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INDIAN ECONOMY  

Indian economy is one of the fastest growing economies in the world. There are many 

features that are inherent to the economy. The combination of all the features enables 

development economists to classify Indian economy as a developing one. 

Some salient features of the Indian Economy are: 

 

● Mixed Economy: India is a mixed economy. In a mixed economy, public sector 

(government-owned) business enterprises exist alongside the private sector 

● Agriculture Based Economy: Agriculture and allied sectors provide around 

14.2% of Indian GDP while 53% of total Indian population is based on the 

agriculture sector. 

● Overpopulation: in every decade Indian population increases by about 20%. 

During the 2001-11 population increased by 17.6%. 

● Income Disparities: a report released by Credit Suisse revealed that the richest 

1% Indians owned 53% of the country’s wealth, while the share of the top 10% 

was 76.30%.  

● Backwardness of Infrastructural Development: As per a recent study, 25% of 

Indian families don’t have reach of electricity and 97 million people don’t have 

reach of safe drinking water and 840 million people in India don't have sanitation 

services.  

● Market Imperfections: Indian economy doesn’t have good mobility from one 

place to another which hinders the optimum utilization of resources. These 

market imperfections create fluctuations in the price of commodities every year. 

● Economy is trapped in the Vicious Circle of Poverty: Prof. Ragner Nurkes 

says that ‘a country is poor because it is poor’.  It means poor countries are 

trapped in the vicious circle of poverty. 

● Use of Outdated Technology: It is very clear that Indian production technique is 

more labour oriented in nature. So it increases the cost of production of the 

products made in these countries. 

● Low capital formation: The rate of capital formation is very less in the country. 

It is decreasing with every passing year. The rate of savings and investment is 

also less. This contributes to the lower rate of economic development in the 

country. 

Indian Current Economic Scenario and Growth Potential 
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India’s industrial economy is gathering momentum on the back of improved output of 

eight core sector industries – coal, crude oil, refining, steel, cement, natural gas, 

fertilizers and electricity. Some of the important economic developments in the 

country are as follows: 

● Indian companies have been signing many private equity (PE) deals, registering 

substantial increase from previous years. 

● Indian corporations have also been raising significant amount through 

commercial papers (CPs). 

● The cumulative amount of FDI equity inflows into India were worth around US$ 

300 billion in the 2000–2014 period. 

● The estimated value of FII holdings in India stands at US$ 279 billion. 

● IT spending by the Government of India is growing 7 per cent year-on-year, 

according to a report by research and advisory firm Gartner. 

● India’s IT-business process outsourcing (BPO) industry revenue is expected to 

cross US$ 225 billion by 2020, according to a Confederation of Indian Industry 

(CII) report, titled ‘The SMAC Code-Embracing New Technologies for Future 

Business’. 

● General Electric (GE) plans to make India a manufacturing hub for its global 

markets due to its huge talent pool and lower manufacturing costs. The 

company’s upcoming plant at Chakan, Maharashtra, is the first major step 

towards this direction. 

● The number of millionaires in India is expected to reach 300,000 by 2018 from 

about 182,000 currently, according to the global wealth report released by the 

Credit Suisse Research Institute. Wealth per adult in India has risen by 135 

percent from US$ 2,000 in 2000 to US$ 4,700 in 2013, at an average annual rate 

of 8 per cent. 

● India added about US$ 17.6 billion worth of value domestically in 2012 by 

processing and fabricating gold bars and coins. 

Structuctural Transformation of Indian Economy 

Structural transformation in an economy is usually associated with the changes in 

sectoral composition of output, employment and changes in the rural- urban 

composition of output and employment. 

Peculiar Structural Changes 
 

● The share of agriculture in Indian GDP fell from more than 40% in the early 

1960s to around 17% by the end of 2000s. 

● It is to be noted that the rate of decline in the agricultural share accelerated as 

the rate of economic growth increased. 
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● The share of industry as a whole rose from about 20% in 1960 to around 28% in 

2009, whereas the share of manufacturing alone disappointingly stayed at 

around 15% during the entire period, again a sign of sluggish structural 

transformation. 

● By 1990 the share of the service sector was 40.59 per cent, more than that of 

agriculture or industry, like what we find in developed nations. This phenomenon 

of growing share of the service sector was accelerated in the post 1991 period. 

● Presently service sector has emerged as the largest and fastest growing sector 

of the economy with around more than 50% contribution to the GDP (at current 

prices) in 2015 as per Economy survey. 

● The distinctive feature of India’s growth has been the increasing contribution of 

the service sector to GDP growth (also referred to as Growing Tertiarization of 

Indian Economy). 

 Reasons for Rapid Increase in Tertiary Sector 

 

● Advent of information and the knowledge economy which has enhanced the 

growth of the high productivity segment of the services involving low productivity 

activities catering to large mass of people. 

● A large part of the service sector consists of infrastructure such as banking, 

insurance, finance, transport and communications, education, health etc. An 

urgent requirement of development is the proper expansion of social and 

physical infrastructure as provided by these services. 

● Public services grow more rapidly where the national government has a 

significant role in planning and production in the economy as a whole. 

● Increasing urbanization may be regarded as another cause as it is closely 

associated with a rise in demands for infrastructure services such as 

communication, public utilities and distribution services. 

● Tourism is becoming more and more international as knowledge is being spread 

through television and internet thereby promoting various services like Hotel 

accommodations. 

Ten Steps for India to Be the Third Largest Economy by 2043 
 

1. Fiscal Consolidation: A target of fiscal deficit of 3 percent of GDP must be achieved 

and must always be kept below that level. 

2. Current Account Deficit: Since the economy will run a Current Account Deficit every 

year for some more years, it can be financed only by foreign investment, whether it is 
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FDI or FII or ECB or any other kind of foreign inflow. Therefore, foreign investment must 

be encouraged. 

3. Price Stability and Growth:  In a developing economy where the aim is high growth, 

a moderate level of inflation will have to be accepted.  RBI must strike a balance 

between price stability and growth while formulating monetary policy. 

4. Financial Sector Reforms:  The recommendations of the Financial Sector 

Legislative Reforms Commission must be implemented immediately as they do not 

require any change in legislation. 

5. Infrastructure:  The country must rebuild its infrastructure and add a huge quantity 

of new infrastructure, PPP model must be more widely used.  New financing structures 

must be created for long term funds and pooling of investments. 

6. Manufacturing:  The Government must focus on manufacturing and especially on 

manufacturing for export.  All taxes, Central and State, that go into an exported product 

should be waived or rebated.  

7. Subsidies:  Given the limited resources, and the many claims on the resources, the 

Government must choose the subsidies that are absolutely necessary and give them 

only to the absolutely deserving. 

8. Urbanization:  Cities have wealth and also create wealth.  But that wealth should be 

tapped for resources to rebuild the cities with a new model of governance. 

9. Skill Development:  Skill development must rank alongside secondary education, 

university education, total sanitation and universal health care in the priorities of the 

Government. 

10. Sharing responsibility between States and Centre:  States have the fiscal space 

to bear a reasonable proportion of the financial costs of implementing flagship 

programmes and must willingly do so, so that the Central Government can allocate 

more resources for subjects such as defense, railways national highways and 

telecommunications that are its exclusive responsibility. 

Future Aim for sustaining India’s unique global leadership, driven by 

Digital Revolution 
 

● Seamless delivery of services through Digital Governance. 

● Improvement in physical quality of life through the National Infrastructure 

Pipeline. 
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● Risk mitigation through Disaster Resilience. 

● Social security through Pension and Insurance penetration. 

BUDGET 2020 - 21 MEASURES 

Industry, Commerce and Investment 

 

● Rs. 27,300 crore allocated for 2020-21 for development and promotion of 

Industry and Commerce. 

● Investment Clearance Cell proposed to be set up 

● Five new smart cities proposed to be developed. 

● Scheme to encourage manufacture of mobile phones, electronic equipment and 

semiconductor packaging proposed. 

● National Technical Textiles Mission to be set up 

● New scheme NIRVIK to be launched to achieve higher export credit 

disbursement 

● Turnover of Government e-Marketplace (GeM) proposed to be taken to Rs 3 lakh 

crore. 

● Scheme for Revision of duties and taxes on exported products to be launched. 

● All Ministries to issue quality standard orders as per PM’s vision of “Zero Defect-

Zero Effect” manufacturing. 

BUDGET 2021-22 MEASURES  

Industry, Commerce and Investment 

  

● Infrastructure investments key for post-COVID revival. As FM presents the 

Budget Mobilizing investments through large-scale privatization of operational 

assets is key. This could make or break a moment for achieving the dream of a 

USD 5 trillion economy. 

● Mega investment parks to be launched in addition to the PLI scheme. INR1.97 

lakh crores committed for PLI schemes 

 Scheme of Mega Investment Textiles Parks (MITRA) 

● To enable the textile industry to become globally competitive, attract large 

investments, and boost employment generation, a scheme of Mega Investment 

Textiles Parks (MITRA) will be launched in addition to the PLI scheme. 
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● This will create a world-class infrastructure with plug and play facilities to enable 

create global champions in exports. 7 Textile Parks will be established over 3 

years. 

 

Aatma Nirbhar Bharat-Production Linked Incentive Scheme 

● PLI schemes to create manufacturing global champions for an Aatma Nirbhar 

Bharat have been announced for 13 sectors.  For this, the government has 

committed nearly Rs.1.97 lakh crore in the next 5 years starting FY 2021-22. 

● The National Infrastructure Pipeline (NIP) which the Finance Minister announced 

in December 2019 is the first-of-its-kind, whole-of-government exercise ever 

undertaken. 

● The NIP was launched with 6835 projects; the project pipeline has now 

expanded to 7,400 projects. 

● Around 217 projects worth Rs. 1.10 lakh crore under some key infrastructure 

Ministries have been completed. 

Scheme of Stand Up India 

● To further facilitate credit flow under the scheme of Stand Up India for SCs, STs, 

and women, the Finance Minister proposed to reduce the margin money 

requirement from 25% to 15% and to also include loans for activities allied to 

agriculture. 

● A number of steps were taken to support the MSME sector and in this Budget, 

Government has provided Rs. 15,700 crore to this sector – more than double of 

this year’s BE. 

 Asset Monetization 

● Monetizing operating public infrastructure assets is a very important financing 

option for new infrastructure construction. A “National Monetization Pipeline” of 

potential Brownfield infrastructure assets will be launched. 

● An Asset Monetization dashboard will also be created for tracking the progress 

and to provide visibility to investors. 

 

Economy survey Report 2020-21 
 

State of the Indian Economy in 2020-21: A Macro View 

● COVID-19 pandemic ensued global economic downturn, the most severe one 

since the Global Financial Crisis 



Download All Notes PDF : WWW.IAS.NETWORK 

© IAS.NETWORK | Mentorship Program for UPSC 2021, 2022 Available : 9779726117 

GS Ans, Essay, Anthro, PSIR, Sociology, PubAd, History, Geography Optional Evaluation 

9 

● The lockdowns and social distancing norms brought the already slowing global 

economy to a standstill 

● Global economic output estimated to fall by 3.5% in 2020 (IMF January 2021 

estimates) 

● Governments and central banks across the globe deployed various policy tools to 

support their economies such as lowering policy rates, quantitative easing 

measures, etc. 

● India adopted a four-pillar strategy of containment, fiscal, financial, and long-term 

structural reforms. 

● As per the advance estimates by NSO, India’s GDP is estimated to grow by (-) 

7.7% in FY21 – a robust sequential growth of 23.9% in H2: FY21 over H1: FY2 

● India’s real GDP to record an 11.0% growth in FY 2021-22 and nominal GDP to 

grow by 15.4% – the highest since independence: 

● Rebound to be led by the low base and continued normalization in economic 

activities as the rollout of COVID-19 vaccines gathers traction 

● Government consumption and net exports cushioned the growth from diving 

further down, whereas investment and private consumption pulled it down 

● The recovery in the second half of FY 2020-21 is expected to be powered by 

government consumption, estimated to grow at 17% YoY. 

● Exports expected to decline by 5.8% and imports by 11.3% in the second half of 

the FY21 

● India expected to have a Current Account Surplus of 2% of GDP in FY21, a 

historic high after 17 years 

● On the supply side, Gross Value Added (GVA) growth pegged at -7.2% in FY21 

as against 3.9% in FY20 

● Agriculture set to cushion the shock of the COVID-19 pandemic on the Indian 

economy in FY21 with a growth of 3.4% 

● Industry and services estimated to contract by 9.6% and 8.8% respectively 

during FY21 

● India remained a preferred investment destination in FY 2020-21 with FDI 

pouring in amidst global asset shifts towards equities and prospects of quicker 

recovery in emerging economies: 

● Net FPI inflows recorded an all-time monthly high of US$ 9.8 billion in November 

2020, as investors’ risk appetite returned 

● India was the only country among emerging markets to receive equity FII inflows 

in 2020 

● Softening of CPI inflation recently reflects an easing of supply-side constraints 

that affected food inflation 

● Mild contraction of 0.8% in investment (as measured by Gross Fixed Capital 

Formation) in 2nd half of FY21, as against 29% drop in 1st half of FY21 
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● Reignited inter and intrastate movement and record-high monthly GST 

collections have marked the unlocking of industrial and commercial activity 

● The external sector provided an effective cushion to growth with India recording a 

Current Account Surplus of 3.1% of GDP in the first half of FY21: 

● Strong services exports and weak demand leading to a sharper contraction in 

imports (merchandise imports contracted by 39.7%) than exports (merchandise 

exports contracted by 21.2%) 

● Forex reserves increased to a level so as to cover 18 months’ worth of imports in 

December 2020 

● External debt as a ratio to GDP increased to 21.6% at end-September 2020 from 

20.6% at end-March 2020 

● Ratio of forex reserves to total and short-term debt improved because of the 

sizable accretion in reserves 

● V-shaped recovery is underway, as demonstrated by a sustained resurgence in 

high-frequency indicators such as power demand, e-way bills, GST collection, 

steel consumption, etc. 

● India became the fastest country to roll-out 10 lakh vaccines in 6 days and also 

emerged as a leading supplier of the vaccine to neighboring countries and Brazil. 

 

 

 

ECONOMIC PLANNING 

BASICS OF PLANNING 

 

● Economic Planning is defined as “a continuous process which involves 

decisions,, about alternative ways of using available resources, with the aim of 

achieving particular goals at some time in the future.” 

● Economic plan spells out how the resources of a nation should be put to use. It 

should have some general goals as well as specific objectives which are to be 

achieved within a specified period of time. 

● Economic planning is the foundation stone of economic policy-makers all over 

the world. 

Objectives of Economic Planning 

● Economic Growth. 
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● Reduction of Economic Inequalities. 

● Balanced Regional Development. 

● Modernization. 

● Reduction of Unemployment. 

● Raising Standards of living of the people. 

● Ensuring Social Justice. 

● Opening out opportunities for a richer and more varied life. 

 Need for Economic Planning 

 

● Conditions at the time of Independence: At the time of independence 70% of 

the working population was engaged in agriculture. Despite this irony of the 

situation was that the country was not self-sufficient in either food or raw 

materials for industry mainly because of regressive agrarian structure 

(Zamindari and rack renting), internal drain of capital and poor technology 

● Mass Poverty and Low Per Capita Income 

● High Rate of Growth of Population 

● Low Level of Literacy 

● Lack of infrastructure 

● Regional disparities 

● Backward Technology 

● Stunted Industrial Development. 

● Bulk of Population dependent on stagnating, low productivity semi-feudal 

agriculture. 

● Social and Economic Problem Created By Partition of Country. 

SIGNIFICANCE OF PLANNING 
 

● As resources are limited, planning gives us a mechanism to use the limited 

resources optimally. 

● It helps us identify those sectors of the economy which require the greatest 

attention. 

● It helps in making optimal investments leading to a higher degree of capital 

formation. 

● It paves the way for acceptance of large institutional changes. 

● Helps to take long-term decisions keeping in interest the future generations. E.g. 

Environmental concerns. 

● Helps to understand the overall economy better. 

● The effects of different policies and measures can be traced more systematically  
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PLANNING COMMISSION 

The Planning Commission was established in March 1950 as a non-statutory, non-

constitutional body. It was brought in by an executive order.  

ACHIEVEMENT OF PLANNING COMMISSION 

 

● Increase in National Income and Per Capita Income: National Income grew at 

the rate of 1.2% per annum between 1901-1947. This has increased to 11.6% in 

2016-2017. 

● Development of Agriculture: Agricultural productivity has marked an upward 

trend during the plan period. 

