004.

Nevertheless, the following disconcerting
trends are causes for worry. The share of
agricultural credit has been declining and was
as low as 23 per centin 2003-04. There has been
declining recovery rate and a sharp increase in
non-performing assets (NPAs). A tatal of 884
societies are making losses and the current loss
amounted to nearly Rs 400 crores. The
management costs have been rising and with the
recent pay hike, its proportion in the total costs
would reach an all time high. Instances of
unhealthy competition between PACS as well
as between PACS and other co-operative credit
institutions have been on an increase.

A reorganisation of PACS is urgently
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required by amalgamating and liquidating
unviable ones so that there is only one PACS
for every panchayat. The management costs
should be brought down to less than 2 per cent
of the working funds by increasing the volume
of business and productivity of the staff, The
training for the co-operators and the co-
operative employees has to be overhauled and
strengthened. The move for public recruitment
of co-operative staff is a step in the right
direction.

The accumulated loss of the PACS should
be wiped out and capital base strengthened. The
proposal of the Government of India in this
regard is welcome. However, the recent moves
to bting the credit co-operatives directly under
the supetvision of RBI and divest them of non-
credit operations are not acceptable. The special
strength of service co-operative banks lies in
their potential to directly link credit with the
provision of 2 wide variety of agriculture-related
services. The recent spurt in overdue is a result
of the deep agrarian crisis in the State that we
have already discussed. In a situation where
hundreds of farmers are committing suicide
because of debt trap, the trend in recovery could
not have been different. The government has
declared a moratorium and one-dme settlement
of the farmer’s debts, which is most welcome,
but the burden of debt amelioration has been
disproportionately falling on the co-operatives.
The commercial banks have been exempted
from such social burdens.

Credit has to be linked to specific agricultural
projects and the banks have to play a proactive
role in preparing such projects as well as
monitoring them. There must be close links
between the local self-governments and the local
PACS. The PACS could act as the banker for
the LSGIs and LSGIs can utilise the service
provision facilities of the PACS for the
implementation of the projects. The Kisan
Credit Card system must be further extended
and the scale of finance for various ctops must
be realistically revised.

Other Co-gperatives

The apex co-operatives at district and State
level should have monitoring and administrative
control over the PACS. However, the
functioning of most of the apex societies, but
for a few, is far from satisfactory. The present
unhealthy tendency for the State and district co-
operative banks 10 open branches in competition
with PACS should not be encouraged. These
apex institutions have large surplus funds, which
could be utilised for commercially viable
development projects in the State.

Majority of the industrial co-operatives are
cutrently sick reflecting the serious crisis that
has enveloped the traditional industries and the
policies of the government that are biased
towards the private sector. In our document, the
co-operative revitalisation continues to be the
focus of reorganisation of the traditional
industrial sectors.

The Anand Pattern Diary Co-operatives
(APCOs), which played an important role in the
expansion of animal husbandry in the State, has
a membership of 7.3 lakhs. They are currently
facing a crisis, which is partly a reflection of the
state of affairs of the apex society. The
MarketFed, the apex marketing society, has been
enmeshed in scandals, The RubberMark has not
been able to effectively intervene in the rubber
matket. In the context of globalisation, the co-
operative marketing societies can play an
important role to protect the farming
communities.

Co-operative Academy for Professional
Education (CAPE) was set up to establish
professional education institutions in the co-
operative sector. In the context of the
untregulated expansion of the self-financing
colleges, CAPE can play an important role in
setting up socially acceptable standards in
admission and fees. The health co-operative
sector is another new and rapidly expanding
sector. Qut of the 77 co-operative hospitals in
the State, 57 are functioning at an optimum level
‘The expansion of ConsumerFed through Neeth:



stores in the supply of medicines and gas
cylinders have proved to be popular.

Financial Institutions

NABARD and NCDC are the All India
Financial Institutions (AIFI) that are ditectly
related to the co-operative sector. In 2003-04,
Kerala recetved 4.5 per cent and 15.4 per cent
of the total disbursement by NABARD (Rs 342
crores) and NCDC (Rs 96 crores) respectively.
These figures are much higher than the
allocation to Kerala made by the other AIFIs
like IDBI, UTI and LIC. While Kerala received
6.7 per cent of the combined disbursement of
NCDC and NABARD, Kerala’s shate of overall
disbursements by all the AIFIs is only 1.2 per
cent.

The bulk of the NCDC assistance to Kerala
is for the Integrated Co-operative Development
Project (ICDP) for strengthening the co-
operative infrastructure including
computensation. However, Kerala has not been
fully utilizing the NCDC assistance. In 2004,
only 64 per cent of the allocation was utilized.
The attempt of NABARD to introduce 2 special
scheme for “model bankable agricultural
ptoduct” is 2n innovative proposal for increasing
the flow of credit to agticultural sector.

The credit deposit ratio of commetrcial banks
in Kerala is between 40 and 50 per cent, while
in Maharashtra and Tamil Nadu it is 80 to 90
pet cent. It is an indication of the leakage of
funds to outside Kerala through banking
channels. The usual response of the banks is
that they do not receive sufficient bankable
projects. However, we have just seen that even
with respect to AIFIs, whose credit decisions
are not entirely based on market criteria, the
share of Kerala in the disbursements is very low.
The banks also have to take 2 pro-active role.
Their refusal t do so was dramatically revealed
in the controversy that erupted during the
People’s Plan Campaign when the banks
declined to be involved at any formal level in
_the local planning process. More recently, in the
Initial phase of micro-credit expansion through
panchayats, the commercial banks were
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unwilling to get involved. Currently, we are
witnessing the same attitude with tespect to the
cducational loan scheme. The bank
managements alone cannot be blamed for this
situation. The national banking policy has been
steady moving away from social banking to a
narrow market and profit orientation. The
methodology for drawing up credit plans has to
be revised so as to integrate better with the local
level planning.

Besides the organised financial institutions,
there are a lazge number of non-banking
financial intermediaries and private
moneylenders in the State, who charge
exorbitant interest rates. The spread of co-
operatives, and more recently kudumbastee, has
helped to reduce the stranglehold of private

‘moneylenders. Nevertheless, the recent episodes

of violence linked to blade companies reveal
theit fraudulent practices and also links with
organised ctiminal groups who enforce their
recoveries. The real answer to this problem lies
in the public banking sector and co-operatives
making available more credit to the informal
sector, if necessary through micro-credit
organisations.

Chitties have been an important form of
efficient and reliable savings credit schemes that
have traditionally operated in the State. Though
there are many long standing companies with
teliable track record, the anarchy that was
spteading in the sector made it necessary to have
a rigorous regulatory tegime to ensure the safety
of public funds. The emergence of KSFE, a
public sector financial institution, helped to
make the chitty business more organised and
stable. However, the recent amendments made
to the law have raised widespread anxiety of
deregulation leading to the carlier anarchical
situation and undermining of the KSFE. There
is no sufficient information base regarding the
operation of NBFIs in the State. A
comprehensive enquiry into the informal credit
system in Kerala may be instituted so as to
regulate and strengthen the credit supply to the
informal sector. ®

103



£} TRIDICINNS C&08 alom cadminal 2008 querila aad

XIX
CULTURE AND SPORTS

Culture

Development being a social process hasan
important cultural dimension, The development
process in turn has significant implications in
the cultural sphere. Ata time when we are trying
to reorient our development strategy in which
people’s participation is an essential component,
an appropriate cultural milteu that promotes
secularism, self-reliance, sense of involvement
in social issues and unity of the people is
imperative. However, the present trends in the
cultural field are disquieting, The neo-liberal
ideclogies have been spreading among the
middle class and intelligentsia, The
demonstration effect produced by the migrant
population and commercialization of the media
has fanned consumerism. The cultural
degradation is also reflected in the gender
relations in the State to which we have already
referred to. Parallel to all these, there has been a
resurgence of casteist and communal ideclogies
reminding us of the characterisation of Kerala
as 3 ‘den of casteist lunatics’ by Swami
Vivekananda in the late 19* century.

It was the renaissance movements led by
social reformers like Sree Narayana Gury,
Ayyankali, Chattambi Swamikal,
Vaghbhatanandan and V. T. Bhattathiripad, and
the national independence movement and the
left movements that followed, which
democratized the socio-political institutions of
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Kerala and left deep imprints in its cultural life,
The art and literature of this period of
transformation not only reflected, but zlso
enthused and reinforced, the momentous
changes. A number of new cultural
otganizations like Progressive Writer's
Movement and institutions like Kalamandalam
emerged. Establishment of village libraries was
an important part of the nationalist movement
and trade union activities. The movement for a
uniited Kerala further nourished these trends.

The first popular government in Kerala led
by the Communist party tried to stabilise these
trends by the establishment of various academies
for literary and artistic activities, promotion of
the libraty movement and the development of
Malayalam as the official language in
governmental activities. These democratic and
secular traditions were continued by the
successive Left governments while the policies
of the Right coalition, whose cultural foundation
has been the notorious anti-communist
liberation struggle of 1959, have been a
counteracting influence. Globalization and the
rise of religious fundamentalism have
strengthened the reactionary tendencies into a
cultural retrogression. The new cultural milien
goes against the people-centered development
agenda and against resistance to the cultural
impacts of imperialist globalization, How to
meet the threat to our renaissance heritage and




unity of the people is a major challenge before
s,

A broad unity of the democratic and secular
forces in the cultural arena is necessaty to
confront the threats from imperialist
globalization and the rise of fundamentalist
forces. Cultural policies would necessarily have
to be informed and guided by the need for such
interventions. There is yet another context
within which we are examining culture as part
of the development agenda. The promotion and
strengthening of the cultural institutions is an
important component of the planned
development process.

At present, there are nearly two dozen
cultural institutions under the government and
it is not possible now to go into the functioning
of each of these institutions. However, the basic
approaches may be clarified. These institutions
should not be used for the pursuit of narrow,
sectarian interests, but must reflect a very broad
democratic and secular unity. Though theyate
public institutions, autonomy is vital for their
creative functioning. The urban and middle class
bias in the activities of these institutions must
be changed and their popular outreach
expanded. Thete should be greatet co-ordination
among organizations with similar objectives
leading to jointly prepared cultural action plans.
The activities of the academies should be
extended to the rural areas in a big way, with the
help of local self government institutions.
Preservation of our classical and folk art forms
should be given due importance. Facilities have
to be provided for establishing a deemed
University in Kalamandalam fot performing and
other arts. Most importantly, the financial
support from the State government for the
cultural sector has been meagre and thishas to
be substantially enhanced.

The library movement in Kerala whose
outreach extends to almost every ward in the
State is a legacy of non-formal education
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unparalleled in the third world countries.
However, for about two decades from the mid-
1970s, the library netwotk has gone into 2
process of decay for various reasons including
the political disruption of its democratic
character in the emergency petiod. A new phase
started in the mid-1990s because of the
promotional measures of the LDF government
and interventions by the LSGIs. The library
movement in Kerala is in the process of
redefining its role in the context of struggle
against globalization and the development
initiatives under democratic decentralization.
The grants to the libraries have to be
substantially enhanced so that the quality of
book collection is enhanced and modern
facilities, such as internet are widely available in
all libraries. The science movement in Kerala
has a tradition of more than four decades.
Science organisations and movements have a
significant role to play int the struggle against
obscurantism and the creation of a scientific
tempet. [t can contribute to better awareness
regarding the misuse of science and
development alternatives,

The development of Malayalam as the official
language should be earnestly pursued. The
publication activities of the autonomous
institutions under the government should ke
reviewed and a comprehensive programme
should be drawn up for realising the objectives
for which they were established. Development
of the language technology with 2 view to
promote local language computing in the
context of information technology, especially
at the local level, needs to be paid attention.,

The total newspaper circulation in Kerala is
more than 32 lakh. There are a number of
popular magazines that top the circulation list
at the national level. The State is soon likely to
have a dozen television channels. There is no
State in India where the mediz has so much
influence in fashioning public opinion as in
Kerala. Mcdiz has played an importan
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developmental funciion by disseminating
development information and also in
environment ceeation. One of the best examples
of such interventions has been the total literacy
campaign in Kerala. However, the trend of
commercialization, intense commercial rivalry
and vested managerial interests raise certain
doubts on how the vital developmental role of
the media can be played. Nevertheless, a free
and fearless media is important for the function
and success of a democtacy and the attendant
democraric rights should be respected and
strengthened. :

New mechanisms for ensuring the societal
role of the electronic media have to be explored.
Community radio networking and linking the
local self governments with local FM radio
stations for dissemination of information should
be taken up. Development of new platforms
Iike Internet/web based portals and
broadcasting will have to be encouraged.

The development of spotts is impottant not
only for its recreational purpose but alse for the
development of a physical culture, which is an
important factor in improving people’s health,
Currently, the field of sports suffers from
inadequacies in training both in terms of
infrastructural facilities as well as paucity of

qualified trainers. Lack of development of
sports medicine and doctors with sports -
specialization lead to many a promising career
being nipped in the bud by injuries. Atleast two
major spotts complexes with synthetic tracks,
hostel facilities, indoor stadium and facilities for
all the major games have to be created. The level
of promotion of sports activities and
sportspersons by public and private sector
companies is much below thatin other Indian
States.

The standard of the sports hestels must be
raised to SAI standards. The tonrnaments and
sports festivals have been declining in Kerala,
National tournaments must be encouraged.
Special attention ha to be paid to strengthen the
network of sports clubs. The Sports Council
must be rejuvenated. The district and lower level
sports councils must be resurrected. Kerala
Games must be restacted. The refresher courses
for trainers reorganised. The awards for the best
panchayats, colleges and clubs reinstituted, 2nd
the insurance scheme expanded. In shott, many
of the measures undertaken by the UDF would
have to be reversed. A special sports training
programme targeting 2016 Olympics has to be
drawn up.
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XX
NON-RESIDENT KERALITES AND DEVELOPMENT

In the opening part of this document, we
identified the non-resident Keralites to be one
of the key sources of contribution to the
additional investment requirement for
acceleration of growth, It is surprising that most
discussions on migration in Kerala have been
on rehabilitation, perhaps a legacy of the exodus
experienced during the Kuwait crisis of 1991.
The Gulf migrants who constitute more than
90 per cent of the expatriate Kerala population
are temporary migrants and have to return home
at the end of the contract period. It is true that
around 20 per cent of the migrants are not able
to recover even the costs of migration due to
short duration of contract or unexpected
termination of the contract. In the recent
decade, the earnings of workers in the Middle
Easthave also been sharply declining. Such Gulf
returnees would require government support for
rehabilitation.

However, majority of the Gulf returnees
with their foreign experience, skills and savings
are important assets whose integration with the
domestic economy can significantly conttibute
to the acceleration in economic growth. The
contribution of non-resident Indians in the
development of other States like Gujarat, not
to speak of the role of expatriate Chinese in
China, is an indicator of the growth potential
of a strategy consciously attempting to tap the
skills and savings of migrants.

As per one of the most recent studies on
migration form Kerala, the number of external
migrants is 18.4 lakhs and of them 90 per cent
are in the Gulf countries. The non-resident
Malayali associations consider this figure to be
a serious underestimate, The migration to the
western countries and that to the Gulf have been
two distinct streams. The former started in the
immediate post-independent period and also
included the remigration of Malayali expatriates
from Singapore to UK in the initial stages. The
major componernt of the western migration was
from the educated middle class in central
Travancore. Most of these migrants have been
working in the professional or semi-professional
areas and with the large-scale migration of
nurses in the recent years, the westetn stream

has further expanded.

However, in terms of number of migrants
and the remittance income, it was migration to
the Gulf countries from the mid-seventies that
has been much more significant. Even though
the workers to the Gulf are mostly unskilled and
skilled wage labourers and lower end clerical
workers and with relatively lower eacnings than
non-resident Malayalis in the West, being
temporary wotkers are compelled to remit their
entire earnings sooner or Jater to Kerala. Asmost
of them do not have families staying with them,
the rate of savings is also higher. According to
an estimate in 1990, an average non-resident
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Indian in the US remitted § 650, while the Gulf
worker whose earnings are one fifth of the US
migrant remitted $ 585.

A direct estimate made by Centre for
Development Studies, Trivandrum of the
remittance income gives a figure of Rs 18,465
crores in 2004. This formed around 20 per cent
of the NSDP. This comes to more than seven
times the central assistance to Kerala, Inclusion
of remittance income to the NSDP is likely to
raise the per capitz income of the State to a Jevel
30 pet cent higher than the national per capital
income. The Gulf migration and remittance has
been one of the most impostant economic
factors influencing the fortunes of Kerala
economy. It has transformed the regional
economy of Kerala that was charactetised by
low level of consumption-savings-investment-
growth to an economy characterised by high
level of consumption and savings.

However, as we have seen eatlier, this
transformation has not resulted in high level of
investment proportionately high level of
investment and acceleration of growth. The
consumption expenditure and investmeat in
housing by the Gulf migrants has had only 2
low multiplier impact on the regional economy.
The Guif migration petiod has witnessed a rapid
widening of the regional trade deficit. The high
savings of the Gulf migraats, as reflected in
bank deposits, has tennded to flow out to other
growth centres in India through the banking
channels. The non-resident Keralites cannot be
held responsible for this outcome. Itis only a
commentary of the weakness of out domestic
production structures and failure of policy
making in the State. Overcoming this weakness
and failure should be 2 mzjor component of our
development strategy.

The sectoral policies that we have discussed
would contribute to creating an environment
that would enable higher investment in each of
the sectors including the savings of the return
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migrants. However, a more important task is
how to attract the savings of current non-
resident Keralites into investment channels in
the State. It may be remembered thatin the
recent period, the deposits in the NRE accounts
has srarted to decline, as they have become
relatively less attractive than in the past. Besides,
the deposits in the normal banking channels
need to have no direct impact on investment
within the State. Therefore certain specific
measures ate requited to tap the savings of non-
resident Keralites abroad.

An important proposal in this context has
been to start a special financial corporation to
receive development deposits from non-resident
Keralites. These deposits would be for financing
specific projects whose detailed technical and
financial viability would be made available to the
potential depositors. They would be a guaranteed
return in the form of interest. The depositors
would receive additional bonus depending on
the returns from the project. Another proposal
has been that entrepreneurs could collect shares
from non-resident Keralites for viable projects
by guaranteeing employment to the investots ot
their nominees subject to qualifications and
availability of jobs. The government could stand
2s a facilitator in the process.

The mostimportant demand of the migrant
workers today is the need for a comprehensive
migtrant-friendly Emigration Act. The Kuwaiti
crisis and the numerous instances of forced
return have dramatically exhibited the
ineffectiveness of the existing provisions in the
Emigrarion Act of India. This Act requires
Indian emigrants to provide a non-refundable
migration fee and a refundable non-interest
bearing deposit equivalent to the return airfare.
This fund of hundreds of crores of rupees has
proved to be ineffective and only makes legal
emigration costly. Security deposit schemes
could be replaced by a repatriation-cum-
insurance-cum-welfare fund. The protection of



migrants at their workplace abroad has become
even morc important with the increasing
migration of women to service sector
employment in the Middle East and rising
reports of ill-treatment and denial of contractual
benefits. Countries like Philippines and Sri Lanka
have already comprehensively changed their
Emigration Acts based on contemporary
experiences.

The Embassies in the Middle East have to
play a more proactive role in the welfare of the
migrant workers. The present staff strength
cannot perhaps do justice to the task, which
involves regular contacts with far-flung isolated
wotksites. Given the high proportion of Keralite
workers, there should be more officers from the
State in the Embassies so that common workers
can interact more effectively with the staff.

The zit fare to Gulf from airports in Kerala
is much higher than the fares from other
international airports in India and also other
international air sectors. The explanation often
given is that the airports in Kerala do not come
under the open skies policy. This is one of the
longstanding demands of migrant wotkers from
the State. The budget aitline flights of Air India
have not been of much help. In this context,
the proposal for an alternative and independent
air carrier is very relevant. The airports have to
be modernised and the scandals involving the
customs officials have to be firmly dealt with,

The ODEPC, the public sector agency for
ptomoting employment in foreign countries,
could only help about 4300 migrants since its
inception form 1977. The functioning of special
departments for migrants started by the last LDF
government has also not been effective. The
governments of the Gulf migrant countries play
2 major role in opening up employment
opportunities for citizens abroad. Asis well
known today, the nationality mix of migrant
population in the various Gulf countries have
undergone systematic changes in the last three
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decades, which cannot be explained by economic
factors alone. Special orientation courses for
potential migrant workers will have to be
introduced. The boom in demand for nutsing
and other paramedical staff in the West should
be tapped by rapidly expanding the training
facilities in the State or helping the aspirants to
get the necessary training outside the State,

The inadequacy of the present information
system on emigration is a major limitation for
the analysis and realistic policy formulation. It
is not that data is not being collected, but what
is being collected is seldom made available. Only
a small proportion of the information currendy
being collected at various institutions connected
with international migration, such as passpost
offices, office of the Protector of Emigrants,
licensed agents, commercial banks, customs
offices etc is being even processed. Enhancing
the darta collection capacities of the existing
agencies connected with migration, mostly with
commonsensical changes in data collection,
format and coverage and ensuring timely
processing will be a big step towards overcoming
the data gap. They may be supplemented with
petiodic surveys.

Today, labout supplying countries arein a cut
throat competition that is resulting in lowering
of wages and labour standards. There has to be
greater multilateral understanding of wages,
labour laws, social security schemes and the
international code of rights of migrant workers.
It is also a paradox that in 2an era of shrill
demands for free international flow of not only
goods but also capital and services, labout
services alone are relegated to discriminatory
restrictions.

®
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XX1
ENVIRONMENTAL SUSTAINABILITY

In the last three decades, 2 number of major
debates on ecology and environment protection
took place in the State in connection with some
of the development projects. As an outcome
of these debates and also growing global
concerns, a new envitonmental awareness has
emerged in the State, The concept of sustainable
development has today entered into the
mainstream development policies. As is
reiterated in the programme of the CPI (M),
“comprehensive steps will be taken to protect
the environment. Development programmes
will take into account the necessity to sustain
the ecological balance. The country’s bio-
diversity and biological resources will be
protected from imperialist exploitation.”

As we noted in the introduction itself, a major
weakness of the development process in Kerala
has been the neglect of environmental
sustainability. Our survey of the development
problems in many sectors have highlighted how
such an attitude has today boomeranged on the
development process itself. Resource depletion

is a major problem of fisheries and forest sectors.

The degradation of the forests, reclamation of
wetlands, mining of the sands and filling up of
waterways and ponds have disrupted the water
cycle in the State contributing to the present
agrarian crisis. The soil érosion due to the
denudation of the slopes leads to silting of the
dams. As we noted, the cost of water and

clectricity foregone due to the silting of the dams
would itself far outweigh the income received
from the logging operations. We often neglect
the long run and indirect costs of the
development projects. It is understandable that
such considerations do not enter the profit-loss
calculus of private entreprencurs, However, a
society can adopt such a stance only at its peril.
The envitonmental problems of most of the
developmental sectors have already been
touched up on and they do not need to be
repeated here. Qur overall approach in this
document has been to integrate policies for rapd
economic growth with those for environmental
sustainability.

The most important task from the point of
view of sustainable development is to conserve
the surviving forests. We have already underlined
the importance of a detailed project, which while
preserving the virgin forest core for posterity,
would enable sustainable utilisation of forest
resources from the periphery, The economic
benefits from biodiversity and the genetic
tesources so preserved are incalculable. We also
underlined the importance of preserving and
documenting the biodiversity in the non-forest
areas also. '

The protection of wetlands is yet another
urgent task. Ashtamudi kayal, Sasthamkotta Lake
and Vembanad kayal have been declared as
Ramsar sites. However, the development




interventions in this area are yet to reflect the
considerations that we are committed to give
such areas. The Thanneermukkam Bund has
already wrecked the ecological balance large
parts of the Vembanad kayal system. The
environmental protection of wetland systems
and rivers are important from the point of view
of health, inland water transportation, tourism
development and fisheries. Like the Pampa river
action plan, a restoration project has to be drawn
up for some of the maost degraded areas. A
related issue is the protection of remaining
patches of mangroves in the State, none of
which is larger than a few square km.

The depletion of ground water resoutces and
decline of the water table is another growing
atea of concern. Though now confined to
certain blocks in the State, it can rapidly become
a State level problem given the low depth of
our ground water. Intrusion of saline wateris a
problem along the coastal areas and concerns
have been raised regarding seepage from latrines
into wells. Water pollution is caused by not only
industrial and urban wastes, but also increased
use of motor boats and wastes from tourist
boats.

In the energy sectot, conservation and
demand management measures were also
emphasised. Energy audit has to be made
mandatory. The promotion measures for non-
conventional energy have been weakened
substantially in the recent years, which have to
be remedied.

Sanitation has been given 2 central rolein
the urban development programme and in the
health programmes. It is also important for the
promotion of tourism, as it can also have
environmentally devastating results. We have
underlined the need to promote sustainable
tourism.

The traditional settlement rights of the
fishetfolk should be tespected while
implementing CRZ regulations. But under this
excuse, the entite regulatory regime is now
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frozen. Besides, the recent tsunami disaster has
raised fundamental questions regarding the
settlement patterns along the coast as well as
protection of the sea shote, The 150 km of sea
coast is under severe coastal erosion. Another
170 km also faces threat of coastal erosion.
Building of sea wall is the accepted technology
today. The 12 Finance Commission has given
a special grant to the State to build the sea wall.
There is no doubt that protective measures have
to be undertaken on a war footing in stretches
that are thickly populated. However, scientific
doubts have been raised regarding the feasibility
and viability of building coastal walls all along
the sea coast of Kerala. Without losing the
present momentum on sea wall construction, it
is important to think about alternative
techniques of protection also.

The floods and landslides have been
increasing natural disasters in the State. The
experience of tsunami has shaken our notions
about the ferocity of natural disasters. We have
to adopt a policy regarding natural disaster
management and undertake adequate measures
for preparedness to minimise the losses and for
tapid rehabilitation.

The State Technology and Environment
Committee (STEC) and the State Pollution
Board are the two agencies that are directly
entrusted with the regulatory and promotional
roles in the environmental sector. The setting
up of ENVIS has been an important step in the
collection and dissemination of environment
information. The annual report on environment
should not be just a compendium of
information but also a document to
systematically monitor and coordinate the major
environmental initiatives, The LSGIs have also
to be brought into the network of environmental
protection activities. They would play a vital role
in the preparation of watershed programmes,
sanitation and the preparation of biodiversity

registers.

o
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XXT11
STATE FINANCES

Our discussion of the sectoral growth
strategies underlines the importance of greater
state intervention. Therefore, the resource
situation of the State government and its
efficiency are of paramount importance in
implementing our development agenda, Though
a major share of the additional investmene will
have te come from the private sector, the
quantum of public investment has also got to
rapidly expand over the next decade. Itis in this
context that in this concluding part of the
document, we are discussing the dimensions of
fiscal crisis of the State government and critically
evalnating the government machinery and
governance and suggesting reforms that are
required.

Government finances in Kerala are in a fragile
state. Revenuc collections are not buoyant,
current expenditure is large leaving nothing for
capital spending and the debt burden is rising.
None of these problems are specific to Kerala.
Being so, it would be naive to expect wholly
Kerala-based solutions to these problems.
However, this is not a justification for
complacency at the State level,

Centre-State fiscal relations

In the Indian quasi-federal set up, revenue
mobilisation powers of the States are

disproportionate to their expenditure
obligations, especially in providing social and
economic services. Realisation by the founding
fathers of our Constitution of this problem,
often called “vertical equity”, as well as
differences in tax capacities across States, led to
the provision for devolution of taxes and grants
from the centre to the States by constituring
Finance Commissions every five years. Before
proceeding to discuss Kerala’s fiscal problems,
let us briefly place on record the issues at the
central and ali-State’s level.

At the Central level, the tax-GDP ratio has
been falling in the 1990s (from 11.4 per cent
during 1985-90 to 9.73 per cent in 2000-01 1o
2003-04) along with the expenditure-GDP ratio
(from 21 per centin 1985-90 to 18 per centin
2000-01 to 2003-04). Capital expenditure has
absotbed most of these cuts. The thrust of fiscal
consolidation has been on targeting fiscal deficit
as a proportion of GDP. The fall in Centte’s
tax-GDP ratio as well as the cut in investment
expenditures have adversely affected the States.
Since the centre has shifted to market
borrowings to finance deficits by abandoning
the monetisation route, its interest expenditure
has increased sharply. Since direct taxes have not
risen to compensate the cuts in customs duty
(undertaken as a part of ecanomic




liberalization), the expenditure-revenue gap has
also risen. The crisis, thus, is due to a fall in
revenue receipts and not due to a rise in
expenditure.

The fiscal problems of the States are mainly
consequential to the fiscal problems of the
centre. [ 15 quite interesting to note that despite
the States having less elastic sources of revenue
when compared with the centre, the tax-GSDP
ratio of the States have not fallen, though it has
2lso not shown any rise. As already stated, the
States shoulder a larger obligation with regard
to social services, which require large employee
strength. Consequently, salaries 2nd pensions
occupy a major portion of States’ expenditure.
Besides, interest payment on borrowings from
the centre is another big burden on the States.
The shift to market borrowings from central
loans also entails a rise in the cost of credir.
Almost all the States are borrowing to finance
plan expenditures, including its revenue
component, at a high cost. At the same time,
the shares of taxes and grants have not only
fallen, but also have been made conditional upon
the implementation of measures like deficit
targeting by the recent Finance Commissions,

Kerala’s problems, thus, are part of a national
problem. However, consequences of a fiscal
crisis can be more disastrous for Kerala, as it
could affect the sustainability of social welfare
gains, which were made possible with
considerable state intervention. Setvice taxation
is now a Union subject and outside the divisible
pool of Central taxes. As a result, the structural
pattern of Kerala’s economic growth, which is
service-sector dominated constituting 56 per
cent of the NSDP, has deprived the State
government of a large resource base. The export
orientation of the State’s production sectors is
yet another constraint to resource mobilisation
through commodity taxation by the State
government. In addition to these, there are also
impediments in tapping the existing resource
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base, as there is organised resistance to tax
collection in Kerala from certain sections.
Though certain steps can be taken, it has to be
recognised that in the given set up of Centre-
State relations, the scope for improving the fiscal
situation through measures at the State level is
limited. Keeping this background in mind, let
us examine the fiscal erisis faced by Kerala,

The fiscal crisis

The main indicators of fiscal crisis in Kerala
are the following (see also Table 8).

1) Tax buoyancy in majot taxes has come down.
In sales tax, the tax buoyancy declined from
an average of 1.3 between 1960-61 and 1990-
91 to 0.89 between 2000-01 and 2003-04.
Own non-tax revenue as share of SDP
declined from an average of 1.8 per centin
the period 1970-75 to 0.01 per centin the
period 2000-04. Central government
transfers as a share in the total revenue
declined from an average of 38.2 per cent in
the period 1970-75 to 25.8 per cent in the
period 2000-04.

1) While the revenues of the State stagnated,
the revenue expenditure continued to
increase primarily due to interest obligations
and increase in salary and pension payments.
The average shate of revenue expenditure
in SDP increased from 10 per centin the
period 1970-75 to 19 per cent in the period
2000-04.

2) The average share of revenue deficitin SDP
rose from 0.23 per cent in the period 1986-
90 to0 4.3 per cent in the period 2000-04.
Fiscal deficit as a share in SDP also rose from
an average of 4 per cent in the period 1970-
75 to 5 per cent in the period 2000-04. Most
importantly, the average share of revenue
deficit in fiscal deficitincreased from 36.4
per cent in the period 1986-90 to 75.9 per
cent in the period 2000-04.

3) There is a negative balance in current
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Table 8Indicators of State Finances, Kerala, 1971-75 10 2007-03

Ttem 1970-71 | 1975-76 | 1980-81 | 1985-86 [ 1990-91] 1995-96 [ 2000-01
to to to to to to to

197475 | 1979-80 | 1984-85 | 1989-90 | 1994-95( 1999-00 | 2003-04

Own tax-SDP share 43 6.3 7.6 94 94 9.5 93

Cvm non-tax SDP share 1.8 2.4 0.03 0.02 0.02 0.01 0.01

Share of central transfers

in total revenue 38.2 33.7 320 332 3240 28.1 258

Revenuc expenditure-

SDP share 10.0 13.0° 15.0 18.0 18.0 18.0 19.0

Revenue deficit as

share in SDP 0.2 0.1 01 1.3 1.6 28 4.3

Fiscal deficit as

share in SDP - - 0.04 0.05 0.05 0.05 0.05

Revenue deficitas

share of fiscal deficit - - -27.3 36.4 44.0 53.3 75.9

Public debt 25 2 share

of SDP 16.2 19.8 26.9 29.8 304 302 38.9

Capital expenditure as

share of SDP 4.0 4.0 5.0 50 40 3.0 2.0

Fource Computed from RBI databases.

revenues, which leaves no own resources for
plans. Borrowing finances the plan
expenditure to a large extent,

4) Public debt has been mounting from about
10,000 crores in 1995-96 to 37,452 crores in
2003-04. The high cost of debt is reflected
in the interest burden, which has increased
from 912 crores in 1995-96 to 2451 crores in
2001-02. Doubts regarding the sustainabiliry
of debt have been raised.

An examination of State level data shows that

chronic revenue deficits started appearing in *

State budgets from 1987-88, In Kerala's case, it
started appearing a little easlier — from 1982-83
onwards. But even before 1982-83, thete were
lutking signals of a fiscal crisis since the 1960s

with intermittent appearances of revenue
deficits. Before the late-1990s, Kerala was a State
with a low-income base and the slow growth in
incomes was given as one of the reasons for the
fiscal limits. Later on, when the State’s economy
started growing faster, the fiscal situation, and
especially the revenue situation, actually
worsened instead of improving. This was
because the emetging setvices sectot, which
grew the fastest, was outside the taxing powers
of the State,

Consequent to the fiscal crisis, the
expenditure on developmental sectors has
sharply fallen in the recent years (see Table 9).
A part of the decline is due to devolution of
plan funds to the panchayats from 1996-97. The



expenditure by the panchayats have not been
considered in working out the shares in this table.
As a share of the total expenditure (revenue and
capital), the expenditure on education fell from
about 23 per centin 1990-91 to about 17 pet
cent in 2003-04. The expenditure in medicine
and public hezlth as a share of the total
expenditure fell from 6.3 per cent in 1990-91 to
4.3 per centin 2003-04. In social security and
welfare, the share of expenditure in total fell
from 2.2 per centin 1990-91 to 1.1 per centin
2003-04. Similar declining trends can also be
noted in the case of nutritton, water supply and
sanitation.

Tax and non-tax revenues

The main revenue source of the State was
sales tax (till 1 April 2005) and excise duty, and

Table 9 Expenditure on major social sectors (revenue and capital expenditures) as a share of
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more than 40 per cent of the revenues came
from petroleum and liquor. Sales tax had a
natrow base with the fitst sales within the State
being taxed. Studies have shown that there has
been considerable evasion of sales tax in the
State. While a reform of the tax system was
overdue, itis debatable whecher what has come
in the shape of the present VAT will augment
revenues. Instead of an across-the-board
prescription of a “revenue neutral” tax rate
{(some experts have argued that 12.5 percentis
not the tevenue neutral rate for all States), floor
rates could have been prescribed, giving States
more freedom in fixing commodity specific
tates. Tackling tax evasion requires
administrative reforms as well as political will
and mass mobilisation.

total expenditure (revenue and capital expenditure), Kerala, 1990-91 to 2003-04, in per cent

Expenditute in social sectors as a share in total expenditure (Vo)

Education, | Nutrition | Medical Water | Housing| Welfare of Social
Year spotts, art and public | supply and SC, ST security

and culture health | sanitaton and OBC | and welfate
1990-91 22.97 0.19 6.30 1.95 0.33 1.55 2.18
1991.92 20.87 0.16 5.56 1.73 0.26 1.55 1.61
1092-93 20.89 0.14 5.27 1.63 0.22 1.28 1.49
1993-94 22.29 0.15 5.53 1.62 0.41 - 1.24 1.62
1994-95 22.67 0.17 576 1.48 0.43 114 1.59
1995-96 20.73 0.15 4.88 1.47 0.42 1.14 1.38
1996-97 20.35 0.15 4.64 1.30 0.43 2.46 1.49
1997-98 17.94 0.11 4,27 1.48 0.48 1.76 1.50
1998-.99 18.45 0.05 4.39 1.41 0.39 1.92 1.51
1999-00 20.23 0.03 452 1.41 0.36 1.52 1.24
2000-01 19.93 0.02 4.42 1.24 0.28 1.46 1.87
2001-02 18.82 0.02 4,77 1.00 0.26 1.31 1.66
2002-03 16.70 0.01 3.94 1.38 0.46 1.72 1.58
2003-04 16.88 0.01 425 1.76 0.46 1.64 1.12

Source Computed from Handbook of Statistics on Indian Econory, Reserve Bank of India,
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On the major and minor non-tax revenue
front, there is laxity in collection of taxes, such
as land revenue and lease rents. The bulk of non-
tax tevenue of the State (about 25 per cent) is
from forests and this is falling. Under valuation
of land and evasion of stamp duty is widespread
and is an area that needs urgent 2ttention. This
hutts the State in two ways: (a) by loss of stamp
duty; and (b) consequent income tax evasion,
which makes the shareable pool of the centre
smaller. :

The Approach to Fiscal Consolidation

Ous emphasis here is that a solution to the
fiscal ctisis, especially in a growing economy has
to be revenue-led and not based on deficit-
targeting, which more often than not results in
a cut in the funds for the needs of the poor and
vulnerable. Though economy in expenditure has
to be observed, attempts for across-the-board
compression of expenditures lead to deceitful
accounting practices and a denial of timely
disbursal of social security benefits to the poor
and unorganised sections {(that currently
constitutes anly 2 per cent of the revenue
receipts).

In Kerala, 2ll the recent efforts to achieve
ftscal consolidation have followed a deficit
targeting approach, and there has been no focus
on raising revenues. Deficit targeting adopted
in the FRBM Act is inflexible and the limit is
kept too low. In fact, the Kerala Act has put the
actual deficit target levels in the Acritself, while
the Central Act has put it in the rules to be
prescribed, thus providing more flexibility.
Deficit targeting also disregards the quality of
fiscal consolidation. There has been a
compression of expenditure in essential sectors
like health in the recent yeats (from about 11
pet cent of revenue expenditure during 1960-
61 to 4.9 per cent between 2000-01 and 2003-
04).

The State has not benefited from the
incentive criteria of the 11® and 12* Finance

usl

Commissions, despite having the third highest
1ax-SDP ratio among all States. This aspect has
not been adequately highlighted before the
centre or the Finance Commissions. The
normative method adopted by the Finance
Commissions has been widely off the mark
when compared to actuals. The State did not
receive any grant under Article 275 from the
11* Finance Commission and received only a
meagre amount of Rs 400 crores from the 12*
Finance Commission despite having high deficits
in the non-plan revenue account.

The attempt in the State to find a way out of
the fiscal crisis has to be under the following
broad framework.

1) We should try to mobilise more revenues
from the existing resource base through tax
administrative reforms and through mass
mobilisation to overcome the tax resistance
mindset. It is of utmostimportance that
the existing VAT system of uniform rates
be changed to floor rate, and the State be
allowed to impose higher tax rates on
luxury commodities. VAT system has
tesulted in a reduction in the incidence of
tax on luxury commodities from above 20
per cent to just 12.5 per cent. Stamp duty
reforms of fixing minimum land values for
different grades of land have to be
implemented. A detailed study of the major
2nd minor sources of non-tax revenues
should be undertaken for identifying
revenue potential. Even though Kerala can
claim the third position in India by measure
of tax-SDP ratio, if remittance incomes are
also taken into consideration, the rank
would be much lowet. Eaquiries have also
revealed that tax collection from the major
commodity sectors is much lower than the
tax potential, as revealed by the turnover.
All these point to the possibility of
increasing tax revenues by more efficient
collection.




2

3)

4

Selective economy in expenditure, as
against across-the-board expenditure
compression should be emphasised. The
recommendations of the BExpenditure
Commission made in the late-1980s have
remained largely unimplemented.

We have to effectively argue our case before
the centre for powers to tax services and
for the modification of the present
incentive criteria of the Finance
Commissions. We should press strongly for
transfer of the service tax and for changing
the present VAT system with common rates
across the States to a2 system with floor
rates. We should also strongly press for
raising the State’s share of the central tax
revenue from the present level.

Kerala Fiscal Responsibility Act 2003 is
impractical and even the UDF govetnment
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has admitted its failure and infeasibility. It
has to be drastically amended to change the
strategy and pace of fiscal consolidation
and made conditional to the central
government achieving certain fiscal targers
in its tax collection efforts and transfers to
the State,

Public debt would have to be restructured
through debt swaps and other appropriate
measutes to reduce the cost of debt. The
incremental revenue teceipts should meet
the incrementzl interest burden and
incremental primary expenditute.

The online computerised treasury network
would improve the budgetary controls.
Budgetary reforms to promote
departmental accountability, flexibility and
performance are also required.

®
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XXIII
ADMINISTRATIVE REFORMS

The State government machinery in Kerala
has played an important role in building up social
inftastructute, undertaking developmental
extension work, framing and implementing
radical legislations — in shott, in creating the
modern Kerala. The successive progressive
government that have come to power in the State
and the leftist strategy of mass mobilisation to
put pressure over the government machinery
even while in power and outside it have left deep
imprints on the bureaucracy. Further, the
widespread education and affirmative action
system in recruitment have ensured that a
considerable number from among the lower
strata have entered the bureaucratic hierarchy.
The unionisation of govemment employees and
the strengthening of fraternal relations with
other mass movements have also contributed
to the democratisation of government
machinery.

The process of decentralisation, which we
shall discuss in detail in the next section, was
another major step in the democratisation
process, qualitatively changing the interface
between the government machinery and the
people and generating considerable synergies.
However, the restructuring of the government

- at the grass root level requires an overhaul of
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the entire government machinery. The severe
fiscal constraint under which the State
government operates also underlines the

importance of economy and efficiency in the
expenditure of the state.

Itis in this context that an Administrative
Reforms Committee (ARC) under the
chairmanship of E. K. Nayanar was constituted
in 1997. It was the third of such committees
formed in the State, the first being under the
chairmanship of E. M. §. Namboodiripad and
the second under the chairmanship of M. K.
Vellodiin 1965, The first ARC was constituted
in the context of urgent administrative reforms
necessitated by the integration of Travancore,
Cochin and Malabar into the modern State of
Kerala and the launch of planning. There was
also a strong political will to make the
administration people-oriented and restructure
it to implement progressive measures, such as
land reforms and democratic decentralisation.
At the time of the second ARC, the sheen of
planning was wearing off and pressures of
growing welfare state was making themselves
felt. The second ARC suggested a few measures
to make governance clean and efficient.
However, fundamental reforms recommended
by the two ARCs, such as democratic
decentralisation, rationalisation of staff and
department structures, metit promotion, office
discipline, redefinition of secretariat functioning
both in the administrative and finance wings,
creation of Kerala Administrative Service and
financial discipline particularly in creation of



staff, could not be fully implemented over the
years. During the next four decades, the
bureaucratic departmentalism actually became
mote entrenched, corruption became more
widespread and cynicism became pervasive, The
democratic decentralisation implemented by the
LDF government was also a response to this
situation. The terms of reference of the third
ARC were set in this context.

The terms of reference to the third ARC,
quoted below, in fact gives the broad contours
of intervention that are urgently required in the
administration.

) To review the working of the
administrative machinery in the State and
the systems and procedures under which
it functions with a view to assess their
adequacy and suitability for a democratic
Government in a welfare State responsive
to the needs and aspirations of the people,
in particular the backward and weaker
sections of the society.

(@) In the light of the above, to suggest
measures calculated to improve the
efficiency of the administrative machinery
to enable it to cope with the
developmental activities in a welfare State.

(i) To suggest measutes including changes
in the hierarchical setup for the co-
ordination of the activities of the different
Government departments and the
Panchayat Raj and Nagarpalika
Institutions and for the avoidance of
overlapping in such activities.

(tv) To suggest measures for the further
decentralisation of the power at various
levels so as ta ensure expeditious despatch
of business in all public offices including
local bodies and maximum satisfaction to
the public.

(v) To suggest measures to eliminate delays,
lethargy, corruption and nepotism in the
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Administration and to make it result
oriented.,

(vi) To suggest measures to cut unnecessary
and avoidable paper wotk and for using
modern management techniques in
administration.

(vi) Generally to make any other
recommendation arising from the above
matters or incidental to them or
considered necessary or appropriate ta the
Committee,

The ARC focussed on concomitant reforms
that are required outside the area of
decentralised sectors, as the Committee of
Decentralisation of Powers (populatly known
as Sen Committee) had already made
suggestions for institutionalising decentralisation
and further deepening and expanding the scope
of the local self-governments. The four-volume
teport and the recommendations of the third
ARC constitute the basic agenda for futute
administrative reforms in the State.

In the first report, the Committee gave
recommendations for the following themes: (a)
Citizens’ Charter; (b) Transparency and Right
to information; (c) Public grievance redressal;
and (d) Application of these themes to LSGs.
With regard to citizen’s charter, not only the
concept but 2lso detailed procedures for
preparing them were laid down, Though
legislation was required to ensure right to
information, a beginning could be made through
executive instructions. A number of measutes,
even department-specific, were made for
improving public grievance redressal. A State
level social audit panel under the chairmanship
of a retired judge and consisting of eminent
non-officials, a minister and the leader of
opposition was also recommended. -

The second report of the ARC dealt with
the monitoring of movement of files,
attendance and the use of information
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technology. It was recommended that an
attendance monitoring system should cover the
entire Secretariat in the first phase and extend
to all the offices of the head of departments
and other important district level offices, which
have high public interaction, in the second
phase. A Centralised Computerised File
Monitoring system was to be introduced to
enable tracking of individual files, assessment
of workload of individual officets and
monitoting of delays. This system was to be
linked to Enquiry Counters.

The third report dealt with reforms in the
Finance Department. The Committee dealt with
(2) smoothening of procedures in the Finance
Department for improving the quality of
consultations and speeding of clearances; (b)
enhancing the delegation of administrative
departments'and heads of departments basically
to bring them up to date and to enable tackling
of special problems; (c) rationalising economy
controls; and (d) improving interactions between
the finance and administrative Departments.

The fourth report dealt with personnel
reforms. Detailed recommendations were given
for improving the efficiency of the Public
Service Commission (PSC). It underlined the
importance of capacity building and setting
apart at least 2 per cent of the plan budget for
human tesource development. Induction
training for every category staff and on
promotion was also recommended. The training
policy and institutional mechanism for
operationalising it was also addressed by the
Committee. It reviewed the placement and
transfer policy and also discipline among the
employees.

Animportant issue to be addressed is the
reforms in the Secretariat so that it does not act
as 2 log in the wheel of technical departments
and also the process of decentralisation. There
is also the urgent task of implementation of
the Right to information Act. The UDF

government has exhibited no enthusiasm to
create the necessary conditions for the
implementation of this Act. Kerala should be
the model in bringing in transparency in
govemmnance.

There a few recommendations of the ARC
to which employees have reservations. Barring
them, there has been a consensus regarding the
recommendations. The report of the ARC,
along with the report of the Sen Commirree,
constitutes the agenda for administrative
reforms. The recommendations of the latter
were complied with to an extent, largely because
of pressures generated by the People’s Plan
Campaign. However, the recommendations of
the former have remained largely
\inimplcmentcd, except for a few simple
correctives in areas where there wete obvious
deficiencies. Many of the more fundamental
changes in procedures, systems and institutions
suggested by the two committees remain
unimplemented. With respect to
decentralisation, changes in the legislative
framework have been made, but rules and
manuals remain unchanged.

The reasons for the above situation cannot
be different from the analysis made by the third
ARC on why the tecommendations of the first
and second ARCs were not implemented. The
conclusions reached by the third ARCin this
regard are quoted below.

(1) The Reports of the ARCs had a total vision and
the recommendations emerged out of this
holistic view of the administrative set-up. The
recommendations were organically linked and
piecemeal implementation did not yield the
desired results and reduced their impact.

(2) The earlier reports were submitted at one go.
This necessitated follow up at vatious points at
various levels, more or less simultaneously. Since
the Committees were wound up after the
submission of the repott, no continued
interaction was possible to clarify perceptions
ot to monitor follow up action.



(3) The recommendations of the Committees were
often terse and precise. However in a
government set-up, this called for processing and
fleshing out before the suggestions could be
operationalised. They needed to be transmuted
into usable form, which required a lot of work.
This was too much to expect from 2 bureaucratic
systemn. Ctitical recommendations got entangled
in the red tape that can tie up in knots any
innovative suggestion and strangle any attempt
to change.

{4) The monitoring of implementation of the
accepted recommendations was not well
organised. Time limirs were either not set or were
ignoted. Since an Action Taken Report was not
to be prepared by the Government, there was
natural laxity in cartying the recommendations
to their logical end.

(5) Some of the recommendations of the earlier
two Committees were very fundamental ones.
Reforms like decentralisation upset status quo
and threatened to dislodge entrenched intetests.
Such recommendations raised opposition from
affected interests or, even more dangerously,
cteated a consolidated, silent bur firm
checkmating of reforms by these interests. The
possibilities of disturbing the existing
equilibrium often weakened political resolve.

History has repeated itself. During the past
five years, the UDF government paid little
atiention to the recommendations of the ARC
and the Sen Committee. Instead, new
consultants were appointed to draw up the
details of 2 new Modernising the Government
Programme(MGP). Though there has been much
talk about e-governance, the concrete
achievements in this sector have also been
scanty. This is an aspect thathas not been dealt
with sufficiently by the carlier ARCs and
therefore merits a brief discussion. A high level
empowered committee shall be set up to guide
and monitor the implementation of the
recommendations of the ARC and the Sen
Committee with necessary modification, if any
are required in the light of the
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E-governance

The primary objective of an e-governance
programme in the state should be the
implementation of the administrative reform
measures outlined by the ARC. Departments like
commercial taxes, treasurics, transportt,
agriculture, other development departments,
police and courts, which were not covered by
the ARC, would also have to be included. The
overall focus should be to improve service
delivery to the citizens through integrated service
centres comprising of FRIENDS
janasevanakendrams, IKM janasevanakendrams

‘and AKSHAY A kiosks. Service delivery options

should include e-procurement, e-payment, e-
certificates and e-information. The State-wide
Area Network connectivity should be
substantially connected and extended up to the
grama panchayat level. The participation of the
private sector should be sought in extending
these services and related infrastructure without
compromising on the rights to access of the
public.

The focus of implementation in the
commercial taxes department should be to plug
the losses of revenue and reduce corruption; in
teeasuries to manage float electronically; in the
transport department to provide automated
transport services, traffic control and accident
prevention measures; in agriculture and other
development departments to facilitate
knowledge management for small and medium
enterptises and farmers to enhance production
and productivity; in home department to
establish an organised crime-management
systern and forspccdyd:sposa! of litigations and
suites in courts.

The e-governance applications should be
distributed widely and a state information
infrastructure should provide for the
transtnission for MIS information over the
network. The application should invariably have
language interfaces in Malayalam, Tamil and

1
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Kannada. Graphics, CAD and GIS information
should be integrated with the text wherever
required, E-governance applications should
mature from front-end solutions to back-end
solutions, eventually ending up in Business
Process Re-engineering. Common facility
centres should be established through out the
State for capability building, technical support
and handholding. A State Information Service
(SIS) should be established within the State civil
service to lead the e-governance initiative for
which resources need to be mobilised.

Choice of technology to be used would have
to be made at different periods based on
concrete znalyses of concrete situations,
Nevertheless, as 2 policy, free/open software
technologies that are emerging as major business
opportunitics in e-governance as well as in
content building education will have to be
promoted. Purposeful strategies to promote
competition and reduce monopoly and
overdependence on specific technology
providers and related operating systems should
be worked out in the provision of e-governance,

@
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XXIV
DEMOCRATIC DECENTRALISATION

In the previous section, we have alteady
referred to the fundamental transformation that
has been talking place in the powers, tesources
and functions of Local Self-government
Institutions (LSGIs) during the past one decade.
Today, Kerala stands in the forefront of the
democratic decentralisation process in the
country, This transformation was initiated
through the People’s Plan Campaign between
1996 and 2001.

The launch of the People’s Plan Campaign
in 1996 represented a fundamental break with
the past when more than 35 per cent of the
annual plan outlay of the State was devolved to
the local self-governments in one step. More
than three-fourth of this amount was in the
form of untied grants. Maximum autonomy was
ensured in the exercise of LSGI functions.
However, it was laid down that before the local
self-governments would claim funds, they had
to prepare Annual Plans in a transparent and
participatory mannet.

The participation of all sections of people
in the grama sabhas and other forums of the
planning process transformed the planning
process into a mass movement for
decentralisation. The People’s Plan Campaign
empowered the local self-governments to
prepare local plans as well as to implement them
despite the fact that necessary preconditions had
not yet been met. The necessary statutory

changes had not then been formalised. Adequate
staff was not yet redeployed. The formal
information base had also not yet been created.
The elected representatives and officials had no

- experience of training. These pre-conditions

were to be created in the process of
decentralisation itself, It was at the juncture of
institutionalising the radical changes brought
about by the Campaign that the LDF lost the
elections and the UDF came to power in 2001.

Unlike in 1991, when the UDF government
scuttled the District Council reform, they did
not dismantle the entire decentralisation
structures and procedures. Yet, they have
reduced the plan grants to the local self-

governments, created administrative hurdles by -

introducing a large number of vertical
programmes and paralle] bodies, revived the
DRDA and did not grant the full complement
of redeployed staff. Some of the powers of the
LSGIs were modified or taken back. The
people’s participation was seduced into a mere
formality. There was all around
bureaucratisation.

People’s Plan Campaign, despite its many
achievements, had many limitations, Such
weaknesses were inevitable because we were
taking an unchartered course. People were
learning-by-doing. Therefore, these would always
be scope for rectification and improvement. The
People’s Plan Campaign had itself identified the
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tequired remedial measures. Qut strongest
criticism against the UDF is that for the last five
years, they refused to address any of these issues
that had been identified. Most of the new
initiatives have been put to cold storage in the
last five years.

We consider the following to be the major
issues that have to be addressed to take
democratic decentralisation process forward.

1) The procedutes of planning by individual
LSGIs have withstood the test of time and
do not require major modifications.
However, the most important weakness of
the present planning process is with regard
to integration. There are considerable gaps,
duplications and contradictons between the
different tiers of the government. The
district planning process that had been
initiated in 2000 has to be revived. The
district plans would consist of 2
macroeconomic development perspective
for the district as 2 whole and an aggrepation

- and critical review of the plans of different
tiers of government in the district. From
such 2n exercise, district-specific guidelines
for plan preparation have to be drafted taking
into account the macroeconomic
specificities and development potentials of
each district. The District Planning
Committee (DPC) would undertake the
exercise with the participation of LSGIs and
the help of professionals. The DPCs will
have to be strengthened in order to
undertake this task. District Plans would be
the standard of reference and instrument of
integration of the local plans. The scope of
vertical programmes would be drastically
reduced. Planning rules would be framed.
Plan and new budget manuals would be
instituted before the 11* five year plan,

2) Another major problem with the present

planning process is related to the projects
and programmes in the productive sectors.

3)

The local level planning in these sectors have
not risen to theit expectations in terms of
their innovation, comprehensiveness and
effectiveness. Before we enter into 2
discussion on the measures to improve the
quality of projects, a major concern
regarding the quantum of investment in the
productive sectors has to be noted. The
sectoral guidelines had prescribed thatz
minimum of 30 per cent of the plan grants
be spent on productive sectors and the
investment in roads and infrastructure
should not exceed 30 per cent. In the tenth
plan period, the sectoral guidelines were not
seriously implemented. As 2 result,
calculations show that agricultural
investment has drastically suffered. This
needs to be urgently rectifted. In this context,
the suggestion of the State Planning Board
that the sectoral guidelines be removed
entirely is a virtual abdication of the
responsibility of overall planning.

In the agricultural sector, comprehensive
watershed development plans have to be
prepared for every miécro-watershed, which
would be integrated at meso- and macro-
levels. In 2000, every micro-watershed in the
State was mapped, brief reports of them
presented before thegrama sabhbas, which
elected the watershed committees. The
watershed committees have become defunct
since then. They have to be revived and
strengthened with necessary expertise and
information support to prepare micro-
watershedplans. The micro-watershed plans
would be integrated into sub-watershedplans
and thereafterinto watershedand river basin
plans. For this purpose, watershed
committees of experts, elected
representatives and volunteers of the
appropriate tier would be formed at sub-
watershed, watershed and/or river basin
level. The watetshed plans so drawn up and
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3)

approved by the DPC and by the Planning
Board for inter-district river basins would
form the basic document with reference to
which the annual choice of projects have to
be justified. Peasants and agricultural
workers would be mobilised on a large scale
with the help of their mass organisations for
the preparation of mricro-watershedplans. New
land and water management institutions,
Labour Banks, Group Farming Samities ete
would form important components of the
watershed plans.

There has been a mushrooming of micro-
enterptises as part of the planning process.
However, the present experience is that most
of the units do not survive due to problems
related to technological choice, inadequate
technical and managerial training,
inconsistent quality and marketing problems.
As we have already noted in out discussion
on industry, the micro-enterptises have to
be developed in clusters. Effective linkage
has to be established between community
polytechnics, engineering colleges and
research institutes for providing technology
and finding solutions to problems that crop
up. Umbrella matketing organisations at the
distzict and block level have to be set up. At
present, the LSGIs have been largely
delinked from the co-operatives. This
situation has to be reversed. Industrial co-
operatives form an important mode of
industrial intervention for the LSGIs.
Necessary protocols for this purpose have
to be prepared.

Integrated health plan is another instrument
for improving the quality of local plans. The
focus would have to be on prevention, early
detection and community monitoring. A
multi-sectaoral intervention strategy of
nutrition programmes in anganwadis, safe
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drinking water, total sanitation, health
monitoring and preventive measures and
strengthening the health infrastructure
should constitute the main components of
the health programme. Monitorzble
indicators of health would be fixed as targets.
Theprimary health centre - ssub-centres —
anganwadis — kadumbasree NHG swill be the
basic organisational framework.

Improvement of the services from the
offices and establishments transferred to the
LSGIls is one of the most important
challenges. A social audit of the functioning
of each institution should be undertaken
with the participation of all the stakeholders,
and office procedures and norms should be
fixed and published by the LSGIs. This
would form the basis of the citigen’s charter.

Though there has been much talk on

institutionalisation, very little success has

been achieved under the UDF government,
except in staff redeployment. Even the
extent of staff redeployment has been less
than what the Sen Committee had
recommended, and many of the redeployed
technical staff has since reverted to patent
departments. No new rules have been
framed, ot manuals prepared. Instead, the
UDF government has destabilised many of
the measures undertaken earlier for checking
corruption and strengthening LSGls. The
Ombudsman has been reduced to 2 one
member commission, District Rural
Development Agency (DRDA) revived,
departmental control over transferred
institutions strengthened, performance audit
transformed into yet another version of
financial audit and the State Development
Council given up. A plethora of new vertical

“'programmes have been started and parallel

authorities and boards set up. MLAs have
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8)

9

been granted special area development funds
for underraking developmental projects that
properly belong to the domain of the L3GIs.
The TSP was withdrawn from LSGlIs,
though it has been partially restored. Some
of the legislative enactments to create special
tourism zones and on irrigation have
significantly encroached upon the powers of
the LSGIs. The above trends have to be
reversed. It is important that the .rural
development department and local self
government department be integrated and
DRDA merged with the district panchayat.

The full complement of staff, as
recommmended by the Sen Committee, would
have to be made available to the LSGIs. The
ptimary control of the transferred officials
and institutions should be with the LSGIs.
In the long run, szlaries and other non-plan
expenditures in relation to the redeployed
department officials should also be
transferred. The Sen commirtee
recommendation of a special administrative
officer as the chief executive of the grama
panchayat is very important. DRDAs should
be integrated with the district panchayats and
the BDOs have to be redesignated as block
panchayat secretarics.

Regarding the plan implementation,
following are the major issues, (a) The
beneficiary selection procedure should be
reviewed and strengthened to ensure that
apptoptiate criteria are fixed and
beneficiaries are not equally allocated 1o all
wards irrespective of need. (b} The
beneficiary committees have to be
encouraged with rigorous safegnards and
deterrents against benami operations. (c)
Monitoring committees should be made
mandatory for all projects.

10) The allegations that decentralisation has

incteased corruption are baseless, It has only
made corruption more visible and therefore

enhanced the possibility of correction. To
strengthen this process, the following
measures may be adopted, (a) Awareness
campaigns on the Right to Information Act
may be organised. (b) Ombudsman and
tribunals may be strengthened. {(¢)
Procedures for social audit may be
formalised and made mandatory. (d) The
audit comments may be communicated to
grama sabhas. (¢) An audit commission may
be formed.

11)The need to strengthen the Women

Component Plan (WCP) and kudumbasree
has already been discussed in the section on

gender and development.

12) The SCP and TSP, particularly the latter, have

been weak links in the local planning process.
The procedures have been amended to
ensure thatoorukooztamsare separately
convened to discuss and decide on the
programmes in TSP, Similarly, separate
discussion groups are mandatory at the
grama sabhas and development seminars for
the SCP. SCP and TSP also are to have
separate task forces. The social animators
who were conceived to play a leading role in
the effective functioning of the above bodies
have not risen to the expectations. This
situation needs immediate rectification.

13) The fund devolution practice of the UDF

government has attracted sharp criticism.
While it is true that there was a cut in plans
in the year 2000-01 during the rule of the
LDPF, it has become a normal feature year
after year under the UDF. Because of the
public process of plan formulation, arbitrary
reduction in plan size creates severe strains
on the public relations of LSGIs. Even the
formal allotment of plan grant-in-aid in
2005-06 came to only about 25 per cent of
the annual plan outlay. Further, all unspent

balances in the account lapse to the State

government at the end of the financial year.



Between 1996 and 2001, 25 per cent of the
pian fund allocations were permitted to be
carried into the next year by the LSGIs. This
healthy practice has been given up and local
governments are under pressure to spend the
entire amount by 31 March under the threat
of lapse. The delay in the release of funds
and restrictions of fund withdrawal from the
treasury makes it inevitable that a significant
portion of the funds is lost at the end of
every financial year.

Greater incentives will be built into the
devolution formula for additional resource
mobilisation by the LSGIs. Greater
coordination between the co-operative
sector and local level planning is also relevant
in this respect.

14) The limitations of grama sabhas in Kerala

are well known. Nevertheless, given its
constitutional character s the grass rootlevel
patticipatory forums, their importance
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cannot be understated. An important step
to improve the quality of deliberations and
participation in the grama sabhas would be
to link the kadumbasree NHGs to the grama

sabhas. The kudumbasree NHG houscholds
with their menfolk and other non-member
households would constitute an NHG that
would meet before each grama sabha
mecting. There may be an executive body
(ward development society) and an office for
the grama sabha. The trend in the nature of
participants in the planning process has also
been disconcerting, The middle class and the
educated have been withdrawing from the
process. Ithas to be reversed. Itinvolves the
creation of appropriate special forums and
roles for different strata of people. In this
regard, the populist notions of abolishing
expert committees, task forces etc mooted
from some quarters are counterproductive.
The involvement of the local academia and
the retired professionals has to be ensured.
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SOCIALISM TODAY: CHALLENGES
SITARAM YECHURY

Below we reproduce the speech made by Sitaram Yechury, CPI(M) Polit Bureau member,
at the panel discussion organised by the Social Scientist and Social Science Probings
at the World Social Forum, 2004, Mumbai on January 17.

AT the outset, we ace extremely heartened
and grateful that mote than tweaty important
Communist Parties of the world — from the
socialist, developed and developing countries —
are participating in this programme.

I consider it both an honour and privilege to
initiate this discussion. I would, however, choase
to provoke a discussion! On the basis of our
modest efforts in India and based on our
experience, I wish to place before you seven
points in the nature of a healthy provocation!

No matter what we may think 2bout the
actuzl experience of socialism in the past, one
thing is undeniable. It was the first time in human
history that 2 society had come into being not
spontaneously, not on the basis of the
spontanecus movement of history independent
of human will, but on the basis of human
conception, Katl Marx had remarked in Capita/
that the difference between the best bee and the
worst architect is that the architect, unlike the
bee, erects 2 structure in the mind before
erecting it in reality. Socialism is the first structute
of society that was first etected in the mind
before it was erected in reality. True, what came
into being might not have fully corresponded
to what was in the mind; nonetheless socialism,

even 3s it existed, was the first non-
spontaneously evolved mode of production in
human history. Quite apart from its historical
significance in establishing the rule of the
hitherto exploited classes, in defeating fascism,
in enabling the oppressed nations to liberate
themselves from imperialism and in forcing
capitalism, however transiently, to adopt welfate
state measures, this aspect of socialism, of
representing the first grand effort of mankind
to transform a vision into reality, must never be
lost sight of. In fact, socialism defined, to a
significant extent, the contours of human
civilisational advance in the 20 century and left
an inerasable imprint on all its aspects. Since
mankind would never again rest content leaving
its fate to the blind forces of history, the victory
of socialism, not necessarily in the form it
otiginally appeared in but may be in some othet
form, representing a vision going beyond
capitalism towards social ownership, is assured
and incvitable, Through all our present travails
this is a truth we must never lose sight of.

Nonetheless we must face the question: why
did socialism collapse over large parts of the
world? The usual answer to this question focuses
on the defects of the system that was erected,
notably the extreme centralisation of power in




the socialist societies, which were characterised
by a dictatorship of the party and which
ultimately ended up de-politicizing the working
class to a significant exeent. The CPI(M) had, in
its 14 Congress, identified fout areas, viz, the
character of the socialist state; the content of
socialist democracy; the construction of the
socialist economy; and inzdequate development
of ideological consciousness amongst the
people, where distortions and deviations took
place undermining the socialist state. There is
of course much truth in this. But this answer
itself has to be located within a historical
context, and that context was provided by
imperialism. Imperialism leading to uneven
development kept socialism confined only to
countries in the periphery while countties in the
metropolis, belying the hopeful anticipation of
Marx and Engels and the expectations of Lenin
and his comrades, came close to, but never
succeeded in, achieving the breakthroughtoa
socialist revolution. As a result, socialism,
wherever it had come into being, remained
Encircled. Throughout its entire brief history,
resulting in an ossification of the centralised
bureaucratic structure from which there was no
escape other than through a collapse of the
system teself.

There is an additional point to note, Not only
did revolutions not happen in the advanced
centres of capitalism but the very revolutionary
conjuncture itself passed. The programme of
the Comintern was based on the notion of a
general crisis of capitalism from which the
only way out could be provided by a transition
to socialism. All of us recollect the meetings of
1957 and 1960. 81 Communist and Workers
Parties in a declaration asserted in 1960 that the
international correlation of forces had shifted
decisively in socialism’s favour: that capitalism
is incapable of developing any further; that
socialism is irreversible in the existing socialist
countries, ete, In retrospect, it is clear that there
was both an underestimation of capitalism and
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an overestimation of socialism. An incorrect
estimation that had grave consequences for the
advance of the socialist cause.

Capitalism restructured itself in the aftermath
of the second world war, through Keynesian
demand management ushering in to an
unprecedented boom, through political de-
colonisation removing the moral stigma of being
an oppressor of other nations from it, and
through the diffusion of 2 degree of
development to certain pockets in the third
world, such as East Asia, which appeared to belie
the Sixth Congress thesis that development of
the third world could occur only through
socialism, These changes, together with the
experience of the very horrors of the second
world war, contributed to the passing of the
revolutionary conjuncture of the period 1913-
1950. While we have a renascent imperialism
today and the moral stigma associated with
oppression and stagnation is once again
beginning to adhere to capitalism, portending
the beginning of yet another possible
revolutionary conjuncture, the fact remains that
this would not be a return to the earlier
conjuncture. Lenin always teaches us that
concrete analysis of concrete conditions is the
living essence of dialectics. Just as he authored
Leninism as Margism in the era of imperialism,
it falls on our collective shoulders to define the
contours of the socialist revolution in the present
conjecture. Therefore, there is no going back.
We can stand on Lenin, s shoulders to see the
future but we cannot sec it through Lenin’s eyes.