● Development of Industries: Plan period saw remarkable strides being made in 

industrial development, especially heavy industries like iron and steel and 

metallurgy etc. 

● Development of Economic Infrastructure: In the first two FYP, more than 

25% of the outlay was invested in the development of transport and 

communication. 

● Development of Social Infrastructure: Services such as Education, health 

have also made considerable success under the FYP process. 

● Increase in Rate of Capital Formation: Much emphasis was laid on increasing 

the rate of saving and investment and subsequently savings rate rose to 

almost 35% during 11th FYP. 

● Self-Reliance: During the last five decades, considerable progress has been 

made towards the achievement of self-reliance. India is no longer dependent on 

other countries for the supply of food-grains and a number of agricultural crops.  

● Social Justice: The objective of Sustained growth with Justice has been 

tried to be achieved over the planning period through several measures like 

land reforms, abolition of bonded labor, liquidation of rural indebtedness, 

fixation of minimum wages, provision of basic minimum needs etc.  

● Diversification of Export and Import Substitution: As a consequence of the 

policy of industrialization and the policy of import substitution, India's dependence 

on foreign countries for the import of capital goods has declined. 

● Life Expectancy: Whereas the life expectancy of an average Indian was 33 

years in 1951 it rose to 61 years in 1995. It has increased further to around 68 

years in 2015.   

FAILURES OF PLANNING COMMISSION 

 

● Failure to provide a basic minimum level of living to the whole population:  
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● Failure to reduce inequalities of income and wealth 

● Failure to provide productive employment to all able-bodied persons:  

● Inadequate infrastructure availability 

● Neglect of small and marginal farmers and redistribution of land 

● The relative neglect of regionally balanced agriculture sector: 

● Other Failures: 

○ Rise in prices. 

○ No substantial improvement in the standard of living. 

○ Inefficient Administration. 

○ Increase in Unemployment. 

○ High incremental capital output ratio. 

○ Inadequate development of Infrastructure 

○ Inequality in distribution of wealth and income. 

CURRENT PLANNING FRAMEWORK IN INDIA 

 

● A key component of the Nehruvian socialism—the economic approach adopted 

by India's first Prime Minister Jawaharlal Nehru—the Five-Year Plans have been 

laid to rest by the Narendra Modi-led NDA government. 

● The 12th Plan, the last of the Five-Year Plans, has come to an end on March 31, 

2017, though it was given an extension of six months to allow ministries to 

complete their appraisals. 

● The decades-old Five-Year Plans will make way for a three-year action plan, 

which will be part of a seven-year strategy paper and a 15-year vision document. 

● The NITI Aayog, which has replaced the Planning Commission, is launching a 

three year action plan from April 1. 

NITI AAYOG 
 

● The National Institution for Transforming India, also called NITI Aayog, was 

formed via a resolution of the Union Cabinet on Jan 1, 2015. 

 

Reasons and Objectives for Establishment 
 

● NITI Aayog is an economic think-tank manned by domain experts. It has been 

constituted to provide Strategic and technical advice to the centre and the State 

Governments on key policy matters. 

● To give individual states much more say in their planning and development 

process. 
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● To replace the on way centre-to-State flow of policy with ‘cooperative 

Federalism’. 

● To recommend policies, leaving implementation to the respective state 

governments. 

● It has provided a platform to bring together some of the best minds of the country 

and deliberate on issues that require expertise. 

● Government has thus aimed to transform into an enabler of the growth process 

rather than a provider of the first resort. 

● Fostering Cooperative Federalism and initiate active involvement of States. 

● It has planned to Formulate plans at Village level and aggregation at higher level. 

● Special attention to section at risk of not benefitting adequately from Economic 

progress. 

● Aim to establish Economic policy that incorporates National Security Interests. 

● To work on improvement in partnerships with national and international THINK 

TANKS. 

● It has aimed to be a Knowledge, Innovation and Entrepreneurial support system. 

● It has aimed to establish State-of-the-art resource centre for Research on good 

Governance. 

● It Creates platform for Resolution of inter-sectoral and inter-departmental issues. 

● It has more focus on Technology Upgradation and CAPACITY BUILDING. 

 NITI Aayog Vision Document, Strategy & Action Agenda 

Beyond 12th Five Year Plan: 

Replacing the Five Year Plans beyond 31st March, 2017: 

● NITI Aayog is in the process of preparing the 15-year vision document keeping 

in view the social goals set and/ or proposed for a period of 15 years. 

● A 7-year strategy document spanning 2017-18 to 2023-24 to convert the 

longer-term vision into implementable policy and action as a part of a “National 

Development Agenda” is also being worked upon. 

● The 3-year Action Agenda for 2017-18 to 2019-20, aligned to the predictability 

of financial resources during the 14th Finance Commission Award period, has 

been completed and will be submitted before the Prime Minister on April 23rd at 

the 3rd Governing Council Meeting. 

ACHIEVEMENTS OF NITI AAYOG 
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● NITI Aayog has formulated a Model Agricultural Land Leasing Act, 2016 to 

both recognize the rights of the tenant and safeguard interest of landowners. 

● A dedicated cell for land reforms was also set up in NITI. 

● Based on the model act, Madhya Pradesh has enacted separate land leasing law 

and Uttar Pradesh and Uttarakhand have modified their land leasing laws. 

● Reforms of the Agricultural Produce Marketing Committee Act 

● Subsequently, Model APMC Act version 2 prepared. States are being consulted 

to adopt APMC Act version 2. 

● Agricultural Marketing and Farmer Friendly Reforms Index 

● NITI Aayog recommended scrapping of the Medical Council of India and 

suggested a new body, National Medical Commission for regulating medical 

education. 

● Several measures have been taken to promote digital payments 

● Has setup Atal Innovation Mission, Atal Tinkering Labs, Atal Incubation 

Centers 

● Rationalization of Centrally Sponsored Schemes 

● Has spearheaded initiatives with regards to promotion of skilling 

● NITI Aayog has developed indices to measure incremental annual outcomes in 

critical social sectors like health, Education and water with a view to nudge the 

states into competing with each other for better outcomes, while at the same time 

sharing best practices and innovations to help each other- an example of 

Competitive and Cooperative Federalism 

● Task Force on Elimination of Poverty in India under Dr. Arvind Pangariya, 

focused on issues of measurement of Poverty and strategies to combat poverty. 

● Task Force on Agriculture Development Under Dr. Arvind Pangariya 

Shortcomings of NITI Aayog 
 

● It often appears that the institution’s agenda and priorities are being set by the 

Government rather than an organic, independent thought process. 

● For instance, while recognizing the importance of competition, it went with the 

Government on promoting digital payments through select entities, and kept quiet 

when Government policies distorted Competition. 

● NITI Aayog is yet to institutionalize a checks and balances mechanism to 

caution the Government about the claims it makes, and appraise policy makers 

of the ground realities. 

● NITI Aayog’s draft three year agenda covers a wide range of issues including the 

fiscal framework, agriculture, industry, services, transport , digital Connectivity 

etc. Rather than a document infusing fresh thinking, the action agenda appears 
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more like a document collating several policy-related recommendations provided 

by experts and Governments-formulated committees over the years. 

● It puts limited or negligible focus on implementation challenges, bureaucratic 

reforms and government citizen interaction. 

● A comparison of costs and benefits of different policy alternatives should be 

made mandatory before policy recommendations are made, which currently is 

not the norm. 

● NITI Aayog cannot transform a deeply unequal society into a modern economy 

that ensures the welfare of all its citizens, irrespective of their social identity. 

● It has no role in influencing public or private investment. 

● It does not seem to have influence in policy making with long-term 

consequences. For instance, demonetization and the Goods and Services 

Tax. 

● If it is a think-tank, it has to maintain a respectable intellectual distance from the 

Govt. of the day. 

● Instead, we see uncritical praise of the Govt-sponsored schemes / programmes. 

● It is not able to answer specific questions like, why 90% are working in 

unorganized sector and more over as on date, more and more informalisation is 

taking place in the organised sector. 

● Labour force participation rate of women is also declining, when neighbours like 

Bangladesh are registering an increase. 

SUGGESTIONS 

● If NITI Aayog is to implement such a strategy within a planning framework in 

India, two major changes in governance structures are needed. 

○ First, planning will have to become more decentralized, but within a 

five-year plan framework. 

○ Second, bureaucracy will need to change from generalist to specialist, 

and its accountability will have to be based on outcomes achieved, not 

inputs or funds spent. 

● NITI Aayog is supposed to be a think tank. It needs to be more critical while 

appraising the works/schemes of the government. The sing along attitude of the 

organisation will not be able to help fulfil its mandate. 

● India requires planning that addresses social justice, reduces regional and 

gender inequalities, and ensures environmental sustainability. NITI Aayog 

should strive to move in this direction. 

● NITI Aayog needs to work on short term, realistic goals and work to achieve 

them rather than forming long term and unrealistic goals. The implementation of 

the programmes should be effectively monitored at different time intervals. 
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● It needs more mandate to play an effective role in bringing true transformation 

at ground level. 

● More autonomy should be provided to the body with better machinery so that 

it can play a larger role between center and states. 

● Rather than focusing on policy level recommendation, NITI Ayog should focus 

on the implementation part. It should also focus on the process reforms and 

tell the government, where it is falling short or have to face the consequences. 

 

 

RESOURCES BASICS OF INDIA 

Types of Resources of India 

When discussing important economic resources in India, they can be divided into three 

major categories:- 

Natural Resources 

 

● Examples of natural resources include petroleum, water, natural gas, coal, etc. 

● Two types: 

○ Renewable Sources: can be replenished naturally. E.g. Sunlight, air, 

wind, water, etc. 

○ Non Renewable Sources: either form slowly or do not naturally form in 

the environment. E.g. Oil, coal, natural gas etc. 

Human Resources 
 

● Human resources are the people who make up the workforce of an organisation, 

business sector, or a whole economy. 

● The resource that resides in the knowledge, skills, and motivation of people is the 

human resource. It improves with age and experience, which no other resource 

can do. It is therefore regarded as the scarcest and most crucial productive 

resource that creates the largest and longest lasting advantage for an economy. 

Financial Resources 
 

● Economic Resources generally include the most important financial resource —

money. 

● Examples of financial resources are monetary income generated through 

taxation policies. 
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Importance of Resource Mobilization 
 

● It is helpful in maintaining Organizational Sustainability. 

● It keeps a check and guarantees continuation of the organization’s (government 

or non-government) service provision. 

● It paves the way for improvement of the available services and products. 

● It supports the expansion of the organization’s products and services. 

● It is crucial to any organization's existence, as any organization, be it in the public 

sector or private sector, must continually generate new business to maintain a 

perpetual presence. 

  ISSUES WITH REGARDS TO RESOURCES IN INDIA 

Major Issues arising in Resource Mobilization: 

 

● Budgetary deficits, fiscal deficit, high borrowing dependence  

● There is a great amount of inequality that exists among states and within a state. 

This inequality is materialized not only in terms of economic resources but also in 

terms of social progress (compare Bihar with Kerala in terms of education for 

example). 

● Inefficient tax administrative system has led to problems such as tax evasion and 

tax avoidance ultimately resulting in lower and lower revenues for both the 

central and state governments. 

● Reliance on Foreign investment 
 

● India’s subsidy system is highly inefficient and millions of needy people do not 

get their quota of subsidy (mistargeting and leakages). 

 Budget 2020-21 Measures related to Financial Sectors 
 

● 10 banks consolidated into 4, Rs. 3, 50,000 crore capital infused. 

● Governance reforms to be carried out to bring in transparency and greater 

professionalism in PSBs. 

● Few PSBs to be encouraged to approach the capital market to raise additional 

capital 

● Deposit Insurance and Credit Guarantee Corporation (DICGC) permitted to 

increase Deposit Insurance Coverage to Rs. 5 lakh from Rs.1 lakh per depositor. 

● Scheduled Commercial Bank’s health under monitoring through a robust 

mechanism, keeping depositors’ money safe. 
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● Cooperative Banks to be strengthen by amending Banking Regulation Act  

● Government to sell its balance holding in IDBI Bank to private, retail and 

institutional investors through the stock exchange. 

● Auto-enrolment in Universal Pension coverage. 

● Strengthened regulating role of PFRDA. 

● Factor Regulation Act 2011 to be amended to, Enable NBFCs to extend invoice 

financing to the MSMEs through TReDS 

● New scheme to provide subordinate debt for entrepreneurs of MSMEs by the 

banks 

● Export promotion of MSMEs, For selected sectors such as pharmaceuticals, auto 

components and others. 

Budget 2020-21 Measures related to Financial 

Sectors 
 

● Vishwas Scheme 

○ Stating the resolve of the Government to reduce litigation in the taxation 

system, the Finance Minister said that the Direct Tax Vivad se Vishwas 

Scheme announced by the Government has been received well. 

○ Until 30th January 2021, over one lakh ten thousand taxpayers have 

opted to settle tax disputes of over Rs. 85 thousand crores under the 

Scheme. 

○ To further reduce litigation of small taxpayers, she proposed to constitute 

a Dispute Resolution Committee. 

○ Anyone with a taxable income up to Rs. 50 lakh and disputed income up 

to Rs. 10 lakh shall be eligible to approach the Committee. 

○ FM also announced the setting up of the National Faceless Income Tax 

Appellate Tribunal Centre 

● To amend the Insurance Act 1938 to increase the permissible FDI limit from 

49% to 74% in insurance companies and allow foreign ownership & control with 

safeguards 

● Deposit insurance – had gone up from 1 lakh to 5 lakh for bank depositors. 

Streamline the provision so that it extends to banks freezing their deposits for 

some time 

● FM revives definition of ‘small companies’ by increasing the threshold of paid-up 

capital and turnover proposed. 

● Govt. will set up an institution to address stressed assets and NPA 

management in the banking system via the ARC model. 

● Rs 20,000 crore provided for PSB recapitalization. 
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● Professionally managed development financial institutions (DFI) will be 

introduced. 

● Decriminalization under limited liability partnerships to be taken up. 

● To incentivize incorporation of one-person companies without any restriction on 

paid-up capital. 

● Government allots Rs 20,000 crore for bank recapitalization. 

● In 2021-22, Government also bring the IPO of LIC for which they are bringing 

the requisite amendments in this session itself. 

● The finance minister finally announced a Bad Bank. A new asset reconstruction 

and #assetmanagement company announced. 

● Definition of small companies to be amended by increasing the capital limit from 

Rs 50 lakh to Rs 2 Cr and turnover from Rs 2 Cr to Rs. 20 Cr. 

 

Financial Market 
 

● Deepening Bond Market, Certain specified categories of Government securities 

to be opened fully for non -resident investors also. 

● Debt Based Exchange Traded Fund expanded by a new Debt-ETF consisting 

primarily of Government Securities, To give attractive access to retail investors, 

pension funds and long-term investors. 

● A Partial Credit Guarantee scheme for the NBFCs formulated post the Union 

budget 2019-20 to address their liquidity constraints. 

Direct Tax Proposals - To stimulate growth, simplify tax structure, bring ease of 

compliance, and reduce litigations. 

● Personal Income Tax: 

○ Significant relief to middle class taxpayers. 

○ New and simplified personal income tax regime proposed. 

○ Around 70 of the existing exemptions and deductions (more than 

100) to be removed in the new simplified regime. 

○ Remaining exemptions and deductions to be reviewed and rationalised in 

coming years. 

○ New tax regime to be optional - an individual may continue to pay tax as 

per the old regime and avail deductions and exemptions. 

● Corporate Tax, Tax rate of 15% extended to new electricity generation 

companies.Indian corporate tax rates now amongst the lowest in the world. 

● Dividend Distribution Tax (DDT), DDT removed making India a more 

attractive investment destination. 
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● Start-ups, Start-ups with turnover up to Rs. 100 crore to enjoy 100% deduction 

for 3 consecutive assessment years out of 10 years. 

● Cooperatives, Parity brought between cooperatives and corporate sector.Option 

to cooperative societies to be taxed at 22% + 10% surcharge and 4% cess with 

no exemption/deductions.Cooperative societies exempted from Alternate 

Minimum Tax (AMT) just like Companies are exempted from the Minimum 

Alternate Tax (MAT). 

● Tax concession for foreign investments: 

○ 100% tax exemption to the interest, dividend and capital gains income on 

investment made in infrastructure and priority sectors before 31st March, 

2024 with a minimum lock-in period of 3 years by the Sovereign Wealth 

Fund of foreign governments. 