Given the fact of uneven development under
imperialism, it is clear that the transition to
socialism would be a protracted affair. Likewise,
given the reassertion of hegemony of
imperialism in the epoch of the emergence of a
new form of international finance capital, it is
clear that the socialist movement must be
engaged above all in an anti-imperialist struggle.
Indeed the chief hallmark of the socialist
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movement today is that it constitutes the most
consistent fighter against imperialism, sinceit
alone can visualise a transcendence of capttalism,
which is a necessary condition for the
transcendence of imperialism. For, Marx has
irrefutably proved that capitalism can never
survive without its raisren-d-etre i.c., exploitation
of man by man and nation by nation. To those
who spread illusions of reforming capitalism
(since Bernstein) and to those who patrot the
TINA (thete is no alternative to globalisation)
factor, the communist answer can only be that
the alternative to TINA is SITA —socialism is
the alternative. We can therefore carry the
struggle for socialism forward todzy only
through the adoption of an uncompromising
stand against imperialism. This is our historic
task in an era when the vileness of imperialist
predatoriness, notwithstanding all high phrases
about Freedom and Demaocracyis becoming
apparent to everyone in the aftermath of the
war on Iraq.

There is an additional point to consider. The
reassertion of imperialist hegemony is occurring
in a situatton of the ascendancy of international
finance capital in 2 new form, which has the
effect of causing deflation, recession and
unemployment everywhere. In other words, the
contemporacy imperialist aggressiveness is the
other side of the same coin, which imposes
enormous burdens on the working classes in the
advanced capitalist countries in the form of
unemployment and cuts in social wage.
Imperialism of course tries to pit the workers in
the advanced countries against those in the third
wortld by arguing that the latter are snatching
jobs away from the former, Nothing could be
further from the truth, It is the worldwide
deflation imposed by finance capital that is the
cause of unemployment everywhere, not the re-
distribution of employment from one section
of workers by another.

An anti-imperialist struggle, provided it can
3 [nakc this point clear and present a vision fot

improving the lot of mankind as 2 whole,
embracing the working class and other exploited
classes in all countries — developed, developing
and underdeveloped — can acquire worldwide
support and contribute to a change in the

conjuncrure,

Of course the precise contours of whata
future socialist society would look like still need
to be drawn, based on the past experience of
socialism. The road map of this would naturally
vary from countty to country, depending on the
concrete realities. Each one of us has this historic
responsibility to discharge in our respective
countries. However, the task of advancing the
anti-imperialist struggle wotldwide cannot afford
to wait. Nor can it wait until that intellectual
task of evolving a coherent and comprehensive
revolutionary theory for the socialist revolution
in the present conjecture, important though it
is, is completed.

Finally, let us confront a reality squarely. The
present phase of capitalist globalisation is simply
unsustainable. This is precisely because, by
sharply accentuating economic inequalities —
between countries and between the rich and the
poor in individual countries — the vast majority
of world's population are increasingly placed
beyond market operations as they simply lack
the requisite purchasing power. Imperialist
hegemonic drive, therefore, will increasingly be
determined by military aggressiveness. Under
these conditions, as Rosa Luxembourg said
earlier and as Fidel Castro says today, the choice
before humanity’s future is between socialism
or barbatism.

Each one of us, wotking in tandem with our
domestic revolutionary goals, will have o work
for integrating the worldwide anti-globalisation
protests with the global anti-war upsuzge into 2
mighty anti-imperialist movement. This requires,
simultaneously, the intensification of the
ideological combat within these movements that
seck to obfuscate socialism as the only alternative
available to humanity.
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- MISSION IMPOSSIBLE?
VENEZUELA’S MISSION TO FIGHT POVERTY

By: Gregory Wilpert

Over the past two years or so there has been
much polemic between the government and the
opposition over the issue of poverty. Chavez was
originally elected on a platform to pay particular
attention to the needs of Venezuela’s poot. Also,
without a doubt, the poor represent Chavez’
most important constituency. Opinion polls,
whose accuracy one can legitimately doubt for
being biased towards the opposition, consistently
show that Chavez draws most of his support
from Venezuela’s poor.

However, in an effort to discredit Chavez and
to cast doubt among his followets, the
opposition, with the help of poverty research
centers, such as of the Catholic University
Andrés Bello (UCAB), argue that poverty has
increased dramatically during Chavez’ tenure as
president. One of the opposition’s favorite anti-
Chavez ads, shown quite regularly whenever the
TV stations mobilized for an anti-Chavez
demonstration, shows a poor woman in one of
Venezuela’s stums, who says, “Chavez said he
would put an end to poverty — what he is really
doing is putting 2n end to the poor.”

Whether poverty has increased or decreased
with Chavez, what all sides agree upon is that
poverty has become the number one political
issue in Venezuela ever since Chavez came to
power. Opposition parties recognize that if they
really want to beat Chavez in an election, they
have to offer a credible alternative of how to

combat poverty in Venezuela. While they have
notyet offered such a program, itis clearly on
their minds.

No matter what the government or
opposition programs are, when examining the
data on poverty, there appears to be an odd
contradiction. On the one hand many research
centers show an increase in poverty since Chavez
came to power. On the other hand, some
indicators suggest that poverty has become less
severe in the past five years. In what follows, I
will examine some of the poverty data and
policies during the Chavez administration and
compare these with earlier presidencies.

Poverty Data

There are two faitly incontrovertible trends
in Venezuela over the past twenty years, which
have had a profound effect on increasing
poverty. The first trend is a steady increase in
inequality. The second is a steady decrease of
per capita income. These two trends combined,
have produced in Venezuela the greatest poverty
rate increase of any country in Latin America.

The standard measure for inequality, the so-
called “Gini-Cocefficient,” which measures
income inequality in any country, does notshow
significant change over the course of 2lmost
thirty years in Venezuela. From 1971 to 1997 it
fluctuated itregularly, but generally remained
between .45 and .50, ending at almost the exact
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same level in 1997 asitwas in 1971.[1] However,
the Gini index only measures wage and salary
income, not capital income. Other data shows,
for example, that the share of capital income
(income from capital investments) increased
substantially more than wage and salary income
increased over the past thirty yeats in Venezuela.
Research done by Francisco Rodriguez, for
example, shows thatlabor lost 11% of GDP to
capital between the seventies and the nineties.[2]

Thus, if one takes capital income into
account, according to Rodriguez, Venezuela’s
inequality increased quite dramatically, so that
‘Venezuela is now one of the world’s most
unequal societies, surpassing the inequality of
even South Africa and Brazil.[3] The reason for
this can be traced to several factors, the most
important of which are an increasing
concentration of capital and a collapse in wage
rates during this period.

One can trace this collapse in wages rates to
some extent to 2 declining per capita oil income
in Venezuela. Even though per capital oil exports
doubled from 1973 to 1983, per capita oil
income declined. The main teason for this can
be traced to declining oil prices, which dropped
from a high of about §15.92 per barrel in 1982
to $3.19 per barrel in 1998 (both figures in 1973
ptices).[4] The value of oil exports, per capita,
thus dropped from §955 in 1974 to $384 twenty
years later, in 1993.[5)

Since oil is Venezuela’s principal source of
income, its decline, combined with growing
inequality in Venezuela, had a significant impact
on the poverty rate. Depending on which
statistics and measurement methods one uses,
poverty increased dramatically from 33% of the
population in 1975 to 70% in 1995.{6} While
poverty more than doubled, the number of
households in extreme poverty increased theee-
fold, from about 15% to 45%. Other poverty
measures, particulatly ones that are not just
based on income, ate slightly lowet, but all of

them paint the picture of a large increase in
poverty in Venezuela over the past 25 years.
Compared to other countries in Latin America,
Venezuela has the largest increase in poverty in
this time period and among the larger countries,
it has the largest proportion of the population
living in poverty.

Trends which accompanied this increase in
poverty age a dramatic decline in real industrial
and minimum wages, which deapped to 40%
of their 1980 levels in twenty vears, leaving them
at a level below that of the 19507s.[7] Overall
government social spending dropped from 8%
of GDP in 1987 to 4.3% in 1997. Also, the
percentage of people working in the informal
economy grew from 34.5% in 1980 to 53% in
1999. Finally, the level of unionization dropped
from 26.4%in 1988 t0 13.5%1n 1995.

Oddly, however, Venezuela’s Human
Development Index (HDI), as measured by the
United Nations Development Program
(UNDP), does not reflect the poverty trend. The
HDI measutes not only per capitaincome of 2
country, but also factors in health and education
statistics, such as mortality, schooling, literacy
and other rates. Berween 1970 and 1990
Venezuela’s HDI tose from 0.689 to 0.821. It
then declined slightly in the second balf of the
1990’s and then increased again in 1999 to 2001,
during the early years of the Chavez presidency,
ending 2t 0.7694 in 2001.[8]

There are perhaps two major possible
explanations for this apparent contradiction.
First, one possibility is that since inequality
increased between 1975 and 2000, the wealthier
portions of the population raised the HDI
because their HDI improved disproportionately
with regard to the HDI of the poor, thus
increasing the HDI fot the overall population.
Second, it is possible that even though the
proportion of the population that is poor
increased, their HDI, just as that of the
population in general, improved because



government measures strzengthened the
country’s social safety net. While lacking
concrete data make the argument conclusive, 1
would suggest that an examination of the
poverty policies shows that the improvement in
the HDI duting the Chavez presidency is mostly
traceable to tenewed public policies that are
focused on the country’s poor.

Anti-Poverty Policies before Chavez

The evolution of anti-poverty policies in
Venezuela before Chavez followed the overall
development of poverty and the economy, going
through a build-up phase duting the boom years,
from the mid 70s to the mid 80°s and a decline
(as marked by the decline in social spending)
during the bust, from the late 80’s to late 90’s.
Ptior to the oil boom, the main government
program against poverty was the rural land
reform program, which redistributed land to
150,000 families during the early 1960’s.
However, with the oil boom, Venezuela was
intent to become a modern industrialized
country and neglected the land reform program
in favor of programs that would move the
country away from agriculture. Primarily, during
the boom years, anti-poverty policies meant
providing free universal education, free health
care, a decent minimum wage, and massive
public works projects. All of these were
dependent on high oil revenues and ended up
having a clear impact on reducing poverty in
Venezuela. Other social assistance programs
existed as well, but all of them suffered from
clientelism and paternalism.

However, with the previously mentioned 20-
year down-turn, which began in the mid 1980',
* the most important measures, which were
originally meant to benefit the country’s poor,
ended up benefiting the middle class. As the
country became poorer and poorer and median
wages declined dramatically, the middle class
could no longer afford private health care and
private education. As 2 result, the middle class
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gradually took over the country’s public
education and public health system. Also, other
programs originally targeted for the working
class, such as the home buying assistance
program, international study abroad grants, or
the tax-free automobile increasingly became
policies that supported the middle class.

An important factor in the gradual class shift
in beneficiaties of government programs was
that the services were no longer free. Public
education, for example, gradually instituted
registration fees and ever increasing costs for
school supplies. Similarly, public health care,
while nominally free or low cost, required
patients to pay for all treatment supplies. The
government’s sporadic shifts towards neo-liberal
economic measures during the Carlos Andrés
Perez administration (1989-1993) and towards
the end of Rafzel Caldera’s presidency
aggravated the problems of poverty in
Venezuela, due to privatization measures, social
spending cutbacks, and increasing costs of
public services. :

Not only did the target population of
government policies gradually shift towards the
middle class, but poverty itself gradually
changed. In addition to encompassing an ever
larger proportion of the population, poverty
began affecting people who would, based on
their education, normally be considered part of
the middle class. Poverty thus became much
more diversified and generalized. Also, with large
streams of migration coming from Colombia
and other Latin American countries, the poor
became ethnically more diverse. By the time of
the second Caldera government (1994-1998), the
state’s resources for alleviating poverty had
become so scarce that hardly any programs were

left that directly benefited the poor.

Anti-Poverty Policies during the Chavez
Presidency '

Plan Bolivar 2000
Chavez got clected in late 1998 on three basic
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promises: first, to break Venezuela’s old political
system, known as “puntofijismo,” named after
the location, Punto Fijo, at which Christian
Democrats (Copei) and Social Demociats
(Accién Democritica) signed an accord to limit
Venezuela’s political system to a competition
between these two partics. Second, Chavez
promised to end corruption. And third, Chavez
promised to alleviate poverty in Venezuela.

Chavez’ first year in office, 1999, however,
was dedicated to brezking with the puntofijo
system, via a new constitution. Because of the
recession which hit Venezuela during 1999, few
resources were available for anti-poverty policies.
As aresult, he focused on the one institution in
Venezuela that was relatively expensive, but did
not do much for social well-being: the military.
That is, he ordered all branches of the military
to devise programs that would benefit the poor.
The overall name for the civilian-military
program was “Plan Bolivar 2000.” Each branch
of Venezuela’s military developed a different
program under this larger program.

The Air Force developed a plan to transport
people who could not afford to travel but
urgently needed to, for free, to different parts
of the country. The Navy developed Plan Pescar
(fishing) 2000, which involved repairing
refrigerators, organizing cooperatives, giving
courses. The National Guard became involved
in police activity, particularly in areas where the
state’s presence was minimal. Another program
was Plan Avispa, also organized by the National
Guard, to build homes for the poor. Plan Reviba
was similar, except instead of building new
homes from scratch, involved rebuilding old
homes. Other aspects of Plan Bolivar 2000
involved distributing food to remate areas of

the country.

Plan Bolivar 2000 generated much
controversy during its three years of existence,
from 1999 to 2001. Perhaps the mostimportant
ctiticism leveled against it was thatit was poorly

managed and with litle transparency. The result
was that many charges of corruption were

leveled against the officers in charge of the

progra.m.

However, in the year of the program’s
existence, Plan Bolivar 2000 repaired thousands
of schools, hospitals, clinics, homes, churches,
and parks. Over two million people received
medical treatment. Nearly a thousand
inexpensive markets were opened, over two
million children were vaccinated, and thousands
of tons of trash wete collected, just to namea
few of the program’s resuits.

Certainly, much of the pragram was of an
ad-hoc nature, whete government officials and
military forces identified 2 social problem and
then tried to figure out how to solve it in the
short term. While this is a valid criticism, one
has to see the program in the context of a severe
lack of resources, given that 1999 was a recession
in Venezuela. Also, towards the end of the year,
the Vargas disaster occurred, in which over ten
thousand people were killed in mudslides and
over a hundred thousand were made homeless,
with nearly $4 billion in estimated property
damage. Given the seriousness of the problems,
the lack of resources, and the government’s
focus on reforming the constitution, Plan Bolivar
2000 had an important positive impact on the
poor of Venezuela, which probably also had a
positive impact on Venezuela’s human
development index (HDI).

Mission Chaveg: Long-term and medium
term anii-poverty policies

It was not until 2001 and 2002 that the
Chavez government was able to concentrate
more on an overall macroeconomic policy for
alleviating poverty. The mostimportant elements
of this plan were to reduce inflation, diversify
the economy, and increase non-oil revenues. All
of which were goals of previous governments
in one form or another. Howevet, almost all
previous governments failed to achieve these



goals. It now remains to be seen if the Chavez
government, if given the chance, will have more
success.

" With respect to program devoted specifically
to fighting poverty in the short term, 2002 was
another ctisis year, due to a coup attempt, three
employer-led general strikes, and the shut-down
and sabotage of the country’s most important
industry, the oil industry. As a result, the
government had few resources to devote to
specific anti-poverty programs, beyond the on-
going programs it already had. The on-going,
or perhaps medium term policies (with the
mactro-economic representing long-term
policies), included the urban and the tural land
reform programs, the micro-credit programs,
increased spending on primary education, and
the efforts to promote cooperatives throughout
the country.

While it still is too early to judge the long-
term effectiveness of these programs in fighting
poverty, it is a generally established fact among
poverty researchers that land redistribution,
providing educational opportunities, and the
promotion of small-scale private enterprise help
people getout of poverty. Let’s take a brieflook
at each of these in turn,

Rural Land Reform

Venezuela’s rural land teform program
probably represents one of the key turning
points in Chavez’s presidency. When it was
introduced in November 2001, it was one of
the laws the opposition objected to the most of
the package of 49 laws, which were passed at
the same time. The law basically states that all
adult Venezuelans have a right to apply fora
piecé of land for their family, as long as they
meet some basic prerequisites.

This land is to be taken from state-owned
land holdings, which are enormous and make

up the largest part of Venezuela's agticulturally

viable land. Also, the law opens up the possibility
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for the state to redistribute privately held land,
ifitis part of 2 large land estate of more between
100 hectares of high quality agticultural land to
5,000 hectares of low quality land. The land
would be expropriated at market rates, making
Venczuela’s land reform a relatively non-radical
program in the history of land reforms around
the world.

The land reform program got off to a slow
start, mainly because the necessaty infrastructure
needed to be put into place. While the
government distributed very little land in 2002,
the next year it went into high gear and turned
over 1.5 million hectares to about 130,000
families. This comes to about an average of 11.5
hectares per family and a total beneficiary
population of 650,000 (based on an average of
five persons per household). It should be noted
that so far no land has been expropriated.
However, there has been much conflict over land
which the government considers state land, but
which large land owners claim to be theirs, even
though they lack the documents to proveit.

The land reform is supposed to be a
comprehensive program and thus aims to avoid
the problems such programs have faced in many
other places by making sure that the new farmers
have the skills, credit, technology, and matketing
channels to actually make a living off of their
newly acquired land. So, in addition to the
national land institute (INTI), there is an
institution that provides credit and skills training
and an organization for marketing agricultural
products that are produced by beneficiaries of
the land reform.

Overall, the rural land reform program is
designed to pursue both long-term and short-
term goals. First, in the long-term, it is supposed
to contribute to the diversification of
Venezuela’s economy and to assure what is
known in Venezuela as “food sovereignty,”
meaning Venezuela’s ability to produce its own
basic food necessities. Second, in the medium
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term, the program is aimed at reducing rural
poverty (and urban, to a very small extent,
insofar as people decide to move out of utban
slums and into the countryside).

Urban Land Reforn:

Another very important anti-poverty measure
of the Chavez government is the urban land
reform, which is to redistribute the land of the
barrios, the urban slums, to its inhabitants. The
concept is quite similar to the one Hernando de
Soto has promoted in Peru and in other
countries,[9] butit incorporates some interesting
additional elements that could make this
program an example for other countries,

The concept of urban land redistribution
addresses many issues simultancously. First,
when people acquire title to their own self-built
home in the batrio, they have some security for
the first time that the home is theirs and will
not be repossessed by the otiginal landowner,
Second, they can use the home as collateral for
a small loan, to cither improve their home, to
buy a better home, or to invest in a small
business. Third, it creates a real estate market,
which, if regulated, can improve the general
quality of the neighborhood. Fourth, the process
of acquiring urban land titles is a collective
process, which brings the neighborhood
together in the interest of improving the
neighborhood’s infrastructure, such as roads,
access to utilities, secutity, comfott, etc.

This last point about the collective nature of
the process is pethaps the mostinnovative aspect
of the government’s utban land redistribution
program. That is, in order to acquire titles, 100
to 200 families in a neighbothood have to get
together and form a land committee, which then
acts as 2 liaison with the government on
regularizing the land ownership of the families
that the committee represents. As a perhaps
unintended positive consequence, what has
happened in many cases is that the land
committees have begun working on many more

140|

issues besides the negotiation and acquisition
of land titles. They have also formed sub-
committees that deal with public utiliey
companies, such as the water company, the
electric company, and so forth. The land
committees for the first time provide pattness
for different governmental agencies and utilities
to deal with directly. Previously these agencies
and utilities had to deal with local government
officials, who generally were too removed from
the problems of the specific neighborhoods to
make a difference.

Until now the urban land reform process is
based on 2 presidential decree, which means that
only governmentally owned land can be
redistributed to barrio inhabitants, There is a law
that has been drafted, so that all batrio
inhabitants might be a part of the process, but
this law has been put on the backburner in favor
of more pressing laws. However, just via the
decree as many as a third of the barrio
inhabitants could acquire titles, since it is
estimated that about a third of the barrio land
is on government property (another third is on
private property and one third on land whete
ownership is as yet undetermined). The process
is extremely slow, though, because the process
is quite complicated, involving many technical
and legal steps. By November 2003, throughout
Venezuclz, about 45,000 families (befitting
225,000 individuals) had received titles to their
homes, with another 65,000 families (or 330,000
individuals) in the pipeline to receive them soon.

The “Social Econtomy™

The social economy project of the Chavez
government Is not “just™ an anti-poverty
measure, but constitutes a faitly central element
in Chavez’ Bolivarian project. That is, it is not
only designed to alleviate poverty, butisalsoa
central aspect for creating 2 mote egalitarian,
more democratic, and more solidaristic society.
The government’s website on the social
economy defines the social economy as



encompassing the following seven elements: [10]

1. The social economy is an zlternative
£CONoOmy.

2. Where democratic and self-governing
ptactices dominate. '

3. It is driven by forms of work based on
partnership and not on wage-earning,

4. Ownership over the means of production
is collective (except in the case of micro-
enterprises).

5. It is based on the equal disttibution of
surplus.

6. Itissolidatistic with the environment in
which it develops.

7. Itholds on to its own autonomy in the face
of monopolistic centers of economic ot
political power.

The above definition is probably an
idealization, since it was written by a team that
worked under the former Planaing and
Development Minister Felipe Perez and Vice-
Minister for local planning Roland Denis, who
were dismissed from their posts in early 2003,
Generally, the social economy project of the
Chavez government has boiled down to the
promotion of cooperatives and micro-finance.

The micro-finance program is in many ways
modeled on the Grameen Bank of Bangladesh
and has several different institutional bases. Fitst
of all, there are several banks dedicated to micro-
finance, such as the Banco de la Mujer (Women’s
Bank), Bandes (Bank for Economic and Social
Development, Banfoandes (Bank for the
Promotion of the Andean Region), and the
Banco det Pueblo (People’s Bank). Then there
are institutions such as the Fund for the
Development of Micro-Finance and the
Ministry of Development of the Social
Economy. Also, there is a controversial banking
law, which requires all conventional banks to

TIMIRILS GH08 alom CHOMBONS 2008 cveia oed &

dedicate a certain percentage of their loans to
micro-finance,

_ Between 2001 and 2003 about $50 million
worth of micro-credits have been given out by
the banks named above. The Women’s Bank and

‘the People’s Bank have given 70,000 micro-

credits between them. For the next year, the
government intends to expand the micro-credits
progtam by tripling it, according to the Minister
for the Social Economy, Nelson Merentes.[11)
Private and public banks also gave out micro-
credits for a total of $75 million just during the
month of September 2003.[12]

Among the most important beneficiaries of
the micro-credit program are the cooperatives,
which represent the second dimension of the
government’s social economy. While Venezuela
had only about 800 cooperatives when the
Chavez government came to power, it is now
estimated that there are over 40,000 —2a 50-fold
increase. The active promotion of cooperatives
not only boosts the small business sector, which
is generally known to be the first place new jobs
are created in an economy, but also provides for
greater equality as the members of the
cooperatives share their income much mote
evenly than in a conventional business.

Bolivatian S chools and Dayeare Programs

As mentioned in the introduction,
Vernezuela’s free public education system
gradually excluded larger and larger numbers of
the poot, as the school system increased the
batriers for poor children to participate. These
barriers mastly took the form of registration
fees, which were set by each school individually,
often to compensate for the lack of resources it
was receiving from the central government. By

" 1996 public spending for education had dropped
-to 2.1% of GDP.

When the Chavez government came to
power spending on education was one of the
areas the government focused on the most. By
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2001 it increased public spending on educadon
to 4.3% of GDP, twice the level of 1996 and
one of the highest levels in twenty years. Much
of the new investment in education went
towards the building of new schools and the
transformation of old ones into “Bolivarian
Schools.”

Bolivatian schools are supposed to address
Venezuela’s poverty in a variety of ways. First,
they ate day-long schools, thus freeing up both
parents from daytime childcare duties, allowing
them to work during the day. Also, the day-long
program allows the incorporation of more
cultural and sports activities. Second, Bolivarian
schools provide breakfast, lunch, and a late
afternoon snack, regular meals that many poor
children often did not receive befote. Thitd, the
schools are supposed to be more closely
integrated into the community than normal
public schools.

As 0f 2003, approximately 2,800 Bolivarian
schools have been opened, of which half are
newly constructed. These schools now serve
about 600,000 children, or 12% of all school-
age children.[13] The government says that via
the elimination of registration fees and the
cxpansion of the public school system, over 1.5
million children have been included in
Venezuela’s public schools system between 1999
and 2002, which were previously excluded.
Venezuela’s percentage of childeen in school
thus went from 83% in 1999 to 90% in 2002.

Complementing the Bolivatian schools
program is the “Plan Simoncito,” which is
supposed to provide free daycare and pre-schoo}
education to children from ages 0 to 6, 5o that
patents may dedicate themselves to making a
living. Since many poor houscholds are single
parent households who have a hard time finding
ways to balance parenthood with a job, this
pogtam promises to help poor smglc pa:cnts,
mostly mothers.

State—sponsorcd daycare is nothing new in

Venezuela, Already since the late 1980%s such
programs have existed and have expanded
steadily. While in 1989 anly 19,000 infants were
in state-supported daycare programs, by 1998
just over 150,000 had been incorporated,
However, when the Chavez government came
to powet, the day care programs were furcher
expanded and now serve over 300,000 infants.
The percentage of childeen in daycase thus went
from 40% to 45%.

Bokivarian University

Justas primary education gradually excluded
more and more poor children from the school
system, so did higher education. This
development accelerated particularly due to the
fact that Venezuela's population grew much
faster than the university system. While
technically anyone with a high school degree
(“bachiller”) is supposed to have access to the
university, public universities had to restrict
entrance via entrance examinations. These, as is
usually the case, ended up filtering out students
coming from poor or working class
backgrounds. An important factor in this
filtering process is that middle and upper class
students can afford to take special classes that
prepare them for entrance examinations, while
thase from poot backgrounds cannot. While in
1984 70% of students from poor backgrounds
who applied for entrance to the university were
zdmitted, by 1998 only 19% wete admitted.[14]
For working class students the admission rate
dropped from 67% to 27%. As a result, itis
estimated that there are over 400,000
Venczuclans who formally fulfill the
requirements and would like to attend the
university, but cannot because they did not score
well enough in the entrance examinations.

The Bolivarian Usiversity of Venezuela
(UBV) is thus supposed to fill the gap which
exists between university supply and university
demand. More than that, it is supposed to
priotitize its admissions towards students from



poor backgrounds. So far 2,400 students ate
enrolled in the university, which began its first
classes in October 2003, and another 20,000 ate
pre-registered. The university will have branches
throughout the country and is eventually
supposed to reach a total enrollment of
100,000.[15)

Skort-Term Anti-Poverty Measures— The
Missions

With the severe economic crisis that the April
2002 coup attempt and the December 2002 oil
industry-shut-down provoked, few resources
were available to continue the short-term anti-
poverty measures of the Plan Bolivar. So during
most of 2002 and 2003 little was directed
towards programs of that nature. However, by
late 2003 the state’s finances were recovering and
the government could focus once again on
implementing short-term anti-poverty measures.
Of course, the presidential recall referendum
process and the need to improve the president’s
popularity probably added utgency to the
development of such policies.

Mjission Robinson — Primary Education

By October 2003 President Chavez
announced seven different “Missions” for
fighting poverty. The first mission was Mission
Robinson, named after Simon “Robinson”
Rodriguez, who was Simon Bolivar's teacher.
Mission Robinson is supposed to address
illiteracy. While illiteracy is fairly low in
Venezuela, only about 7% (for all of Latin
America and the Caribbean itis 11%), illiteracy
is certainly one of the most serious contnbuung
factors to poverty.

Thus, via a cooperation agreement with
Cuba, Venezuela invited hundreds of Cuban
literacy experts to come to Venczuela and to
train teachers. In the first phase of the program,
which was launched July 1, 2003, students are
taught to read and write, using a Cuban
methodology which is based on numbets, since
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most people who are illiterate do know numbets.
Accotding to government statistics, over 1
million Venezuelans are currently benefiting
from the program, with the help of over 100,000
literacy teachers, who work throughout the
country,

The second phase, Mission Robinson 11, goes

beyond literacy and aims to teach patticipants -

everything they need to reach 6th grade. The
program is very compressed, 5o that in two years
students would complete the Robinson II
program, in stead of the usual six years it takes
for Venezuelan primary education. Mission
Robinson 11 began October 28, 2003, and
intends to incotporate over 629,000 students for
this year, most of whom had participated in the
first Robinson program.

Venezuela’s opposition claims that the literacy
program is nothing other than a cover fora
Cuban indoctrination program. However, even
a cursory glance at the materials used (so-called
“libraries” of a dozen books, which every
houschold ot patticipant receives for free) and
conversations with people who have graduated
from the program, shows that there is nothing
to such accusations. '

Mission Ribas = Secondary Edwafzoﬂ

Paralle] to the literacy and primary education
programs of Mission Robinson, the government
has created Mission Ribas, named after
independence hero José Felix Ribas, for
individuals who dropped out of high school to
complete their high school education. According
to government statistics, there are over five
million Venezuelans who dropped out of high
school. Mission Ribas is supposed to incorporate
these into an educational program that would
allow them to graduate in 2 maximum of two
years. The Minister of Energy and Mines, who
is one of the main coordinators of the program,
announced in early November that slightly over
700,000 Venezuelans indicated an interest in
participating in Mission Ribas. The first 200,000
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will begin classes on Navember 17th and the
restat a later date.

Just like all of the missions, the program is
free. However, 100,000 participants will receive
scholarships, based on financial need. Most of
the courses will be in the form of “tele-classes,”
or videos, with the help of a facilitator. Once
students complete their studies, the state-owned
oil company PDVSA and the electric company
CADAFE will offer to place students in the
mining, oil, and energy sector. The whole
program is being primarily coordinated by
PDVSA and CADAFE, which ate also providing
most of the funding for the program.

Mission Sucre— Higher Education

For the poor, one of the greatest hindrances
to a university education is their lack of financial
resources for such an education. They generally
have to work on the side, often supporting family
members at the same time, making studies nealy
impossible, Mission Sucre, named after another
independence hero, is essentially a scholarship
program for a university education, through
which, in the first phase, which begins in
November 2003, 100,000 poor Venezuelans can
receive the Venezuelan equivalent of $100 per
month for their university education.

Already in September 2003 over 420,000
Venezuelans indicated an interest in the
scholarships. Guiseppe Gianetto, the rector of
Venezucla’s largest public university, the
Universidad Central de Venezuela, who is also
an outspoken critic of the Chavez government,
has said, though, that Mission Sucre is a

- “demagogic” program because the government

will never be able to accommodate the 400,000
students who want to enter the university system,
but for whom there is no place. The existing
public universities cannot possibly accommodate
these students, according to Gianetto. The
government, however, says that most of these
will eventually find a place through the new
Bolivarian Universities, which ate being opened

throughout the country. Itis unclear, though,
where these 100,000 students will find a place
to study until the Bolivarian University is in place.
Fot 2004, there is space for only 20,000 students
in the Bolivatian University. While the remaining
80,000 might eventually be accommodated, this
leaves another 300,000 outside the university
system.

Mission “Barrio Adentro” (Inside the
Neighborhood)— Commeunity Health Care

In order to address the severe health
problems in the “Barrios,” the poor
communities, the Chavez government launched
a community health program called, “Bartio
Adentro.” This program, with the help of just
over 1,000 Cuban doctors, places small
community health clinics in the Barrios, in areas
that previously never had doctors nearby. The
program was first launched in Caracas as 2 pilot
project, and is now being expanded to the rest
of the country. After six months of existence,
the progtam had served almost three million
Venezuelans, ptimarily in the greater Caracas
metropolitan area.

While the inhabitants of the barrios generally
welcomed these doctors, who also made house
calls, something that was previously unheard of,
Venezuela's doctor’s association was up in arms.
Immediately the association filed a for a court
injunction against the Cuban doctors, saying that
they do not have the credentials required by
Venezuelan law. In July of 2003 a court granted
the injunction. The Health Minister, however,
said that the public’s health is a higher priority
than the court injunction and that the
government would this not recognize the
injunction. Matia Urbaneja, the health minister
at the time, said that even though there were
plenty of unemployed doctors in Venezuela, not
enough could be found who wetre willing to work
in the barrios. There is a plan, though, to
gradually replace the Cuban doctors with
Venezuelan ones, as they can be found.




Mission Miranda— Military Reservisis

Venezuela’s military has long been a place
where people from poor backgrounds can find
an education and a place to work. However, once
they leave the military, they often end up
unemployed. So 2s to address this segment of
the population, the Chavez government
launched Mission Miranda, named after yet
another independence hero, General Francisco
de Miranda. This mission creates a military
reserve out of people who once served in the
military. Everyone who participates in the
program would receive the minimum wage,
training in forming cooperatives, and the
opportunity to apply for micro-credits. When
the program was announced, on October 19th,
2003, 50,000 former soldiers had already signed
up, with another 50,000 to be added before the
end of the year. All of the reservists who signed
up are currently unemployed.

The oppaosition questioned the intentions
behind Mission Miranda, saying that Chavez is
cteating a parallel army that would be directly
under his personal command. The suspicion is
that Chavez intends to militarize the country and
to create an armed force that would be
completely loyal to him and which is being
created in light of the possible recall referendum.
The suspicion is that Chavez would use this
armed force to keep himself in power, even if
heloses the recall referendum. Whether of not
one should believe that this is the intention
depends ultimately on how Machiavellian one
believes President Chavez is. So far, however,
there is no indication that Chavez intends to
remain in power by foree, should he be defeated
through democratic elections.

Misston Mercal= Food Distribution

Finally, there is the Mission Mercal, which is
a network for distributing food throughout the
country it slightly below market rates at
government supported supermarkets. The
concept for this program emerged partly asa
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result of the December 2002 employer
sponsored general strike, which to a large extent
shut down food distribution. As a result, the
Chavez government decided to establish a state
sponsored food distribution network. The
program got off to a slow start, so that by
November 2003 there were less than 100
throughout the country. However, the
government is accelerating the building of these
supermarkets, so that the number will double
to 200 in December and increase ten-fold, to
2,000, by February 2004,

The opposition criticizes this program too,
of course, saying that the Mercal markets
undermine the private sector. This is probably
the case in situations where a Mercal market is
set up next to a regular supermarket. However,
just as with the Barrio Adentro program, Mercal
markets are supposed to serve areas that are
currently underserved by the private sector.
Thus, the impact these will have on the private
sector will probably not been all that great.

Conclusion

When reviewing the many programs that
exist to fight poverty in Venczuela under the
Chavez government, it is clear that the greatest
emphasis is on education. Both the medium
term and the short term anti-poverty programs
are mostly centered on education. This makes
much sense since numerous studies of poverty

have shown that education is one of the most .

effective ways to reduce poverty. However, itis
also a strategy which takes a long time to bear
fruit. If, in the course of the implementation of
this strategy, thete is a severe set-back, as was
the case in 2002-2003, then the government’s
ang-poverty measures will look like they are not
having any effect in the short term.

The Chavez presidency is so far marked by
four distinct phases. The first phase was 1999,
which was a period of severe economic
recession, constitutional reform, and natural
disaster,[16] in which little was done about
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reducing poverty, other than the initiation of
Plan Bolivar 2000, The second phase, 2000-2001
was a relatively successful petiod, in which the
Chavez government consolidated its political
power and began implementing its long and
medium term poverty reduction programs, of
macro-economic reform, urban and rural land
reform, the creation of Bolivarian schools, and
support for micro-credits and cooperatives. The
third phase, from about December 2001 to May
2003, was the most difficult phase, in which the
government had to cope with several employet-
led general strikes, 2 coup attempt, and the shut-
down of the country’s all-important oil industry.
During this phase the country and the
government suffered its greatest setbacks in
terms of reducing povetrty. Thete is little doubt
that as unemployment and inflattion increased,
poverty also increased. Also, few resources or
attention were available for actively
implementing poverty reduction programs.

May 2003 one could say marks the beginning
of a fourth phase, which is approximately when
the country’s oil industry recovered and the
opposition began focusing on political rather
than economic or military strategies for ousting
the president. During this phase the government
once again had more resources, especially given
the relatively high price of oil, to implement
short-term anti-poverty measures and to refocus
onits medium term strategies, placing particular
emphasis on land reform and on the Bolivarian
University. How long this phase will last is,
unfortunately, once again largely up to the
opposition, If it plays straight during the
upcoming recall referendum process, the
government will be able to pursue its existing
programs more or less as planned. However, if
the opposition tries to provoke another crisis,

then the programs could be derailed once 2gain -

and poverty will once again increase, just as it
has in Venezuela for the past 20 years or so.

[1] The Gini Index goes from 0, meaning

complete equality (all incomes the same), to 1,
meaning complete inequality (2ll income held
by one individual). Source: Francisco Rodriguez
(2000), “Factor Shares and Resource Booms:
Accounting for the Evolution of Venezuelan
Inequality” in World Institute for Development
Economics Research - Research Paper from
World Institute for Development Economics
Research - Research Paper http://
www.wider.unu.cdu/publications/wp205.pdf

[2} ibid., p.5

[3] Rodriguez: “If our calculations are correct,
Venezuela today is one of the most unequal
countries in the world, with its 1997 Gini [of
62.6] surpassing that of South Africa (62.3) and
Brazil (61.8).” ibid., p.6

[4] OPEC Statistical Bulletin, 2001

[5] In 1985 dollats. Own calculations, based on
value of oil exports (IMF, International Financial
Statistics Yearbook 199 3), population (Instituto
Nacional de Estadistica, Venezuela:
www.ine.gov.ve), and 1985 exchange rate (Banco
Central de Venexzuela: www. bev.org.ve).

[6] According to the income-based poverty line
used by the Poverty Project of the Catholic
University Andres Bello (Matias Riutort, “El
Costo de Eradicar la Pobreza” in Un Ma/ Posible
de Superar, Vol. 1,UCAB, 1999)

[7) Kenneth Roberts, “Social Polarization and
the Populist Resurgence in Venezuela,” p.59, in
Venezuelan Politics in the Chivey Era edited by
Steve Eliner and Daniel Hellinger (2002), Lynne
Rienner Publishers.

[8] Instituto Nacional de Estadistica:
www.ine.gov.ve

{9] See: Hernando de Soto (2000), The Mystery
of Capital

[10]  http://w.economiasocial mpd.gov.ve/
sistemna.html

[11] Souzce: Ef Munde, Nov. 4,2003 (hutp://




www.vcnczuelanalysis.com/ news.php?newsro
=1087)
[12] Soutce: Bulletin #56 (Qctober, 2003) of

the Finance Ministry (http://www.mf.gov.ve/
acrobat/Boletin%20Finanzas%

90Ed.%2056.pdf) |
[13] Based on a primary school-age population

of 5 million (grades 1-6 or ages 6-13), according
10 statistics of the INE (National Institute of

Statistics).
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[14] See: 3 Ados de la Quinta Republica (hetp:/
/www.mpd.gov.ve/3%20A%D10S/
3AnosdelaVRepublica.pdf)

[15] According to AlS Presidente, #1648, of
October 19, 2003.

[16} The Vargas mudslides, which took place in
December 1999, in which over 10,000 people
died and over 150,000 became homeless.
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GLOBALISATION, STRUGGLE FOR
SOCIALISM AND THIRD WORLD DEVELOPMENT

Amiya Kumar Bagchi

December 2005)

(Draft of paper to be presented at the conference on ‘An agenda for Kerala’s development’,
organized by the AKG Centre for Research and Studies, Thiruvananthapuram, 9-11

(Under capitalist hegemony, there have been
two phases of globalisation of the world
economy. The first was the period from around
1873 to 1913, when impetialist powers finally
succeeded in bringing practically the whole
wortld under their formal and informal control.
The second is the phase starting between 1971
and 1973 and lasting until now. Both phases were
characterized by the drive of the most important
capitalist nations to impose a regime of one-
way free trade on their formal ot informal
dependencies, while violating the tenets of free
trade in their own practice. In both the phases,
finance and the arms industry came together to
make war and preparedness for war ever more
profitable, Both phases were also characterized
by absolute immiserisation of the peasantry in
the poorer countries.

But both the phases also witnessed
heightened resistance by the exploited people.
In the first phase, the working classes of the
major capitalist powers spearheaded this
resistance. In the current phase, a united front
of the lower middle classes, the workers and
peasants of the pooter countries has been

specarheading the struggle. They are now
increasingly being joined by the working classes
of the advanced capitalist countries. In both the
phases, the objective of the most potent resisters
has been the overthrow of the capitalist system
and its eventual replacement by socialism.
However, in both phases there have erupted
contradictions within the ranks of the resisters,
as was cruelly revealed by the most powerful
social democratic party of Europe, namely, that
of Germany going chauvinist and supporting
the imperialist war aims. In the current phase,
there are tensions between the aims of East
Asian socialist governments and those of the
struggling masses of poor capitalist nations;
there are also tensions between the narrow and
shortsighted economism of some of the trade
unions in advanced capitalist countries and the
real interests of workers in all countries. It is
necessary to recognize these tensions and find
ways of forging 2 united front for the struggle
for an alternative world order, characterized by
principles of true equality and liberty of all the
people of the wotld.] |



The wotld has witnessed two phases of
determined globalisation aimed at increasing the
wealth and power of the rich, especially in the
rich capitalist nations. Both have also been
phases of imperialist expansion. Capitalism
staried as a system of expansion of markets and
resources, including labour power, with the help
of arms and state powet. The late nineteenth
century saw the determined drive of European
powers to carve up all African lands as formal
colonies or dependencies of themselves and the
ptocess was completed by the end of the
nineteenth century. The brutality of suppression
of the Boxer revolt in China also signalled the
virtual subjugation of all of Asia, except the
tising imperialist nation of Japan.

In the economic sphere, this phase saw the
enormous expansion of international trade with
the help of cheapening of sea fares and costs
of international communication on the one hand
and the penetration of hitherto unexploited
regions in the colonial countries and in the
expanding frontier areas of the USA, Australia,
Canada and Argentina and other settler colonies
of the Europeans. The latter had in the
meantime cleared of the original inhabitants of
thase countries through extermination ot
banishment to more inhospitable locales.

But this stage also witnessed struggles of
workers against capitalist exploitation, the
founding of the First International by Karl Marx
and his associates, the growth of the Getman
Social Democratic Party to the status of the
largest mass party in Europe, and the beginning
of May Day celebrations being some of the
defining events of this period. On the positive
side, the following policy measures and scientific
and technological advances led to the
improvement of standards of living in the
advanced capitalist countries; including the
predominantly white settled countries of the
USA, Canada, Australia and New Zealand:

9 Improvement in sanitation in major urban

arcas with clean, piped water and paved
streets;
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b) The establishment of the germ theory of
- disease and the adoption of prophylactic
measures against infectious diseases;

¢) Rising real wages of workers, borne on
workers” struggles, the cheapening of
primary products through the exploitation

of non-white dependencies and the
expanding frontiers of white-settled
colonies, and migration of more than forty

- million Europeans to the overseas colonies;

d) The initiation of rudimentary social
insurance, partly in order to deflect the
resistance of the growing socialist
movement in Germany and other
countries; '

€) The promotion of industrialization through
the extension of state aid in the form of
tariffs and quotas against imports and
subsidization of a whole range of activites

" including agricultural production and.
research, and of course, heavy industries
related to military requirements: the

~ military-industrial complex was born during
this petiod.

This phase also witnessed some of the
biggest famines in history, especially in the two
countties that had sustained the largest numbers
of human beings in tecorded history, namely,
China and India (Bagchi, 2005, chapter 18). It
saw the growth of the militaey-industrial
complex, and with a struggle for re-division of
the world, it ended in Wozld War .. _

. Globalisation Phase II had its
beginning in 1971, when the link between the
value of the US dollar and gold was snapped.
The pace accelerated with 1973, when in the
financial sphere, trade in derivatives (futures) was
legalized in the New York and Chicago stock
exchanges. Accompanying that were the
ideological props of neo-liberalism and
especially of financial deregulation crafted by
the inventors of the theory of options pricing,
supposedly anchored in economic fundamentals
and the theory of ‘financial repression’ alleged
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to be resulting in low rates of saving and
investment in underdeveloped countries. But
neo-liberalism really got going from the late
seventies. The imperialist powers used repressive
devices athome to putdown workers’ bargaining
strength, Abroad they used military

interventions, support for dictatorshipsand |

entrapment in a debt process to push back the
increased strength of the developing countries.
The OPEC had quadrupled the price of oil in
1973. But most of the gains accrued to client
regimes of the imperialists with no agenda of
economic ot political empowerment of the
ordinary people. The transnational banks
recycled the OPEC surplus to mostly anti-people
rulers of the developing countries. Most of these
loans were at variable or floating interest rates.
When the Reagan administration steeply raised
the bank rate in the TUSA, in order to take care
of inflation and widening budger deficits, the
accumulated interest charges became too large
fot the Third World regimes to pay and from
1982 most heavily indebted Third World
countries and they included practically all the
majot economies of Latin America and Sub-
Saharan Africa became involved in a debt trap.
They were then subjected to severely
deflationary policies by the Washington twins
and by the USA and its allies. The neoliberal
zegime was firmly ensconced from then on. India
had been free of external debt problems until
1984, But from the time of Rajiv Gandhi’s Prime
Ministership, India was manoeuvred into a debt
trap and subjected to a similar kind of IMF
medicine from 1991. But the resistance of the
Indian people has slowed down the process of
converting India into 2 fully liberalized, client
regime of the USA and its allies, but the Central
government is bent on trying to get India into
that kind of humiliating and impoverishing
dependency.

In order to grasp the necessity of the struggle
for socialism and the characteristics of that
socialism, it may be useful to list some of the
major features of the current phase of neoliberal

planetaty imperialism or Globalisation in its

second wave.

a) Alllegal restrictions on the movement of
commodities and services across borders of
Third World countties are sought to be
removed. _

b) All state regulations on the movement of
capital between and within countries have
been done away with.

¢) The movement of unskilled labour 1o
advanced capitalist countries has come under
increasing surveillance.

d) Bigcorporations seek to monopolize all new
technologies and all commercially useful
scientific discoverics, including old
knowledge that has not been already
patented.

e) All state support to productive investmentis
sought to be delegitimized.

f) States are reduced to becoming mere police
states, guarding the property of the global
rich,

g) While subsidies are removed from the
capacity of Thitd World states by imposing
along-standing deflation on most of them,
they continue to be showered on agro-
industrial complexes in rich countsies and
thereby destroy or damage the livelthood of
hundreds of millions of farmers throughout
the world.

Some of the most frightening outcomes of
the planetary imperialism and neoliberlism are
the following:

a) The danger of a nuclear holocaust, with the
USA openly stating the intention of starting
pre-emptive wars and using nuclear weapons
for such purposes.

b) The danger of ecological collapse, with many
scientists warning the world that the
threshold of nature’s tolerance of global
warming, extinction of species and

. exhaustion of fossil fuels having been alteady
crossed. -




¢) The wilful destruction of the framework of
international law, and cavalier treatment of
human rights by The USA and Britain, with
the attendant reaction of disregard of legality
by disaffected groups across the globe.

d) The teversal of the trend of increasing levels
of economic and human development in
many countries of the Third World.

When we struggle for socialism in this world,
we will have to recognize that it will be a
democratic socialism and heed the watning of
Rosa Luxemburg fought side by side with Lenin
against the chauvinist wing of the German social
democrats who had supported the German
imperialists launching World War I. But when
the Russian revolution brought the communists
to power, she warned them that ‘without general
elections, withaut unrestricted freedom of the
press and assembly, without 2 free strugple of
opinion, life dies out of every public institution,
becomes a mere semblance of life, in which only
the bureaucracy remains as the active clement’
(Luxemburg, 19/2004). Whether the fledgling
revolution could have sutvived the massive
imperialist onslzught with the kind of openness
that Luxembusg advocated is another matter,
Even with the bureaucratization that ultimately
overwhelmed the Soviet system, because of the
power of the egalitarian ideology that Jaunched
the Russian revolution, it achieved a degree of
speed of industrialization ¢that would not have
been attained otherwise (Allen, 2003, chapters
82nd 9). Moreover, after the setbacks caused
by the famine of 1931-32 and despite the
calamitous war against Nazism from 1941 to
1945, the Soviet Union achieved remarkable
advances in longevity, education and the
standard of living until almost the end of the
1960s (Ibid, chapter 10).

We have to leatn from both the positive and
the negative aspects of the great Soviet
¢xperiment. In a counery with formal democracy,
the task of the socialists will be to deepenitand
make sure that there are no systemic tendencies
towards the exclusion of any group from access
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toall the goods and freedoms necessary to attain
the human capability potential of everybody.
Secondly, attention must be paid all the time to
human development and freedom, which cannot
be natrowed casually in the name of pragmatism
Of eConomic progress. o -

The difference between purely utopian
socialists and Matxist socialists lies in the
conviction of the latter that the contradictions
of capitalism not only lead to its disarray but
also throw up elements for construction of the
socialism they are struggling for. Unlike the
utopian socialists, they do not considet that the
choice between capitalism and socialismis o n/y
a2 moral issue or that it is somehow the goodwill
of a set of ethically guided petsons that will bring
about the desired change. What are the real
world developments that socialists can utilize to
continue their struggle for social transformation?

First, in the international arena, Latin
America, which was once considered to be the
backyard of the US empire has been exploding
in revolt from Venezuela to Uruguay and from
Bolivia through Ecuador to Argentina (Amin
and Houtart, 2004; Bagchi, 2005, chapter 24).
All the illegal pressures and sanctions against
Cuba exerted by the US government have not
succeeded in breaking the resistance of the
Cuban people, who have found new friends in
Veneczuela, Brazil and other Latin American
countries. Apatt from the national revolts vittual
civil wars against governments collaborating
with imperialism are going on in Mexico (the
Zapatistas) and Colombia (FARC-EF).

Secondly, despite savage wars of
extermination mounted by the US and Britain,
the people of Iraq, Afghanistan, Iran and
Palestine continue to defy the imperialists.

Thitdly, in the economic arena, the USA not
only faces challenges from the two other
membezs of the Triad, namely, the EU and
Japan, but also from the People’s Republic of
China, South Korea and Taiwan. These East
Asian countries have emerged as the wotkshop

Y
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of the world. It is necessary to be vigilant in
drawing lessons from the success of China (and
for that matter, Vietnam), With the strength of
a state successfully pursuing the trajectory of
development through maximizing productive
investment and utilizing the power of an
increasingly better-educated working but
relatively low-paid working class, China is every
year increasing its share of world expotrts and
GDP. Howevet, this kind of utilization of the
brains and brawn of a low-paid workforce for
maximizing the rate of productivity and well-
being is not is not available to countries that have
not undergone a social transformation
abolishing landlordism and putting a worker-
friendly government in power. Moreover, even
for such countries this strategy can be considered
only a tactical move to counter imperialist
hegemony. Pursued too far, it will lead to the
ensconcement of a new privileged class and a
struggle for socialism will have to be re-launched
in those countries.

Fourth, in many countries, and especially in
countries with formal democtacy, people are
trying on the one hand to counter the power of
corporate feudalism with client politicians in
power and on the other hand, they are trying to
upgtade formal, representative democracy. Not
only in developing countries such as India and
Brazil, where experiments have taken place with
people’s planning in Porto Alegre, Kerala, West
Bengal and Tripura but also in the Greater
London Council in the UK and many
municipalities in the USA, experiments for
giving people direct access to the decision-
making process for allocation of public goods
have been going on. Protests against the IMF-
World Bank-WTO taj have erupted all over the
world and wotkers in most of the G7 counties
have come out in sustained protests against the
policy of treating human lives as freely
disposable commodities.

Treading the path of fight for socialism
means fighting the germs of imperialism and
oppressions of class, caste, gender, ethnicity and
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religious fundamentalism in every cell of the
body politic and body social (Bagchi, 2003/
2004). The struggle to combine the fight against
overarching structures of oppresston and against
their manifestation in everyday life is not an easy
one and a mere analyst cannot provide any
guidelines 2bout that beyond cautioning against
some of the past errors and present dangers of
the travelers on the long road to socialism.

Capitalism has always been a system of
competition for profit with the help of arms.
Since the British Industrial Revolution, it has also
been a system that thrives by gouging out the
non-renewable resources of the world. The
slogan now should be that if we want to save
human civilization, there is no alternative toa
democratic, decentralized, non-chauvinist
ecofriendly socialist order with a tight leash on
human greed so that the need of fulfillment of
the human capabilities is not jeopardized.
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THE UPA REGIME AND ECONOMIC POLICY

Prabhat Patnaik

The defeat of the NDA in the last elections
was a souzce of consternation in international
financial circles, The Wall Street Journal even
asked editorially: “*Why should developing
countries like India have such frequent
elections?” And it went on to add that if a
country like India does have elections, then
surely the outcome can not be left entirely to
the Indian people; “foreign investors” too must
have a say since they have a “stake” in the Indian
economy. Similar views were aired in public and
ptivate in Washington DC among the Fund-
Bank staff and among the financial buteaucracy
and the “financial class™ within India. Nerves
were soothed only when it became clear that
policy-making, at least in economic matters,
would be entrusted to three persons who had
been closely associated with the induction of
“neo-liberal” policies, namely Dr.Manmohan
Singh, Mr.Chidambaram and Mr.Ahluwalia.
Even so, Mr.Chidambaram had to miss the first
session of Patliament for some days during
which he made a trip to Mumbai to reassure the
leading lights of the stock-market regarding the
new government”s adherence to the
 “liberalization” agenda,

It is important to understand the reasons
behind the financial circles” consternation. On
several issues ranging from Employment

Guarantee to disinvestment in PSUs, to social
Sector expenditure, the Congress Partys

Manifesto, many of whose proposals
subsequently found their way into the National
Common Minimum Programme, had a thrust
very different from that of the “liberalization”
agenda. Perceiving the papular mood, it
envisaged a more active role for the State in
promoting employment and welfare. And this
is anathema for international finance capital
which is interested not in a “retreat of the State™,
as is often claimed, but in a transformation of
the State into an instrument for promoting its
own exclusive interests. '

The reason for its opposition to State activism
in matters of employment and relief for the
people however lies not just in its preference
for a different, and from its point of view
“better”, State. It opposes such “State activism”
for two other basic reasons. First, such activism
destroys its own social legitimacy. Even
capitalists engaged in production, who stand to
gain, by way of larger profits, from the boost to
economic activity that comes from larger State
investment, invariably oppose the existence of
a public sector (they want public ownership of
any profitable unit to be only 2 transient
phenomenon), because it undermines their
legitimacy: if it becomes clear that the State too
can run enterprises, then a class of capitalists,
whose necessity is supposed to lie specifically in
their exclusive ability to perform this task,
becomes palpably superfluous. This fear is even
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greatet for finance capital, which essentially
represcnts rentier interests, with very lietle
involvement in production, and which therefore
sustains, in Lenins words, a class of “coupon-
clipping” “parasites”. The absurd myth that the

state of the stock-market determines the pace.
of accumulation 2nd hence the vigour of a-

capitalist economy, and the conclusion that
everything must be done to keep the stock-
market buoyant even to achieve social goals,
which finance capital so sclf-servingly promotes
through its various mouthpieces including the
media, will cease to be sustainable if the State
steps in fot providing employment and relief.
Finance capital thercfore opposes such State
activism at all costs. -

Secondly, the rolling back of dirigisme has
the added advantage, from the point of view of
finance capital, that it unleashes a process of
“primitive accumulation” of capital through the
privatization “for a song™ of public enterprises.
On the other hand if the State were to be more
active in providing employment and relief to the
people, then not only would this bonanza be
denied, but there might even be heavier taxation
of capitalists. '

Modus Operandi of Deflation: FRBM Act

The modus operandi of imposing
expenditure cuts on the government is through
legislation such as the Fiscal Responsibility 2nd
Budgetary Management Act, which had been
passed under the NDA government, and which
the UPA government promptly owned upon
assuming office, even though the Act constitures
an extraordinarily irrational piece of legislation.
The Act provides for a reduction, in a manner
stipulated by itself, in the magnitude of the fiscal
deficit to a ceiling of 3 percent of GDP. When
there is no legislation stipulating the minimum
tax-GDP ratio, when there is no legislation
stipulating the minimum ratio of social sector
expenditure to GDP, when there is no legislation
stipulating the minimum expenditute on anti-

povcriy programmes to GDP, why there should
be a law that stipulates the maximum ratio of
fiscal deficit to GDP is baffling to starc with,
when there is absolutely no theoretical reason
to believe that a fiscal deficit is necessarily
harmful. Matters become ¢ven more bizarre
when it is recalled that this ratio is supposed to
hold good under all circumstances, whether
there is a recession or not, whether thereisa
collapse of employment or not, whether there
is massive poverty or not. And the bizarreness
only increases when it is recalled that a riscin
the fiscal deficit does not necessarily mean a rise
in the government’s net borrowing.

Consider a simple example. Suppose the
goverament borrows from the banking system
Rs.100 to spend on an employment generation
programme. Let us also assume for simplicity
that the only commodity for which demand is
generated through the expenditure on sucha
programme is foodgrains. If there are plenty of
foodgrain stocks in the economy rotting in the
godowns even as people go hungry owing to
lack of purchasing power, then it would be plain
stupid, indeed ctiminal, on the part of the
government, not to undertake this expendituze
because the fiscal deficit would increase thereby.
But the stupidity in such a case is even greater
than appears at first sight. The Rs.100 spentoa
the ptogramme would accrue back to the FCI
which holds the foodgrain stocks, which itself
is a government-owned entity. The FCI may use
the money to repay its bank loans by Rs.100. In
this case what the government”s right hand (i.c.
the budget) has borrowed from banks is paid
by itsleft hand (the FCI), with no increase in
the government”s net indebtedness to banks.
Indced if FCI transactions figured as part of
the budget, as they used to do till the eatly
seventies, then the fiscal deficit in the budget
itself would have shown no inctease. But the
mere convention of nat showing FCI
transactions in the budget would mean that
government expenditure on such an



employment programme through borrowing
from the banks would be disallowed under the
FRBM Act. This Act therefore prevents the
government from increasing demand in the
economy, including demand in the public sector
even when this sector is saddled with unutilized
capacity and unemployment. It ensures both an
eschewing of State activism for undertaking
investment, and providing employment and
relief (and hence an unrolling of ted carpet for
MNCs to undertake investment in lieu of the
State, even through offers of guaranteed rates
of return in foreign exchange), and the
perpetuation of “sickness” in the public sector
units which then is used as an excuse to
“privatize” them for a song. Professor Joan
Robiason, one of the outstanding progressive
economists of the twentieth century, called this
self-serving argument of finance capital against

fiscal deficits the “humbug of finance”. The .

UPA s officially as committed to this “humbug”
as the NDA was, though under the force of the
circumstances it has both postponed the target
date for reaching the ceilings specified under the
FRBM Act, and used sevetal subterfuges to get
around its stringency, as we shall see latet in the
context of the 2005-06 budget.

While the considerations underlying finance
capital”s promotion of “liberalization” and the
resulting transformation in the nature of the
State are thus quite obvious, its being
“international” gives the efforts of finance
capital 2 spontaneous effectiveness. Any State
that refuses to transform itself into a servitor
of financial interests would find itself faced with
aflight of finance from its economy, unless it
imposes controls on the free movements of
capital into and out of its shores, i.c. unless it
reverses the “liberalization agenda™ and sets up
an alternative dialectic to that of “liberalization™.
It follows that the so-called “liberalization with
a2 human face” is a contradiction in terms. Ifa
“human face” is to be put on the development
Ptocess, through the provision of employment
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and relief by the State, then willy-nilly the
process of “liberalization” has to be reversed;
on the other hand if the process of
“liberalization” is persisted with, then one can
forget about the “human face”,

International finance capital is instinctively
aware of this. And that is why when the UPA
government came to power, it was stunned for
a while, especially since the dependence of the
government on Left support meant that it could
not make a simple about turn with impunity on
the NCMP. There is in short 2 fundamental
opposition between the interests of the people
and the interests of international finance capiral
and the domestic big bourgeois and financial
class aligned to it. The entire period since the
UPA came to power has been a petiod of intense
struggle arising from this opposition. While
appeasing financial interests and soothing the
nerves of international financial capital, the
government has not been able to push ahead
with the “liberalization” agenda to the extent it
would have liked; it has faced stiff opposition
at every step from the Left on whose support it
depends for its survival. At the same time it has
reneged on every one of the major promises
made in the NCMP, with the Left mounting

- intense pressure against such reneging. Some of

the critical areas of such struggle are highlighted
beow. - . .
The Employment Guarantee Scheme

Perhaps the most striking pravision of the
NCMP was the scheme for giving 100 days of
assured employment to one member in every
rural household. This itself was a comedown
from the Congress Party”'s election promise of
giving 100 days of assured employment to one
member from each household, both urban and
rural, The idea of assuring employment to only
one member per rural household was obviously
discriminatory against women; and in any case
the scheme promised only paltry relief, since only
100 days of assured employment per household
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did not amount to much. Even so, the scheme
was important in the context of the sharp
deterioration in the living conditions, including
per capita food absorption, of the rural poor,
which had come about through the drastic
curtzilment in rural purchasing power arising
inter alia from the cutback in rural development
expenditure of the govesnment. This cutback
in turn was 2 consequence of the reduced 1ax
revenue and the compressed fiscal deficit that
neo-liberal policies had engendered.

From the very beginning however the scheme
aroused fierce opposition, first in the name of a
tesoutce constraint, and subsequently, when
even the Planniag Commission found that the
total expenditure for running such a scheme
would be no more than Rs.25000 crores annually
at present, which is no more than 1 percent of
the GDP, in the name of administrative
difficulties. When even this failed to carry
conviction, the opposition to the scheme took
up the familiar refrain: “why waste money
providing what in effect would be 2 dole when
that money could be better used for increasing
the growth rate and providing more meaningful
productive employment through that route?” It
was conveniently forgotten that if high growth
could provide more productive employment in
adequate quantitics, then the very fact of rural
distress and the very need for an employment
guarantec scheme would not have arisen in the
first place. '

The real objection to the EGS was the fact
that it went against entire thrust of nco-
liberalism, promoted by international finance
capital, of rolling back State activism in matters
of employment and relief for the people. And
this objection was reflected in the Draft Bill that
was presented to the Parliament. The Draft
replicates the basic flaw inherent in the original
NCMP provision itself, namely, that by taking
the houschold as the unititignores the claims
of all individual adults for employment

guarantee, and thereby also implicitly
discriminates against women. In addition
however the Draft reneges on the NCMP itself
in at least three crucial ways: first, it does not
provide for the extension of the scheme to cover
the entire country within a specified petiod of
time; secondly, even in areas where it is to be
introduced the Draft allows the government to
withdraw the scheme at will; and thirdly, the
scheme according to the Draft is supposed to
be targeted towards “paor households”, which
is 2 clear violation of the NCMP promise of 2
universal employment guarantee that is so
essential, both because of the gross
underestimation of poverty and the woefully
inadequate identification of the “poor”, and
because universality confers a right and is
therefore a means of empowerment of the
working masses. In addition, the Draft does not
ensure employment at the statutory minimum
wage, and, by insisting on a narrow definition
of “productive work”, effectively ensures that
most people covered under it would be entitled
at best to some unemployment insurance which
would be no more than a pittance. In short,
instead of the significant action on the
employment front, notwithstanding all
limitations, that was envisaged in the NCMP,
what we have is adamp squib.

The Draft is before the Standing Committee,
and the coming days will see an intense struggle
between the democratic and progressive forces
on the one hand pressing for a worthwhile EGS,
and a recalcitrant government on the other
resisting this pressure. Afraid to alienate finance
capital, the government may attempt to split the
progressive forces by demanding a price fora
larger EGS in the form of cutting some other
relief expenditure; and, if pushed, it may even
consider associating the World Bank and other
such organizations in the financing of it. Since
these organizations typically demand theis
“pound of flesh” for such financing and then
quictly drop the scheme after having obeained



this “pound of flesh”, associating them would
mezn not a departure from the “liberalization”

but, on the contrary, an active promotion
of it under the false pretense of introducing a
“human face”.

The Financial Sector

A second atea of struggle has been the
financial sector. A precondition for any relief
to the people, it follows from the foregoing, is
control over financial flows, which obviates the
need for pursuing policies catering to the
caprices of finance. The Left has been asking
for such controls for a long time. But matters
have come to such a pass, with foreign exchange
reserves crossing $140 biflion, and as much as
$10billion being added in the mere space of
four weeks ending March 11, that even the
Governor of the Reserve Bank of India asked
for some checks on financial inflows, which, as
he had expressed it once earlier, were using India
“as a parking place for dollars”, Within minutes
of his having asked for such checks, he was asked
by the Finance Minister to eat his words, which
he duly did 2t a hutriedly-convened Press
Conference rather late at night. la short, the
government is adamant on maintaining liberal
financial flows into and out of the couatry, and
this is extracting a heavy price from the economy,
apart from precluding any telief for the people
owing to the constant need to retain speculators”
“confidence”, '

This heavy price is because of the fact that
while the country hardly gets any return on these
reserves (the average rate of retumn is supposed
to be around 1.5 percent), those whose inflows
have contributed to these reserves are getting
huge returns (inclusive of capital gains), well
over 20 percent, on the funds they have brought
In. Since holding reserves is analogous to lending
abtoad (since it entails holding “I0U”s of
foreign governments and banks) the countryin
effect is borrowing dear to lend cheap which is
both silly as well as ominous for the future. On
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the othet hand, not holding these reserves would
make the rupee appreciate in the face of such
inflows, which would mean a de-industrialization
of the economy paid for by short-term
borrowing. If for instance $100 flow in, then, if
reserves are not held, the rupee would appreciate
until a current account deficit of §100 has been
created through an increase in imposts at the
expense of domestic output; this would mean a
shrinking of domestic activity and
unemployment. The country”s debt in other
words would have increased in order to finance

“its own ruin through de-industrialization, or it

would have experienced what one can call a
“debt-financed de-industrialization”, If this is
to be avoided, as well as the silly and ominous
piling up of reserves, then the only way is to
control financial inflows, which are being used

_entirely for specnlative purposes. The RBI

governor, by no means a radical or Leftist, had
suggested just this. The government obviously

‘however has no intention of getting off this

perilous course.

Indeed on the contrary it is attempting two
further steps which are exceedingly dangerous:
the first is to move ahead towards capital account
convertibility, and the second is to push financial
liberalization even further so that the economy
gets even mofe closely enmeshed in the vortex
of globalized finance. A whole series of
measuzes, such as merging public sector banks;
enlarging the equity base of the public sector
banks, apparently for satisfying the “Basle

_norms”, through attracting private holders;

allowing foreign banks to take over pivate sector
banks; the shift away from development
banking; the permission given to specialized
development finance institutions (IDBI being

the latest example) to start banking operations;
_the permission given to banks to operate on

stock exchanges and commodity exchanges; the

_tolerance shown to banks which flout priority
sector lending norms; and indeed the attempt

to cover up banks” transgressions in this tegard
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by expanding the definition of “priority sector™;
ate but a few illustrations of the government’’s
determination to detach the financial secror in
India from its obligation to scrve the needs of
the productive national economy, and to make
it instead an integral part of the world of
international finance. :

The era of planning and of the pursuit of a
strategy of relatively autonomous capitalist
development had seen 2 transformation of the
financial sector in India from serving the nceds
of a colonial economy and of a few monopoly
houses that had developed in the interstices of
the colonial economy (especially after the grant
of “discriminating protection” in the twentics
and thirties) to facilitating accelerated and a
broader-based capitalist development, including
in agriculture throngh the “Green Revolution”
(after bank nationalization). This transformation,
starting with the nationalization of the Imperial
Bank of India and the setting up of specialized
financial institutions like IDBI, IFCI, ICICI, and
SFCs, and ending with the nationalization of
large private scctor banks, had created the basis
for building up the productive base of the
economy in all its diversity.