● Instant PAN to be allotted online through Aadhaar. 

● ‘Vivad Se Vishwas’ scheme, with a deadline of 30th June, 2020, to reduce 

litigations in direct taxes  

● Goods and Service Tax, more simplification undertaken 

 

Budget 2021-22 related to Financial Growth 

Fiscal Position 

● RE for Expenditure is Rs. 34.50 lakh crore as against original BE 

expenditure of Rs. 30.42 lakh crore. 

● Quality of expenditure has been maintained as Capital Expenditure 

estimated as per RE is Rs. 4.39 lakh crore in 2020-2021 as against Rs. 

4.12 lakh crore in BE 2020-21. 

● Estimates of Rs. 34.83 lakh crore BE for expenditure in 2021-2022 

including Rs. 5.5 lakh crore as capital expenditure, an increase of 34.5% 

to give required push to the economy. 

● The fiscal deficit in BE 2021-2022 is estimated to be 6.8% of GDP. The 

fiscal deficit in RE 2020-21 is pegged at 9.5% of GDP funded through 

Government borrowings, multilateral borrowings, Small Saving Funds 

and short term borrowings. 

● Gross borrowing from the market for the next year to be around 12 lakh 

crore. 

● Plan to continue on the path of fiscal consolidation, achieving a fiscal 

deficit level below 4.5% of GDP by 2025-2026 with a fairly steady 

decline over the period. 
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● It will be achieved by increasing the buoyancy of tax revenue through 

improved compliance, and secondly, by increased receipts from 

monetization of assets, including Public Sector Enterprises and land. 

● Deviation Statement under Sections 4(5) and 7(3) (b) of the FRBM Act 

tabled necessitated by this year’s unforeseen and unprecedented 

circumstances. 

● Amendment to FRBM Act proposed to achieve targeted Fiscal Deficit 

levels. 

● The Contingency Fund of India is to be augmented from Rs. 500 crore to 

Rs. 30,000 crore through Finance Bill. 

Net borrowing of the States: 

● Net borrowing for the states allowed at 4% of GSDP for the year 2021-

2022 as per recommendation of 15th FC Part of this earmarked for 

incremental capital expenditure. 

● Additional borrowing ceiling of 0.5% of GSDP will be provided subject to 

conditions. 

● States expected to reach a fiscal deficit of 3% of GSDP by 2023-24, as 

recommended by the 15th Finance Commission. 

Fifteenth Finance Commission: 

● The final report covering 2021-26 was submitted to the President, 

retaining vertical shares of states at 41%. 

● Funds to UTs of Jammu and Kashmir and Ladakh would be provided by 

Centre. 

● On the Commission’s recommendation, Rs. 1, 18,452 crore have been 

provided as Revenue Deficit Grant to 17 states in 2021-22, as against 

Rs. 74,340 crore to 14 states in 2020-21. 

Direct Taxes 

Achievements: 

● Corporate tax rate slashed to make it among the lowest in the world. 

● Burden of taxation on small taxpayers eased by increasing rebates. 

● Return filers almost doubled to 6.48 crore in 2020 from 3.31 crore in 2014. 

● Faceless Assessment and Faceless Appeal introduced. 

 

 

GROWTH BASICS  
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● Economic growth is an increase in the capacity of an economy to produce 

goods and services, from one period of time to another. It can be measured in 

nominal or real terms, the latter of which is adjusted for inflation. 

● It refers to an increase of a country’s real output of goods and services or 

increase in real output per capita income. 

● It is related to an increase in components of GDP like consumption, spending, 

investment, exports etc. 

● It brings about a Quantitative change in the Economy. 

● Traditionally, aggregate economic growth is measured in terms of gross 

national product (GNP) or gross domestic product (GDP). 

GROWTH OF INDIA TILL DATE   

AN OVERVIEW OF GROWTH IN INDIA 
 

● India’s long-term economic growth has accelerated over a fifty-year period. 

● While growth averaged 4.4 percent a year during the 1970s and 1980s, it 

accelerated to 5.5 percent during the 1990s-early 2000s, and further to 7.1 

percent in the past one decade. 

● This is due to factors: 

○ Stabilization of growth within each sector – agriculture, industry and 

services. 

○ The transition of the economy towards the services sector, where 

growth is more stable which was evident post 1991. Before this, growth 

accelerated episodically, was punctuated by large annual variations. 

● Growth has accelerated the fastest in services, followed by industry, and less 

so in agriculture. Over the long run, India’s growth has been driven by an 

increasing share of investment and exports, with a large contribution from 

consumption. 

● Growth has also been characterized by productivity gains – both in labor 

productivity as well as in total factor productivity. 

● India’s growth has been broadly resilient to shocks, both domestic and 

external. The resilience of India’s growth can be attributed to the country’s 

large and spatially diversified economy, diversified production structure that 

is not dependent on a few products, commodities, or natural resources. It can 

also be attributed to India’s diversified trade basket and broad range of trading 

partners, wherein a slowdown in any one part of the world will not result in a 

large impact on India. 
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● The resilience of India’s growth process was on display in recent years when 

the country recovered quickly from the impacts of two major policy events – 

demonetization and the implementation of the Goods and Services Tax (GST). 

 CURRENT STATUS OF INDIAN GROWTH AND CONCERNS 
 

● While GDP numbers suggest that India is possibly the world’s fastest growing 

economy, but nature of growth provides ample cause for concern. 

● If annual rates are considered, the GDP growth rate has fallen from 7.1 percent 

in 2016-17 to 6.7 percent in 2017-18. 

● The growth of GVA (at constant prices) in agriculture and allied activities has 

fallen from 6.3 percent in 2016-17 to 3.4 percent in 2017-18, that in mining and 

quarrying from 13 to 2.9 percent and that in industry from 7.9 to 5.8 percent. 

● The growth rates in 2017-18 have risen only in construction (1.3 to 5.7 per 

cent), trade, hotels, transport and communication (7.2 to 8 per cent), and 

financial, real estate and professional services (6 to 6.6 percent). 

● The Services sector, with a share of 55.2% in India’s Gross Value Added 

(GVA), continued to be the key driver of India’s economic growth contributing 

almost 72.5% of GVA. While the growth of Service Sector as a whole is at 8.3% 

in 2017- 18, the growth in Services exports was 16.2% in H1 of 2017-18. GVA 

growth in electricity, gas, water supply and other utility services has 

decelerated from 9.2 to 7.2 percent. 

 CAUSES OF SLOWER GROWTH 
 

● Demonetization depressed the growth rate all the way to 5.6% in Q4 of 2016-17. 

● The Goods and Services Tax (GST) introduced on July 1, 2017 induced a rush to 

get rid of existing stocks without fresh orders to manufacturers to replenish them. 

● Bank’s inability to lend and accumulated bad loans. 

● Liquidity crunch owing to the infirmities in the Goods and Services Tax (GST) 

system. 

● GST refund claims were not released for a long period affecting small firms 

badly. 

● Demonetization led to demand destruction, the GST rollout has had disastrous 

effects on the supply side. The twin shocks have compounded the problems 

of industry. 

 CONCERNS 
● Growth process is overwhelmingly driven by consumption expenditure and not by 

investment expenditure which is hazardous. 
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● Major contributor is less capital intensive services in overall growth which 

makes the investment temporary. 

● Leakage of domestically generated demand abroad because of the import 

intensity of domestic supply. That is the imports services the domestic 

demand, the inducement to investment from domestic demand is that much 

lower. 

● Consumption demand (including that from Government consumption) 

dominates, implying that investment induced by domestic or external demand is 

not the driving force behind the growth in consumption and aggregate income. 

● Services growth, triggered in part by outsourcing to India, along with 

consumption and investment demand financed with debt created on the 

liquidity base that foreign capital inflows create, are determining the nature of 

growth and its sectoral composition. That makes the growth process unstable 

and probably fragile. 

● Capital spending by PSUs and departmental undertakings like Railways seems 

to be lagging. 

Solution regarding utilization of Demographic 

dividend in Economic Growth 

 
● Investing more and more efficiently in people will enable India to tap into its 

demographic dividend, and prepare the country for the future. 

● Investing in people through healthcare, quality education, jobs and skills 

helps build human capital, which is key to supporting economic growth, ending 

extreme poverty, and creating more inclusive societies. 

● New technology could be exploited to accelerate the pace of building human 

capital, including massive open online courses and virtual classrooms. 

● Demographic dividend is a time-limited opportunity, and policymakers should 

have a greater incentive to redouble their efforts to promote human capital so 

that it can contribute to economic growth and job creation. 

● Human capital is now the fastest growing component of India’s wealth. It is 

already the largest component of global wealth. More developed and richer 

countries have vastly more human capital wealth than developing countries. 

 NEED FOR ECONOMIC GROWTH IN INDIA 
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● Higher average incomes: This enables consumers to enjoy more goods and 

services and enjoy better standards of living. Economic growth during the 

Twentieth Century was a major factor in reducing absolute levels of poverty 

and enabling a rise in life expectancy. 

● Lower unemployment: With higher output and positive economic growth, firms 

tend to employ more workers creating more employment. 

● Lower Government borrowings: Economic growth creates higher tax 

revenues, and there is less need to spend money on benefits such as 

unemployment benefit. Therefore economic growth helps to reduce 

Government borrowing. Economic growth also plays a role in reducing debt to 

GDP ratios. 

● Improved public services: With increased tax revenues the Government can 

spend more on public services, such as the NHPS and Education etc. 

● Environment conservation: With higher real GDP a society can devote more 

resources to promoting recycling and the use of renewable resources. 

● Investment: Economic growth encourages firms to invest, in order to meet 

future demand. Higher investment increases the scope for future economic 

growth – creating a virtuous cycle of economic growth/investment. 

● Increased research and development: High economic growth leads to 

increased profitability for firms, enabling more spending on research and 

development. Also, sustained economic growth increases confidence and 

encourages firms to take risks and innovate. 

 ISSUES  

CHALLENGES OF ECONOMIC GROWTH IN INDIA 

 

● Vast inequalities in income and wealth: Indian economy is marked by great 

inequalities in the distribution of income and wealth. This aggravates the 

problem of poverty. 

● Predominance of agriculture: The share of agriculture in the overall GDP is 

low compared to other sectors, more than 50% of the Indian population depends 

on agriculture. This further affects the manpower productivity, demographic 

efficiency, income distribution etc. 

● Population pressure: So far as the size of population is concerned, India ranks 

second next only to China. It is estimated that by 2022, India will overtake 

China in terms of total number. 

● Massive unemployment: The manpower is not only under-utilized but also 

wasted. Slow economic growth rate on the one hand, and rapid growth of 
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population on the other hand, has accentuated the problem of unemployment 

in India. 

● Scarcity of capital and low rate of capital formation: A major chunk of 

population is poor, their capacity to save is low. This results in a low rate of 

capital formation. So breaking the vicious circle of poverty is necessary to 

push up the rate of investment. Also Government spending on non-productive 

activities would further constraints investment. 

● Underdeveloped Infrastructure: India’s infrastructural facilities or economic and 

social overheads of capital are inadequate. Availability of these infrastructures 

creates the conditions for favourable growth. The superstructure of an 

economy largely depends on the availability of infrastructural facilities. 

● Low level of technology: Because of the limited growth of technological 

institutions, we are forced to use primitive methods of technology whose 

productivity is low. Though modern industrial sectors employ advanced 

technology, village industries still employ old methods. 

 

 SUGGESTIONS  

HOW TO BOOST GROWTH 

There are three segments that have to grow at high rates on a continuous basis.  

AGRICULTURE: 
 

● It has to be resilient and grow continuously to keep the economy moving in an 

upward trajectory. 

● Past experience shows that high GDP growth has been associated with years 

when agriculture grew by 4-5 percent. 

● Every time agriculture slips, it has an impact on other sectors as rural spending 

comes to a standstill. 

● Therefore, while agriculture has a 15 percent share in GDP, it has to be kept 

moving independent of monsoons on a sustained basis and farm output has to 

be made resilient. 

● Also, a single crop failure leads to high inflation which has an impact on overall 

spending, interest rates and investment ultimately. 

● Such supply-shock led inflation has always threatened growth. 

INDUSTRY (MANUFACTURING AND CONSTRUCTION): 
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● The present growth rate has been volatile with IIP growth in the sub-5 percent 

category. 

● This has to change for which support has to come from investment and 

consumption. 

● A greater role has to be played by the private sector. But clearly we need to 

resolve the NPA (non-performing asset) issue and grow the bond market as 

funding is a major necessity for growth. 

● Construction: Governments have been developing infrastructure, especially 

roads and urban development. Emphasis on affordable housing, and one can 

see acceleration in growth which will bode well to linked industries such as steel, 

cement, machinery and metals. 

 THE SERVICE SECTOR: 
 

● Have to necessarily grow by over 10 percent each, which again is not 

impossible given that such growth rates have been witnessed in the past. 

● Individually, various components such as trade, transport, finance, real estate, 

and public administration have registered over 10 per cent growth in 

different years. 

● It is, therefore, important that all of them should be clocking this kind of growth in 

a year to get a headline number of above 10 percent. There are large 

investment opportunities, especially in infrastructure space. 

● Creating more jobs and hence incomes, there is vast potential for bringing about 

accelerated growth in consumption which is a prerequisite to higher GDP growth. 

● Other areas that require boost are the social sector – majorly investments are 

required in health, skill development, labour reforms etc. 

● Targeting 10 percent growth is good but the goal must be to sustain this level 

for at least five years to generate jobs and move the poor out of the trap. 

 NITI Aayog@75 future objective to enhance Economic 

Growth 
 

● India should aim to increase its tax-GDP ratio to at least 22 percent of GDP by 

2022- 23. Current India’s Tax/GDP ratio is around 17 per cent. 

● Increase the government's contribution to fixed capital formation (from 4% in 

2016-17 to 7% in 2022-23). 

● Government has targeted a gradual lowering of the government debt-to-GDP 

ratio. 

● Statutory mandate the RBI to maintain price stability while keeping in mind the 

objective of growth. 
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● A large part of jobs would hopefully be generated in labour intensive 

manufacturing sectors, construction and services.  

● The government has recently established a dedicated fund of INR 5,000 crore for 

enhancing 12 “Champion Services Sectors”. 

● Strengthen the governance and technical capabilities of Export Promotion 

Councils (EPCs) by subjecting them to a well-defined, performance-based 

evaluation. 

 EFFORTS BY GOVERNMENT 

 

● The Government has stepped up its own investment in infrastructure and is 

roping in private investment to buy out public stakes in infrastructure that is 

already up and running, such as toll roads, to generate yet more funds to raise 

the share of gross fixed capital formation in GDP, which is nearly 10 

percentage points below its historic peak. 

● Resolving the banks’ bad debt problem is a prerequisite for a generalized 

revival in private investment. While insolvency proceedings get underway, the 

Government must get going some State-sponsored infrastructure projects 

such as the Delhi Mumbai Industrial Corridor, and investment vehicles such as 

the National Investment and Infrastructure Fund. 

● While letting the Insolvency and Bankruptcy Code do its job of resolving bad 

loans and alongside recapitalising banks, the Government also needs to nurture 

the debt market, so that long-term bonds, rather than bank loans, finance 

future infrastructure investment. 

● The Government has unveiled a set of measures including greater spending on 

the building of roads and expressways, a recapitalisation plan for banks, 

and financial support for medium and small scale enterprises in 50 

clusters. The attempt to boost spending and bolster growth is a step in the right 

direction. 

● States also need to play a major role in boosting exports by easing the 

business environment, enhancing digitisation and strengthening infrastructure 

and connectivity. 

● The Commerce and Industry ministry has been promoting use of international 

standards by Indian exporters, recently releasing a National Strategy for 

Standardization. Adjusting to these standards will help firms tap international 

markets. In certain sectors – such as agriculture and food processing – the 

lack of compliance with standards has prevented exporters from penetrating 

markets such as the US, EU and Japan. Conformity with sanitary and 
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phytosanitary measures will help Indian food products become globally 

acceptable. 

● The Government has decided to infuse Rs 2.11 lakh crore into State-run banks 

through the issue of recapitalisation bonds, dilution of Government equity both 

through capital markets and mergers, and budgetary support. 

● Capital spending programme - In 2016-17, total capital expenditure from the 

Union budget was Rs 290,299 crore, which itself was higher than the originally 

budgeted figure of Rs 247,023 crore. For 2017-18, the budgeted capital 

expenditure is Rs 309,801 crore. For 2020-21, the budgeted capital 

Expenditure is Rs. 30, 42,230 crore. 

● Sustained growth calls for a harmonious society and overall strengthening of 

State capacity. This is the toughest task, as it calls for the cooperation and 

alignment of multiple foci in India’s diverse, multi-layered polity. 

 Budget 2020-21 related to Economic Growth 

Fiscal Management 
 

● XV Finance Commission (FC): 

○ XV Finance Commission has given its first report for FY 2020-21. 

○ Recommendations accepted in substantial measure. 

○ Its final report for five years beginning 2021-22 to be submitted during the 

latter part of the year. 

● GST Compensation Fund: 

○ Balances due out of collection of the years 2016-17 and 2017-18 to be 

transferred to the Fund, in two instalments. 

○ Hereinafter, transfers to the fund to be limited only to collection by way of 

GST compensation cess. 

● Overhaul of Centrally Sponsored Schemes and Central Sector Schemes 

necessary: 

○ To align them with emerging social and economic needs of tomorrow. 

○ To ensure that scarce public resources are spent optimally 

● On the recent debate over transparency and credibility of projected fiscal 

numbers, it is assured that procedure adopted is compliant with the FRBM Act. 

● For the FY 2019-20: 

○ Revised Estimates of Expenditure: at Rs.26.99 lakh crore 

○ Revised Estimates of Receipts: estimated at Rs.19.32 lakh crore. 

● For year 2020-21: 

○ Nominal growth of GDP estimated at 10%. 

○ Receipts: estimated at Rs.22.46 lakh cr 
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○ Expenditure: at Rs.30.42 lakh cr. 

● Significant tax reforms for boosting investments recently undertaken. However, 

expected tax buoyancy expected to take time. 

● Fiscal deficit of 3.8% estimated in RE 2019-20 and 3.5% for BE 2020-21. It 

comprises two ingredients; 

○ 3.3% for year 2019-20 and 3% for the 2020-21 budget estimate. 

○ Deviation of 0.5%, consistent with Section 4(3) of FRBM Act, both for RE 

2019-20 and BE 2020-21. (Section 4 (2) of the FRBM Act provides for a 

trigger mechanism for a deviation from the estimated fiscal deficit on 

account of structural reforms in the economy with unanticipated fiscal 

implications.) 

○ Return path, committing to fiscal consolidation without compromising 

needs of investment out of public funds, is laid in Medium Term Fiscal 

Policy cum Strategy Statement. 

○ Market borrowings: Net market borrowings: Rs.4.99 lakh crore for 2019-20 

and Rs.5.36 lakh crore for 2020-21. 

● A good part of the borrowings for the financial year 2020-21 to go towards 

Capital expenditure that has been scaled up by more than 21%. 

Budget 2021-22 related to Economic Growth 

  

● Budget 2021-22 reflects firm commitment of the Government to boost 

economic growth by investing in infrastructure development. 

● This is substantiated by increase in capital expenditure by 34.5% (`1, 

42,151 crore) over BE 2020-21. 

● In RE 2020-21, the total expenditure has been estimated at `34, 50,305 

crore and is more than Provisional Actual (2019-20) by `7, 63,975 crore. 

● The total resources being transferred to the States including the 

devolution of State’s share, Grants/ Loans and releases under Centrally 

Sponsored Schemes etc. in BE (2021-22) is 13,88,502 crore, which 

shows an increase of `74,565 crore over RE (2020-21). Actuals for 

2019-20 are provisional. 

● Virtuous cycle: In case of India, the lag between rate of fixed 

investment and its impact on GDP growth is seen to be of three to four 

years and the impact of GDP growth on consumption growth gets 

reflected in one to two years. 

● With two top trading countries i.e. USA and United Arab Emirates, India 

has consistently run trade surplus since 2014-15. 
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● India has trade deficit China PRP, Saudi Arabia, Iraq, Germany, Korea 

RP, Indonesia and Switzerland respectively 

● India had trade surplus with Hong Kong and Singapore till 2017-18, 

before it changed to trade deficit in 2018-19. 

● In terms of value petroleum products is the largest exported commodity, 

while in terms of growth, it was drug formulations, biological. 

● In the import basket crude petroleum had the largest share followed by 

gold and petroleum products 

● Between 2011-12 and 2019-20, imports of Electronics grew the fastest 

from a negligible share to 3.6 per cent 

● India has the second largest Emerging green bond market after China. 

● India is the second largest producer of crude steel in the world 

surpassing Japan with a global share of 6 per cent. India is the third 

largest consumer of the finished steel after China and USA. 

● India is the third largest domestic market for civil aviation in the world, 

after USA and China. 

● Easing leasing and financing from Indian shores in conformance with the 

provisions of the Cape Town Convention and Protocol on Aircraft 

Equipment. 

● Services sector accounts for 55 per cent of total size of the economy 

and Gross Value Added (GVA) growth, two-thirds of total FDI inflows 

into India and about 38 per cent of total exports. 

● However, with a 34% share in employment, it does not generate jobs in 

proportion to its share in GVA. 

 

EMPLOYMENT BASICS  

 

● Unemployment takes place when people have no jobs when they are willing and 

seeking for work. 

● The state of being without any work both for an educated & uneducated person, 

for earning one's livelihood is unemployment. 

● The unemployment rate is a measure of the prevalence of unemployment and it 

is calculated as a percentage by dividing the number of unemployed individuals 

by all individuals currently in the labor force. 

National Sample Survey Organization (NSSO) defines employment 

and unemployment on the following activity statuses of an individual: 

● Working (engaged in an economic activity) i.e. 'Employed'. 
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● Seeking or available for work i.e. 'Unemployed'. 

● Neither seeking nor available for work. 

The first two constitute the labour force and unemployment rate is the percent of the 

labour force that is without work. 

Unemployment rate = (Unemployed Workers / Total labour force) × 100 

Nature of Unemployment in India 
 

● Present unemployment problem in India is mostly structural in nature. 

● In India the incidence of unemployment is more pronounced in the rural areas. 

● Rural unemployment is prevalent in Seasonal as well as disguised forms. 

● Urban unemployment has its two aspects: 

○ industrial unemployment and 

○ Educated or middle class unemployment. 

Industrial Unemployment 

● There has been an exodus of population in large numbers from rural to urban 

industrial areas to seek employment. 

● The slow pace of industrialization in the country could not provide sufficient 

employment opportunities to these growing number of urban population. 

● This has led to a huge industrial unemployment in the country. 

Educated or middle-class Unemployment 

● It is a distinct type of unemployment which is common in almost all the urban 

areas of the country. 

● Due to slow growth of technical and vocational educational facilities, a huge 

number of manpower is unnecessarily diverted towards general education. 

● This leads to unemployment problems as skilled persons are not available as per 

demand. 

PRESENT SITUATION IN INDIA  

India’s Current Employment Scenario 
 

● A minimum of 8 million new job seekers enters the job market every year. 

● In 2017, only 5.5 million had been created, and the situation is worsening. 

● The unemployment rate is the highest in 45 years now. 

● The Indian youth has been affected the most, with the unemployment rate 

reaching 34% among the 20-24-year-olds in the first quarter of 2019. 
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● It stands close to 38% among the urban lot, according to the CMIE (Centre For 

Monitoring Indian Economy). 

● According to the last 2018 Periodic Labour Force Survey (PLFS), the 

unemployment rate among the urban 15-29-year-olds was 23.7%. 

● The unemployment rate in India rose to 7.2 percent in February 2019, the 

highest since September 2016, and also up from 5.9 percent in February 2018, 

according to the latest data compiled by the Centre for Monitoring Indian 

Economy (CMIE). 

● The total number of employed persons in February 2019 is estimated at 400 

million against 406 million in the year-ago period and 407.5 million 

employed in February 2017. 

● The labour participation rate fell from 43.2% in January 2019 to 42.7% in 

February 2019. 

Labour Force Participation Rate 
 

● Labour force participation rate is defined as the section of working population in 

the age group of 16-64 in the economy currently employed or seeking 

employment. 

● People who are still undergoing studies, housewives and persons above the age 

of 64 are not reckoned in the labour force. 

● People who are not interested in working or getting some sort of employment are 

not included in the participation rate. 

● Labor force participation rate can be obtained by dividing the number of people 

actively participating in the labor force by the total number of people eligible to 

participate in the labor force. 

Jobless Growth in India 

Reasons 
● Lack of investment in physical infrastructure likes roads, railways, highways 

which contribute to growth of manufacturing. 

● Lack of industry specific government policies. In India, we have an Umbrella 

Industrial Policy but we lack industry specific policies for promotion of individual 

industry. 

● Overvalued Exchange rate discouraging export. 

● Low investments in Research, development and innovation. 

● Weak export sector and export oriented industries. 

● Informalisation of the economy due to rigid laws. 
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● The Obsession with Capital Intensive technique of production has resulted in 

labour displacement. 

● Rigid and Complicated Labour Laws which have discouraged the growth of 

factories. 

● Services led growth whose share of employment is very low. 

● Weak manufacturing sector which is unable to provide jobs to the majority of the 

Labour Force. 

● The transition from agriculture to manufacturing to Services has not happened in 

India. India moved directly from agriculture to services. 

● The labour intensive industries like construction, textile, clothing and footwear 

have not been more promoted by the GoI. 

Consequences of Jobless Growth in India 
 

● The Structure of the Economy has become too weak, and the high growth phase 

will not last for long. 

● Increase in Casualization of Workers. 

● The Creation of the Reserve Army of Labour. 

● Social unrest like the Jat Reservation Aandolan in Haryana, Patidar Unrest in 

Gujarat and Maratha Reservation Campaign in Maharashtra. 

● India is losing out its comparative advantage in some industries like textile, 

clothing, footwear to the countries like Bangladesh, Indonesia, Philippines etc. 

which are fast becoming the hubs of production. 

● Dampening of the Economic activity in the future due to low aggregate demand 

which is a direct consequence of unemployment and jobless growth. 

● The increase in growth is mainly led by the services sector, whose employment 

elasticity (job creation) is very low. With the World moving towards Artificial 

Intelligence and Automation, there is a threat to the services sector and its job as 

well, if they fail to adopt new advanced skills. 

Causes of Unemployment 
 

● Increase in Population: Constant increase in population has been a big 

problem in India. It is one of the main causes of unemployment. The rate of 

unemployment is 11.1% in 10th Plan. 

● Low or no educational levels and vocational skills of the working population. 

● Inadequate state support, legal complexities and low infrastructural, financial and 

market linkages to small/ cottage industries or small businesses, making such 

enterprises unviable with cost and compliance overruns. 
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● Huge workforce associated with the informal sector due to lack of required 

education/ skills, which is not captured in any employment data. For ex: 

domestic helpers, construction workers etc. 

● The syllabus taught in schools and colleges, being not as per the current 

requirements of the industries. This is the main cause of structural 

unemployment. 

● Inadequate growth of infrastructure and low investments in the manufacturing 

sector, hence restricting employment potential of secondary sector. 

● Low productivity in the agriculture sector combined with lack of alternative 

opportunities for agricultural workers which makes transition from primary to 

secondary and tertiary sectors difficult. 

● Regressive social norms that deter women from taking/continuing employment. 

● Stagnation in manufacturing output and employment and contraction of labour-

intensive segment of the formal manufacturing sector. 

● Industrial Disputes Act has lowered employment in organized manufacturing by 

about 25% (World Bank Study). 

● Stringent employment protection legislation has pushed employers towards 

more capital intensive modes of production, than warranted by existing costs of 

labour relative to capital. 

● The nature of Indian manufacturing is not employment-friendly. Most of them 

are automated and any employment is highly skilled. Thus they have contributed 

to growth, but not necessarily to employment. 

● The labour intensity of MSME is four times higher than that of large firms. – But 

they are not treated well in India. They have poor access to credit and they are 

plagued by many serious problems which have limited their growth potential. 

● Agriculture is a Seasonal Occupation: Agriculture is underdeveloped in India. 

It provides seasonal employment. Large part of the population is dependent on 

agriculture. But agriculture being seasonal provides work for a few months. So 

this gives rise to unemployment. 

● Defective Planning: Defective planning is the one of the causes of 

unemployment. There is a wide gap between supply and demand for labour. No 

Plan had formulated any long term scheme for removal of unemployment. 

● Immobility of labour: Mobility of labour in India is low. Due to attachment to the 

family, people do not go too far off areas for jobs. Factors like language, religion, 

and climate are also responsible for low mobility. Immobility of labour adds to 

unemployment. 

● Science and Technology: Nowadays science and technology has been 

tremendously developed. It introduced many new instrument appliances etc. 

which results in unemployment. 
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● High rate of taxes: The gout imposes taxes on income, Wealth, Excise, custom 

etc. at a very high rate. Therefore manufactures employ minimum employers and 

even the citizens cannot start private businesses due to heavy taxes. 

● Discriminating Factors like ethnicity, race, age etc. in the workplace. 

Impact of Unemployment 
 

● The problem of unemployment gives rise to the problem of poverty. 

● Young people after a long time of unemployment indulge in illegal and wrong 

activities for earning money. This also leads to an increase in crime in the 

country. 

● Unemployed persons can easily be enticed by antisocial elements. This 

makes them lose faith in democratic values of the country. 

● It is often seen that unemployed people end up getting addicted to drugs and 

alcohol or attempts suicide, leading losses to the human resources of the 

country. 

● It also affects the economy of the country as the workforce that could have been 

gainfully employed to generate resources actually gets dependent on the 

remaining working population, thus escalating socioeconomic costs for the 

State. For instance, 1 percent increase in unemployment reduces the GDP 

by 2 percent. 

● Unemployment leads to threat to peace and stability in the society. 

● Wastage of human resources. 

● There will be high rate of dependency. 

● It leads to high migration rate. 

● It leads to insecurity amongst employees. 

● Loss of skills’ usage: The unemployed is not able to put his/her skills to use. 

SUGGESTIONS 

 
● There are a number of labour intensive manufacturing sectors in India such as 

food processing, leather and footwear, wood manufacturers and furniture, textiles 

and apparel and garments. Special packages, individually designed for each 

industry are needed to create jobs. 

● Public investment in sectors like health, education, police and judiciary can 

create many government jobs. 

● Decentralisation of Industrial activities is necessary so that people of every 

region get employment. 



Download All Notes PDF : WWW.IAS.NETWORK 

© IAS.NETWORK | Mentorship Program for UPSC 2021, 2022 Available : 9779726117 

GS Ans, Essay, Anthro, PSIR, Sociology, PubAd, History, Geography Optional Evaluation 

38 

● Development of the rural areas will help mitigate the migration of the rural 

people to the urban areas thus decreasing the pressure on the urban area jobs. 

● Entrepreneurs generate employment for many in a country; therefore the 

government needs to encourage entrepreneurship among the youth. 

● Concrete measures aimed at removing the social barriers for women’s 

entry and their continuous participation in the job market is needed. 

● Government needs to keep a strict watch on the education system and should 

try to implement new ways to generate skilled labour force. 

● Effective implementation of present programs like Make in India, Skill India, Start 

up and Stand-Up India. 

● Quality Education: The education must be on the par with the current demands 

of the economy. Future generations must be able to analyse the demands of the 

work environment. For this to happen, education must include skill development. 

● The Government must take measures to increase the awareness of the 

employment schemes so that the people from even remotest parts of the country 

can benefit from them. 

● Job Intensive sector like Food Processing Should be promoted. 

● Improve data collection on employment: 

○ Periodic data collection and dissemination. 

○ Conduct an annual enterprise survey using the goods and service tax 

network (GSTN) as the sample frame. 

○ Increase the use of administrative data viz. EPFO, ESIC and the NPS to 

track regularly the state of employment while adjusting for the 

formalization of the workforce. 

● Ease industrial relations to encourage formalization 

○ Increase severance pay, in line with global best practices. 

○ Overhaul the labour dispute resolution system to resolve disputes quickly, 

efficiently, fairly and at low cost. 

○ Strengthen labour courts/tribunals for timely dispute resolution and set a 

time frame for different disputes. 

● Wages 

○ Make compliance with the national floor level minimum wage mandatory. 

○ Expand the Minimum Wages Act, 1948, to cover all jobs. 

○ Enforce the payment of wages through cheque or Aadhaar-enabled 

payments for all. 

● Working conditions and social security 

○ Enact a comprehensive occupational health and safety legislation, 

Enhance occupational safety and health (OSH) in the informal sector 

through capacity building and targeted programmes. 

○ Ensure compulsory registration of all establishments 
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○ Enhance transparency in the labour inspection system by allowing online 

complaints and putting in place a standardized and clear mechanism. 