What we are secing now is yet another
transformation. The case for the merger of
public sector banks in terms of economies of
scale is eatirely unfounded. And as for the
argument that such merger is necessary to make
Indian banks withstand foreign competition in
the new environment, it is amusing that this
argument is being advanced not by the banks
themselves groaning under the impact of some
presumed un-competitiveness but by
Mr.Chidambaram and Finance Ministry
burcaucrats, who, day in and day out, preach the
virtues of State non-intervention! The real idea
behind this merger and allowing foreign banks

to take over private Indian banks (thatis so at

present, but later no doubt they would be
allowed to take over public sector banks as well)

is to have a limited number of large players, led
by foreign banks, in the banking sphere who
would then go global, engage in speculative and
high profit activities, detach themselves entirely
from the “messy” business of lending to 2 host
of peasants and petty producers, and get
monopoly control (especially the foreign banks)
over the debt of the government (or what is
called “sovercign debt”) which is a highly prized
plum cven today as it was in Lenin”s time. The
result would not only be the end of the era of
banks setving the needs of production, but the
creation of an ambience where financial ctises
of the East Asian kind would occur, resulting
in a stagnation of the economy and 2 de-
nationalization of its assets.

The Bank Employeces are already struggling
hard to prevent such 2 denouement. The Left is
awate of the dangers of the course being
advocated by the Finance Ministry. The coming
months would sec intense struggles over these
measures.

‘The Alibi of the Need for FDI

The case for financial liberalization 25 a rotal
package is ultimately argued on the grounds of
the presumed need for FDI. Prime Minister
Manmohan Singh pleaded before 2 bunch of
financiers in New York that unless India got
$150 billion FDI over a 15 year period to
improve her infrastructure, her economic
prospects were bleak. This cringing before
metropolitan finance, though it started with the
NDA and hence predates the UPA, certainly
marks 2 enormous departure from the earlier
days, when Prashanta Chandra Mahalanobis had
gone lecturing all over America about how India
was embatking on a massive industrialization
effort on her own and with het own resources.
The favourite ploy of out current leaders of
course is to cite the example of China which

. these days gets around $50 billion FDI each year

compared to $3-4 billion of India: the suggestion
is made that without such heavy investment



China could not achieve het extraordinary
wth rates, and thatif India wanted such high
growth rates then she too would have to woo

FDI assiduously.

This argument is wrong on several counts,
First, the large influx of FD1 is hardly necessary
at present for China”s remarkable growth
performance. China, as is well-known, has
massive and growing foreign exchange reserves
which are built up out of her own earnings in
the form of current account surpluses, and not
through speculative financial inflows as in the
case of India. She is in other words maintaining
an excess of savings over non-FDI-financed
investment. Her need for investible resources
from outside therefore is correspondingly less.
FDIin her case could be a useful means of
bringing in technology or of marketing her
products, but for these purposes technical
collaboration or marketing agreements could do
as well. Her reasons for large FD1 inflows at
present therefore remain obscure. At any rate,
inflows on this scale are certainly unnecessary
for the maintenance of her growth rate.
Secondly, FDI typically flows into those
economies which already have high domestic
savings rates anyway. It does not constitute a
means of compensating for low domestic
* savings. Since India has a savings rate much
lower than in the East and South East Asian
countties, and since this rate has not gone up at
all during the period of “liberalization”, to pin
hopes on FDI 1o provide a way out of this
Situation is a chimera. Thirdly, in the case of
India, as suggested earlier, there is plenty of
unutilized capacity, within the public sector itself,
which can be used with impunity for boosting
public investment through an enlatged fiscal
deficit, without even having to raise tax revenue.

In short, D1 is both unnecessary for
boosting India”s growth rate and unlikely to
come in any significant quantities, despitc all the
blandishments being offered. But since these
blandishments include financial liberalization,
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which necessarily engendets deflation and cut
backs in public investment, that in tuen have a
discouraging effect on private investment, all this
fmoing of FDI in the name of stepping up the
investment ratio is paradoxically having the
opposite effect of dampening the investment
ratio.

The blandishments include an increase in the
foreign equity cap in critical sectors, The first
UPA budget, for 2004-05, had identified
telecom, civil aviation and insurance sectors as
the ones in which the level of permissible foreign
equity holdings would inczease. The FDI cap
has already been lifted in the civil aviation sector
(from 40 to 49 percent), and on February 2 the
government cleared a proposal to raise the FDI
limit in telecom from 49 to 74 percent. But these
precisely are sectors where foreign investment
is not only unnecessary but positively harmful.
In the case of telecom moteover there are
serious security considerations involved in
having majority foreign-owned companies. The
idea seems more to give foreign capital 2 finger
in the profitable pie that is the Indian market, at
a time when metropolitan capital in these sectors
is desperately looking for outlets elsewhere, than
to bring any benefits to the Indian economy. The
Left has been fiercely resisting these measures,
but these unfortunately do not need
patliamentary approval.

Pension Funds

The latest move of the UPA government to
let pension funds be used in the stock-market
and pensioners take the risk of loss, is yet
another “liberalization” measure with serious
consequences for an extremely vulnerable
section of the population. Butitis notjusta
matter of how these funds are used. The 2003-
06 budget permits the entry of FDI into the
pension sector. In effect therefore fhc

vernment is planning to hand aver pension
funds to MNCs for the purpose of specalating

_on the stock-market.
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The argument often advanced that the
burden on the exchequer on account of pension
payment obligations is becoming too heavy is
unaceeptable. It is the solemn duty of the
government to meet whatever burden pension
payment obligations impose upon it, and it has
to find the resources to fulfill it. Considering
the fact that 50 percent of the pension payment
obligations are on account of the atmed forces,
demurring at dischatging this duty is in
particularly bad taste.

But then, even some well-meaning observers
point out, since the pensioners would be exposed
to the possibility not just of losses but of gains
as well, they may even end up being much better
off from the proposed measure. Why should
they object to it? The reasons are simple: first,
any person would be the most risk-averse when
itis his or her pension funds which are at stake;
and secondly, the dsks are far greater than nsually
supposed. They arise not only from the fact that
the stock market fluctuates wildly, but also from
the fact that the pensioners could well become
victims of unscrupulous speculators using theit
funds.

This last point is often missed: in a country
like ours the political empowerment of the
people is far greater than their legal
empowerment. They have a much becter chance
of getting redress through political pressure than
they have of getting redress through legal action,
They are safer when their claims are with the
State than they ate when these claims are on
some private speculators. To leave pensioners
to the mercy of a bunch of speculators by
allowing the latter to play the market with their
funds would be an almost criminal dereliction
of duty on the part of the State which the Left
has rightly vowed to resist to the bitter end.

The Patent Amendment Act

There are two areas where the government
has yielded some ground under pressure from
the Left. One is in the area of patents; and the
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other is the current year”s budget. Let us
examine these.

India had a Patent system introduced through
an Actin 1970 which was highly appreciated by
progressive opinion all over the world. Among
other things it kept the prices of drugs low, and
did so0 by not recognizing product patents. No
patentee in other words could prevent someone
else producing the same good using some
process other than the one which had been
patented. This enabled the domestic production
of drugs, which had been developed abroad, by
using a different process. Domestic substitutes
of drugs developed abroad could therefore be
locally produced and sold cheap. The TRIPS
agreement under the WTO permitted product
patents, and allowed a 20 year life-span for
patents compared to the 7 years under the Indian
Patents Act 1970. The WTO agreement which
was signed without taking the parliament”s prior
permission, enjoined on India the obligation to
amend her Patents Act to make it TRIPS-
compatible.

The WTO agreement however, like all
international agreements, has provisions and
loopholes which could still be exploited to the
benefit of the Indian people while amending
the 1970 Act for TRIPS-compatibility. In other
words, the term “TRIPS-compatibility” is itself
a matter of interpretation, and any government
that is concerned with the welfare of the
common people, should naturally use an
interpretation that safeguards their interests to
the maximum extent, even assuming the we have
to fall inline over “TRIPS-compatibility”. But
the NDA government brought in amendments
that showed scant respect for the people”s
welfare and passed an ordinance incorporating
them, The UPA not only re-issued the ordinance,
but proposed an amended Act that was an exact
catbon copy of the NDA”s proposed legislation.
This has been changed under pressure from the
Left and the amended Act, though TRIPS-




compatible, protects the people much better. To
be sure the very introduction of product patents
has deleterious consequences, and in that sense
any amendment of the 1970 Act is retrograde.
But within the framework of the WTOQ, the
amended Act is much better than the NDA/

UPA Draft.

This becomes clear if we take alock at the
demands made by a Peoples” Commission
which operated with the aim of getting the most
out of the existing TRIPS agreement. Its main
demands were as follows:

“(i).. The term “invention” should be
teserved for 2 “basic novel product or process
involving an inventive step and capable of
industrial application”. All three criteria,
“novelty”, “inventive step” and the quality of
being “capable of industrial application”, must
be insisted upon. (ii)...The proposed
amendments allow patenting of micro-
organisms. This must not happen. Micro-
orgznisms, including vituses, should not be
patented, and hence should also figure alongside
plants and animals, including seeds, varieties and
species, in the list of non-patentable items...
(iii)... The proposed amendment provides no
scope for compulsory licensing in cases where,
notwithstanding the offer of reasonable
commercial terms and conditions to the patent
holder by an enterprise, the patentee does not
tespond within a stipulated period of time. In
all such cases compulsory licensing is permitted
even within the framework of TRIPS Article
31 (z) and (b), and countries like Brazil and China
have passed legistation allowing compulsoty
licensing. This omission from the proposed
amendment must be remedied forthwith. {iv)
~.Inall cases where compulsory licenses are
granted, even though the production is supposed
to be “predominantly” for supply in the
domestic market of the country in question,
exporting should also be explicitly allowed... (v)
--.Whete applications have been received during
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the transitional period 1.1,1995 to 31.12.2004,
.-« patents, if granted, would be effective from
the latter date for a period of twenty years from
the date of application, In all such cases if any
production activity has been started by any
enterptise during the transition period, then that
enterprise should be allowed to continue
production on payment of 2 nominal toyalty to
the patent-holder, after the patent has been
granted, instead being accused of violating the
patent. (vi) ... The magnitude of royalty payment
should be explicitly stipulated within 2 range,
say 4-5 percent, of the sales turnover at ¢x-
factory price. .(vii) ... Since the TRIPS
Agreement itself provides no explicit system of
examination of any pre-grant opposition to the
grant of a patent, the existing provision in the
Indian Patents Act 1970, which is being sought
to be amended, should be retained.”

It is noteworthy that all these suggestions,
batring {ii) and (vi) were incorporated in the
amended draft of the Act owing to the Left”s
insistence, and that (ii) has been referred to an
experts” committee. At the same time however
the necessity for mobilizing public opinion in
favour of a re-negotiation of the WTO,
including in particular the TRIPS agreement,
temains. Unless a strong public opinion is built
up the correlation of political forces cannot be
changed to a point where we can cither reject
or go beyond the existing framework of the

TRIPS agreement. .
The 2005-06 Budget . .

~ The 2005-06 budget differed from other
recent budgets both in its rhetoric and in the
somewhat larger allocations it made fot social
sectors and rural development, including
employment generation. The absolute amouats
involved of course were still very small, and even
these small provisions may not materialize if on

- account of tax shortfalls, which are bound to

arise this year, as they did last year, owing to the
significant overestimation of tax receipts in the
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budget, the Fiscal responsibility and Budgetary
Management Act comes into play and
expenditures have to be scaled down. Even so,
the change is noteworthy.

This change however does not signify any
shift away from the neo-liberal package of
policies. On the contrary many of its suggestions
like opening up the mining and pension sectors
to foreign direct investment, encouraging crop
diversification at the expense of foodgrain self-
sufficiency, the reductions in customs duties on
a range of capital goods, and the cut in corporate
income tax rate from 35 to 30 percent on
domestic capitalists, are all measures emanating
from the neo-liberal perspective, And when one
adds to this the pronouncements of the
Economic Survey on capital account
convertibility and on “labour matket reform”
(which means in effect the institutionalization
of the right to retrench), it is clear that no change
of direction away from neo-liberalism is being
contemplated.

Two questions immediately arise. First, how
is it that within a regime committed to neo-
liberalism, additional financial tesources have
been found for rural development and social
sectors? The Finance Minister appears to have
given out substantial tax concessions all around
and yet managed to increase the Gross Budget
Support for the Plan by 16.9 percent over the
previous year {(BE to BE) and the Budget
Support for the Central Plan by 25.6 percent,
even while ensuring a marginal reduction in the
fiscal deficit to 4.3 percent of the GDP. Fora
government that till the other day kept asking
“Where is the money?” when any worthwhile
proposal was mooted, including 2 universal
EGA, this is a remarkable turnaround. How has
this become possible? Secondly, does the fact
that the government has made larger provision
for rural development and social sectots while
remaining committed to a neo-libetal course
suggest that we have finally arrived at
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“Jiberalization with a human face”, contradicting
the claim made above that the two cannot go
together? Let us discuss these seriatim.

The answer to the first question, about the
source of financial resources, is simple: the
budget manages to balance its figures through
substantial “window dressing”, both in the
matter of the expected tax revenue and in the
matter of the expected fiscal deficit.

With the reduction in corporate tax rate, with
the removal of a large number of service
providers from the purview of the service tax,
with the lightening of the income tax burden,
with the reduction in customs dutics on a large
number of items, especially capital goods, and
with significant concessions in the excise duties
on several items, the Finance ministet’s claim
that his indirect tax proposals would be broadly
revenue neutral and that his direct tax proposals
would garner Rs.6000 cr. extra, appears
untenable, notwithstanding the 50 paise cess on
petrol and diesel, and the slightly heavier taxation
on “health hazard” goods. But even if his claim
is accepted, the tax revenue calculations still
appear grossly unrealistic. If we assume a
generous 9 percent growth in real terms of the
non-agricultural sector during 2005-06, and 2 6
percent rate of inflation, the nominal growth
rate of this sector comes to 15 percent. At
existing tax rates the tax revenue cannot be
expected to increase at a rate much higher than
this. And if additional tax revenue mobilization
is 2 small Rs.6000 ct., it follows that total tax
revenue should also increase at around 15
percent. Instead we find an expected tax revenue
increase, compared to 2004-05 (RE), of 21
percent, cleatly an overestimate. This would not
matter if the Finance Minister chooses not to
be ticd down by the FRBM, a silly piece of
legislation as we have seen; but if he does, then
the positive features of the budget would be
undermined.
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The second area of “window-dressing” is
with reference to the fiscal deficit, There is a
substantial “off-loading” of borrowing from the
budget to off-budget entities. At least three
deserve mention. The firstis State governments,
The Budget documents show what at first glance
appeafs a rather surprising reduction in total
capital expenditure, and correspondingly in the
Gross Budgetary Support for the Plan, Plan
Expenditure for instance falls from Rs.145590
¢t. last year to Rs. 143497 cr. this year (BE to
BE). The Finance Minister however claimed that
the Gross Budgetary Support (on a compatable
definition to what was used earlier) would be
Rs.172500 cr. for 2005-06. The reason for this
discrepancy lies in the fact that following the
Twelfth Finance Commission’s report, State
governments would be borrowing around
Rs.29000 cr. for their Plans from the market.
Earlier the Centre would have borrowed this
amount and handed it to the States, but now
the States themselves would have to go the
market,

This represents an offloading of the fiscal
deficit from the Centre to the States. In addition
it is fraught with potentially serious
consequences, States may not be able to get the
loans on reasonable terms, especially in these
financially “liberal” times (when even the captive
market for government and government-
approved securities provided by the Statutory
Liquidicy Ratio is being abandoned according
to this year’s budget); some States may not be
able to raise their loan requirements from the
market at all. True, the Centre which earlier had
the sole prerogative of market borrowing
charged the States exorbitant rates on the loans
it provided to them; but the solution to that lies
in regulating the rate at which the Centre can
lend to the States (pegging it for instance at
certain fixed percentage points below the
average nominal growth rate of the GDP) rather
than having the States borrow directly from the
matket which could even be a prelude to the

fracturing of the nation’s unity (if States started
borrowing freely from intetnational agencies).

" The second instance of implicit off-loading
of the fiscal deficit is with regard to the
Infrastructure Development Fund, whose
capital of Rs.10000 cr., which is supposed to
provide “bridge finance” for infrastructure
projects that are remunerative economically but
not financially, is not provided for in the budget.

Instead of borrowing directly, the government,

in other words, is making an agency set up by
itself do the borrowing. This borrowing, being
off-budget, is not shown as part of the fiscal
deficit.

The third instance is the absence of any
reference to the food component of the
Employment Programmes in the budget
documents. The 5 million tonnes which the
Finance Minister has promised as the food
component of the Food For Work programme
and which does not figure in the budget will
obviously be loaned by the FCI to the FFW
programme. A part of the fiscal deficit is thus
shifted out of the budget by making the FEW
borrow from the FCl instead of getting funds
from the government which would have had to

botrow for the purpose.

For these reasons the actual fiscal deficit
generated by the budgetary provisions is much
larger than what appears in the documents. One
cannot fault this in principle. On the contrary it
only confirms the point that the FRBM Act
which forces the government to do such “off-
loading” of the fiscal deficit away from the
budget to other government organizations is 2
nuisance which even people like
Mt.Chidambaram have come to realize.

But it is more than a nuisance. The practice
of “off-loading” which it implicitly encourages
can have positively harmful implications, For
instance, such “off-loading” may, given the
general neo-liberal ethos, jeopardize the future
of the agencies on to whose shoulders the deficit
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is being off-loaded: State governments, as alteady
mentioned, might turn into proteges of agencies
like the ADB and the Wortld Bank (which some
of them are already in the process of becoming)
under these circumstances. This could damage
the integrity of the nation, Likewise if the FCI's
giving loans to the FFW programme increases
its own deficit (which is covered through the

food subsidy), then in the name of cutting the.

food subsidy the same government might decide
to wind up the FCL In other words, enlarging
the fiscal deficit whether directly through the
budget or through other government agencies
is fine provided a consistent approach of
defending the government agencies is
simultancously adopted.. But one cannot be sure
of this.

Besides, while enlarging the ﬁscal deficit for
incurring larger expenditure is perfectly
legitimate in 2 demand-constrained system, there
is litle justification for doing so together with a
reduction in corporate income taxation. The
argument that some patity has to be established
between personal income taxation and corporate
income taxation has no basis whatsoever. Hence
the argument that since the highest rate of
personal income tax is 30 percent, the rate of
corporate income tax must also be reduced to
30 percent from the current 35 percent lacks
substance.

Indeed most of the tax conccssions givenin
the budget lack any justification. There is no

. reason why the scope of the service tax should
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be cut down from its existing level. There is no
teason why import duties should be reduced on
a variety of capital goods: while it would have a
scarcely noticeable effect on the overall
investment, it would act to the detriment of the
domestic capital goods producers, causing a
degree of de-industrialization in this sector,

which would also follow from the de-teservation
of a number of items hitherto reserved for the

small-scale sector, Likewise, there is alsono -

reason for reducing the excise duties on 2 variety
of luxury goods like air-conditioners. And the
reduction in import tariffs on a range of
agticultural goods is precisely the opposite of
what the government should be doing if it
wished to undo the damage done to this sector
by neo-liberalism. Even experts like
M.S.Swaminathan have been arguing that
agncultutc cannot be treated like any other
sector in the matter of protection, since the
livelihood of millions of peasants and labourers
who have nowhere else to go depends upon it.
The budget alas pays scant heed to such sage
advice,” '

‘While these tax concessions are being given,
the imposition of a cess of 50 paise per litre on
petrol and diesel appears uncalled for, especially
as it comes on top of price-hikes decreed very
recently on these commodities. The relief which
the budget provides by way of reductions in
import and excise duties on kerosene and LPG
would be offset to an extent by this cess. In the
case of petrol the net revenue raising effect is
much less than what 2ppears at first sight since
the government is 2 major consumer of the
commodity. In the case of diesel, any price hike
jacks up transport costs and has an across-the-
bozrd inflationary impact which should have
been avoided.

Two suggestions thrown out in the budget
are 2 source of disquiet. The first relates to the
banking sector whete the bounds on the
Statutory Liquidity Ratio and the Cash Reserve
Ratio are sought to be removed and the Reserve
Bank made free to prescribe such prudential
norms as it deems fit. This entails giving greater
autonomy to the RBI and making banks freein
their portfolio choice which would enable them
to speculate more freely. Both these, like the
eatlier pronouncement regarding making the
management of public sector banks more

autonomous, are measures of financial

liberalization which would have adverse



consequences for the economy. The Finance
Minister who talks of giving more credit to
agriculture in one breath, cannot advocate
financial liberalization in the next without
inviting the charge of not being serious about
the former objective. .

The second disquieting suggestion relates to

the entry of foreign direct investment into .-

mining and pension funds. The case of pension
funds we have already examined above. As
regards mining, the argument against FDI is
obvious. Indeed, as Joan Robinson, the well-
known Cambridge economistmentioned earlier,
had once remarked, of all the different areas of
FDI involvement, the mining sector is the wotst,
since minerals are an exhaustible resource. The
MNCs extract the mineral, ship the surplus back
home, and leave when the mine gets exhausted.
But when that happens, the country is left high
and dry, with no more mineral resource left. The
case of Myanmat illustrates the point. Atone
time its oil wealth attracted much foreign
investment (Burma-Shell), and it experienced for
a brief period an enormous boom, when oil
extraction was going on. But today, with its oil
wealth exhausted, it is one of the forty “least
developed” countries in the world. There is
absolutely no argument whatsoever for inducting
MNCs into the mining sector.

- This brings us to our second question: is the
budget an embodiment of “liberalization with
ahuman face”? The fact that patently neo-liberal
measures are being contemplated by a Finance
Minister who has ostensibly shown concetn for

the poor, only demonstrates that this budget is

- anattempt to please all, the MNcs, the corporate
sector, the salariat and, to an extent the poor
and those who speak for them, Such a “please-
all” budget can only be based on a degree of
arithmetical jugglery and hence can only be 2
transitory phenomenon. Or putting it differently,
this budget does not mark the usheringin of a
“growth-with-equity” trajectory, ot of
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“liberalization with a human face”. It rather
represents a temporary tactical compromise, a
tactical adjustment in the march along 2 neo-
liberal path, which has been necessitated by the
relentless pressure exerted on the “liberalizers”

. bythe Left.

Concluding Observations

- The last few months of the functioning of
the UPA government reveal clearly the bind in
which it is caught. It cannot openly discard the -
Common Minimum Programme to whichitis
ostensibly committed; it cannot push ahead with
impunity with the neo-liberal programme which
international finance capital enjoins upon it. Its
attempts to browbeat the Left to allow it to
discard the CMP for a neo-liberal programme
have failed, Some bourgeois commentators,
impatient with this situation, have even started
flying kites about a “grand coalition” between
the Congress and the B]P, which in effect means
a “grand coalition” between sections drawn from
both these Partics. What these commentators
fail to understand is that even if such a grand
coalition were to come about, which is a tall
order anyway, it would not get the mandate of
the people who have expressed their rejection
of neo-liberal policies in the May elections. The
bind of the government is really the outward
manifestation of an interregnum, a stand-off
between the forces aligned to intetnational
finance capital on the onc hand and the popular
forces on the other. As the latter become more
organized, conscious and effective, the present
situation would change in a more favourable
direction for the progressive movement.

;)". .

’ . o
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CENTRE-STATE FINANCIAL TIES

Abhijit Sen

WHATEVER SPIN different commentators
may put on the electoral verdict, one aspect is
crystal clear, The electorate has rejected
tesoundingly the claim thata general “fecl-good”
has followed the economic “reforms,” which
have delivered to the rich by reigning in taxes
and government discretion,

Every Central Government that “reformed”
in this manner since 1991 has lost the subsequent
election. And, in keeping with this trend, the
party political message from the present verdict
is also rather fractured. While the National
Democratic Alliance is the big loses overall in
these elections, the Congress too has not been
spared. Its Vidhan Sabha defeats in the
Legislative Assembly elections of Chhattisgath,
Madhya Pradesh and Rajasthan have been
repeated and not only has it suffered further
losses in Assam, Karnataka, Kerala and Punjab,
its Maharashera performance, though better than
1999, still augurs pootly for the Vidhan Sabha
prospects.

Nonetheless, the just concluded elections
have demonstrated mote cleatly than in the past
that claims of development, however hyped, are
meaningless without results at the grassroots.
And, in particular, that if “reforms” and less
government mean pooret infrastructure,
collapsing systems of education, health and food
security, and withdrawal of support to
agriculture, voters will have none of it. As the

new dispensation takes office on its promise of
delivering to the “common people,” it is
necessaty to bear in mind that none of these
concerns can be delivered upon unless finances
of State Governments are sound. Most election
manifestos have missed this.

This has the implication that efforts to arive
at a common minimum programme {CMP) may
fail on the essential concerns of voters if the
economic content of this remains limited to
broad statements on specific areas of Central
Government competence. With the nation’s
population now split roughly evenly among the
States where the Congress, its allies (both pre-
and post-poll) and the NDA rule, Centre-State
financial relations are probably the most
important economic issue that needs to be
addressed — differently from the atrocious and
partisan discretion shown by the NDA on this
matter.

Many of the issues involved fall properly in
the domain of the Twelfth Finance Commission
(TFC), which should not be interfered with. But
this Commission is bound not only by its terms
of reference but also by current fiscal practices
which it must assume while making its awards.
The Central Government must make clear
whetherit contemplates any change in the TFC’s
terms of refetence or on parameters that might
affect its 2ssumptions as quickly as possible.



As to the terms of reference, the potentially
controversial area is grants linked to reward of
“performance.” Since this is an area that gives
the Centre discretion on what constitutes
“pcrformance,” the new government should
indicate where it stands and the matter discussed
with at least those who are party to the CMP,
But the more important area is to indicate
immediately the new government’s position on
the two issues which have virtually bankrupted
2]l State Governments: the impact of Pay
Commission awards and the overhang of high
cost debt.

The area on which immediate movement is

possible is debt owed by the States to the Centre.

The total public debt of States is currentdy about
30 per cent of the GDP, and interest payments
have doubled as per cent of revenue since 1991
to ahout 25 per cent. Roughly 40 per cent of
this total debt is owed to the Centre and neatly
another 20 per cent is owed to the National Small
Savings Fund (NSSF). Restructuring these two
debt components can substantially improve
overall State finances. ’ '

On this, & recent concept note from the
Planning Commission has suggested that all
State debt to the Centre (but not to the NSSF)
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be written off and that there be no further loans
from the Ceatre to the States. According to this,
all future Centre to State transfers would take
only the form of grants and all borrowings
would only be from the market but subject to
Reserve Bank discipline under Article 293 of
the Constitution. B

Although this suggestion of complete write-
off may attract criticism, the idea is bold. It can
help to clear the logjam that currently results in
much higher than market interest rates paid by
the States, with the Centre receiving more from
these interest payments (including to the NSSF)
than it collects from income tax. A decision on
this is necessary and it must also extend to Small
Savings.

If not a complete debt write-off, at least the
State debts should be quickly restructured to
ensure that interest liabilities are at no more than
the market rates at which the Centre jtself
borrows. For State finances to be viable, the
long-run requirement is that the average rate of
interest must be substantially less than the
medium-run rate of growth of nominal GDP.
This atleast must be assured if States can begin
delivering on what voters clearly want.. -
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AGRARIAN CRISIS AND DISTRESS IN RURAL INDIA

_Utsa Patnaik

- Rural India is in acute distress. Though the
bulk of the population in rural India has always
experienced pitiable living conditions yet, their
conditions are much worse at this moment than
perhaps at any other time since the mid-sixties
as there is not enough work, not enough food
to eat and not enough water to drink for the

rural population.

Those commentators who at all bother to
notice the state of affairs, and they are few and
far between, attribute this distress to the pre-
vailing conditions of drought, which gives the
impression, that itis a transitory phenomenon,
and that it is 2 curse of nature. In reality how-
ever, the drought compounds the distress of the
rural population as the increasing distress of the
past several years has left them without any cush-

ion,

The magnitude of distress can be gauged
from the two Tables given below {both taken
from Utsa Patnaik, ‘Foodstocks and Hunger’
mimeo.). The 1990s have not only seen a steady
decline in the level of per capita food availabil-
ity in the country as a whole (taking both rural
and urban India together); the absolute amount
of per capita food availability in the year 2002~
03 was even lower than during the years of the
Second World War-years that saw the terrible
Bengal famine. Since urban India, on average,
has not seen any drastic decline in food avail-
ability, the actual situation in rura India, it fol-

lows, must be even worse than what these fig-
ures suggest. And this situation, it must be em-
phasized, does not take into account the onset
of the current drought. The drought has only
accentuated a state of distress in rural India that
has been growing ever since the 1990s, thatis,
ever since the country has embatked on the pro-
gramme of neo-liberal economic reforms.

Apologists for the neo-liberal policies put
forward a cutious argument to explain the
decline in per capita food availability. This
decline, they contend, is because of a change in
the dietary habits of the people: they have
diversified their consumption pattern from
foodgrains towatds all kinds of less-elemental
and more sophisticated commaodities. Therefore,
according to them, far from its being a symptom
of growing distress, the decline in food
availability is actually indicative of an
improvement in the conditions of the people,
including the rural poor. Some have even gone
to the extent of suggesting that with the changes
occurring in Indian agricultute in terms of the
cropping pattern and use of machinery, peasants
and workers do not need to put in hard manual
labour. Correspondingly, the need for
consuming huge amounts of foodgrains no
longer arises. Thetefore, the rural population
now is no longer bound to follow the old
consumption pattern; it can afford to sample
more up-market goods, including food items,
which it is doing with a vengeance.
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Table 1. Summary of Food grains output and availability in the nineties

(Three Year Annual Average)

Thiee yi. Avesage Het Output per Head Net Availablilly per Head
Pesiod Population Cereals | Foodgrain| Ceteals | Pulses [Foodgrains
Ending In Hillion ¥q. Kq. Kq. “ Kq. - Kg. -
199192 250.70 163.43 1765 | i62.9 132 17779
189495 901.02 166.74 180.23 160.8 13.5 1743
199799 35307 16298 1557 1015 18 712
200001 1648.14 16484 176.34 n»r 11.5 163.2
Todividual Year . —
200001 151,06 1027.03 157.79 167.43 11142 9,64
200102 158.37 103644 | 16540 17701 6.6 | 1161
700203° 106622 11082 150.50 B8 958 | 11150

Sewrce: Economic Survey fot years 1999.09, 200001, 200203 fer total Het Omipnt of
Cereals and Pulses, and total net avallability of Ceraats and Pulses, up to 1999.2000.
Population figuies for Inter-censal yeaus decdved by applying the giowth tate of 159 %
p.a. yialded by the Census popuiation totals fot 1991 and 2001, Availability figure of
141.5 kq. for 200203 iz provisional; net ourtput figure e fitm, from this 9.6 m.t of -
giain exports as mentioned In ES 200203, has been deducted - amounting 1o exaclly
9kg. per hiead, and net change in sfocks is assumed te be nil . Since actually oves 11
m.t. has heen exported up 10 March 31, and this may not be compensated by )
diawlng down of stocks, actual avallabllity may be lowe: :

Table 2: Annual Net Foodgrains Output and Availability, British India 1891-1946

Net FG Net £G Het£G | Pepuiation Pes Caplta
Petled Outpat Impotts Avail, ’ Oulputivall,
m. tan m. ton . ton " K. Ks.
18971902 4419680 41500 T1184 21874 2011 1930
19031908 (41135901 110583 | 4003081 | 22579 182.2 177.3
19091914 4729259 -1662.83 15629.7¢ 231130 4.5 197.3
1915.1920 145298.31| -336.00 11962,31 23281 1916 1931
1921.1926 43607211 20387 14403.5¢ 23918 195.5 1854
1927.1932 [4313846| 85883 14119729 25326 1711 745
1933.1938°  |41786.78] 1374.67 | 4316146 27058 1512 1593
1939.1944  {4270291% 52183 B 29103 146.7 B3
19451906 141397.131 596.00 4199313 307.00 1348 13638
Source: Mot Qutput is ebtained fiom gross ourpat “"Gi:' m{"‘ aﬁ:ﬂ:‘:::g :';'
bresent.day praciles, by deduciing sne-2lghd fot .:wlm;cum day concepts

seed. foed and wastage. Last two colunts ae conpatable

of per haad autput and availability datailed in Table 2 below.
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The dishonesty of this argument is quite
appalling. All over the world, and all through
history, as people have become better off1hey
have consumed more foodgrains per capita, not less. Tnx,
this increase in foodgrain consumption per
capita with increasing per capita incomes does
not take the form of larger direct consumption of

Joodgrainsittakes the form of largeeindirect
consumption, so that taking direct and indirect
consumption together the per capita
consumption of foodgrains increases with rising

incomes. In other words, people do not consume

mote corn of more cereals per se. They
consume, more poultry products, meat and
processed foods but the animals in turn consume
more foodgrains, so that people, directly and
indirectly, consume more foodgrains per capita.
Thus in the former Soviet Union the annual per
capita consumption of foodgrains, both direcdy
and indirectly, was as much 2s 1 ton. This does
not mean that a Soviet citizen actually consumed
1 ton of foodgrains per year; he ot she consumed
only a fraction of it directly and the rest via larger
animal products and processed foods. Likewise

in the US today the annual per capita

consumption of foodgrains, both direct and
indirect, comes to about 850 kilograms, which
is six times the Indian figute of availability (the
availability figure for India today is likely to be

larger than the consumption figure since the
former includes consumption p/us additions te -

private siocks and such additions must be
occutring at a time when public foodgrain stocks
are burgeoning).