NITI Aayog@75 

Objectives 

● Codification of central labour laws. 

● Target female labour force participation à 30 per cent by 2022-23. 

● Improved data collection, dissemination related to unemployment and their 

Innovative use. 

● Encourage increased formalization of the labour force. 

Steps Taken by Government 

● Integrated Rural Development Programme (IRDP) was launched in 1980 to 

create full employment opportunities in rural areas. 

● Training of Rural Youth for Self-Employment (TRYSEM): This scheme was 

started in 1979 with the objective to help unemployed rural youth between the 

age of 18 and 35 years to acquire skills for self-employment. Priority was given to 

SC/ST Youth and Women. 

● RSETI/RUDSETI: With the aim of mitigating the unemployment problem among 

the youth, a new initiative was tried jointly by Sri Dharmasthala 

Manjunatheshwara Educational Trust, Syndicate Bank and Canara Bank in 1982 

which was the setting up of the “RURAL DEVELOPMENT AND SELF 

EMPLOYMENT TRAINING INSTITUTE” with its acronym RUDSETI near 

Dharmasthala in Karnataka. Rural Self Employment Training Institutes/ RSETIs 

are now managed by Banks with active cooperation from the Government of 

India and State Government. 

● By merging the two erstwhile wage employment programme – National Rural 

Employment programme (NREP) and Rural Landless Employment 

Guarantee Programme (RLEGP) the Jawahar Rozgar Yojana (JRY) was 

started with effect from April, 1, 1989 on 80:20 cost sharing basis between the 

centre and the States. 

● Mahatma Gandhi National Rural Employment Guarantee Act (MGNREGA):It 

is an employment scheme that was launched in 2005 to provide social security 

by guaranteeing a minimum of 100 days paid work per year to all the families 

whose adult members opt for unskilled labour-intensive work. This act provides 

Right to Work to people. 
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● Pradhan Mantri Kaushal Vikas Yojana (PMKVY), launched in 2015 has an 

objective of enabling a large number of Indian youth to take up industry-relevant 

skill training that will help them in securing a better livelihood. 

● Start Up India Scheme, launched in 2016 aims at developing an ecosystem that 

promotes and nurtures entrepreneurship across the country. 

● Stand Up India Scheme, launched in 2016 aims to facilitate bank loans between 

Rs 10 lakh and Rs. 1 crore to at least one SC or ST borrower and at least one 

women borrower per bank branch for setting up a greenfield enterprise. 

● Pradhan Mantri MUDRA Yojna: This scheme provides loans for those who 

have planned to start non-farm business like trading, manufacturing etc. This 

promotes the development of the non-farming sector in rural areas. This scheme 

gives loans to micro and unorganized sectors to bring them into the mainstream 

economy. 

● Deen Dayal Upadhyay Grameen Kaushal Yojna: These schemes promote skill 

development based on the demands of the economy. This scheme guarantees 

employment to at least 75% of the trained candidates. 

● SETU: Self-employment and Talent Utilisation was launched in 2015 under 

NITI Aayog. It aims to give technical and financial assistance to new start-ups, 

self-employed business people and micro businesses. 

● National Rural Livelihood Mission: This scheme aims to reduce poverty and 

unemployment rate by enhancing the livelihood options for the poor, skill 

development and promotion of entrepreneurship and start-ups for the minorities. 

● National Career Service Portal: This was launched as a platform for bringing 

together the job-seekers, recruiters, placement drives, counsellors and skill 

provider etc. 

● The government also made the EPFO premium portable so that workers can 

change jobs without fear of losing their provident fund benefits. 

● Apprenticeship Protsahan Yojna: Under this scheme, the government is 

incentivizing industries to provide more and more apprenticeship. Government 

will share fifty percent of stipend for the first two years of training engaged by 

eligible establishments particularly in manufacturing. 

● Standard Training Assessment and Reward (STAR) Scheme: Under this 

scheme, the government will give monetary awards to those trainees who have 

successfully completed the course and have received certification from National 

Skill Development Corporation (NSDC). 

● Skill Strengthening for industrial value Enhancement (STRIVE): This 

scheme will incentivize ITIs to improve overall performance including 

apprenticeship by involving SMEs, business association and industry clusters. 

● Skills Acquisition and Knowledge Awareness for Livelihood Promotion 

(SANKALP): This scheme envisages setting up of trainers and assessors 
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academies with self-sustainable models. It will leverage institutions for training 

trainers in both long and short term Vocational Education and Training (VET) 

thereby bringing convergence.  

 

UPSC GS 3 SYLLABUS : INCLUSIVE GROWTH AND ISSUES ARISING FROM 

IT 

 

 
 

 

“Economic growth does not mean anything unless it is Inclusive growth”  

-John Green 

INCLUSIVE GROWTH BASICS  

Economic Survey (2007-2008), for instance, presents some conceptual background of 

Inclusive Growth. International agencies like UNDP and World Bank have elaborated 

the understanding of IG. 

● UNDP-“IG is the process and the outcome where all groups of people have 

participated in the organization of growth and have benefited equitably from it. 

Thus inclusive growth represents an equation – with organization on the left hand 

side and benefits on the right hand side.” 

● World Bank-“Inclusive Growth refers both to the pace and pattern of growth, 

which are interlinked and must be addressed together.” 

● OECD –“Inclusive growth as the economic growth that is distributed fairly across 

society and creates opportunities for all.” 

FEATURES OF INCLUSIVE GROWTH (As per World Bank Report) 

 

1.    Economic Growth is a Prerequisite 

2.    Adopts a Long Term Perspective and is Concerned with Sustained Growth 

3.      Focuses on Both The Pace and Pattern of Growth 

4.    Focuses on Productive Employment Rather Than Income Redistribution 

5.    Both Individual and Firms as Subjects of Analysis 

6.    Fuelled with Market Driven Forces with Government Playing a Facilitatory Role 

7.    It is Not Defined in Terms of Specific Targets 
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Approaches to Inclusive Growth 

1.    Trickle Down Approach 

● This approach argues that the benefits of growth as enjoyed by the wealthy, will 

automatically trickle down to the bottom of the pyramid. It states that tax breaks 

and benefits for corporations and the wealthy will trickle down to everyone else. 

● Therefore, it argues for income and capital gains tax breaks or other financial 

benefits to large businesses, investors and entrepreneurs to stimulate economic 

growth. 

● The argument hinges on two assumptions: All members of society benefit from 

growth, and growth is most likely to come from those with the resources and 

skills to increase productive output. 

● It assumes the top to bottom approach in economic development. 

2.    Welfare Approach 

● Welfare approach focuses on the optimal allocation of resources and goods and 

how the allocation of these resources affects overall social welfare. 

● This relates directly to the study of income distribution and how it affects the 

common good. 

● The welfare approach looks at the distribution of resources and how it affects an 

economy's overall sense of well-being. 

● With different optimal states existing in an economy in terms of the allocation of 

resources, welfare economics seeks the state that will create the highest overall 

level of social satisfaction among its members. 

3.    Bottom Up Approach 

● This is the opposite of the top-down policy followed by the ‘trickle down’ 

approach. 

● It encourages people to participate in large numbers in the development process. 

● Some of the strategies it uses are: 

○ Decentralization: Transfer of decision making power and assignment of 

accountability and responsibility for results from higher levels to lower 

ones. Example -decentralization of powers from Central Government to 

State Government. 

○ Participatory Planning: Encouraging public participation in policy 

making. 
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○ Local Self Government: A form of decentralization where local 

governments such as Panchayats and Municipalities are given the duty to 

govern and make policies. 

● To achieve a long-term sustainable economic growth, inclusive growth is 

required to be fuelled from the bottom-up instead of enforcing it from top to 

bottom. 

4.    Public Relations Approach 

● This talks about prodding the public to engage themselves in the development 

process. It includes the use of socio-psychological factors to incentivize people to 

participate in the inclusive growth process. 

● Mobilization and integration of masses by means of effective communication, 

persuasion strategies and human resource management are some of the tactics 

used under this approach. The Start Up India, Stand Up India scheme of 

Indian government is an example of the public relations approach. 

● Here the State merely acts as a catalyst and provides a platform to engage the 

public in inclusive growth. 

ELEMENTS OF INCLUSIVE GROWTH: 
 

1. Employment Generation: Generation of stable employment is a sign of political, 

economic and social progress. 

2. Poverty Alleviation,To be inclusive of all sections of society, the most 

vulnerable, poverty stricken individuals have to be brought above the poverty 

line. 

3. Skill Development, Skill development enables an individual to increase his or 

her choices in life such as educational scope or career development. 

4. Agriculture and Industrial Development 

5. Access to Essential Services, such as basic health, education, defense 

services, sanitation etc.  

6. Good Governance, measured by the eight factors of Participation, Rule of Law, 

Transparency, Responsiveness, Consensus Oriented, Equity and Inclusiveness, 

Effectiveness and Efficiency, and Accountability. 

7. Women Empowerment 

8. Equality of Opportunity, across various sections of society 

 

Need of Inclusive Growth in India (As per UNDP & Economic Survey 

Report) 
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● The need for an inclusive society in India is paramount due to its vast population 

which accounts for about 18% of the world's population having lots of diversity 

within the nation. 

● The country’s progress on various fronts has not been translated into overall 

improvement in life of poor and marginalized sections of society. 

● India’s 130th rank out of 189 countries on UNDP’s Human Development Index 

substantiates this fact. 

● 26.8 percent of India’s HDI value is lost on account of inequalities. This 

confirms that inequality remains a challenge for India as it progresses 

economically. 

● India was ranked 62nd among 79 developing economies place among 

emerging economies on an Inclusive Development Index. 

● Around 70% of the poor in India are from rural areas where there is a lack of 

vital social and infrastructure services, such as healthcare, roads, education and 

drinking water. 

● 58% of the workforce in India is occupied in agriculture but the contribution 

of agricultural and related sectors in GDP is only around 14%. 

● 92% of India’s 470 million workers are in the informal sector. 

● Though we have witnessed reduction in poverty over the last decades we still 

have 21.2% of the population lives below the poverty line and 6 out of 10 

Indians still live on less than $3.2 per day. 

 There are disparities amongst regions, states, sectors, and communities. 

❖ Amongst the states, the North-Eastern and the central regions, which 

have large tribal populations, are lagging behind. 

❖ Amongst sectors, agriculture has fallen behind industry and the service 

sector. 

❖ Religious minorities, large sections of SC and ST groups, and women still 

do not have access to many job opportunities and human development. 

❖ In India, despite considerable progress at the policy and legislative levels, 

Women remain significantly less politically, economically and socially 

empowered than men. 

❖ While the top end of the economy is experiencing phenomenal wage 

growth, the informal sector, which is the largest job creator for the country, 

continues to be characterized by low wages and income insecurity. 

● Public Health indices for India continue to stagnate at very low levels with large-

scale incidence of malnutrition. 
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● India ranks 12th among 52 low-middle income countries having highest Infant 

Mortality Rates with over 6 lakh children dying within the first month of their 

birth in 2016. 

● Corruption is one of the ills that prevent inclusive growth and is holding back 

the nation's GDP growth significantly. 

● Political Leadership in the country plays a vital role in the overall development 

of the country, but the study has found that politicians in India have a very low 

scientific literacy. 

● Although Child labour has been banned by the law in India accompanied by 

stringent provisions to deter this inhumane practice. Still, many children in India 

are unaware of education as their life is spoiled by labour work. 

● Literacy levels have to rise to provide the skilled workforce required for higher 

growth. There is a need to address these issues with urgency. 

● Reducing poverty and other disparities and rising economic growth are the key 

objectives of the nation through inclusive growth. 

IMPORTANCE FOR INCLUSIVE GROWTH 
 

● For ethical considerations of equity and fairness, growth must be shared and 

should be inclusive across different segments of the population and regions. 

● Economic and other shocks hurt the poor and the vulnerable most, and growth 

that results in high disparity is unacceptable. 

● Growth with persisting inequalities within a country may endanger social peace, 

force poor and unemployed people into criminal activities. 

● It also make women more vulnerable to prostitution, force children into 

undesirable labor, and further weaker other disadvantaged and other vulnerable 

sections of population. 

● This results in a wastage of vast human capital that could otherwise be used 

productively in creating economic outputs for sustainable growth. 

● Continued inequalities in outcomes and access to opportunities in a country may 

result in civil unrest and violent backlash from people who are continually 

deprived, derailing a sustainable growth process. 

● This may create political unrest and disrupt the social fabric and national 

integration, undermining the potential for long-term, sustained growth. 

MEASURES TAKEN TILL DATE 

The government has realized the importance of inclusive growth and has taken steps 

accordingly. Some of the steps taken by the government are: 

● Sarva Shiksha Abhiyaan 
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● Right to Education 

● Midday meal scheme 

● MGNREGA 

● Housing for All 

● Pradhan Mantri Gram Sadak Yojana 

● Pradhan Mantri Jan Dhan Yojana 

● National Social Assistance Programme 

● National Health Mission 

● Rashtriya Swasthya Suraksha Yojana 

● Pradhan Mantri Jeevan Jyoti Bima Yojana 

● Skill India, Make in India and Digital India 

● Right to Information 

● Other initiatives like Payment Banks, Small Finance Banks. 

● Rural Electrification- Deen Dayal Upadhyaya Gram Jyoti Yojana (DDUGJY). 

● Prime Minister’s Employment Generation Program 

● Pradhan Mantri Garib Kalyan Yojana 

● SHRAMEV JAYATE 

 

ISSUES/CHALLENGES 

Challenges For Inclusive Growth In India (As Per Government Official Data And 

Various Committees Report) 

1. High Population, India has a very high population density. Although a high 

population means greater human resources, it also means greater competition and 

increasing pressure on natural resources. 

 

2. Low Agricultural Growth, As agriculture employs close to half the labor force in 

the country but generates the lowest per capita output (and hence is associated with the 

highest levels of poverty), it is clear that if there is to be inclusive growth in India, it has 

to begin in the agricultural sector. 

 

3.  Poverty And Inequality, Despite having one of the fastest-growing economies 

in the world, poverty is a significant issue plaguing India. 

 

4. Unemployment, While half of India’s population is below the age of 26, the 

increasing demand for jobs is not being met by the creation of sufficient new economic 

opportunities.The annual demand for new jobs in India is estimated at 12-15 million, 
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leaving India with a shortage of between 4-7 million jobs each year. This is further 

compounded by the 300 million people of working age outside of the labour force. 

 

5. Health 
 

● Health, being a state subject, is primarily a responsibility of the State 

Governments rather than the Central Government. This leads to widespread 

variations in-between states. 

● There is, however, not merely a disparity among states, but various other forms 

of disparities such as rural-urban divide, gender divide, class divide etc. 

● India is burdened by many health related issues including malnutrition, infant 

mortality, poor sanitation, lack of potable drinking water, communicable and non -

communicable diseases and so on. 

● These and many other issues warrant a high government expenditure on health. 

However, the total percentage of GDP that is spent on health is merely a 4.6% 

(Centre and State combined). 

 

6. Education, Improvements in terms of numbers have been seen in all forms of 

education starting from primary to tertiary education. However, in terms of quality, India 

has been lagging behind. 

 

7. Gender Inequality, Research shows gender discrimination mostly in favour of 

men in many realms such as education (e.g. literacy rate higher among women, 

higher dropouts among women), health (e.g. female foeticide, higher cases of 

anaemia, son preference), workplace (e.g. sexual harassment, gender pay gap), 

politics (e.g. proportion of female parliamentarians has not crossed the 12% mark 

yet), economy (e.g. unemployment rates higher among women) and other domains 

such crimes against women. 

 

8. Other Challenges 

 

○ Widespread Corruption 

○ Slow moving economic reforms 

○ Issues related to children such as child labour 

○ Discrimination against backward classes and backward castes. 

SUGGESTIONS  

Strategies to implement Inclusive Growth 
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1. Resource Allocation 

● IG cannot be achieved without proper resource utilization and allocation. 

● Resources include all kinds of resources including natural resources (e.g. coal, 

iron ore, water, sunlight), man-made resources (e.g. machines, bridges, roads, 

money) and human resources (e.g. physical and cognitive skills) 

● The first step is to ensure efficiency in resource utilization and only then 

equitable resource allocation can be done. 

● The allocation of resources should be made in a way to benefit the general mass 

in both the short and long term. The Public Distribution System (PDS) in India 

is a stellar example of the use of this strategy. 

● It should be noted that not only the government, but the civil society and the 

private sector also play an important role in equitable resource allocation. 

2. Employment Generation  

● As we have already learned in the previous class that redistribution is not a good 

long term strategy to ensure IG. A much better strategy is to provide 

employment. 

● Providing employment is a sure shot strategy to ensure IG as it leads to income 

generation both from the micro perspective (individual level) and from the 

macro perspective (national level) as well.                                                                                                                  

● However, merely employment generation on paper does not work.Employment 

also has to be qualitative. Otherwise, problems such as ‘underemployment’ and 

‘disguised employment’ would increase. 

● One of the indicators of qualitative employment is the transition of increasing 

employment from unorganized to organized sector. Example: MGNREGA 

3. Capacity Building 

● Human capacity development can be defined as the process of systematically 

upskilling individuals in order to benefit society as a whole. This is accomplished 

as, once a person has been trained and educated, they move out into their 

respective society and create economic, social and institutional value. 

● Skill deficit is a major roadblock to IG. Even a demographic dividend (as is the 

case in India) can turn into a liability if people lack skills. 

● Employment generation would also not work if skills are lacking and phenomena 

such as ‘casualization of workforce’ may occur. 

● The Skill India Mission of the Indian Government which aims to train over 

40crore people in India in different skills by 2022 is a good example of this 

strategy.  
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4. Agricultural Development 

● We have already learned how agriculture employs close to 50% of the total 

workforce and yet contributes only around 14% to the GDP. 

● This reflects that poverty and disguised unemployment is concentrated in the 

agricultural domain. Hence, if agricultural development can be ensured, poverty 

and unemployment can also be overcome to a huge extent. 

● This is one of the main reasons why agriculture is officially considered to be the 

‘prime moving force of the Indian economy by the Government. 

For inclusive growthUN Sustainable Development Goals (SDGs), NITI Aayog and 

successive economic surveys have suggested the following strategies: 

● Economic survey suggested creation of jobs in textile and leather sector. 

Natural fibres and leather are biodegradable and renewable natural resources 

(unlike jobs in the mining or plastic sector). Further, the textile industry has 

issued India Handloom brand logos which ensure zero defect and zero 

(negative) impact on the environment. 

● Fossil fuel will exhaust in future decades, so we have to focus on renewable 

energy and electric vehicles → Job opportunities and sustainability angles are 

present. 

● NITI Aayog’s report on Circular Economy → efficient use of raw materials 

and recycling. It can generate 1.4crore jobs in 5-7 years. 

● UN SDG Goal #8: Economic Growth 

○ Promote sustainable tourism that creates jobs and promotes local culture 

and products. 

○ Focus on high-value added and labor-intensive sectors. 

○ Decouple economic growth from environmental degradation. 

○ By 2025 end child labour in all its forms. 

 

UPSC GS 3 SYLLABUS : GOVERNMENT BUDGETING  

 

BASICS OF GOVERNMENT BUDGETING   
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● A government budget is a statement of expected expenditure of the government 

and the sources of financing these expenditures during a financial year. This 

exercise is undertaken much before the financial year starts. 

● Governments at all levels, be it Central, State or Local, prepare budgets. 

● The budget is prepared keeping in view the general policy of the government 

aimed at the welfare of people. 

● Implementation of government policies through budget formulation is termed as 

fiscal policy or budgetary policy. 

Objective of Government Budgeting 

● Providing effective administration 

● Providing infrastructural facilities 

● Promoting economic growth 

● Reducing inequalities of income 

● Providing employment opportunities 

● Ensuring stability in prices 

● Correcting the balance of payments deficit 

TYPES OF GOVERNMENT BUDGETING 

Line Item Budgeting 

● It is a form of budget presentation that clusters proposed expenses by 

department or cost center. 

● This method of aggregation more easily shows which departments are absorbing 

the bulk of the entity's funds. 

● The presentation typically shows the actual expenditure or budget from the prior 

period for comparison purposes, so that one can quickly see if there are 

significant changes budgeted from the prior period. 

● This format represents an easy way to roll forward the budget into a new period. 

● It was introduced gradually in some countries during the late 19th century which 

turned out to be a major reform initiative back then as previously the budgeting 

procedure was plagued with weak accounting procedure, ad-hocism, little central 

control and poor monitoring. 

● More formally, a line item budget is defined as a budget in which the individual 

financial statement items are grouped by cost centers or departments. It shows 

the comparison between the financial data for the past accounting or budgeting 

periods and estimated figures for the current or a future period. 

Performance Budgeting 
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● It is a technique of preparing the annual budget where the finance is allocated for 

various schemes and programmes in terms of its qualitative outcome. In other 

words, it is a practice of suggesting and listing estimated outcomes of each 

programme or scheme designed rather than on outlay or output. 

● Example: 

○ ➡Outlay = Money allocated for school infrastructure 

○ ➡Output = Number of schools built 

○ ➡Outcome = Increase in literacy rate 

● A Performance Budget focuses on outcomes. This is why it is often also known 

as Outcome Budgeting. 

● Outcomes are the end products and results of various Government initiatives and 

interventions, including those involving partnership with the State Governments, 

Public Sector Undertakings, autonomous bodies and the community. 

● For instance, the focus here would not be on the total number of toilet 

constructions that have been approved under Swachh Bharat Abhiyan(as is 

the case in output based budgeting), rather the focus would be on the behavioral 

change elicited through the campaign. 

● Thus performance budget reflects the goal/objectives of the organization and 

spells out performance targets. 

● Performance budgeting makes government programmes more result oriented, 

instead of outlay oriented. Under performance budgeting, the document shows 

physical dimensions of the financial budget indicating the actual physical 

performance in the previous year, current year and targeted performance during 

the projected (next) year. 

● It aims to justify allocation on various heads of expenditure on the basis of their 

qualitative impact. 

● It was introduced during the Budget of 2005-06. All Ministries have to prepare 

outcome budgets to make the budgeting target oriented. 

● In sum, a performance budget gives an indication of how the funds spent are 

expected to give outputs and ultimately the outcomes. 

● However, performance budgeting has a limitation - it is not easy to arrive at 

standard unit costs especially in social programmes which require a multi-

pronged approach. 

Zero Based Budgeting 

● Under this, a government department prepares its budget assuming that there 

was no budget in the previous years to refer to. All expenses are judged and 

must be justified in order to remain in the budget. 
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● Essentially, the management must start from scratch and look at every operation 

and every activity to determine whether it is worth spending the taxpayer’s 

money. It must also set completely new spending goals. 

● It was first advocated by British budget authority Edward Hilton Young. 

● The global economy and many other advanced countries have been 

experiencing the worst economic slowdown in decades. In today's environment 

of fiscal constraint the “zero” in zero-base budgeting sends a powerful message 

that taxes and spending will be held in check. 

● In India, the state of Maharashtra attempted ZBB in the eighties under the then 

finance minister Late Shrikant Jichkar. 

● The principle of ZBB was initiated in the Department of Science and 

Technology in 1983. 

● More recently, former railways minister Suresh Prabhu also discussed ZBB in 

allocation of resources for certain projects. The Railways Ministry had decided 

to take a ‘zero based budgeting’ approach to the financials of the year of 2016-

17. 

● However, it is very costly, complex and time consuming as budget is rebuilt from 

scratch annually, whereas simpler and faster traditional budgeting requires 

justification only for incremental changes. Besides, it requires specialized training 

or personnel to accomplish, and requires more resources in general. 

Programme Budgeting 

● Governments have departments or programs within itself. Each department or 

program may perform activities requiring a budget. A budget lists all revenues 

and expenditures and helps a program control the financial activities in which it 

takes part. 

● The program budget is a budget that is prepared specifically for a project or 

program. This type of budget includes expenses and revenues related to a 

specific project only. No revenues or expenses of any other project are mixed 

with this particular project. 

● The program budget allocates resources to a project that helps in monitoring the 

performance of the project and brings accountability. 

● The basic building block of the system was classification of expenditure into 

programmes, which meant objective-oriented classification so that programmes 

with common objectives are considered together. 

● It differs from ordinary budgeting in that the emphasis is on the results to be 

achieved rather than on unconnected budgetary items or outlay. 



Download All Notes PDF : WWW.IAS.NETWORK 

© IAS.NETWORK | Mentorship Program for UPSC 2021, 2022 Available : 9779726117 

GS Ans, Essay, Anthro, PSIR, Sociology, PubAd, History, Geography Optional Evaluation 

53 

● The objectives and targets of the programme are defined clearly and, in order to 

attain them, the resources required are grouped together, those who will receive 

them specified, and their sources determined. 

Gender Based Budgeting 

 

● It is not a separate budget but rather within the general budget, the Finance 

Minister will put a separate expenditure document showing women specific 

schemes, targets, and commitments. 

● It is in two parts: 

○ Part A: Women specific schemes, i.e. which have 100% allocation meant 

for women. E.g. Minority Affairs Ministry’s “Nai Roshani” scheme for 

Leadership Development of Minority Women. 

○ Part B: Pro Women schemes, i.e. where at least 30% allocation is meant 

for women.E.g. HRD Ministry “Sarva Shiksha Abhiyan”. 

● Practice Started from 2005 

ISSUES  

● Budgeting is based on a lot of assumptions in estimating the expenses and 

revenues. These are generally based on trends and the market scenario 

prevailing. 

● Budgets can also be based on the predictions made for the coming year 

considering the data available. Any shift in the macroeconomic conditions, like an 

economic slowdown or movements in exchange rates, interest rates etc.can lead 

to the assumptions going wrong. 

● It is very time-consuming to create a budget. It involves extra manpower to get 

the estimates as accurate as possible. The time involved is lower if there is a 

well-designed budgeting procedure in place. 

● The time requirement can be unusually large if there is a zero based 

budgeting process in place, since such a system involves estimating the 

figures from scratch. 

● Budgeted numbers are considered inviolable by all the departments and there is 

very less flexibility after budgeting exercise finishes. 

● The entire focus of bureaucracy is on the budget and all the strategies revolve 

around the budgeted numbers. Any change in the macroeconomic scenario 

does not get reflected in the budget soon enough. 

● Most often, the budgetary process focuses solely on the inputs (budgetary 

allocation) given to each department or programme. In this way, the qualitative 
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outcome or the performance of the programme is ignored. The concept of 

performance budgeting aims to overcome this weakness. 

● If a department is allowed a certain amount of expenditures and it does not 

appear that the department will spend all of the funds during the budget period, 

the department manager may authorise excessive expenditures at the last 

minute. This is prevalent in the Indian budgeting system. 

● Budgets are primarily concerned with the allocation of cash to specific activities 

and departments, and the expected outcome of business transactions. They do 

not deal with more subjective issues, such as the quality of products or services 

provided to citizens. These other issues can be stated as part of the budget, but 

this is not typically done. 

Issues In Indian Context 

● Impractical budget estimates 

● Delay in implementation of projects 

● Skewed expenditure pattern with a major proportion of allocation getting spent in 

the last quarter of the financial year 

● Inadequate adherence to the long-term perspective leading to a short-term 

populistic orientation 

● No correlation between budgetary expenditure and actual implementation 

● Ad hoc project announcements 

● Emphasis on compliance with procedures rather than on outcomes 

● Focus on input rather than outcome. 

 

SUGGESTIONS  

Fiscal Responsibility and Budget Management Act (FRBMA) 

● Enacted in 2003, the objective of the Act is to ensure inter-generational equity in 

fiscal management, long run macroeconomic stability, better coordination 

between fiscal and monetary policy, and transparency in fiscal operations of the 

Government. 

● FRBM Act provides a legal institutional framework for fiscal consolidation. 

● It is now mandatory for the Central government to take measures to reduce fiscal 

deficit, to eliminate revenue deficit and to generate revenue surplus in the 

subsequent years. 

● The Act binds not only the present government but also the future Government to 

adhere to the path of fiscal consolidation. 
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● The Government can move away from the path of fiscal consolidation only in 

case of natural calamity, national security and other exceptional grounds which 

the Central Government may specify. 

Features of FRBMA 

● The revenue deficit should be reduced to an amount equivalent by 0.5% or 

more of GDP every year, beginning with the financial year 2004-05 and eliminate 

revenue deficit by March, 2009. 

● The fiscal deficit should be reduced by 0.3% or more of the GDP every year, 

beginning with the financial year 2004-05 and bringing it down to 3% of GDP by 

March 2009. 

● The Central Government should not provide guarantees in excess of 0.5% of 

GDP in any financial year, beginning with 2004-05. 

● It prohibits the Central Government from borrowing from the RBI after April 1, 

2006. 

● It requires that on a quarterly basis, the Government would have to place before 

both the Houses of Parliament an assessment of trends in receipts and 

expenditure. 

● The Government also has to annually present the macroeconomic framework 

statement, medium term fiscal policy statement and fiscal policy strategy 

statement. The three statements would provide the macroeconomic background 

and assessment relating to the achievement of FRBM goals. 

● The medium term fiscal policy statement will contain a three-year rolling target 

for key fiscal parameters that underpin the Government’s fiscal correction 

trajectory. 

● Through the FRBM discipline, the Government is also committed to undertake 

an intra-year assessment of the achievement of its budgetary targets.  

N.K. Singh Committee Review of FRBMA 

● In the Budget 2016-17 it was proposed to constitute a Committee to review the 

implementation of the FRBM Act and give its recommendations on the way 

forward. 

● This was in view of the new school of thought which believes that instead of fixed 

numbers as fiscal deficit targets, it may be better to have a fiscal deficit range 

as the target, which would give necessary policy space to the Government to 

deal with dynamic situations. 

● There is also a suggestion that fiscal expansion or contraction should be aligned 

with credit contraction or expansion, respectively, in the economy. 
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● The Budget stated that a time has come to review the working of the FRBM Act, 

especially in the context of the uncertainty and volatility which have become the 

new norms of global economy. 

● Government constituted the Committee in 2016 under the Chairmanship of Shri 

N.K. Singh. 

● The Committee had wide ranging Terms of Reference (ToR) to 

comprehensively review the existing FRBM Act in the light of contemporary 

changes, past outcomes, global economic developments, best international 

practices and to recommend the future fiscal framework and roadmap for the 

country. 

● Later, the Terms of Reference were enlarged to seek the Committee’s views on 

certain recommendations of the Fourteenth Finance Commission and the 

Expenditure Management Commission. 

● These primarily related to strengthening the institutional framework on fiscal 

matters as well as certain issues connected with new capital expenditures in the 

budget.  

Committee submitted its report in January 2017 

● The government must be mandated to maintain a fiscal deficit to GDP ratio of 

3% till 2019-20. After this, a reduction in fiscal deficit targets is recommended. 

● It recommends escape clause which would allow the government to skip the 

fiscal deficit target for a particular year. 

● Existing FRBM Act should be scrapped and a new Debt and Fiscal 

Responsibility Act be adopted. 

● It has also suggested the creation of a Fiscal Council which will: 

○ Prepare multi-year fiscal forecasts for the central and state governments. 

○ Provide an independent assessment of the central government’s fiscal 

performance. 

● Government must also consult the council before invoking escape clauses. 

○ Instead of fiscal and revenue deficit numbers, the government should 

focus on public debt as a proportion to GDP to 60% by 2023 

(presently 68%). This is a simple measure of insolvency, also used by 

the rating agencies. 

○ Establish a debt ceiling apart from year on year targets for fiscal and 

revenue deficits as in FRBM in January 2017. 

Recommendations of 14th Finance Commission 

● It has recommended by majority decision that the State’s share in the net 

proceeds of the Union tax revenues be 42%. 
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● The recommendation of tax devolution at 42% is a huge jump from the 

32%recommended by the 13th Finance Commission. 

● In recommending a horizontal distribution, it has used broad parameters – 

population(1971), changes in population since then, income distance, forest 

cover and area, among others. 

● It has recommended distribution of grants to States for local bodies using 

2011population data with weight of 90 percent and area with weight of 10 

percent. 

● There are recommendations on cooperative federalism, GST, fiscal 

consolidation roadmap, pricing of public utilities and PSUs, too. 

15th Finance Commission 

● The Fifteenth Finance Commission was constituted in November 2017. 

● This is done in pursuance of Article 280 of the Constitution. 

● The commission's chairman is N. K. Singh. 

● It will prescribe the formula for devolution of taxes between the Centre and 

States for the five years commencing on April 1, 2020. 

● Terms of Reference: To give recommendations: 

❖ For devolution of taxes and other fiscal matters for five fiscal years, 

commencing 1 April 2020. 

❖ On strengthening cooperative federalism, improve the quality of public 

spending and help protect fiscal stability. 