Within India too when we Jook at cross-
section data actoss states, it is clear that states
with higher per capita incomes have higher per
capita consumption of foodgrains, that is,
foodgrain consumption tises with income, What

is true, and is invariably dragged into the

srgument by neo-liberal apologists, is that,
according to NBS data, per capita consumption
of foodgrains is declining over time for all
income groups, which is supposed to support

the ‘changing tastes’ hypothesis. But, in the case
of the higher income groups, this finding loses '

“its relevance becauseindirect consumption of

foodgrains via procested foods ete. is systematically
underestimaied by the NSS. When we bear in mind
the additional fact that the per capita calorie
intake has gone down drastically for the entire
rural population (see Table 3), and hence is likely
to have gone down even more drastically for
the rural poor, the fact of growing rural distress

- stands out in bold relief.

Table 3: Averege Total Calasis intake pet Diem
{n Rural avd thhan ndia, 1983 15 1988

Year Rmnal Index thhan index
1983 2309 100 2,010 100
138798 2,285 99.0 2.084 1031.2
199394 2157 934 193¢ 99,4
1994 2,011 (TR 1,980 98.5
Souwree:

Utsa Patnaik, “Foodstecks and Hunger™ minee.
Basad on HSS Surveys an Censumet Expanditue

This growing distress has occuzred precisely
during the very years when the country has
accumulated enormous foodstocks; indeed these
two phenomena are the two sides of the same
coin, The fact that accumulation of such
enormous foodstocks has occurred despitea
stagnation (or even a marginal decline) in per
capita foodgrain output in the country during
the 1990s (see Table 1), suggests that the cause
of this accumulation is the absence of adequate
purchasing power of the rural population. In
other words, the petiod of neo-liberal reforms
has seen 2 significant curtailment of purchasing
power in the hands of the working people,
especially in rural India, which has caused
growing distress on the one hand and an
accumulation of unwanted foodstocks in the
hands of the government on the other. The
fundamental cause of the growing rural distress
isincome deflation in rural India.

The most obvious and basic cause of this



income deflation is the cut in government
expenditure in rural areas. Table 4 gives figures
of tural development expenditure as percentage
of GDP. -_

Table 4 :Rural Development Expenditure aa

Percentags in GOPOF GDP
198590 14.5 199546 6.0
199192 1n.? 1978 56
199394 12.2 2000.01 5.9
Note:

Rural Develepment Expenditura includes

sxpendlture an pgiicuinre, nmal devalopmant,
special areas progromma. intlgation and

flood control village Jadusiry, energy and transpei.

The decline, especially after the mid-nincties
is quite drastic. Public expenditute is an impos-
tant source of employment generation in rucal

India. A number of well-meaning commenta--

tors, secing that the bulk of public expenditure,
including even the expenditure which is meant
to benefit the rural poot, gets into the hands of
the rural rich, often come to the conclusion that
the curtailment of such expenditure would have
little adverse effect on the rural poor. Thisis
erroneous. No matter 1o whom the expenditure
accrues in the first instance (and of courseitis
an exaggeraton to say that all of itgets into the
hands of the rural rich), its muldplies effects do
generate jobs for the rural poor. The cessation
of such expenditute therefore negatively affects
them. And this is exactly what has happened.
Perhaps the most important source of injection
of purchasing power into rural areas has dried
up under the impact of the neo-liberal economic
‘teforms’ that have brought in their train acute
fiscal crisis of the state. In the mizsma of con-
fusion that constitutes the so-callied ‘State ver-
sus Market’ debate (as if the pro-market reforms
eatail 1 ‘withdrawal of the State” as opposed to
2 harnessing of the State for their own benefit
byinternational finance capital and its local al-

lies), what is particularly striking is the fact that

the role of public expenditure in generating em-
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ployment, especially in rural areas, scarcely ever
figures. But thae is symptomatic of an even
deeper malaise, namely that rural [ndia, espe-
cially the rural poor, have completely disap-
peared from the official economic discourse
these days, except in the tendentious statistics
about decline in poverty!

The decline in rural development expendi-
ture by the government affects rural employ-
ment in two very distinet ways: the first, men-
tioned catliet, is through its immediate multi-
plier effects; an injection of purchasing power
from outside drics up and this fact has 2 cumu-
lative effect on employment via an overall re-
duction of purchasing power that is many times
the initial reduction. Additionally however, there
is another effect that operates over time. The
reduction in public development expenditure has
an adverse effect on rural infrastructure, on the
availability of irrigation and extension facilities,
on the availability of cheap inputs, and so on.
All these affect the growth rate of agricultural
output, and, through this mechanism, the em-
ployment situation. {And if the decline in pub-

- lic development expenditure is accompanied by

2 drying up of rural credit and a reduction in
input subsidies whose impact is borne by the
producers, then the effect on agricultural growth
rate and employment is even more.)

Table 5 gives figares for gross capital forma-
tion in agriculture as percentage of GDP. The

first point to note is the abysmally low sharc of -

investment in agriculture as a percentage of
GDP. Since agriculture accounts for roughly 2
quarter of the GDP and since GCF accounts
for roughly a quarter of the GDP, if GCF in
agriculture was to be in accordance with ¢his
sector’s overall weight, then it should have been
6.25 per cent (a quarter of 2 quatter). In con-
trast we find a figure that is no more than 2 mere
1.6 per cent. What is more, even this has been
dedlining through the 1990s. Within investment
moreavet, the share of the public sector has
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declined quite shatply. Now, much of private
investment goes into high value crops that have
a lower employment intensity than the more
commonplace agricultural crops, notably
foodgrains, that benefit from public investment
on irrigation, infrastructure and such like. It fol-
lows that the decline in public investment has
had an advetse impact on aggicultural employ-
ment via lowering growth rate not only of agri-
culture, but also of the employment-intensive
crops within it. This is quite separate from its
immediate demand-side effects.

Not only has thete been a remarkable decline
in the rate of growth of agricultural output, but
this rate of growth, whether of agriculture as a
whole or of foodgrains, has fallen well below
the rate of growth of population in the 1990s

while it had exceeded the rate of growth of
population in the 1980s. The 1990s were indced
the first decade since independence when per
capita foodgrain output in the countty declined
in absolute terms. The fact that despite this
declinte the country still faced a massive
accumulation of surplus foodgrain stocks shows
the extent of the squeeze on rural purchasing
power, a squecze arising from both decline in
growth rate itself and from the reduction in the
injection of purchasing power from outside.

Direct evidence on employment is provided
in Table 7. While the growth rate of employment
has declined in both urban and rural Indiz in
the 1990s, the magnitude of decline is much
sharper in rural India. What is more, the absolute
level of the growth rate of employment in rural

Tabla 5: Gross Capital Fosmatien in Agricaltme as Pascent of GDP
{Annual average. Rs ciotes in 19934 |n_lces|

Pariod Gross Capital [Formation in]| Agricuttmie | GCF in Agdculture
Total Public Private as Percent of GOP, %
9933 1o 0055 | TT2I00)_| S gL |0 s
1.996.? to 13989 15671{100) | 4172 @66 1498 14
1999.0 10 20032 | 17319(100) | 4312 24.8) | 13038 (15.2) 1.3

Source: Economic Suvey 200203, p.372 Figties in
brackets ate percentages 1o tetal.

Table 6 : 'Doclino in Growth rates of Agricultural Quiput duting Kinelies

FPeriod

Foadgrains | Non-Foodgraius | All Crops | Population]
1980 81 10 198390 2.83 .17 3.19 2.1 i
199097 10 20001 166 1,86 1.73 1.9 |

Source : Economic Survey, 200102, p.189.

The confirmation for a reduction in the growth' rate of the ;m-d'ré corr‘im.oh' cfc')ps; including
foodgrains, is provided by Table 6. .
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India is an abysmal 0.58 percent, which is so far
below the rate of growth of rural population
that one can safely infer a substantial inctease in
the rural unemployment rate,

Table 7: Annudl Growth 1ate of
Employment duting Hineties

Peilod Rutal % | Wiban %
19878 10 19934 203 3.39
1993-$ to 199900 0.58 227

Source: NSS,

Note: Concept of Einpleyment Is for all ,
Workets { Principal Status plus Subsidiary status).
The figures are for employmant gtowth in all
eeonomle secters - piimary, secondary and tertlaty-
in 1ral india and in wiban ndia tespectively.

Table 8, taken from the Government’s own
Economic Survey, shows another startling
.phenomenon, namely an absolute decline in the
employment in agriculture. The NSS figures for
the same period show a slightly different picture,
namely a 0.18 per centincrease in agricultural
employment, but even this is so minuscule 2n
increase that we can conclude quite safely that
agricultural employment in the 1990s scarcel
grewatall. :

The pictuze of an absolute stagnation in
agricultural employment and a near stagnation
in total rural employment sum up the situation
of acute distress in rural India, precisely duting
the 1990s when the government-controlled
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media and economists on the pay-roll of the
Bretton Woods institutions celebrated the
‘achievements of liberalization’.

~But it was not just unemployment that
Plagued rural, especially agricultural, India. In
addition there was 2 drastic fall in prices of cash
crop, which was imported from the wotld market
under the new dispensation of liberal trade’.
The price-fall in the world market in turn was
the result of the stagnation and recession in
wotld capitalism, which arose because, among
other things, of the ascendancy of a new form
of international finance capital. This made a
continuation of Keynesian demand
management of the post-wat years impossible,
and favoured the imposition of deflationary
measures, which are always much liked by
finance, all over the wotld. The price declines
did not for long remain confined to cash crops
alone; even foodgrain producers have seen
declining prices in the recent years.

The drought has come on top of all this. Its
effect would be a further squeeze in the
purchasing power of the rural poor leading to
acute distress. The fact of drought affecting the
demand side even more sharply than it affects
the supply side would appear incredible to
anyone familiar with the history of the post-
independence Indian economy, In the past,a
drought always entailed a rise in prices, affecting
the rural (and urban) workers adversely through

Table 8, Decling tn Woik Paiticipation rate In the Camtry, and by Numbers
smployed in Agiicuinne despiie harges Labowm fotce bn Agiicuhute, In 19305

|_Source: Economic Survey 200102, p 240

Sacloy Aunuast qrewth Rale
1383 199354 | 199900 11983 10 1993.96 {1993 84 to 190900

Total Popniation, m. 7% 95 1003 2.1 1.93

Total Labous Force, m. 3335 182 ::i 2.0 103
{Participation Rate, *. ) 122 i25

[Employmam, Total, m. 3243 | 3145 | 39 243 0.58
Employment In Agifeultare. m 07.2 | 2425 | 218 151 0.34
(Betcontage of Anr. Empl, Te Total Empla % | 639 6is | s
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a price inflation relative to their money wages
(or what is called a profit inflation). But now
the picture is altogether different. The effect of
the drought is much greater on the demand side
than on the supply side, as a result of which
while the drought brings great hardships these
are no longer reflected in the figures of inflation.

Most observers have not yet become
accustomed to this phenomenon of income
deflation, which has the same effect on the living
conditions of the group whose income is being
deflated as a profit inflation has, but whichisa
more silent killer. A person’s real earnings can
be halved either through a doubling of prices
or through a halving of the money earnings. The
effectin either case is exactly the same but the
former attracts greater notice than the latter. Just
a few days ago when the rate of increase of the
index of wholesale prices, which is quite low at
this moment (though that fact is of little
consolation since income deflation is being
imposed upon the rural population) climbed up
by a couple of decimalpoints there was a hue
and cry that inflation was rearing its ugly head
once again! But the much more persistent and
drastic income deflation that has been imposed

on the rural working people throughout the
1990s, ever since the programme of
‘liberalization’ was launched, has scarcely been

noticed at all.

Whenever this overwhelming evidence,
drawn from the government’s own statistics, on
rural distress is presented, the typical reaction,
when all other arguments attempting to refute
it fail, is: If things are so bad, why aren’t people
tising up? There are to be sure the signs of that
peculiar involuted resistance that the peasantry
alone is capable of, namely suicides, which now
occur on a large scale. In addition however it
must be borne in mind that distress also saps
the capacity to rise up. Manik Bandyopadhyay
in a classic Bengali short story, “Why didn’t they
snatch and eat?’, set in the context of the Bengal
famine, had pointed to this very fact. The reason
why people died of starvation in millions, often
in full sight of shops and restaurants full of food,
was because they were too weak to snatch and
cat. Something of the sort may well be
happening in rural India today. It is therefore
the duty of the progressive forces to instil hope,
anger and the will to resistamong the distressed
people of rural India. e
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THE DEATH OF FISCAL FEDERALISM?
C.P. Chandrasekhar and Jayati Ghosh

The ctippling role of the debt burden in
affecting the finances of state governments in
India has been noted in the previous issue of
MacroScan. The Tweifth Finance Commission
(hereafter TFC) specifically addressed this issue,
as oné of its terms of reference specified that

“the Commission may, after making as.

assessment of the debt position of the States as
on 31 March 2004, suggest such corrective

measures as are deemed necessary, consistent

with macroeconomic stability and debt
sustainability.”

The high interest payment obligations of

States is one of the principal teasons for the

tremendous pressure on their finances. Some

attempt to reduce this pressure has been made -
since September 2002 under the debt-swap

scheme of the Central Government, under
which “high-cost debt” (1.¢. carrying an interest
rate of 13 per cent or above) on state plans or
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stnall savings could be exchanged for market
borrowings and small savings securities, which
at that point carried interest of around 7 per
cent.

* Until March 2005, a2round Rs. 103,000 croge
of state government debt was swapped under

 this scheme. This reduced the average intetest

rate paid by States to some extent, and also
changed the composition and maturity profile
of the debt, but not the overall stock of the
debt. However, the rather limited nature of the
swap has limited the beneficial effects for the

 States.

The TFC has introduced a package for debt
reduction with two main components. The first
is the consolidation of all State debt outstanding
to the Centre on 31 March 2004, at an interest
rate of 7 per cent to be repaid over 20 years.
The second, and much more problematic,
proposal is a new debt relief scheme linked to

- the reduction in the revenue deficits of States.

Under this scheme, the repayments due on
Central loans from the current year to 2009-10
(after consolidation) will be eligible for write-

 off, but the amount of write-off of repayment
. will be linked to the abolsute amount by which

the tevenue deficitis reduced in each successive

* year over the entire period. A pre-condition for

eligibility to this scheme is the enactment of
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fiscal responsibility legislation: thus the scheme
will be available to States only from the year they
“qualify” by bringing in such a law. In turn, States
would increasingly seek market borrowing or
borrowing from other sources than the Centre,
in line with another recommendation of the
TFC, that the Centre stop acting as an
intermediary for debt taken on by the States.

The rationale for these oppressive conditions
is stated as follows: “As the states are increasingly
exposed to the markets for borrowing, their
fiscal position would be increasingly assessed by
the markets. They may be forced to pay higher
than average interst rates to cover additional risk

if the publci finances are not evaluated to be
robust by the assessment of the marker. We are
relying therefore on two mechanisms for fiscal
correction: self-evaluation under the Fiscal
Responsibility Act and exposure to the market.”
(page 84)

1t is evident from Chart 1 that the role of
the Centre as creditor to the States has already
declined quite sharply over the past five years,
and the value of the central loand outstanding
has fallen both in nominal value terms and as a
share of the total outstanding debt of the States.
This has not meant that the debt burden of
States has ben very much reduced — Table 1

7o Tahle 1! Debt profile of states in 2002-03 e T
State Debt to GSDP ratio Mg I debt pa::nn:\ebo::::eft:: rareits
[per cent) (pc_ tel‘lﬂ (p&' cont)
Ceneral cate pory shites
Andlzs Pradesh 28.85 7.5 22-28
B 55.33 4.79 22-28
Chhattispadh 25,46 1.2 10-13
[ 28.15 0.45 18-22
Bajn 23.92 6.61 22-28
_Haynu 27.85 2.7 22-28
Jraefihand 24.28 1.29 15-22
Kunstike 25.12 472 18-22
Kanh 36.34 4.65 22-28
Madhys Pradesh 32.28 4.0% 18-22
Mdsharashina 21.%6 9.51 18-22
Oisse £2.93 4.23 > 3%
Panjsh 48.51 5.52 35
Rajusthan, 45,38 6.31 28-35
Taxal Nada 26.8 .02 18-22
Qitar Prudeshy 39.08 11,9 28-35
Wast Bangal 41.15 10.46 » 3%
ecial ctegraystates
Aranschal Pradesh 55.45 0.18 10-18
Assum 32.91 1,94 10-18
Himaxchal Pradesh 63.25 1.71 28-35
Jamm & Kehair £3.8 1.65 10-18
Manfpur 43.08 0.31 10-18
Iedhaleys 32,17 0.22 10-18
Mizorem 81,56 0.27 10-18
_Negimd 52,1 0.38 10-18
$Xidn 60.27 0.23 10-18
_Tpun 37.78 0.46 10-18
Ciarunchal 32,37 0.8 10-18
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indicates that a significant number of states still
have debt-GSDP ratios of mote than 40 pet cent
and interest payments amounting to more than
28 per cent of revenue receipts.

Not context with requiring that states enact
fiscal responsibility legislation as a precondition
for availing of debt relief, the TFC has also
specified what such legislation should provide
fot “ata minimum”! This includes the following
features:

¢ climinating the revenue deficit by 2008-
09

o reducing the fiscal deficit to 3 per cent
of GSDP or its equivalent defined as a
ratio of interest payments to revenue
teceipts

o bringing out annual reduction targets of
revenue and fiscal deficits.

In addition, the TFC states that “States
should follow a recruitment and wage policy, in
amannet such that the total salary bill relative
to revenue expenditure net of interest payments
and pensions does not exceed 35 per cent.” The
TFC even demands withdrawal of reduction of
the public sector: “In the period of restructuring,
that is 2005-10, state governments should draw
up a programme that includes closure of almost
all loss making SLPEs (state level public
entetptises),”

The problematic theoretical framework and
lack of recognition of socio-economic reality
that are embedded in these conditions are truly
disturbing, The macroeconomic problems with
a rigid fiscal responsibility framework that
specifies what are finally only arbitrary limits to
revenue and fiscal deficits are now well know
across the world and are even becoming evident
in India within the first year of such legislation
been enacted.

These rigid numerical constraints are not just
awkward an unnecessary but also pro-cyclical,
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since they operate to intensify and prolong
slumps and even convert them into depressions,
They are also foolish, since they can prevent
impartant and socially necessary public
expenditure which is required to improve current
welfare and future growth prospects. There is
no teason to keep capital expenditure within
some predetermined numerical limit, since even
debt sustainability depends upon the relation
between the interest rate and anticipated retarn
from public investment. So restricting capital
account deficits to 3 per cent of GSDP makes
little sense.

- Inaddition there is the issue of social returns,
which appear to be completely ignored by the
TEC. In requiring the States to keep the salary
bill within a prespecified limit, and demanding
the closure of loss-making public enterprises,
the TFC is ignoring the social role that can be
played by public employees and even loss-
making public enterprises that fulfill some social
functions. '

Let us consider what precisely such
conditions will entail for the state governments.
Remember also that the revenue raising capacity
of the States is limited, more so since the Centre
has taken upn itself all power to tax service
sector incomes. If revenue deficits are to be
progressively reduced and broguht down to zero,
this necessarily means that revenue expenditures
wil have to be cut. In most states, by far the
largest item of expenditure on the revenue
accountis in fact that for salaries. Itis completely
wrong to see these as unnecessary or
unproductive expenditures, since these are for

" who are to provide the important public services

that everyone acknowledges to be essential.
Since state governments are responsible for
almost all of the expenditures that affect the
quality of life of ordinary citizens on the ground,
from infrastructure and sanitation to health and
education, preventing expenditure on wages and
salaties for those who would perform these
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functions is bizarre in the extreme.

The role of the Finance Commission, as
envisaged by the Constitution, is to deal with
and prevent state governments from running up
large revenue deficits, by ensuring a distribution
of fiscal resources between Centre and States
that would allow the States to fulfill their social
and constitutional responsibilities within their
means. However, successive Finance
Commisston have failed to achieve this. Anda
substantial part of the problem is that the Cnetre
itself has failed on the revenue mobilisation
front, especially since the eatly 1990s, such that
central transfers to the States have been falling
as a share of GDP.

In this context, instead of confronting this
problem and addressing the central issues of
inadequate revenue generation by the Centre and
its adverse implications for state finances, what
the TFC has done is effectively to sound the
death knell of fiscal federalism. State
governments are to be fotced into the same
neoliberal economic policy straitjacket that the
Centte has chosen to function within. They are
to be prevented from exercising their own
options with respect to how much revenue and
capital spending they can undertake; they are to
be limited in terms of how many people they
can employ and how much they can be paid;
they are to close down loss-making state-owned
enterprises even if these are contributing to the
public good; they are to be forced to turn directly
to unintermediated market borrowing or
accessing loans from mutlilateral insitutions that
also carry similar conditionalities, and so on.

Allin al}, this amounts to adirect attack on

the fiscal autonomy of states, and therefore in
effece a betrayal of the spirit of the Constitution,
which recognises the possibility of different
economic approaches by different state
governments.

Itisironic — but also alarming — that the social
and political fallout of such apparently
“technocratic’ decisions is not recognised.
Depriving people of necessary public setvices
and reducing the possibilities of sustained
development are not only likely to make those
at the helm of particular state governments
unpopular, They are also likely to increase
disaffection with the entire national supposedly
federalist system and thereby encourage
extremely dangerous separatist tendencies.

The evident reaction of people in many patts
of the European Union to a similar project
should provide 2 telling example. The “Growth
and Stability Pact” which specified similarly
foolish fiscal constraints upon EU member
governments has created higher unemployment
and levels of economic activity well below
potential, and has led to a popular backlash
which is increasingly questioning the entire
Pproject.

The reason is that the policies — and even
the proposed Constitution - were seen as driven
by corporate interests and operating against the
interest of people and the broader social good,
which cannot be calculated in terms of market
ptinciples. Policy makers in India shouvid take
note: there is no reason why such policies should
not lead to similar backlash in our own federal
structure,

@
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GLOBALISATION AND DECENTRALISATION:
SOME REFLECTIONS

Venkatesh Athreya

1. Globalisation is essentially 2 process of
opening up the markets for commodities and
capital of sovereign countries for unfettered
exploitation by the multinational corporations
of the rich countries, Itis enforced through such
institutions as the World Bank, the International
Monetary Fund and the World Trade
Organisation, all of which are dominated/
controlled by the advaficed capitalist countries
led by the U.S.A.

2. An important consequence of
globalization, which aims at free flow of capital
as finance into and out of countries without any
control or regulation by sovereign national
Governments, is that of impaosition of
deflationaty macroeconomic policies. Finance
capitalists, who are the key drivers of
globalisation, force national governments to
adopt policies of reducing government
expenditure, especially capital and social welfare
expenditure, compelling governments through
IMF, World Bank etc to minmise budget deficits.
They want high rates of real interest for their
finance capital, and unrestricted freedom to
speculate in currency and stack markets. Finance
. capital is not interested in promoting industrial,
agricultural or infrastructural investment or
cxpanding employment. Since 1980, in the last
25 years, the rich countries and the imperialist-
controlled agencies like IMF and Wotld Bank,
have forced such reduction of government

expenditure on most developing countries.
Besides the pressute exerted through such
agencies, the very logic of allowing free entey
and exit for foreign finance capital leads to
government policy being mainly governed by
the need to keep finance capital happy and hence
deflationary. Policies of “Liberalisation’ (temoval
of all controls on private companies, 2lso known
as deregulation), of "Privatisation’(not just
privatising public sector enterprises, but also
throwing open all sectors including health,
education and infrastructure to foreign and
domestic private capital) are inevitable
concomitants of “Globalisation” (allowing free
and untegulated entry of rich country
commodities into poor countries and inflow and
outflow of capital, but ot of labour)

3. These policies of liberalization,
privatization and globalization, or LPG for short,
have been implemented vigorously in India since
1991 when the then minority Congress
government, with Narasimha Rao as Prime
minister and Manmohan Singh as finance
minister, introduced these policies which were
not at all a pare of the Congress party’s 1991
election manifesto. The BJP led NDA
government putsued the LPG policies ruthlessly
from 1998 to 2004. Thesc policies have resulted
in severe cutbacks in central and state
government expenditures, collapse of the rural
cconomy, 4 massive agrarian crisis, huge
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unemployment, widespread hunger, starvation
and farmers’ suicides. The growth in the
economy that has occurred, measured in terms
of gross domestic product, has been Jargely in
the so-called ‘services’ sector, not in industry or
agriculture. Except for some growth in
information technology and telecom services,
most of the service sector growth has also been
in low productivity activities or in the parasitical
and unproductive, financial and real estate sub
SECtots,

4. The people of India have repeatedly
expressed their anger and discontent against
LPG policies and their disastrous consequences
in every election held since 1991. Because of
the consistent opposition to LPG policies by the
Left led by the CPI(M) and the struggles of
working people led by various Left-led mass
organizations, people have been able to obtain
some relief and the murderous onslaught of
LPG policies has been checked to some extent.
The political influence of the Left has also
deservedly risen. All these were dramatically
shown in the 2004 general elections. People not
only threw out the communal-fascist BJP and
the NDA coalition led by it, but also inflicted

massive defeats on the TDP led by Chandra’

Babu Naidu in Andhra Pradesh, the UDF in
Kerala, the AIADMK government in Tamil
Nadu and the $.M.Krishna ~led Congress(I)
government in Karnataka for following LPG
ruthlessly. -

5. The outcome of the 2004 elections, in
which the Left emerged as an important force
in the parliament, was that a Congress-led UPA
government at the centre supported from the
outside by the Left on the condition of

~ adherence to a common minimum programme
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(CMP), came into power. The UPA government
has now been in power for a little more than
one year. Unfortunately, while the UPA
government’s existence has helped to keep the
communal BJP and its NDA out of power, the

UPA government’s economic policies have been
more or less the same as those of BJP-NDA,
The UPA government has aggressively pursued
neoliberal policies, even while being extremely
reluctant to implement the pro-people measures
in the CMP. The Employment Guarantee Bill
as brought forward by the UPA was a very diluge
vetsion of the commitment made on this issue
in CMP. The UPA government has violated the
promise made in CMP that profit-making PSUs
will not be privatised, by selling shares of NTPC
and deciding to disinvest in BHEL. The two
budgets of the UPA government have made
huge concessions to big capital, especially
foreign finance capital, by removing long term
capital gains tax, lowering tax rates on corporate
profits, reducing impott duties on capital goods
and excise duties on luxury goods etc, The UPA
government is also actively promoting the take-
over of Indian private banks by foreign capital
as well as‘autonomy” for Reserve Bank of Indta
and public sector banks.. These measures of
financial liberalisation are extremely harmful for
national sovereignty and industrial and
sgricultural development. So also are the
measures increasing/seeking to increase the caps
on foreign direct investment in insurance,
telecom and civil aviation, as well as the opening
of pension funds, mining and retail trade to
foreign capital.

6. Because of the consistent struggle of
the Left-led masses and the process of dialogue
with UPA government pursued by Left parties,
it hag been possible to secure some increase in
budgetary allocations for education and health,
some support for PSUs, some concessions on
fuel price hikes and some significant
improvement in the Patent Act amendments.
Similarly, 2 considerably improved version of the
Employment Guarantee Bill was finally passed
by the patliament, thanks to the initiatives taken
by the Left. This experience shows the
correctness of the Left strategy of mobilising
people on basic livelihood issues and national



sovereignty, and against neoliberal policies, even
while extending outside support to UPA to
prevent the communal BIJP-NDA from coming

to P ower.

7. Theissue of democratic decentralisation
and devolution of power from the Centre to
the state governments and to the elected local
bodies at district, block, municipal and gram
panchayat levels acquires greatimpottance in
this political and economic context, whete the
fight against LPG policies has to be taken
forward not only through class and mass
struggles but also by putting forward, and where
possible, implementing alternative economic
policies even within the sevete constraints
imposed by the Indian constitution and the
Central government’s neoliberal policy
framework. There are three important points to
be made and elaborated here. First, the cause
of democracy not only in the sense of
representation through elections to assemblies
and parliament but also in the sense of
tepresentation in local bodies and in the sense
of participatory democracy through
empowerment of working people right from the
gramasabha to the national elected bodies, must
be championed. The Lefi-led working people’s
organisations and Left parties have been the
most consistent champions of this cause and
must so continue. Second, neoliberal policies of
the last 15 years have scriously eroded the fiscal
and financial strength and autonomy of state
governments, and by forcing a severe resource
¢runch on them, have made devolution of
finances more difficult. Thitd, the Left-led
governments of West Bengal, Kerala and
Triputa have been the pioneers in practising
decentralised democracy by devolving functions,
finance and functionaries from the state
government to elected local bodies, and making
cfforts to move from representative local
democracy to participatory local democracy, via
Such initiatives as the people’s plan campaiga in
Kerala. Let me take up these points one by onc.
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8. There is a misconception in some circles
that Marxism and the Left are always in favour
of the ‘large’ against the ‘small’. Marx and
marxists have always sought to put people at
the centre of their theory and practice. In some
instances, ina development context, this will
involve implementation of large-scale projects.
In some cases, smaller scale, local projects may
be appropriate. As socialist china has shown, the
marxist approach is one of ‘walking on two legs’,
promoting local development and national
development simultaneously. Similarly, while
Marxism is a universalistic philosephy
representing universal and common interests of
the working class and all working people, it also
constantly pays attention to the conerete and
particular, thus promoting and supporting
grassroots democracy and local collective action.
In a different, revolutionary context, it was Lenin
and the Russian marxists who put forth the
slogan “ All power to the Soviets “ in Russiain
1917 where the soviets of woskers, peasantsand
soldiers had emerged as organs of grassroots
populardemocracy. :

The bourgeois, parliamentary form of
government, while an advance over that of
feudal autoctacy, is severely constrained by the
class rule of the bourgeoisie and is limited to
representative democracy. But Marxism, while
scrupulously implementing representative
democracy and extending it to the local bodies,
secks to advance to participatory democracy. It
is no surprise, therefore, that the Left has been
the most consistent champion of decentralised
democracy in India. Today, the struggle for
decentralised democracy is also intimately linked
to the struggle against globalisation and LPG
pdlicics, and has therefore become even motre

important.

.9, The LPG policies of fhc last 15 yc..a.ts,

pursued by ruling class parties at the Centre and

in most States, have seriously eroded
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government finances in general and the finances
of the state govemnments in particular. The tax
concessions and the hidden subsidies given to
large foreign and Indian capitalists, and the
continuous reduction in import duties under
imperialist pressutre have led ta adecline in the
tax-GDP ratio. In addition, the state
governments have the least income-elastic
sources of revenue. Budgetary policies of the
years since 1991 have led to a reductionin central
support to state government’s finances. The 12*
Finance Commission has wotsened the matters
by linking the awards under the Commission to
implementation of neoliberal policies, thus
reducing the autonomy of State governments.
The right to levy service tax rests wholly with
the Centre. Most States have now been
pressutised to accept VAT without assurarice of
appropriate compensation. Until the end of
2002, the state governments were being charged
very high rates of interest onloans from the
central governments. As per 12% finance
commission and the tecent UPA budget, state
governments are being forced to borrow latge
sums from the financial markets, 2 move that
can push them into the clutches of the World
Bank, ADB etc and erode national unity and
sovereignty. Under these citcumstances, state
governments face genuine difficulties in
devolving financial resources to local bodies.

10. Yet, as the left-led governments of West
Bengal and Tripura, and the earlier LDF
government of Kerala, have shown, where there
is a will, there is a way. In Kerala, under LDF
tule, 35 - 40 % of the plan funds were devolved
to elected lacal bodies. Furthet, a people’s plan
campaign was carried out to ensure popular
participation in deciding how these funds would
be spentin panchayats, panchayat unions and
districts. Whatever the limitations of the people’s
plan campaign and whatever the constraints
imposed by the Centre’s neoliberal policies, the
experiences of Tripura, Kerala and West Bengal
show that when there is a political commitment,

decentralised democracy ¢an work.

11. For the left and the progressive forces,
decentralisation is not a mere administrative
arrangement or an instrument for greater
efficiency in development spending, but a value
in itself. The merit of democratic devolution of
functions, finances and functionaries to elected
Iocal bodies is that it promotes popular
democracy, especially of working people-
peasants, workers, petty producers, dalits,
women, youth, minorities etc- at the grassroots
level. Of course, when functionaries are
transferred to local bodies, their legitimate rights
as working people should be safeguarded and
ensured. Similarly, the elected representatives at
district, block and grama panchayat levels should
be made accountable to the people through the
grama sabhas and through live links with
democratic organisations of working people.

12. Finally, the link between the fight against
LPG policies and the struggle for democratic
decentralisation has to be understood. I shall
illustrate the link using some examples. Let us
take the food for work programme (FFWP).
LPG policies have sought to reduce aliocations
to such programmes, and we need to oppose
such cutbacks.. But how are these programmes
being implemented? Except where the Leftis
in power, the FFWP is turned into a programme
administered by the district administration,
often in collusion with contractors, using labour-
saving machinery, providing little employment
and paying below-minimum wage rates. There
is little involvement of elected local bodies ot
grama sabhas in deciding the nature of works
to be undertaken and in the mode of
implementation. The entire FFWP is converted
into a bonanza for contractors, bureaucrats and
ruling parties. Soon the FFWP itself gets
discredited, and this is exactly what the neoliberal
policy-makers want. Instead of this state of
affairs, if FEWP werte to be implcmcntcd
through grama sabha and panchayats, it would



be far more transparent, accountable, effective
and credible. It would provide greater
employment a # dcreate useful productive assets
for rural people.

13. A second example is the manner in
which LPG policies are aimed at bypassing
elected bodies and cteating a nexus between
financial interests and administration to the
detriment of working people. Under LPG

policies, institutional credit to agriculture and -

rural small-scale industry was greatly reduced.
To divert attention from this, great visibility was
given to so-called ‘microcredit’ programmes,
where rural women were organised into ‘self-
help groups’ (SHGS) using NGOs in the
process, and microcredit was extended to them
by NABARD via the NGOs, While SHG as a
concept is not unwelcome in so faras it helps
empower women by providing 2 forum for
collective action on issues of common concern,
including savings and loans, what is happening
in practice is the use of NGOs and SHGs to
by-pass elected local bodies by providing them
a privileged access to district administration and
entrusting to them the execution of works, the
choice of beneficiaries of rural development
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schemes etc,

14. Thereis a basic point here. Neoliberal

~ policies are fundamentally undemocratic. People

elect governments to meet their various
legitimate demands. But neoliberal policy
demands that governments reduce expenditure
on development, capital formation and people’s
welfare. It demands that governments reduce
taxes to provide ‘incentives’ to capitalists. It

‘demands reduction of income transfer to the

poor via the public distribution system and
subsidies for health 2nd education. It demands
reduction of government support to agriculture
which is the basis of livelihood for 60% of
India’s wotkforce, It demands elimination of
government support to small and medium
domestic industry, so as to favour large capital,
foreign and domestic. As the consequences of
LPG policies bring more and more peopleinto
the fight against these policies, the institutions
of popular, decentralised democracy can
become 2 rallying point in the struggle against
LPG policies. The struggle for decentralised
democracy and the struggle against LPG policies
are thus indmately inter-linked.
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GENDER AND DEVELOPMENT:
THE KERALA EXPERIENCE

‘Mridul Eapen

1

Development, is not gender neural and the
need for a gender perspective on development
is perhaps the most pertinent in the context of
work. While almost all women ‘wotk’, given the
conventional concept of wotk relating to "paid’
or market linked activity, women’s economic
contribution to the household and economy
tends to be largely understated and hence
distorts the reality of women’s lives. It has been
widely accepted therefore that provision of jobs
for women, in particular paid work, is an
important way of integrating women into the
development process as also making them more
visible. Underlying this is the belief that wormen’s
subordination and ‘invisibility’ stems from their
lack of independent economic power which can
be acquired through work. A classic consensus
which was current until the 70s was that the
process of development based on
industrialisation had marginalised women as
production moved from the household to the
factory. However, the rapid incorporation of
women into the new export-manufacturing
sectors from the mid-seventies and across a
wider field since the early nineties necessitated
a rejection of this proposition. The problem
appeated to be not one of women being /eft our
of the development process but of the re/ations
through which they are “integrated” into the
process which needed to be investigated.

Hence even attempts to ‘integrate’ women

into development through providing them with
wotrk did not solve the ‘feminist problematic’,
that is the subordinztion of women to men
embedded very strongly in the sacial division
of labour between the productive and
teproductive activities which expresses the
relations between men and women within the
social process as a2 whole and the way those
relations work to the detriment of women. The
former relate to income generating activities,
most of which are linked to the marketand the
latter include unpaid household work and the
care economy. Needless to state, women have
the major responsibility for reproductive
activities as well as contributing to productive
work while men are primarily engaged in
productive work and considered to be the bread
winnets of the family. This division is supported
by a range of social norms and practices, which
ascribe to men and women different abilities,
attitudes and behaviour, giving primacy to
women’s domestic role in which marriage is
central. Understanding this distinction, and
hence the hierarchical, patriarchal structure of
a houschold, the site of many developmental
interventions, which puts constraints on
women’s abilities to achieve intended
development outcomes, provides us with 2 better
understanding of the gendered impact of macto
policy. Employment generation, for instanceé
continues to be based on the assumption that2



worker is relatively free of domestic and family
responsibilities. For women to compete with
men on equal terms would imply that they are
relieved of household duties and child care;
otherwise they must make adjustments at the
personal level if they wish to combine two roles.

The much lower gender pap in tezms of basic
capabilities in Kerala, such as being literate and
healthy, has been widely acclaimed and often
regarded as the outcome of a gender equitous
development process. Indeed Gender
Development Index that has been estimated at
~ the regional level by several scholars places
Kerala at the top. In respect of Gender
Empowerment Measuses too, which attempts
to measure the extent to which women are able
to use their basic capabilities to acquire voice,
economic and political, Keralais at ornear the
top. Yet it is significant that on more direct
measures of autonomy, including houschold
decision making, mobility and access to/control
over money, Kerala trailed Gujarat, which had
mach lower levels of literacy. The second
National Family Health Survey, 1998-99, which
incorporated similar measures of autonomy for
ever-martied women for the first time for 25
states, also revealed that Kerala trailed Gujarat
and a number of other states (including Tamil
Nadu, Goa and the North-eastern states). These
findings raise the need to interrogate women’s
educational attainments and access to other
tesources in the context of entrenched
Patriarchal social structures, specifically the
family. '

Kerala has been considered relatively free

~ from the conventional restrictions against
women’s education and employment, or women
owning property. This has been associated with
eatly twentieth century social reforms, which
widened access to educatdon across genders and
matrilineal forms of family, which sanctioned
women’s rights to inherit property. However,
social and legal reforms were instrumental in
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sanctioning a new form of marriage, grounded

in modern patriarchal relations. An important
part of this process was the sholition of
matriliny and strengthening of patriarchy among
all social groups. In Kerala, today, this is
reflected in so many ways— in the type of
education, type of work, freedom of movement
and social-status considerations— to 2
generalised social commitment to women’s
domesdcity.

What have women in Kerala done with their
impressive gains in terms of education, health
or ‘demographic advantage? Where have these
‘achievernents’ been directed? A decomposition
of the GDI is very revealing; high scores on
education and health among 15 states of India
{ranking Kerala first) mask women’s poor
employment profile. The state ranked 10 or 15
according to different measures of income
shares based on gender work participation rates
and wage rates. While more recent evidence
reveals considerable improvement in the work
situation of women, primarily in utban Kerala,
the pattern of employment and its occupational
break-up continues to disfavour women in types
of jobs they do and what they earn. Capitalism
and patriarchy intermesh to keep intact women’s
subordination despite increasing participation of
women on wage/ salaried labour. Besides, the
state is witnessing negative trends in women's
property rights, rapid growth and spread of
dowry and high levels of gender based violence,
particulatly domestic violence, even as the levels
of education continue to tise.

‘The case of Kerala, then offers a pertinent
cxample of the complex ways in which the
development process could be implicated in
inequitous gendered priorities and emphasises
the need to raise new questions about the
conventional dimensions of well being —
education, health and employment. What
complex maneuverings on these dimensions do
the standard indicators fail to grasp? The
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gendered impact of developmental policy
appears to have become more visible in the
context of globalisation, The latter is essentially
the closer integration of countries into the
world’s production system (through trade and
aid) which its proponents argue, developing
countries must accept if they are to grow and
fight povertty effectively. However, driven largely
by the West, in particular their powerful
international corporations and governed by
international institutions such as World Bank,
IMF and WTO, the benefits of this process have
accrued very unequally across the globe. It is
widely accepted now that globalisation is not
making life better for those most in need of its
promised economic benefits. It has also been
argued that the pronounced shift towards the
market in the process of globalisation and a
restructuring of the economy with an expansion
of the export oriented sectors, has altered the
nature of employment towards greater
“flexibility’ which benefits women wotkers in
terms of (a) larger absorption of women into
paid work; and (b) shifts in the gender

differentiated structute of occupations. Such a
position has been contested by other scholars
who argue that while levels of female
employment may rise (though not necessarily),
the labour market may continue to remain highly
segregated. Obviously what is needed nowis a
number of micro studies examining the
restructuring of labour contracts and the altering
of job boundaties in the name of “flexibility’.

Focussing on gender, the division of labour
and the fact that it is organised by asymmetric
relations of power, introduces some insights
which strengthen the need to bring a gender lens
to a development discourse and development
policies. Needless to state a necessary
requirement for the process of viewing
development from a gender perspective is
strengthening of gender-disaggregated data
bases which would enable us to draw attention
to problems not addressed before; identify
fallacies in the way policy is designed,; critique
theorics and tools in order to expose their
inadequacy and to seck new tools of analysis.
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CENTRE-STATE RELATIONS
AND KERALA’S FISCAL CRISIS

K.K.George, K.K.Ktishnakumar and V.K.Praveen

States in India with the exception of a few
Special Category States and the National Capital
Territory of Delhi are plagued by recurrent and
severe fiscal crisis from the middle of the
eighties. Mismanagement of the finances by the
State governments is the rezson for the crisis,
most often highlighted during the current
discussions on the issue. The role of the Central
government, pivotal under the existing Centre-
State financial relationship, is seldom mentioned
a3 2 possible reason, It requires reiteration in

this context that India is only a serni federal polity

and the existing constitutional allocation of
financial powers and responsibilities between the
Centre and the States places considerable
constraints on the States’ capacity for resoutce
mobilisation while saddling them with enormous
expenditure responsibilities. The Constitution,
however envisaged fiscal transfer mechanisms
to transfer adequate funds from the Central
government to the States, taking into account
the above disproportion between the two tiers
of the government. This paper examines, the
past record of the fiscal transfer mechanisms in
general and that of the Finance Commissions
in particular, with the specific objective of
finding out to what extent the deficiencies of
these mechanisms are responsible for the
tecurrent fiscal crisis of the States. The issueis

in the context of the award of the Twelfth

Finance Commission (TFC) which is going to
be 2 major contributory factor for the fiscal
health or otherwise of the states during the
remaining period of the present decade (2005-
10).

Fiscal Crisis: Major Indicators

Kerala ltke most other States in India, had
been recling under severe fiscal crisis from the

-middle of the eighties. In fact, the state’s fiscal
. distress dates back to a much earlier period.

Kerala had incutred budgetary deficits in its
revenue and capital accounts as far back as in
the Fifth Five Year Plan period {(1975-76 & 1976-
77). The amounts involved were, however, small.
During the Sixth and the Seventh Plan periods
(1980-90), Kerala had overall deficits during fous

‘years each. The amounts involved became

larger! During the fourteen-year period ended
in 2003-04, which coincided with the post-
liberalisation period with all its emphasis on
containing budgetary deficits, Keralahad overall
deficits during six years (See Table 1). Revenue
deficits became a continuous phenomenon for
Kerala from 1983-84 onwards while the
phenomenon appeared only from 1987-88 for
2ll States taken as a group (hereinafter referred

“to as All States). The overall deficits were limited

to six years and their size contained to a large

examined with particular reference to Keralaand * extent by running continuous surpluses in the

capital account indicating divession of borrowed
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funds for meeting the revenue deficits.

Other mzjor fiscal indicators for Kerala and
All States are given in Table 2. The magnitude
of revenue deficits of Kerala in relation to its
revenue expenditure was steadily rising from
1996-97 after declining steeply from 1990-91
onwards. In many years, revenue deficits formed
mare than a quarter of the total revenue

expenditure. During the three-yeat period ended
in 2000-01, the ratio of Kerala’s revenue deficit
to revenue expenditure exceeded twenty per
cent. During 1999-2000, it was more than 30
percent, Almost similar trends are seen in the
average ratios for all States. But Kerala’s ratios
were much bigger than the average of All States
during the nineties and the first three years of

Taklel
Comparetive Position of Budgetary Surplus/Deficit(-) of Kerala and All States
(Amount in Crares of Rupees)
Reverue Account Capital Account Qverall
Year Kerala All States  [Keraia All States |Kerala All States

197475 0.3 3947 119 -383.0 122 117
1973576 234 971.7 .12.8 -295.2 -16.2 676.5
1976-77 ~3.3 1096.8 -114 9433 -149 13335
1977.78 29.1 101%.1 -3.2 1089.0 259 2108.1
1978-79 430 11354 25 -3.9 456 11315
197930 579 1548 3 371 -1509.1 950 353
1930-81 -27.2 1485.4 -42.1 -1703.9 -693 -218.5
1981-32 96.0 1379 4 -157.9 -1663.5 -619 -284.1
1982-83 26.8 8B88.1 4.2 -1033.3 310 -147 4
193334 -58.2 2105 4273 -376.9 <139 -166.4
1984.85 -13.7 -923.5 -63.5 -330.2 172 127137
1935-86 -74.2 6587 1948 1047.9 1206 1706 6
1986-87 -152.2 394 -18.8 -354.1 -171.0 -3147
198788 -194.6] -1088.1 188.2 301.8 6.4 -2863
1988-89 -163.9 -1806 9 1171 22023 468 934
19%9-90 -250.5 3681 9 3261 35491 244 -1328
1990-91 422.1 -5302.9 4056 55345 -16.5 2256
1991-92 -364.3 -35650.8 3163 62109 430 5601
1992-93 -337.4] -5114.1 427 5 69435 90.1 18234
199394 -371.3 38125 470 8 3350.7 995 -461 8
1994.95 -3999 61562 7995) 106239 3996 4467 3
1995.96 -402.8 32004 46783 110503 6390 2849 7
199697 -6430| - 161139 563.9 9072.1 209 .J04) 8
1997.98 -11229] -143330 8378 184358 -2852 21028
1993.99 -2030.0] -4364138 16645 401221 363535 -3516.8
19992000 -36242] -5379710 3604.4] 306843 -193 31127
2000-01 -3147.11 535686 27774 559142 -4200 23456
2001-02 -2605.6] -59138.1 282751 5571623 2219 34258
2002-03 -4122.21 551111 301267 597226 -2006 4611 .5
12003.04* -3676.2) -721258% 34843] 60454.4 -1918] 116714

NHote: * Revised Eptim ates

Source: 1. Figures for the yearsupto 1995-96 are taken from: George K. K, Limits to Kerala -
Ws! o Development, Centre for D evelopment Studies, Thiruvenanthagurem, 1999 .
2. Figures for years from 199697 onwards are teken fram: Reservs Bank of India (RBI),

State Finances for various years



the present decade,

Gross Fiscal Deficit (GFD) to GFD
Expenditure also showed similar trends and
stood at 36.3 per centin 1999-2000 and 32 per
cent in 2002-03. The average ratio of GFD to
GFD expenditure for Kerala which stood at 20.9
per cent during 1985-90 and 20.7 per cent during
1990-95 went up sharply to 26.1 per cent during
1995-2000. There was an almost steady increase
in this ratio from 1992-93, Similar trends are
visible in the case of All States too. But the
ratios for Kerala were more than that of All
States except in three years (1992-93, 1998-99
and 2001-02). An inter-State comparison shows
that Kerala’s positioning this respect was second
among the fourteen major States in India, in
2002-03 after West Bengal,

Table 3 gives the major fiscal indicators in
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relation to Gross State Domestic Product
(GSDP) of Kerala. The Tzble shows that the
ratios of all fiscal indicators to GSDP were
coming down till 1995-96 but started rising from
1996-97.1n 1999-2000, the revenue deficits (RD)
formed 5.8 per cent of the GSDP as compared
to 2.6 per cent in 1990-91. The ratio of GFD
to GSDP stood at 6.3 per cent in 2003-04 as
against 4.8 per centin 1990-91. The primary
deficits in relation to GSDP rose from 2.8 per
centin 1990-91 to 4.1 per cent in 1999-2000.
Though the ratio came down subsequently, it
was still high at 2.6 per cent in 2003-04. The
jump in the primary deficit indicates that there
are reasons other than interest outgo, the reason
cited very often, for the State’s fiscal crisis.

" The uses of funds borrowed to finance the
growing GFD are shown in Table 4. This table

Tatle2
Major Fiscal Indicatars
' (Figwesin Percentages)
GFD/GFD Exp. Revernie Deficit(-) or | Conventional Deficit(-)
Year Kerala All States (Kerela All States  [Kerala All States

198590 (Avp 209 19.7 28 2.1 NA N.A.
1990-95 CAva 2.7 19.0 -10.4 -3.5 14 03
1%95.2000 (Ave) 26.1 23.8 -16.7 -12.9 -1.1 -0.7
1950.91 249 220 -149 7.4 -07 0.1
1951.92 20 19.0 -113 4.6 .18 -0.1
1992.93 18.1 18.7 9.2 -5.3] - 21 15
1903.94 193 16.3 86 -3.5 19 03
1994-95 192 18.5 -7.9 -4.8 6.7 23
1995-96 19.4 18.7 69 -3.7 09 16
1996-97 2.1 19.6 025 -0.3 03 -33
1997-98 253 20.6 136 5.2 -29 09
1$98.99 95 296 -220 -19.8 -34 -13
199900 64 306 313 -20.6 0.2 10
200001 308 - 271.3 -26.5 -13.4 -32 037
200102 265 27.3 -223 ~18.8 1.7 09
2002-03 320 249 -219 -16.4 -1.2 1.1
2003-04* 311 299 -22.7 -17.9 -09 2.1
Source: Safe Finawes op.al '
“Rovised Estimates

Nates: 1. GFD Expenditure isthe totel of revenus expernditure, capital ottlay and net lending
. For definition of this and other temms, see State Finances , 2002-03.
2. Average for 1985.90 and 1990-95 are es computed by RBL, see Skafe Rinaces, 1997-98
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Tetle3 - Tabled
Majoc Fised fndicutors.of Koeadoin: 1o 400 Vo Orom Stats Deowesic Poodurt . U of Borrowings to cover GFD —
("g"““é' i o Ryvermss DefalOFD | Cipial CulwiOFD | Not O
PimeyDetict] Revoww | Deici) or Kerde_| e Barse LAl Siges
Yo« | CFOGIDP | NFD/OSDR . 198590 (A 364 T . 61 4 73 T
S0P IDeficit OSOF | Supluds) TS (A FYT TS £ T )
Lt A5 200 510 ] F R %)
1990-91 [T} A ; T Al 199091 1% FTE 3. a5 1 3] T
155192 g E A3 0.4 199193 45 293 e 334 [T 87
99163 - s -L4 a4 199153 %6 145 FX) 510 55 243
MEET] L o4 D 4 199394 39 133 ] [ 214 FIT
| 1054 3.3 ar, E 199493 36 23 403 626 37 3.
9859 34 10 [F: 159596 03 6. 041 [Y 53 15
X 35 Ny [T 199657 FTE i3 & 4 47 1] 02
|551.9% 49 E 3 06 100708 [r¥] 37 s 316 FFE 3
TLI0 34 45 ] 34 -0.8 190899 47 A 38 X A 34 1 E‘ 103
1999-00 73 1 4 54 L] 199504 799 58 43 2719} 2
200001 38 - } 43 .04 2600 01 13 9. 29 A8 %6 54
[om 42 'E (Y T 03 2001 02 75.7 78 17, jix3 2 a7l
200203 [F [T ¥ x 03 200203 923 34 140 58 3 103
200304 [ (¥ 24 4 0.4 2003-04* S0 3. 13 43.6] FEN] 53
Bource: 1. Sl Pouinces, opail, Sowes: Safu Finanesy fof vaitah ywan, op.cil L ivere fix 198500 w compuied by BB,
2. For OSDP figu s, Cenirel Hiatistical Ovganisation B simates taa Stots Firuneen, 1997-20)
Hcta: For delinikion of tha term g, see Nary Pinorrea, 2002-00.
shows that most of the borrowings were utilised  defjeit.

for financing the revenue expenditure. It was
not used for making capital expenditure or
making investments or for extending loans?The
ratio of revenue deficit to GED in case of Kerala
increased from the second half of the eighties.
Though the ratio showed trends of coming
down till 1995-96, it started climbing up very
fast to reach 81.2 per cent in 2000-01 and 82.5
per centin 2002-03. In respect of this ratio,
Kerala’s position was the second highest among
states in 2002-03. Oanly Punjab had a highes
ratio among the fourteen major States. The high
ratio of revenue deficit to GFD implies lower
ratios of capital outlay and netlending to GFD.
In respect of the ratio of capital outlay to GFD,
Kerala’s position was thirteenth among the major
States in the year 2003-04. Only West Bengal
followed Kerala®,

The steady increzse in GFD had led to steady
increase in the ratio of outstanding debt to
GSDP. The ratio went up from 27.0 per centin
1990-91 to 40.0 per cent during the year 2003-
04. Apart from the increasing quantum of
borrowings, Kerala’s pattern of borrowings to
finance the fiscal deficit itself has high potential
for destabilising its finances in future. The State
has been relying more and more on high cost
funds like provident funds, savings deposits,
non-market borrowings etc, to meet its fiscal

The major fiscal indicators given above
conceal as much as they reveal, In the current
system of cash accounting, as against the system
of accrual accounting, followed in India for
budgeting, both payables and receivables are not
shown in the budget. Besides, the budgets do
not indicate the contingent liabilities of the
governments. Faced with budgetary crisis, the
government is forced to reduce its budgetary
support to the public sector undertakings (PSU)
and cooperatives and to resort increasingly to
guarantecing the loans being secured by the latter
from financial institutions. Given the precarious
financial position of the PSUs and the
cooperatives, the risk to the State governments
arising out of the revocation of guarantees is
quite high. The amount of outstanding
guarantees issued by Government of Kerala
stood at Rs.11410 crores at the end of March
2003. These outstanding guarantees formed
14.1 percent of the GSDP of Kerala in 2002-
03. It may be noted that similar trends are visible
for All States. But, the ratios for Kerala were
much higher than the corresponding ratios for
All States during the last seven years exceptin
1996-97.

Fiscal Crisis : The role of the Centre

Table 5 gives the growth of revenue receipts




and revenue expenditure during the fourteen-
year period ended 2003-04. The table shows
steep deceleration of both revenue expenditure
and revenue receipts. Faced with increasing
revenue deficie, the government tesorted to
severe expenditure compression. But there was
no serious effort to step up revenue
mobilization. The deceleration in Central
revenue transfers accentuated the fiscal crisis.
The growth rate in aggregate Central transfers
came down from 14.7 per cent during the first
half of the nineties to 8.9 per cent during the
second half. Though itsgrowth picked up
marginally to 9.5 per cent in recent years, it was
less than that of own revenue. The average
growth rate of the State’s share in Central taxzes,
the principal component of Central revenue
transfers came down from 14,7 per cent 10 5.7
per cent. Though the growth rate of grants from
the Centre increased from 15.1 per cent to 19.3
per cent, it was inadequate to offset the slow
growth in the share of Central taxes.

The trends in of revenue expressed in relation
to Gross State Domestic Product (GSDP) zlso
confirm the above finding. Central transfers to
GSDP ratio fell from 5.2 per centin 1990-91 to
3.2 per cent in 2000-01. The decline in Central
revenue transfers was much more steeper than
in own revenue and revenue expenditute. Asa
result, the structure of State revenues had
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undergone major changes in the nineties. The

share of aggregate Central revenue transfersin

the total revenue of Kerala came down to Kerala
steadily from 35.5 per cent in 1990-91 to 25.1
per cent in 2003-04. In the share of Central
taxes in total tevenue of the state, there was
almost 2 steady decline over the years from 20.2
percenitin 1990-91 to 15.2 per centin 2003-04,
In the share of grants from the Centre too, there
was a shatp decrease from the mid-nineties. In
respect of both the components of Central
transfers, Kerala lagged behind All States,

The decreasing role of Central transfers in
the state’s budget is further evident from theit
decreasing importance in financing State’s
expenditure. The share of Central transfers in
expenditure has been coming down rather

“steeply from the mid nineties. It came down
from 37.3 percentin 1994-95 to 27.6 percent in
2002-03. Besides, the role played by Central
transfers in financing Kerala's expenditure, both
tevenue and aggregate was always smaller than
the average for other States.

The decline in the share of Central revenue
transfers in the State’s revenue budget is on
account of two factors. Firstly, there was a
decrease in the share of states in the revenue of
the Centre. The share of total revenues of the
Central government transferred to all States put

Table 5

Average Annudl Growth of Oun Reverns and Central Revenue Tranfers
Avg Annusl Growth Rate| Avg Armnal Growth Rate | Avg Annual Growth Rate
(1991-95) (1996-2000) (2001-2004)

Kerela |Other States| Kerala |Other States| Kerela |Other States

Own Tax Revenus 203 163 133 130 13.7 123
Own Non-Tax Revenue 174 24.9 6.9 70 13.0 32
Own Revenue.T ofal 199 18.4 12.5 114 13.6 113
Share in Ceniral taxes 147 15.1 13.1 124 52 106
Grants fram the Centre 15.1 127 39 96 19.3 192
Total Central Transfer 147 139 8.9 11.0 8.5 14.3
Total Revenus Receints 18.1 16.4 114 112 12.3 124
Revenus Ex pendituse 137 157 130 152 93 17

Source: ¢ omputed from Reserve Bark of India(RBI), Skafe Finaices, for verious years
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Tableb
Trendsin Current Revenue- Kerala
(FiglxesinPercentEg_e_sl
evenue Re
OwaTexr | OwnNonTax | Toial Own c";':lie T olal Reverne TEM ndi‘"‘:";
Year T rsf Receipt<GSDP xpenditur
Revenue/G5DP | Revenue/ GSDP | Revenue/GSDP GSDP ecel GSDP

1990.91 g13 127 9.40 5.18 143538 17.14
1991.92 3.17 i.13 931 450 1391 1569
1992.53 8.09 1.20 929 494 1424 1568
1993.54 891 1.23 12.13 476 1490 16 31
1994.95 8.78 1.24 10.02 4,61 1464 1589
1993.96 8.73 1.38 10.11 338 1399 1503
1996.97 £.77 1.16 992 390 1382 1527
199798 9.10 112 10.21 417 1438 16 65
199899 827 099 924 354 1220 16 .41
19922000 231 083 9.15 355 12.70 12.50
2000-01 2.4 094 9.36 316 1251 1702
2001-02 s.l9 075 294 358 1252 16,12
2002-03 2.03 084 987 328 1315 18 25
2003-04 2.52 091 10.42 350 1392 1499

Source: 1. Reserve Bank of India (RBI), State Finances for verious years,
2. For GSDP figures, Central Statistical Organisation Estimates

together came down from 41.1 per cent in 1990-
91 to 34.5 per cent in 2004-05. Other indicators,
like the ratio of revenue transfers to GDP also
show the decreasing trend of revenue transfers
from the Centre. From 5.0 percent in 1990-91,
the ratio came down to 3.7 percent in 1998-99
been went up to 4.3 percent in 2004-05, The
mote important reason for the declining
importance of revenue transfers in State’s
budgets is the low revenue mobilisation effort
of the Central government as may be seen from
the table. The tax-GDP ratio as well as the gross
revenue (tax+non-tax) to GDP ratio showed
declining trends. The mobilisation of
commodity taxes was particulacly poor.

Record of the Recent Finance Commissions

The Tenth and the Eleventh Finance
Commissions had fixed the States’ shase in total
Central taxes to 29.5 percent. This is despite
the strong plea made by all the States to raise
the share atleast to 33.3 percent. What is more,
the stipulated 29.5 percent is not that of gross

tax revenue but that of revenue after excluding
Cesses and Surcharges and after deducting the
cost of collection. During the five-year period
ended 1999-2000, Cesses and Surcharges
accounted for nearly 3 percent of the gross tax
revenue. In the next two years, their share was
2.7 percent.t

The Eleventh Finance Commission, for the
first time, had suggested capping the aggregate
revenue transfers to States (Tax share + all grants
including plan grants) at 37.5 percent of the
Centre’s total revenue. It appears that there was
no need for such capping as Central Transfers
rarely reached the ceiling of 37.5 percent during
the years since 1995-96. Besides, there was steep
decline in the ratio of total revenue transfers to
gross Central revenues during the second half
of the nineties covered by the award of the
Tenth Finance Commission. During the first
two years covered the Eleventh Finance
Commission, the ratio went up and hovered
around the stipulated 37.5 percent. Butit came



down in the temaining three yeats. In any case,
the proposed ceiling is much lowet than the
actual States’ share during che first five yeats of
the nineties covered by the Ninth Finance
Commission’s Award.

While the Finance Commissions had been
following a reward and punishment approach
for disciplining the States, by limiting the volume

of grants to deficits in non-plan revenue account

normatively determined by them, no such
approach is followed in the case of the Central

government. None of the Finance Commissions -
including the Twelfth had tried to discipline the

Centre by linking the state’s share to the
estimates of revenue determined normatively by
the Commission and not to what is actually
collected them. As a result of this laxity of the

Centre, states lost heavily the revenue due to

them. This is evident from the Table 6, which
shows the normative estimates of the eleventh
Finance Commissions and the actuals. There was
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considerable shortfall in actual revenue
mobilization from what was visualized by the
Finance Commission,

Central Transfers to Kerala - Agency-wise

A comparison of per capita aggregate Central
transfers effected to Kerala and All States shows
that from the Sixth Plan onwards, Kerala was
receiving less Central transfers than the average
of All States. The Table, which also gives the

- agency-wise data of Central transfers reveals that
all the three agencies, viz., the Finance
Commission, Planning Commission and various
Union Ministries had contributed to Kerala
receiving less Central transfers than other States
in almost all the periods covered by our study.

Finance Comimmissions? Transfers

Though all agencies had contributed to the
lower quantum of funds flow to the State, it is
the role of the Finance Commission which is

Takle7
Profile of Central Finanses as pey Finance Commission's Assesamentand Actuals
. 200001 (206101 [2002.63 [200304 |2004.05

FC Estimate 255690]  293162] ~ 347634] 403432] 472780

Revenue Receipts Actual 244550] 2548341 T 233556] 331244) 331121
" [Differeace 11140]  43228]  S9128] 74188 9165

FC Estimate 198226] 230%61) 260185] 313833] 36002

Tax Revenue Actual 188603[ 187060 216266 254348 30602
Difference 9623 43901 52919 59485 595951

FC Estirmale 57464) 67201 78499 91599] 106778

No-tax Revenue Actual 55708 67737 72353 76396 73100
Difference 1756 .586 6176 14703 31678

FC Etimate 2R768] - 248788] 270718] 294732] 321018

Noo-plan Reverue Expenditure Actual 226782]  239934| 268074 283502] 296396
Difference 1986 8834 2634 11230] 24622

FC Estimats 77425 71785 63369 51332 35593

Revenus Deficit Actual 25234| 100162] 107880 98262 25165
Difference 7809]  -28377| -44511] -46710]  .49572

FC Estimate 1122751  122904] 134399} 146305] 160166

Fiscal Deficit Actoal 118816] 140955] 145072] 123272] 139231
Difference 6541]  -18051]  -10673 23533 20935

FC Estimate 11009 10702 10217 9514 2546

[Primary Deficit Actual 19502 33495 77263 816 13326
Differeace 8493 -22793] .17051 10330 478D

Scurce: 1, Torelfth Firance conumission Repot.

2. EPW Research Foundation, *Finance s of Gaverte it of India”, Bcomm’c and Political Weakly(EFW) , May 10, 2003
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Teble &
Share of Keralain the T otel FC Transfersto States
( Rs. Crores)
T erth Finance El.weﬁh Twelfth finsnce
. Finance .
Commission . Commission
Conmission

1. Share in Central Taxes and Duties 7217 (3.5 11504 3.1) 1633321 (2.7)
2. Non-Plan Ravernue Deficit Graris 0 (0.0} DO 47037 (0.8)
3. Upgradation and Special Problem 21.83¢3.H 129263] 129582(2.9)
- 4. Panchayst 178.81 (4.1) 330 (4.1) 985 (4.9)
G;;’:f;‘:;i? 5. Municipalities 25.43 (2.5 75 (38) 149 (3.0y
6. Total 204.24(3.8) 405 (4.0) 1134 (4.5)
7. Grartsfor Relief Expenditirs 21874 (4.6) 279 (3.4 35432 (2.
2. Tolal Grants(Codl. 2107 30481 (2.5 313 (1. H| 3254.51 (2.3
9. Total Transfers ¢ Col.1 & 8) 772181 3.4l 1172 8] 19607 72(2.6)

transfarsto States.

Note: Figwesin bracketsindicate the percentage share intotal Finanes Commission

Source: Tenth, Eleventh and Twelfth Finence Commission's Reports,

particularly disturbing as it is this agency which
is envisaged under the constitution to effect
fiscal transfers judiciously and fairly. Except
during the Fifth and the Sixth Plan periods,
Kerala received less per capita statutory teansfers
than the All States average. Finance
Commission-wise analysis shows that Kerala
teceived lesser quantum of funds under the
awards of all recent Finance Commissions. What
is more, the share of Kerala in total statutory
transfers had been coming down progressively
with every Finance Commission as may be seen
from Table 7.

The award of the Eleventh Finance
Commission evoked strong criticism in Kerala.
This is not surprising, 2s, under its award, the
share of Kerala in total transfers to all States
had come down 10 2,83 percent from 3.4 petcent
under the award of its predecessot. The Twelfth
Commission reduced Kerala’s share still further
to 2.6 per cent. For the entire five-yeat period
covered by the award of the Eleventh Finance
Commission (2000-2008), the State was to get
Rs.3664 Crotes less than what it would have got
as per the recommendations of the Tenth
Finance Commission. During the current year

and the next four years covered by the award of
the Twelfth Finance Commission (2005-10),
Kerala will get Rs.6088 crotes less than what it
would have gone under the award of the Tenth
Finance Commission®. Thus the Twelfth Finance
Commission report will have tremendous
implications for the fiscal stability of the state
during the coming years.

The Criteria which affects Kerala adversely

The mostimportant component of statutory
transfers is the shared taxes from the Centre.
The share of taxes in statutory transfers for
Kerala was as high 25 99 per cent during the
period 1991-92 to 2000-01. During the next
three years the share of taxes increased slightly
but it still ranged from 93 to 96 per cent. The
Twelfth Finance Commission had raised the
share of Central taxes in its total transfers
considerably (81.1 per cent in the case of Kerala)
to 83.4 per cent in the case of All States. If
Kerala is not getting its due shate in Finance
Commissions’ transfers, the fault is largely due
to the criteria used by the Finance commissions
in their inter-state distribution of the Centre’s
tax shaces. Kerala has not been getting its due



because of four reasons. (1) The use of criteriz
inappropriate for the State. (2) Use of
Inappropriate indicators for the criteria used (3)
Inappropriate weightages given for the different
criteria and, (4) Failure to use criteria, which are
relevant to the Stace.