❖ To examine whether revenue deficit grants be provided at all. 

❖ To consider the impact of the fiscal situation of the Union government of 

substantially enhanced devolution by the 14th Finance Commission, 

coupled with continuing imperative of the national development programme 

including New India 2022. 

❖ The demand on the resources of the State Governments, particularly on 

account of financing socio-economic development and critical infrastructure, 

assets maintenance expenditure, balanced regional development and impact of 

the debt and liabilities of their public utilities. 

❖ The demand on the resources of the Central Government particularly on 

account of defense, internal security, infrastructure, railways, climate 

change, commitments towards administration of UTs without legislature, 

and other committed expenditure and liabilities. 

❖ The impact of the GST, including payment of compensation for possible 

loss of revenues for 5 years, and abolition of a number of cesses, earmarking 

thereof for compensation and other structural reforms programme, on the 

finances of Centre and States 



Download All Notes PDF : WWW.IAS.NETWORK 

© IAS.NETWORK | Mentorship Program for UPSC 2021, 2022 Available : 9779726117 

GS Ans, Essay, Anthro, PSIR, Sociology, PubAd, History, Geography Optional Evaluation 

58 

❖ To consider proposing measurable performance-based incentives for States, at 

the appropriate level of government, in the following areas: 

● Efforts made by the States in expansion and deepening of tax net 

under GST; 

● Efforts and Progress made in moving towards replacement rate of 

population growth; 

● Achievements in implementation of flagship schemes of Government 

of India, disaster resilient infrastructure, sustainable development 

goals, and quality of expenditure; 

● Progress made in increasing capital expenditure, eliminating losses of 

power sector, and improving the quality of such expenditure in generating 

future income streams; 

● Progress made in increasing tax/non-tax revenues, promoting 

savings by adoption of Direct Benefit Transfers and Public Finance 

Management System, promoting digital economy and removing layers 

between the government and the beneficiaries; 

● Progress made in promoting ease of doing business by affecting 

related policy and regulatory changes and promoting labour intensive 

growth; 

● Provision of grants in aid to local bodies for basic services, including 

quality human resources, and implementation of performance grant 

system in improving delivery of services; 

● Control or lack of it in incurring expenditure on populist measures; 

and 

● Progress made in sanitation, solid waste management and bringing in 

behavioral change to end open defecation. 

Important Points related to Government Budget 2021-

22 

● FY22 budget proposals based on six pillars namely Health & Well-being, 

Inclusive Development Human Capital, Innovation and R&D, Physical & 

Financial capital and infrastructure, Minimum government, maximum 

governance. 

● No tax returns for Senior Citizens, age 75 years and above who have pension 

and interest income. 

● Income Tax returns will have prefilled data from capital gains etc. To ease 

compliance for taxpayers, details of salary income, tax payment and TDS are 

prefilled currently. 
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● Tax Audit threshold of turnover further increased for digital transactions to 10 

crores. 

● To enable deduction of tax on dividend income at lower treaty rates for FPIs 

● India FY21 budget deficit is said to be 9.5% of GDP. FY’21 fiscal deficit 

(Revised Estimate) pegged at 9.5% of GDP; fiscal deficit seen at 6.8% for 

FY22. 

● India is said to estimate FY22 expenditure at about Rs 35 lakh crore. 

● 100% Electrification of Rail Routes by DEC 2023. 

● Decriminalization under LLP Act Small Company definition changed, One 

Person Company revamped will be Big Boost to Startups. 

● Aim to double farmer’s income. The total financial impact of all AatmaNirbhar 

packages including measures taken by RBI was estimated to be about Rs 27.1 

lakh crores. 

● New scheme called PM Aatmanirbhar Swastha Bharat to be launched, outlay of 

64,180 crores over 6 years. 

● Jal Jeevan Mission Urban to be launched at outlay of Rs 2.87 lakh crore. 

● A scheme of Mega Investments Textile Park will be launched in addition to PLI 

Scheme which will create world class infrastructure with plug & play facilities to 

enable global champions in exports. 

● To tackle the problem of air pollution, propose, Rs 2200 crore for 42 urban 

centers; also announcing a vehicle scrapping policy towards reducing vehicular 

pollution. 

● Provided Rs. 15,700 crore to MSME sector. MSME allocation to be doubled. 

Government to set aside Rs 15,700 crore in FY22. Government also proposes 

to reduce margin money requirement from 25% to 15% for startups. 

● Propose Rs 40000 Crore outlay for FY22 Rural Infra Fund. 

● Normal ceiling for net borrowing for states at 4% of GSDP as per Finance 

Commission recommendations. 

● Rs 1,500 crores earmarked for scheme to incentivize digital payments. 

● FM says government committed to bringing down fiscal deficit below 4.5 pc of 

GDP by 2025-26. 

 

UPSC GS3 SYLLABUS : MAJOR CROPS-CROPPING 

PATTERNS IN VARIOUS PARTS OF THE COUNTRY, - DIFFERENT 

TYPES OF IRRIGATION AND IRRIGATION SYSTEMS STORAGE, 

TRANSPORT AND MARKETING OF AGRICULTURAL PRODUCE AND 
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ISSUES AND RELATED CONSTRAINTS; E TECHNOLOGY IN THE AID 

OF FARMERS. 

Indian Agriculture: A brief Outlook 
  

● Agriculture accounted for 14% of India’s GDP in 2016-17 and provided 

employment to more than half a billion people. The share of Agriculture in 

employment is close to 54% as of 2016-17. 

● Indian Agriculture is dominated by small-scale farming and is characterised by 

low productivity. 

● The average size of land holding in Indian Agriculture is less than 2 hectares. 

● The low land holding size means that most of the Indian farmers practices 

subsistence farming, where they consume the majority of what they produce 

and sell whatever is left. 

● The Indian Agriculture remains the largest employer of the female labour 

force in India. The share of women labor force out of total women labour force 

employed in agriculture is close to 65%. 

● The Indian agriculture suffers from the twin problem of low productivity and 

excess workforce employed in it. Due to which the per capita productivity of the 

workforce is very low. 

● The low productivity results in depressing the wages in the agriculture sector 

leading to high levels of poverty. 

● Agriculture’s importance in India’s Trade is declining, but it still has a share of 

about 10% in India’s total exports. 

● Compared to the high growth in other sectors of the Indian economy, the 

performance of the Indian agriculture remains poor due to slow and erratic 

growth rates. The average growth rate of India’s agriculture over the past 

decades remains low at less than 2%. 

● At such a low growth rate of the agriculture sector, it is impossible to uplift 

millions of rural poor out of poverty. 

● The agriculture sector in India has undergone very limited liberalisation. The 

state still plays a predominant role in the Indian agriculture. 

● Concerns about food security and poverty with respect to the second largest 

population in the world lead the government to remain strongly involved in 

regulating India’s agriculture through fixing prices for key agricultural products at 

the farm and consumer levels, high border protection, bans on or support for 

exports, and massive subsidies for key inputs such as fertilizers, water and 

electricity. 
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● The Indian agriculture remains one of the highly subsidized sectors of the 

economy. 

● The sharp deceleration in the growth of the agricultural sector against the 

backdrop of an impressive growth of the larger economy is widening disparities 

between the incomes of workers in non-agricultural and agricultural 

activities. 

 BASICS OF CROPPING PATTERN 

  

● Cropping pattern refers to the proportion of land under cultivation of different 

crops at different points of time. 

● This indicates the time and arrangement of crops in a particular land area. Any 

change in the cropping pattern would cause: 

○ Change in the proportion of land under different crops 

○ Change in space sequence and time of crops 

● In India, the cropping pattern is determined by rainfall, temperature, climate, 

technology and soil type. 

● A cropping system may be defined as the order in which the crops are 

cultivated on a piece of land over a fixed period. 

● The productivity of land is maintained or even increased through proper soil 

management practices. 

● The cropping patterns determine the level of agricultural production. This 

reflects the agricultural economy of any region. 

● The cropping patterns are affected by changes in agrarian policy, availability 

of agricultural inputs, improvement in technology. 

● Thus, the cropping patterns are beneficial in improving the fertility of the soil, 

thereby, increasing the yield of the crops. It ensures crop protection and 

availability of nutrients to the crops. 

 STRUCTURING THE CROPS OF INDIA: 

 

● In India, about 50 percent of its population is dependent on agriculture for their 

daily expenses. Almost every type of food grain is produced by Indian farmers. 

● The country ranks second in agricultural output. Also, the country is in the top 

5 positions for about 80 percent of products produced from the farm. 

● The main food grain in India is rice, it ranks 2nd worldwide in rice production. 

West Bengal is the top state in rice production followed by Uttar Pradesh, 

Andhra Pradesh, Punjab and Bihar. Yield-wise, Tamil Nadu ranks first in rice 

production. 

https://byjus.com/biology/crop-protection/
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● India ranks fourth in wheat production. Uttar Pradesh is the highest wheat 

producing state of India followed by Punjab, Madhya Pradesh and Haryana. 

● India’s agrarian culture and varied regional climate have significantly contributed 

to the global food basket. 

● Indian curries, mangoes, snacks and spices are known for their excellent quality 

across the globe. 

● Globally India leads the following food segments: 

○ India stands first in the production of bananas (30.27 million tonnes 26.04 

per cent), papayas (6.14 million tonnes, 44.51 per cent) and mangoes 

including mangosteens, and guavas (20.29 million tonnes, 40.75 per 

cent). 

○ Guava production amounted to 36.15 million tonnes. 

○ India is the largest pulses producer in the world (22.1 million tonnes (2nd 

AE 2016-17), 23.1 per cent). 

○ Among vegetables, India ranks second in world (176.177 million tonnes) 

and first in the production of Okra (5.78 million tonnes). 

 The aptness of a crop and cropping pattern may be judged on the basis of the 

following: 

● The crop should not accentuate certain diseases as a result of a fixed continuous 

rotation. 

● The crop should not exhaust on some specific plant nutrients from a particular 

depth of the soil. 

● The crop should be fertility building and soil improving. 

● The crop should obtain a good return to the cultivator and should provide the 

cultivator employment and income all year round. Moreover, the crop should 

make certain the optimum utilization of his resources, particularly inputs like 

irrigation water, chemical fertilizers, insecticides, pesticides, equipment’s, power 

and family labour. 

 Factors Affecting Cropping Patterns  

Geographical Factors: 

 

● Type of soil e.g. black soil in Deccan plateau is good for cotton. 

● Type of climate – In the summers where temperature is high tropical crops like- 

Gaur, Bajara while in winter temperate crops like mustard, wheat is grown. 

● Type of rainfall e.g. in the dry regions where the rainfall is scanty and/uncertain, 

more dependence on rain fed crops like coarse cereals. Water logging areas 

cultivate rice. 
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● Type of topography e.g. tea is grown on gentle slopes. 

Economic Factors: 

Most important in determining the cropping pattern of the country 

● Price and Income Maximization: Price variations exert an important influence 

on acreage shifts. The variation in the inter-crop prices led to shifts in acreage as 

between the crops. The maintenance of a stable level of prices for a crop 

provides a better incentive to the producer to increase the output than what a 

very high level of price does, if there is no uncertainty of this level being 

maintained over a number of years. 

● Farm Size: There is a relationship between the farm size and the cropping 

pattern. The small farmers are first interested in producing food grain for their 

requirements. Small holders therefore devotes relatively small acreage to cash 

crops than large holders. 

● Insurance against Risk: The need to minimize the risk of crop failures explains 

diversification in a farm. 

● Availability of irrigation: Irrigation: irrigation availability led to cultivation of rice 

in arid areas of Punjab and Haryana. Lack of irrigation in Bundelkhand region led 

to cultivation of coarse cereals more. 

● Labour availability: major reason of tea plantations succeeding in Darjeeling 

and not in Himachal Pradesh was availability of labour from Up and Bihar and not 

in HP. 

Historical Factors 

 

● Plantations introduced by British 

● Tenure – Under the crop sharing system, the landlord has a dominant voice in 

the choice of the cropping pattern and this helps in the adoption of income 

maximizing crop adjustments. 

Government Policies: 

 

● The legislative and administrative policies of the government may also affect the 

cropping pattern.  

● Food Crops Acts, Land Use Acts, intensive schemes for paddy, for cotton and 

oilseeds, subsidies affect the cropping pattern. 

● MSP – farmers shifting to wheat, rice 

● Green Revolution – skewed cropping pattern in Northern India towards wheat 

and rice from coarse cereals and pulses. 
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Social factors 

● Food habits also play a role – East and South India prefers rice as staple food 

while it is wheat in North India. 

Major Types of Cropping Pattern 

In order to obtain maximum yields, different patterns of cropping are practised. The 

major cropping patterns include the following: 

 

Monocropping or Single Cropping 

 

● Mono-cropping refers to growing only one crop on a particular land year after 

year Or Practice of growing only one crop in a piece of land year after year e.g. 

growing only rabi crops in dry lands or only said crops in diary lands (Lands 

situated in river basins which often remain flooded during rainy season). 

● In March this year, the Food and Agriculture Organization (FAO) released its 

report “The State of the World’s Biodiversity for Food and Agriculture 

2019”,which flagged the growing practice of monoculture, cultivation of a single 

crop at a given area, in food production around the world. 

● Only 9 plant species account for almost two-thirds of total crop production. 

● In many parts of the world, bio diverse agricultural landscapes have been, or are 

being, replaced by large areas of monoculture, farmed using large quantities of 

external inputs such as pesticides, mineral fertilizers and fossil fuels. 

● This is due to climatologically and socio economic conditions or due to 

specialization of a farmer in growing a particular crop. 

● Monocropping reduces soil fertility and destroys the structure of the soil. 

Chemical fertilizers are required to upgrade production. This practice allows the 

spread of pests and diseases.  

● Practice of repetitive growing only crop irrespective of its intensity as rice in 

Kerala, West Bengal and Orissa. 

● Groundnut or cotton or sorghum is grown year due to limitation of rainfall. Flue-

cured tobacco is grown in Günter (A.P.) due to the specialization of a farmer in 

growing a particular crop. 

● Rice crop is grown, as it is not possible to grow any other crops, in canal irrigated 

areas, and under waterlogged conditions. 

Disadvantages 
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● It is difficult to maintain cover on the soil;  

● it encourages pests, diseases and weeds; and  

● it can reduce the soil fertility and damage the soil structure. 

Multiple Cropping or Polycropping: 

 

● It is a cropping system where two or three crops are grown annually on the 

same piece of land using high input without affecting basic fertility of the soil. 

● Growing two or more crops on the same piece of land in one calendar year 

known as multiple cropping. 

● It is the intensification of cropping in time and space dimensions i.e. more 

number of crops within a year and more number of crops on the same piece of 

land at any given period. 

● It includes inter-cropping, mixed cropping and sequence cropping. 

 

Sole Cropping:  One crop variety grown alone in pure stand at normal density. 

 

Mixed Cropping 

 

● When two or more crops are grown on the same land simultaneously, it is 

known as mixed cropping. For e.g. growing wheat and gram on the same land at 

the same time is mixed cropping. 

● This practice minimizes the risk of failure of one of the crops and insures 

against crop failure due to abnormal weather conditions. 

● The crops to be grown together should have a different maturation time 

and different water requirements. One tall and one dwarf crop should be 

grown together. The nutrients required by one crop should be less than those 

required by the other. 

● One crop should have deep roots, others should be shallow. All these 

criteria lead to a successful mixed cropping pattern. 

Advantages of Mixed Cropping 

 

● The crop yield increases. 

● The pest infestation is minimized. 

● Reduction in the risk of crop failure. 

● The soil is utilized properly. 

● More than one variety of crops can be harvested at the same time. 
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 Intercropping 

● Intercropping is the practice of growing more than one crop on the same field 

at the same time in a definite row pattern.  

● After one row of the main crop, three rows of intercrops can be grown. This 

increases productivity per unit area. 

Intercropping can be of different types: 

Row Intercropping 

● When the component crops are arranged in alternate rows it is known as row 

intercropping.  

● It helps in optimum utilization of land space and suppression of weeds 

during the early stages of the main crop. 

Strip Intercropping 

● When two or more crops are grown in wide strips so that the two crops can 

be managed separately, it is known as strip cropping.  

● However, the crops are close enough to interact. 

Relay Intercropping 
 

● In this type of intercropping, a second crop is planted when the existing crop has 

flowered but not harvested. For eg. Rice-Cauliflower-Onion-Summer gourds. 