The criteria adopted by the Finance
Commissions ranged from population, area,
contribution, revenue equalization, non-plan
deficit, tax effort, fiscal efficiency, per capita
income, index of backwardness, index of
infrastructure and the poverty rato. The indices
of backwardness and infrastructure due to theie
excessive weightage to social indicators had been
adversely affecting Kerala, which had beenin
the forefront of social development despite low
levels of per capita income. Similarly, the
criterion of poverty had been hitting Kerala
badly for doing the right thing much ahead of
tme,

The criterion adopted for devolution by all
Finance Commissions, right from the first is the
size of population considered to be an indicator
of the budgetary needs of States. Besides, this
criterion has the advantage of being a neutral
one. The Eleventh Finance Commission had
reduced the weightage of this factor to 10
percent. But the Twelfth Finance Commission
had raised weightage to 25 per cent (allocating
tax share among States). All the recent Finance
Commissions had been enjoined under their
terms of reference that “in making its
recommendations on the vatious matters
aforesaid, the Commission shall adopt the
population figures of 1971 in all cases where
population is regarded as a factor for
determination of devolution of taxes and duties
and grants in aid”. In giving weightage to the
criterion of population, all Finance
Commissions used the 1971 population figures.
But the Twelfth Commission has made a
deviation from the past. It had given 40 per
cent weightage for population in allocating
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grants to local bodies amounting to Rs.25000
crores. But the Commission for the reasons,
which are not made clear, has used the 2001
census population figures. This affects a state
like Kerala, which had been the most successful
State in coatrolling population growth. In
calculating per capita income, it is the current
population and not the 1971 population, which
is being used by all Finance commissions
including the Twelfth. This tends to inflate the
relative position in per capita income of Kerala.
Its success in controlling population growth has
hit Kerala in yet another way. This in turn
reduces its entitlement grants to local bodies.

Pex Capita Income

Per capita income is one of the core criteria
used by all Finance Commissions attracting the
maximum weightage. This critetion is used as 2
measure of economic backwardness of a State.
But per capita income can only be one of the
indicators of a States’ economic backwardness.
The world over, regional backwardness is
measured not only in terms of per capitaincome
but also in terms of unemployment rates. But
none of the Finance Commissions had used
unemployment an indicatot and selied solely
on pet capita income. Data of major Indian
States shows that, there is only an insignificant
correlation between per capita State income and
States’ unemployment rates. The refusal of the
Finance Commissions td consider
unemployment as an indicator of backwardness

Tesled
PezCagits Tex Share acd Gavedy, 1 790-2004
—_ (FiguuiaRupud)
Tax Shere O renid
PlanPedods Keds |Oturswia| Karis |CtiarSuine
1990.91) [l ;:1 :: :
9919 ﬂq 21
VII(19579) 10 19559 -] 1581 L6 ]

A,

X (199798 10 200 30

23 FIT1 3‘ Al &)
0203 to 003047 ¥ 1192 [ 1

Fi C o S.on-wise __|
X PC (1990-9)- 199495 1148 137 0 i
X FG (1593-98 bo | 9¥9-700 P77 7233 35 55
X 01 a0 20030 214d 2197 [ 352
Y1 PG (2003-06 15 2009-20] 31 613 1033 [T

200304 4 are DeVite & ¢ ki ikoe
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hutts a state like Kerala with unemployment rate
nearly three times higher than the national

average.
Finance Commissions Cerants

As seen eatlier, the Finance commissions had
relied on tax sharing rather than grants for inter-
state distzibution of revenue transfers. But the
Twelfth Finance Commission raised the share
of grants to an all-time high 0£18.9 per cent.
The share of grants in total statatory transfers
to Kerala was pegged up to 16.6 per cent. Table
8 shows that Kerala had received much less
grants than other states in the hands of the
Twelfth Finance commission. The per capita
grants, due to the State under the award of the
Twelfth Finance Commission for the next five
years, will be only Rs.1022 as against 1404 for
other states. Kerzala’s shate in total grants will be
just 2.3 per cent of the total grants to all states.

Article 275 Grants

No Finance Commission from the seventh
had given any grants to Kerala under the
substantive provisions of Article 275 of the
Constitution meant for States “in need of
assistance”. ‘The State was not receiving Article
275 grants because of the surpluses in the non-
plan revenue account assumed by the Finance
Commissions in their normative estimates of
State’s budgets. But the State acrually had
continuous deficits on non-plan account ever
since 1985-86, even after including all additional
resources mobilised in the non-plan account.

Non-Plan deficits/surpluses assumed by the
Sixth Finance Commission onwards and the
actuals are given in Table 9. ‘The Table shows
that the actuzl Non-Plan tevenue deficits of
Kerala, before and after devolution, were higher
than those assumed by the recent Finance
Commissions. When surpluses were assumed by
the Finance Commissions, they turned out to
be just mirages. In these respects, Kerala’s
experience was no different from that of all

196’ |

states. This implies that at least part of the blame
for this situation may have to be borne by the
unrealistic forecasts made by the Finance
Commissions based on wrong assumptions.
(George, 1999). The same pattern of divergence
between the forecasts and actuals is most likely
to occur duting the award peried of the Twelfth
Commission. The Commission for the current
year had visualized a non-plan deficit of only
Rs.470 crores. But the current year’s Kerala
budget shows a non-plan revenue deficit of Rs.
1345 crores after devolution of tax shares from

the Centre.
Upgradation Grants

With regard to grants for upgradation of
social and administrative services too, Kerala
received only marginal sums (Table 10). Of ¢he
total upgradation grants dispensed by the
Seventh, Eighth and the Ninth Finance
Commissions, Kerala received only 0.8 percent
to 1.4 per cent. Under the award of the Tenth
Finance Commission, Kerala’s share was only
2.2 percent. Under the award of the Eleventh
Commission, Kerala received slightly less. For
upgradation of social services, Kerala received
no funds at all from the Seventh and the Eighth
Finance Commissions. It received just 0.1
percent and 0.3 percent respectively from the
Ninth and the Tenth Commissions. Eleventh
Finance Commission provided only slightly
more (1.5 per cent). The Twelfth Finance
Commission provided no grant at all for
upgrading the State’s health or education
services. Kerala’s share in total grants for
upgradation of all social services was just 0.1
percent. The State obviously is penalised for its
success in attaining above average standards in
social services like education and health care.

The successive Finance Commissions took
cognisance of Kerala’s major achievements in

- quantitative terms, but notin terms of the quality

of services. For instance, while looking at the
educational development of the State, the



Twelfth Finance Commission like its
predecessors failed to take into account some
of the major deficiencies in the quality of the
State’s education at all levels. The Commission
had failed to appreciate that the quantitative
expansion in educational sector has been at the
expense of quality at all levels. It failed to take
into account both the qualitative and quanttative
backwardness of Kerala’s higher education,
technical education and research®s :

Journal of Educational Planning and
Administration, January 2001,

In fact, the Commission based its estimates
for grants for education solely on the budget
category under the major head 2202, which does
not cover technical education acall,

In making zero allocation of upgradation
grants for the health sector of Kerala, the
Twelfth Finance Commission like all its
predecessors failed to take note of the increasing
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demand for expenditure on health services 2s 2
result of the aging of the State’s population
which is changing the disease profile in the State
(Panikar and Soman, 1985). A new category of
diseases comprising degenerative and neo-plastic
diseases like hyper-tension, cardio-vascular
diseases and cancer have begun to emerge in
the State. These diseases of the old, unlike in
the case of children and youth call for higher
investment in diagnostic equipment
hospitalization treatment recovery and
tehabilitation, :

Special Problem Grants

The Ninth Finance Commission in its first
report had provided Rs.552 crores as grants for
solving ‘special problems’. Kerala was onc of
the four States, which in the Commission’s
opinion did not have any special problem to
merit special problem grants. The Tenth Finance
Commission provided Rs.52 crores as special

Table 10
Share of Kerala in Total Upgradation Grants : :
(Figures in percentages)
Service va VI (Ingim) IXFna)| X XI |

Police 2.6 1.9 2.4 3.5 4.5
Jail 53 0.5 0.6 3.4 2.6
Tribal Administration 0.5 0.1 -
Judicial 0.5 53 53 2.2
District & Revenue Administration 19 0.6 14 0.5 4.5
Training 6.4 - 93
Treasury Administration 1.8 1.1 5.5
Other Administrative Services+ 1.3
Total Administrative Services 23 1.0 1.9 21 35 2.7
Education$ 0.7 Q.9 0.0}
Medical 2.7 0.4 2.1 0.0]
Maintenance of Roads & Bridges 4.3
Maintenance of Buildings 21
Maintenance of Forests 25
Other Social Services® 1.6 49
Total Social Services 0.6 0.1 0.7 1.5 0.1
Total 0.8 10 14 13 2.2 2.1 2.1

* Other Social Services include Public libraries, Hentage protection &Augmentation of traditional

Water Sources
+ Other Admin, Services include Fire Services

$ Education includes Elementary Education & Computer Tmmmg n XIFC
Source: 1, George K.K.. Limits 1o Kerala Model of. De}aelapmn!. ap-cil-

2. Computed from State Financesop.ciL.
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problem grants- Rs.50 crores to tackle the
problem of sea erosion and rupees two crores
for the conservation shola forests. What Kerala
received was about Rs.50 crores less than what
was received by Maharashtra. The Eleventh
Finance Commission provided just Rs.50 crores
by way of special problem grants. This amount
was meant for preventing coastal sea etosion,
the only special problem that it could identify.
Under the award of the Twelfth Finance
Commission, Kerala received Rs. 500 crores or
meeting what the Commission called the State
Specific Needs- Rs.225 crores for inland
waterways and canals Rs.175 crores for coastal
zone management and Rs. 100 crores for
improving quality of education in 416 schools.

None of the Finance Commissions had taken
cognizance of the large number and variety of
spectal problems unique to the State arising out
of the Kerala Model of Development. Itis often
claimed that some of Kerala’s achievements are
comparable to those of advanced countries, But
these successes have also brought in its wake
some of the advanced countries’ problems. The
State does not have the financial ability to tackle
them all by itself. Since these problems are
unique to the State, they have not received the
national attention and priority that they deserve.
While the federal agencies are still grappling with
first generation problems in education, health
cate and social security, Kerzla is saddled with
second-generation problems resulting from the
very success in attaining higher levels of social
development. For instance the lengthening life
expectancy has resulted in the aging of
population, which has tremendous implication
on the budget by boosting the the volume of
social security payments and healthcare
expenditure. It also has implications for the
quantum of service pensions, which today
account for 16.9 percent of state’s revenue
expenditure in the year 2003-04. Similarly, the
universalisation of school education has boosted

the demand for tertiary education. None of the
Finance Commissions including the Twelfth
Finance Commission had treated the problem
of insufficient capacity in higher and technica]
education in the State as 2 special problem atising
out of the State’s very success in attaining
universal schooling. Higher school leve]
education has also changed the character of
unemployment in the state to that of the

educated.

Compensation for Centre induced Fiscal
Disabilities

Compensating the States for their fiscal’
disabilities resulting from national policies has
not been considered by any Finance
Commission in India except the First. But this
practice is being followed in many other
federations, As is well known, the impact of
national policics differs among different States.
The commitments of the country under WTO,
SAARC, Indo-Sri-Lanka Trade Agreement, Free
Trade Area Framework under ASEAN+,
Bilateral agreements with Malaysia and Thailand
etc. have opened the floodgates of competition -
and have adversely affected the agricultural
sector of the State, dominated by cash crops.
Income ofiginating from agricultural sectot has
shown negative growth in four years during the
period 1994-95 to 2003-04. Even when they
showed positive growth rates, they ranged only
berween 1.23 to 1.92 per cent. The state of
Kerala’s agricultural sector can be judged by the
fact that income from agriculture sector had
registered an absolute decline from Rs.7402
crores in 1996-97 to Rs.5475 in 2003-04, Due
to declining prices of some of the majot
plantation crops, misery, destitution, starvation
and suicides are widely prevalent in the once
prosperous plantation regions of Kerala. This
has increased the expenditure commitments of
the State government, even while the severe
decline in agricultnral income has affected tax
mobilisation by the State duting the second half



of the nineties, The Twelfth Finance
Commission must take cognisance of the woes
of Kerala’s plantation sector following the
opening up of the national economy, and its
impact on both the revenue and expenditure
fronts.

Twelfth Finance Commission Award and the
State Plan-2005-06 to 2009-10

The influence of the Finance Commission
in determining the size of the States’ plan is not
often appreciated. Itis the balance in the current
revenue account (non-plan account) that forms
the nucleus of plan funds for the states. Itis the
. policy of the Finance Commission with regard
to tax sharing and grants that largely determines
this surplus in the non-plan account. Kerala’s
share in the non-plan surplus of all states after
devolution of tax shares and all grants was 4.1
pet ceat under the tenth Finance Commission
awards. It came down to 3.2 per cent under the
award of the Eleventh Finance Commission.
Kerala’s share will go down steeply to just 1 per
cent under the award of the Twelfth Finance
Commission. As a result, the per capita non-
plan surplus of Kerala even after getting tax
shares as well as all grants awarded by the
Finance Commission will be only Rs, 2245 as
against the all states average of R5.5238. The
state’s per capita surplus will be much less than
that of the neighboring states of Andhra
Pradesh (Rs.5642), Tamil Nadu (Rs.7475) and
Karnataka (Rs.11903). Itis also much lower than
that of other developed states like Gujarat
(RS.7760), Haryana (12714) and Maharashtra
(Rs.6554). Thus the state faces a major handicap
with respect to its plan financing during the
curzent year and the next four years as a result
of the Twelfth Finance Commission’s award.

Common Minimum Programme (CMP) and
Kerala’s Finances

. While the CMP of the United Progressive
Alliance (UPA) may augur well for the country
as awhole, it need not necessatily augur well for
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the State Plan Finances. It is quite unlikely that
the NDC formula for distributing Central Plan
Assistance among States is zltered. There is
however every likelihood that the Central plan
and Centrally Sponsored Schemes will be
proliferated as instruments for achieving national
priorities of the UPA government Most of these
schemes are likely to address only the first-
generation problems and millennium goals in
primary education, primary healthcare ete.
Reducsion of poverty may also get importance.
But these schemes may not be very relevant for
Kerala, as they may not address the second-
generation problems unique to the State.
Besides, some of the schemes like Food for
Work, Employment Guarantee etc. in their
present formulation may not be benefiting the
State due to the higher minimum wages already
prevailing in the State and the peculiarity of the
State’s unemployment problem. The State’s
priorities may be also in conflict with the
ptiorities of the international funding agencies,
the dependence on whom in plan financing is
increasing steadily. Ina way, it is these priorities
conflicting with those of the Central
government and the funding agencies arising out
of the different stages of social development
and the resuleant problems, which are at the root
of the steady decline in the role of Central
transfers accentuating the fiscal crisis of the
State.

Endnotes

! For mote details about che origin and
dimensions of Kerala’s fiscal crisis, See George
KK, Limits to Kerata Mode! of Development, Centre
for Development Studies, Thiruvananthapuram,
1999. The book traces the evolution of Kerala’s
fiscal crisis from 1974-75 to 1997-98. The book
also discusses the contributory factors for the
ctisis. The impact of fiscal crisis on the State’s
development crisis and the development options
available to the State are also discussed in the
boack.
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- 2Not that we give much importance to this
distinction between revenue expenditure and
capital expenditure. See LS. Gulati “Reducing
the Fiscal Deficit” Economic and Political
weekly (EPW), July-20, 1991 and “Tackling the
Growing Burden of Public Debt”, EPW, May-
1, 1993. As may be seen from our discussion
later in this paper, the financial returns from
capital expenditure (capital outlay, investments
and loans given by government) are not much
different from those of the revenue expenditure.
The retums from capital expenditure come back
to the State budget directly by way of dividends
and profits, interest and user charges and
indirectly as tax revenue. As faras Keralais
concerned, the rate of dividend and the rate of
interest are lower than the ratio of non-tax
revenue receipts 1o revenue expenditure.

1t is quite possible that this rado for Kerala
is an exaggerated one as a good portion of the
plan transfers by way of grants from the state
govemment to the local bodies is used for capltal
expenditure by the latter

*Based on Anaexute VIL3, Twelfth Finance
Commission Report, p.409.

S Despite the much bigger loss to the state,
the Twelfth FC’s report did not create much of
a stir in Kerala for some inexplicable reasons,

b} Jangira N.K, Learming Achicvements of
Primary School Clildren int Reading and Matbematics:
Research based Inferventions in Primary Education,
NCERT, New Delhi, 1994

c) Kerala Sasthra Sahitya Parishad, Reporz of
the Kerala Education Commission Kochi, 1999,

d) Tilak.].B.G., Higher Education and
Development in Kerala Working Paper No.5, CSES,
Kochi, 2001.
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DEVELOPMENT- THE PEOPLE’S WAY

A brief ovetview of developmental paradigm in Tripura

Manik Sarkar

Tripura is one of the eight sister states of
the North East region. North East India brings
only images of insurgency to the mind of most
people. But actually this region is strategically
located at the conflucnce of five countries viz.
Bangladesh, Myanmar, China, Bhutan and
Nepal. At the dawn of a distinctly Asian Age,
this region bears the promise of helping India
emerge as one of the most crucial players in the
economic and geopolitical space of this century.
A vibrant developed Notth East can play an
important part in taking India to that level.

North East India has an abundance of
natural and human resources and yetitis one
of most backward region becausc of the lack
of basic infrastructure of road, rail, ir network,
waterways, and power & telecom connectivity.
Insurgency that has been wreaking havoc in this
region is also directly related to this
backwardness. Secessionism is also being fuelled
by agencies like ISY and CIA operating from the
soil of the neighboring countties, especially
Bangladesh. Itis in this backdrop of backward
infrastructure and insurgency that Tripura has
to be seen.

Tripura~ background

‘Tripura is the third smallest state in India with
an area of sq 10,492 km. It was a princely state.
The Manikya dynasty ruled the state through
184 generations. It merged with India in October

1949. Prior to partition, Tripura was linked to
Calcutta and other places both by road as well
as rail. However, partition resulted in Tripura
getting engulfed by the then East Pakistan (now
Bangladesh). Almost all trade, commerce and
communication finks with India were snapped.
Partition also caused a heavy influx of Bengali
refugees. This changed the demography of the
once tribal majority state. As per 2001 census,
population of the state is 31.91 lakhs with 31%
ST population and 17% SC population. More
than half of the population is living below the
poverty line. Compounding these problems is
the fact that Govt of India has traditionally
neglected this region.

Till 1977, administrative structure was weak

and people were basically at the mercy of nature. -

At that time there were three districts and ten
subdivisions. There were no urban local bodies
except in Agartala, the capital. Panchayati Raj
Institutions were defunct. Administeation was
absent from most parts of the state. Education/
Health Care infrastructure was far below the
desired level & unable to cater to the minimum
needs of the people. Provision of drinking water
was rare in most areas. Public Distribution
System was largely non-existent. Especially, in
tribal areas, conditions were terrible. There was
no administrative structure to plan for the
development of tribal areas. There was no
official recognition for Kokborok, the language
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used by the majority of tribals. Reservation for
Tribals in education and employment was not
adhered to. In forest areas, tribals were used as
bonded labor by forest officials.

Tripurza under the Left Front
Govemments ’

The first Left Front Government was formed
in 1978, led by Late Shri Nripen Chakraborty.
In 1983, the Left Front Government was
reelected. In 1993 the third Left Front
Government assumed charge under the
leadership of Late Shri Dashrath Deb. The
fourth-Left Front Government assumed charge
on 11" March 1998 and the Fifth Left Front
Government took over in March 2003.

Left started

Front Government

- decentralization of administration. Today there
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are 4 districts, 15 subdivisions and 40 RD blocks.
Panchayati Raj System has 4 Zilla Parishads, 23
Panchayat Samities, 35 Block Advisory
Committees and 1040 Gram Panchayats. There
are twelve Nagar Panchayats and one Municipal
Council for Agartala, After the Left Front came
to power, reservation for §T and SC was strictly
enforced and the reservation act was brought in
1991. Kokborok was made the 2™ official
language in 1979 and it was made a medivm of
instruction at primary level. Recently 2 Bhasha
Commission was set up to examine how the
language could be promoted. Most importantly,
the TTAADC (Tripura Ttibal Areas
Autonomous District Council) was constituted
under the Sixth Schedule of the Constitution,
in 1985. Since then, 2 lot of things have
improved, though the task ahead is equally
arduous.

Constraints & Strengths of Tripura
Tripura, due to geographical & historical
reasons faces 2 number of problems like:
® Geographical isolation from main land

® Poor connectivity by road, rail,
waterways & ait

e Difficult & costly transportation

® Prices of commodities are very high.
Poor tele-connectivity & postal services.

e Poor physical infrastructure
® Poor accessibility to market
o Rugged Topography & terrain of the
State
e Land for agriculture & other purposes
is limited because a large area is under
forests
® Poor credit flow through Banks (CD
ratio 29%)
® Cross-border Militancy in the State
However, Tripura is also blessed with 2 number
of natural resources and advantages, which if
haressed properly can boost the economic
development of the state,
e Financial discipline — No overdrafts
since 1998
® Vibrant Panchayati Raj Institutions -
commitment to 73rd and 74th
Constitutional Amendment.
® Peoples’ participation in development
plans — (Bottom up approach)
e Strategic Location - Proximity to
Intemational markets
High literacy rate
Good health indicators
Fertile soil
Well distributed rainfall in abundance
(2200 MM)

® Vast reserve of hydrocarbons
(Confirmed reserves of 30 BCM & 24
BCM assessed as recoverable)

® 2nd largest producer of rubber

e Scope for Horticulture development as
excellent pineapple, jackfruit, orange,
banana & lemon etc is grown in
abundance

® Good quality bamboo production and
a developing handicraftindustry



Aims

The Left Front Government faces the
challenge of bringing development despite all
constraints. The governments main focus is
people especially the poorer and deprived
sections of the society. Broad objectives of the
government are: :

e Improvement of standards of living of
our people with special emphasis of
people living below the poverty line

e Education for all people up to class-
VHI;

e Health care for all
e Special focus on ST/SC/OBC and
religious minorities;
Skill development and employment generation
for youth

Approach & Achievements in brief

To achieve the above aims, the Left Front
Government has adopted the following
approach of action plan to meet the tasgets of
development.

o Decentralization & Pardicipative Planning To
achieve all this, one major methodology is
Decentralization & Participative Planning.
Administrative decentralization has been
detailed above. Panchayati Raj Bodies are
vibrant and effective. They are involved in
all govemment programmes, site selection,
beneficiary sclection, implementation and
monitoring.. Decentralized planning is
basically a bottom=-up approach. In rural
areas it is called ‘Gramoday” and involves the
prepatation of village level plan through
Gram Sangsads. These plans ate
consolidated at the Block level. Finally, Block
level plans help make the district plan at the
Zilla Parishad. A similar process called the
‘Nagaroday’ is used for utban arcas. This
decentralized system of planning has
ensured that the government is responsive
to the needs of the people. This not only

ERAMINIS(S CHREY nlD CAHIMINAY 2005 cerla oo

ensures that people’s aspirations are met, but
also prevents pilferage of public money. As
people get what they demand, any lack

. becomes very appatent to the people. This

system has helped Tripura have a very
transparent and accountable system of
govemment.

Land Reforms- Before the Left Front

Government there were no radical land
reforms. Itinitiated systematic land reforms,
which form the basis of our socio-economic
equality. The Left Front introduced an
amendment in Tripura Land Reforms Act
to provide for restoration of alienated tribal
land. Restoration of their land was done
along with compensation. Every year
landless and homeless families are allotted
land. Till September 2005, about
2,338,883.67 Acres of land had been allotted
to 1,83,123 families.

Infrastructure development, - Development
ofinfrastructure road, rail, air connectivity,
waterways, proper telecommunication
network, power irrigation etc to tap
sesources,

Roads Today, 1oads have connected 85%
hamlets with over 250 population. Attempt
is being made to connect each and every
habitation with all-weather roads on the basis
of a core network. Since 1978 total road
length has increased almost four times. The
govemnment s trying hard to get the National
Highway four- laned and aligned along the
railway tracks. Government will try to get
the four laned highway extended to the
southem end of Tripua,

Railway will hopefully come to Agartala by
2007. People of Tripura have been
demanding rail connectivity since a long
time, Thousands of pcople had to go to jail

‘during the struggle for getting rail

connectivity. At that point of time, only 45
Km rail network was there in Tripura. The
government will try to get the rail nctworl]
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e Health - The Government has set up a

extended upto Sabroom, southem most tip
of Tripura, which is only about 70 Km from
Chittagong port in Bangladesh. Once this is
done Tripura can become a gateway between
North East India and South East Asia,

Telecom - About 787 Revenue villages out
of 874 villages (90%) have been covered by
telecom network. Eaclier, there was no
connectivity at block level. Telephone
connections have increased from 2,312 to
85,845. Mobile services are spreading
throughout the state.

Power - Approximately 56% of revenue
villages have power supply. Till March 2005,
50,598 Kutir Jyoti connections had been
given, ONGC and the government are
setting up a 750 MW power project. Tripura
is virrnally floating on gas. Mineral oil
reserves may also be presentin Tripura.

Irrigation - 80% of irrigable area has been
brought under irrigation. From 28,800 Ha,
irrigated area has increased to 82005 Ha.
Now attempts are being made to bring the
entire irfigable area under irrigation.

Drinking Water— Provision of safe drinking
water to every habitation is 2 matter of high
priority. Eatlier, in rural areas there were few
drinking water sources. Today, there is no
dearth of drinking water sources. Now focus
has shifted from only coverage to supply of
safe, potable drinking water. About 45% of
hamlets are fully covered with safe drinking
water supply and another 40% have been
partially covered. The govermnment is trying
to extend piped water supply in rurat areas.

Education- School dropout rate has
decreased in primary stage from 50.13% to
19.68% and in upper primary stage from
68.23 & to 29.86% during the last seven
years. The Left Front Government has
opened about one thousand and five
hundred new schools. Literacy has gone up
from 42% to the present 73.66%.

Government Medical College, introduced
MRI, CT Scan services, a state of art
Pathology Lab and telemedicine centers to
provide tertiary health care & medical
education in this isolated state. Seven new
hospitals and 56 new PHCs/ Rural Hospitals
have been opened. Sub-Centres have
increased almost five times. One disttict has
achieved total sanitation status (South
Tripura) and other three will follow shortly.
Improvements in human development
indicators can be seen below:

Indicator Tripura India
Birth Rate 14.50 25.00
Death Rate 5.50 8.10
IMR 3200 63.00
MMR 4.00 4.37

PDS - In Tripura, malnutrition cases are very
rare. There are no starvation deaths. Tripura’s
Public Distribution System is among the best
in the country, with 2 minimum of 1 FP shop
in every Panchayat. Number of FP shops
has increased from 715 to 1434.

Perspective Plans for self-sufficiency in food
production viz. food grains, fish, milk, meat,
eggs, fruits and vegetables by 2000 -2012.
Yeatly targets are set and by and large
achieved. Already our cropping intensity,
seed replacement tate and productivity have
bettered the national average.

Special Development Packages for the
weaker sections of the society (ST/SC, OBC
&RM). In the year 1998 a 25 point Tribal
Developmens Package was announced and
after its successful implementation now a 37
Point Tribal Welfare Package has been
launched. 44 Point Development Package
for SC, OBC, RM Communities(2000) has



been implemented and now a 33 Point
Special Development Programme fotr
welfare of 8C, OBC, & Minotities (2003-
2007)

Action plan for women, children, old and
handicapped An Action Plan for women &
handicapped is under implementation.
Women are given joint ownership whenever
land is allotted. There is teservation for
women in Panchayati Raj Institutions and
Urban Local Bedies including posts of office
bearers. Equal wages are given to women.
Women help desks have been set up in all
Palice Stations. Women Police Stations are
being set up. One family court has been set
up and two more are being setup. Mid Day
Meals are provided to 2ll children of 0-6 yrs
age group. National Old Age Pension
beneficiaries have increased from 35,000 to
84,000 in the last 7 years. Reservation in
employment for physically handicapped has
been introduced. Barrier free buildings are
being introduced.

Employment generation and economic
development

Swavalamban - A scheme called
Swavalamban was launched in June 2001. It
2ims at increasing self-employment. It
focuses on skill upgradation and
entrepreneurship training; financing through
banks with 25% subsidy support, marketing
linkages and close monitoring by a society
formed under the Societies Act.

Rubber has been promoted on a large scale.
Today, Tripura is India’s second largest
producer of natural rubber. Plantation
covers 29,200 Ha of land. There is potential
for 100,000 Ha rubber plantations and effort
is being made to achieve this. Rubber
plantation has helped in rehabilitation of
Jhumias and also in ensuring that land
remains with tribals. Rubber waod is also
being promoted as an eco friendly wood.
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® Bamboo mission is being launched to
leverage the excellent bamboo and
handicraft sector.

® Forests are being promoted as livelihood
source for forest dwellers. This has helped
not only in giving income to tribals who have
been living in forest fot centuries but has
also helped in the prescevation and
augmentation of forests. This is being done
through Joint Forest Management. Area
under tree cover has increased to 77% as
per FSI though recorded forest areais only
60%. Best JFM Award has been given by
Ministry of Environment. '

® SHGs - The state has also witnessed a surge
in the Self Help Groups. Thete are about
20,500 SHGs, most of them comprising of
ST, SC and women members.

o Development of Growth Centres in rural

~ areas - 60Jocations have been identified as
potential growth centers — to develop utban
infrastructure in rural areas. This is an
ambitious project aimed at developing
infrasteucture in rural areas to help in poverty
reduction and improve economic
development of backward areas. 17 growth
centers have been launched.

e Investors ate now coming to Tripura to set
up steel plants, gas based industries,
electronics industry, rubber based , bamboo
based , fruit processing industries ctc. It is
hoped that in the coming years, there will
be healthy industrial development of the
state

e Tripura’s economy (NSDF) by Planning
Commission estimates grew at 7.25%
compared to India’s 6.68%.

Face of Tripura has started changing. From
an isolated impoverished 2rea Tripura has started
transforming itself into a society that is marching
ahead towards peace and development. All this
is despite the constraints of geographical
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isolation, lack of infrastructure & construction
materials and ofcourse insurgency etc.

Living contact with the masses
More than all these, the hallmark of the Left

Front Government is its responsivencss to
people. Due to the peculiar conditions of this
area, there are bound to be problems, However,
what distinguishes the government is thatitis
always there to stand by its people. It is this
characteristic that has ensured that the reach of
the government has been growing in the most
interior areas.

Progress and future

To advance further and to become self
reliant, the state needs good infrastructure. Govt
of India will have to help the state Government.
Nationalized banks need to take a proactive role
in increasing credit disbursement. Tripura has
been facing the problem of insurgency for more

than two decades. Indo-Bangladesh border
should be effectively sealed. Once border
fencing is completed, it is expected that
insurgency will also reduce. Government of
Bangladesh should be persuaded to demolish
camps of Indian extremists on their soil and
handover all Indian extremists harboring therein
to Govt. of India. There should be paositive
initiative for development of trade & commerce
between Bangladesh & India. This would bea
win-win situation for both.

Tripura has been able to develop amore
equitable society. There is communal and ethnic
unity. With the good human resources it
possesses, it has the potential to become a very
developed state. People of Tripura have risen
to challenges in the past and it is hoped that
with their support, the government will be able
to take Tripura to a better future.
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Kerata State Rubber Co-operative
Limited (Rubco) was set up n 1997
with the objective of ubiizng the
abundant rubber resowzes of Kerala
Today, Rubco has grown nto a
Rs. 2BQ trore tonglomerate with
dversified operations and 3 steadlly
£rowing market presere.

Natural Rubber Trading
The largest exparter of naturai rubber
m the tountry, Rubca plays a significart
rode in effecting market stabilization, and
serves the farmung community by
ensurng 2 reasonable pnce, even during
peak production penods.

Rubto Footwear Division
Rubco's footwear division has a
production capacity of 3.6 million pairs
per annum. The footwear range
comprises of Rubeo Mawal, Rubco Pius,

Rubea Super and Rubce Ranbow. This
dwaision alsa manufaciures honeycornb
rubbar mats,

Rubeo Huat Woods Pvt, Ltd.
A point venture with Long Huat Group
Berhad of Malaysia, this division
manyfactures 2 range of elegant
fumnure, quality edge-glued panels and
laminated beams out of eco-THendly
treated rubber wood, employing finger
jointing and edge piueing technolgy.

Rubce Tyres & Tubes Divisian
Thes division manufactures a range of
sturdy. technologically supenaor cycle
tyres and tubes including conventionsl,
MTB & SLR lyres. H.has an annual
instatled capacdy of 3 milion tyres and
tubes. Rubee will sgon be launching
tyres and tubes for two wheelers,
passenger ¢ars and trucks.

Kerala State Rubber Co-operative Ltd., KV R Tower, #1h fioon,
South Bazar, Kannur-670 002, Kerala. India. Tel 91-497-2709749, 2711134,
2701908, 2711376 - 37B. Fax: 91-497.271 1030, E-mail; infal@rubcogroup.com

Website: wwaw rubcogroup.com

Rubeo Mattress Division
Rubco mattress div son, set ug n
collaboration with DOA, Austra,
manufactures rubberised rmatiresses.
pifows and cushians. The matiress
range consists of Dosth, 5a%ai, Heaver.
Heaven Plus. Hi-Tech, Hi-Tech Pliow
Tog, Heal, Relief and Yathr matiresses

Rubeo Latex Division
Rubco Sreekandapurar Latex Pt Lid.
manufactures Biock Rubber and Pale
Latex Crepe (PLC).

Rubco Sales International Ltd.
Rubco Safes Intermationat Ltg, (RSIL)
undertakes the sales and market.ng
actv.tes for Rubco’s entire range o7
produtts n the dowesuc ard

A
RUBCO @"'
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COCHIN MINERALS AND RUTILE LTD KERALA RARE EARTHS AND MINERALS |
An ISO 9001 : 2000 Company (A Proposed Joint Sector witk
(Assisted Sector by KSIDC) State and Central Government)

) P.B. Ne. 73, VIII/224 P.B. No. 79, VIII/224
Market Road, Alwaye - 683 101 Market Road, Alwaye - 683 101
Ph : 0484 - 2626789, Fax : 0484 — 2625674 Ph : 0484 - 2626789, Fax : 0484 — 2625674
E-mail : sachexim@vsal.com E-mail : sachexim@vsnl.com
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