● Growing the succeeding crop when the previous crop attends its maturity stage-

or-sowing of the next crop immediately after the harvest of the standing crops.  

● Or it is a system of cropping where one crop hands over land to the crop in 

quick succession. 

Advantages of Intercropping 
 

● The fertility of the soil is maintained. 

● The spread of diseases and pests is controlled. 

● Optimum utilization of resources. 

● The space and time of growing more than one crop are saved. 

● Maximum utilization of nutrients present in the soil. 

Maize and soybean, bajra and lobea are some of the crops grown as intercrops. 

Sequential Cropping:  
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● Sequential Cropping involves growing two crops in the same field, one after the 

other in the same year. 

● Example- Planting maize in the long rains, then beans during the short rains. 

● In some places, the rainy season is long enough to grow two crops: either two 

main crops, or one main crop followed by a cover crop. 

● Growing Crops two crops may also be possible if there are two rainy seasons, or 

if there is enough moisture left in the soil to grow a second crop. 

Overlapping Cropping: 
 

● In this system, the succeeding crop is sown in the standing crop before 

harvesting. Thus, in this system, one crop is sown before the harvesting of 

preceding crops. 

● Here the lucre and berseem are broadcasted in standing paddy crops just before 

they are ready for harvesting. 

Crop Rotation 

 

● In this pattern, different crops are grown on the same land in pre planned 

succession. 

● The crops are classified as one-year rotation, two-year rotation, and three-year 

rotation, depending upon their duration. 

● Legumes are included in the crop rotation programme to increase soil fertility. 

● The crops which require high fertility level (wheat) can be grown after the 

legumes. The crops which require low inputs can be grown after the crops that 

require high inputs. 

● Much can be done to keep the soil in proper condition by establishment of crop 

rotations suited to the needs of the farm. 

● Crop rotation is a key principle of agriculture conservation because it improves 

the soil structure and fertility, and because it helps control weeds, pests and 

diseases. 

How are the crops selected for Rotation? 

While selecting the crops for rotation, the following criteria should be adopted: 

● Enough moisture should be available. 

● Availability of fertilizers, man-power, and machine-power. 

● Marketing and processing facilities. 

● Availability of nutrients in the soil. 

● The crop duration- short or long.  
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Advantages of Crop Rotation 

 

● The soil fertility is maintained for a prolonged period. 

● The growth of weeds and pests is prevented. 

● A lot of chemical fertilizers are not required. 

● The physical and chemical nature of the soil remains unaltered. 

Primitive Subsistence Farming: 

 

● This type of farming is a ‘slash and burn’ agriculture, it is practiced on small 

patches of land with the help of primitive tools like hoe, dao and digging sticks, 

and family/community labour. 

● It depends upon monsoon, natural fertility of the soil and suitability of other 

environmental conditions to the crops grown. 

● In this, farmers clear a patch of land and produce cereals and other food crops to 

sustain their family. 

● When the soil fertility decreases, the farmers shift and clear a fresh patch of land 

for cultivation. 

● It allows nature to replenish the fertility of the soil through natural 

processes; land productivity in this type of agriculture is low as the farmer does 

not use fertilizers or other modern inputs. 

Intensive Subsistence Farming: 

 

● Intensive Subsistence Farming is practiced in areas of high population 

pressure on land. 

● In this type, high doses of biochemical inputs and irrigation are used to obtain 

higher production. 

Commercial farming: 

 

● In this type of farming, higher doses of modern inputs, e.g. high yielding variety 

(HYV) seeds, chemical fertilizers, insecticides and pesticides are used to obtain 

higher productivity. 

India’s Cropping Season 

 
Kharif season:  
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● This season largely coincides with Southwest Monsoon (crops are sown at the 

onset of monsoon and harvest in Sept-Oct) under which the cultivation of tropical 

crops such as rice, cotton, jute, jowar, bajra and tur is possible.  

● In states like Assam, West Bengal and Odisha, three crops of paddy are grown in 

a year. These are Aus, Aman and Boro. 

Rabi season:  

● These crops are sown in winter (Oct-Nov) and harvested in summer (March-

April). 

● The low temperature conditions during this season facilitate the cultivation of 

temperate and subtropical crops such as wheat, gram and mustard.  

● Availability of precipitation during winter months due to the western temperate 

cyclones (western disturbances) as well as green revolution are responsible for 

the success of crops like wheat in Northern India. 

Zaid season:  

● It is the short duration summer cropping season beginning after harvesting of 

Rabi crops.  

● The cultivation of watermelons, cucumbers, vegetables and fodder crops during 

this season is done on irrigated lands.  

● Sugarcane takes almost a year to grow. 

 Changing Cropping Patterns of India 

 

● Cropping pattern is a dynamic concept because it changes over space and 

time. It can be defined as the proportion of area under various crops at a point of 

time.  

● Sometimes a number of crops are cultivated in combinations and rotations 

over a period. 

● In India, the cropping pattern is determined by rainfall, climate, temperature, 

soil type, technology and socio-economic conditions of the farmers. 

● These changes in the cropping pattern mainly occurred due to increase in the 

prices of crops. After independence a lot of changes had been recorded in the 

cropping pattern in India. 

● Green Revolution also led to changes in the cropping patterns. Rice was 

introduced to Punjab, Haryana and Uttar Pradesh. 

● Cultivation of food crops has become very remunerative and productive due to 

the introduction of new technologies in Indian agriculture. 
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● Farmers are more intensively moving towards cultivation of 

cash/commercial crops such as oilseeds, fruits, vegetables, spices, etc. from 

the traditional non-cash/non-commercial crops such as cereals and pulses. 

● Farmers have changed their crop patterns in order to reap the benefits of 

economic expansion as well. 

● Climate change has affected the Indian monsoon due to which cropping 

patterns are also changing. 

● Population explosion and urbanization has led to land conversion, boosting 

intensive farming and has brought changes in cropping patterns. 

● At the beginning of the present century, nearly 83 percent of the total cultivable 

land of India was put under food crops and the remaining 17 percent was put 

under non-food crops. But in 1944-45, there was a change in the cropping 

pattern in India and areas under food crops came down to 80 percent and the 

area under non-food crops slightly increased to 20 percent. 

● Among all the food crops, the largest increase in area since 1950- 51 has 

already been recorded by wheat cultivation which shows an increase of 132 

percent by 1987-88.  

● But in the case of both rice and pulses, the increase in area has been restricted 

to only 23 percent; coarse cereals have recorded only marginal increase of 

11 percent by 1987-88. 

ISSUES / CHALLENGES  

 

● Land availability is shrinking due to conversion of land to non-agricultural 

uses. This is largely due to the rising pace of urbanization. 

● Under-utilization of the available agricultural land is another aspect of the land 

base shrinking and declining access to land. 

● Inequalities in the access of land are seriously affecting the production base of 

cultivating households at the bottom of the farm size hierarchy. The huge 

proliferation of extremely small and economically non-viable holdings is a serious 

issue. 

● Although India is the second largest irrigated country of the world after China, 

only around 48% of the cropped area is under irrigation.Irrigation is one of 

the most important inputs in India where rainfall is erratic 

● Besides the overall inadequacy of capital for agriculture, the institutional credit 

flow has hardly been able to cover the rural poor. 

The farmer is a perennial debtor. There are four main causes of rural indebtedness: 

● Low earning power of the borrower. 

● Use of loan for unproductive purposes. 
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● The excessively high rate of interest charged by the moneylenders. 

● The manipulation of accounts by the lenders. 

  

● Inadequate use of manures like cow-dung or vegetable refuse and chemical 

fertilizers makes Indian agriculture much less productive than say that of Japan 

or China. 

● In India, not much use has been made of improved varieties of seeds. The main 

cereals (rice, millets and pulses) are still grown chiefly with unimproved seeds. 

Although much progress has been witnessed in this field, yet research and 

development of new varieties of seeds has been very limited. 

● It has been estimated that nearly 30 percent of potential food production is lost 

due to insects, pests, weeds, rodents etc. Pesticides act as a resistant force in 

this regard. 

● The economy-wide average of pesticide consumption in India is low at around 

400g per ha. But they have been used indiscriminately and improperly leading to 

widespread contamination of the environment. 

● The economic issues of income generation in agriculture critically hinge on the 

prices received by the farm sector, prices paid and the profitability. 

● Given the large output fluctuations arising out of the vagaries of rainfall and 

given the low price elasticity of demand for foodgrains in the country, prices 

fluctuate substantially from year to year. 

● Price interventions by the Government by way of MSP have resulted in some 

distortions in the cropping pattern particularly in respect of wheat and rice 

crops. 

● Marketing of agricultural produce is the most important activity for the farming 

community as it is the means to getting a value for the produce. This is especially 

true for small and marginal farmers.However, studies indicate that the institution 

of regulated markets has achieved limited success as these markets restricted 

development of free and direct marketing, smooth raw materials supplies to 

agro-processors, information exchange, and adoption of innovative marketing 

systems and technologies 

● In spite of the large scale mechanization of agriculture in some parts of the 

country, most of the agricultural operations in larger parts are carried on by 

human hand using simple and conventional tools and implements like 

wooden plough, sickle, etc. 

● Little or no use of machines is made in ploughing, sowing, irrigating, thinning 

and pruning, weeding, harvesting threshing and transporting the crops. 

● This is especially the case for small and marginal farmers. It results in huge 

wastage of human labour and in low yields per capita labour force. 
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● Long-term development of the agricultural sector demands a fair share of 

investment flowing to agriculture, but overall investment is less than required. 

● In India, agriculture has achieved grain self-sufficiency but the production is, 

resource-intensive, cereal centric and regionally biased. These insufficiency 

has raised sustainability issues. 

● Slow agricultural growth is emerging as a concern for government and 

policymakers as two-thirds of India’s people depend on rural employment for a 

living. The current adopted agricultural practices are neither economically nor 

environmentally sustainable. 

● Storage is a major problem in India. In states, where MSP procurement is well 

established, problems in the storage of food grains arise. The procurement from 

these States exceeds the buffer stock norms, which were fixed in 2015. 

● Currently, desertification and land degradation pose major threats to 

agriculture. This increased stress on water resources needs a realignment and 

rethinking of policies. 

● Social issues: With time, the social aspects of agriculture are witnessing greater 

changes. Most importantly, the increased feminization of agriculture, mainly due 

to the rise of women-headed households, increased rural-urban migration by 

men and growth in the production of cash crops which are labour intensive in 

nature. 

 

RECENT INITIATIVE UNDERTAKEN BY GOVERNMENT FOR CROPS 

 

● Recently the government launched the “Price Deficiency Payment (PDP)” 

scheme, which has been framed on the lines of Madhya Pradesh (MP) 

Government’s Bhavantar Bhugtan Yojana for the protection of oilseeds 

farmers only. 

● Under the scheme, the government pays farmers the difference between the 

MSP and monthly average price of oilseeds quoted in the wholesale market. 

● The Central Government has announced an umbrella policy “Pradhan Mantri 

Annadata Aay Sanrakshan Abhiyan (PM-AASHA to ensure that farmers 

growing oilseeds, pulses and copra get the MSP that they are promised every 

year. 

● The scheme is a mix of sub-schemes: 

○ Price Support Scheme (PSS) 

○ Price Deficiency Payment (PDP) 

○ Procurement by private traders at MSP on a pilot basis 
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● IFFCO iMandi is a Social Commerce app for rural India. It has been built for 

large communities with commerce, content and communication enabled in a 

simple, seamless and secure manner.It is a one-stop shop for agricultural inputs 

and produce, FMCG, electronics, loans, insurance, etc. 

● Krishonnati Yojana, It is an umbrella scheme which includes the following: 

○ National Food Security Mission (NFSM) 

○ National Food Security Mission- Commercial Crops 

○ Mission for Integrated Development of Horticulture (MIDH) 

○ National Mission on Oilseeds and Oil Palm 

○ National Mission for Sustainable Agriculture 

○ National Mission on Agricultural Extension and Technology  

● In order to ensure that all eligible farmers are provided with hassle free and 

timely credit for their agricultural operation, Kisan Credit Card (KCC) Scheme 

was introduced in 1998-99.The main objectives of the scheme are to meet the 

short term credit requirements for cultivation of crops, post-harvest expenses, 

produce marketing loan, consumption requirements of farmer household, working 

capital for maintenance of farm assets and activities allied to agriculture like dairy 

animals, inland fishery, etc., investment credit requirement for agriculture and 

allied activities like pump sets, sprayers, dairy animals, etc. 

● Pradhan Mantri Fasal Bima Yojana, a reformed insurance scheme has been 

initiated 

● Mera Gaon, Mera Gaurav, has been launched involving agricultural experts of 

agricultural universities and ICAR institutes for effective and deeper reach of 

scientific farming to the villages. 

● Krishi Dak, IARI initiated this novel scheme in 20 districts in which postmen 

supplied seeds of improved varieties of crops to the farmers in far-flung areas. 

● Soil Health Card Schemes was launched, to ensure that only requisite nutrients 

are applied in the soil in a balanced manner to enhance productivity of specific 

crops in a sustainable manner. 

● Paramparagat Krishi Vikas Yojna (PKVY), to promote organic farming 

SUGGESTIONS  

● The grading stations should be properly established to grade and standardize 

many agricultural goods. The graded goods, stamped with the seal of the 

Agricultural Marketing Department — ‘AGMARKʼ. The goods bearing the 

‘AGMARKʼ command better prices. 

● The warehousing facilities needs to be improved, climate controlled ware housing 

can help reduce wastage and help farmers get better price. The private sector 
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needs to be encouraged to enter the warehousing and storage in a big way by 

extending proper incentives to it. 

● special commodities boards and exports councils functioning should be made 

more robust. 

● Regular  market survey of agriculture products should be conducted and 

published to benefit farmers.  

● The surveys also discuss the problems and measures to tackle the problems 

associated with the marketing of agro-products.  

● Further, for dissemination of information all sorts of media like radio, television, 

display board etc. should be used. 

● Agricultural co operatives should be reformed   

● The export of agricultural products should be focused upon, The trade policy of 

the Government should focus on improving agro exports.  

● The ‘Agri Export Zones’ system should be utilized to the fullest. 

● APMC Markets should be reformed in all states 

● Re-framing Price Stabilization Policy, With a view to provide remunerative 

price to the farmer, food at affordable price to the consumer and sustained 

growth of marketable surplus, all undesirable restrictions on agricultural trade has 

to be removed.  

● Public procurement, storage and distribution of foodgrains need to be managed 

efficiently on commercial lines. 

● Developing Efficient Commodity Futures Markets, To strengthen the future 

market, the Government should set up more commodity exchanges, improve the 

regulatory and supervisory systems, modernise clearinghouse operations, 

upgrade training facilities and establish an enabling legal framework to develop 

vibrant commodity futures markets in India. 

● Improving Transport Infrastructure, The traditional rural transport system 

should be improved. The public investments in the road, railway and waterways 

should be developed. 

● Making Available Credit for Marketing,Provision of credit by the organised 

financial system to support agricultural marketing has to grow further.  

● Promoting Agricultural Marketing Research,The agricultural marketing 

research in the areas of agri-business management, post-harvest management, 

grading, standardization, quality assurance, export promotion and information 

technology should be promoted. 

 

Achievements in Horticulture 
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● In the last few decades, this sector has gained prominence over contributing a 

growing share in Gross Value Addition of the Agriculture and allied 

sectors. 

● Mission for Integrated Development of Horticulture (MIDH) is being 

implemented by adopting an end to end approach for increasing production of 

horticulture crops and reducing post-harvest losses. 

● The production of fruits and vegetables has overcome the production of 

food grains in the country. 

● The total horticulture production has increased from 211.2 million tonnes in 2007-

08 to 311.71 million tonnes in 2018-19. 

● India is the second largest producer of fruits and vegetables in the world with 

first rank in the production of Banana, Mango, Lime & Lemon, Papaya and 

Okra. 

● The varieties tolerant/resistant to various biotic and abiotic stresses have 

been developed in different fruits, vegetables, medicinal and aromatic plants. 

● Improved techniques for production of disease free quality planting materials 

have been developed. Micro propagation techniques have been 

standardized for various fruits, spices and other vegetatively propagated plants. 

● Technology for enhancing the water and nutrient efficiency through micro 

irrigation and fertilization has been developed for a number of horticultural 

crops. 

● Good Agricultural Practices (GAP) are developed for various plants, especially 

medicinal. 

● Farm mechanization to increase harvesting and processing efficiency and 

to reduce crop loss has been implemented by developing horticulturalists. 

● Low cost environment friendly cool chamber was developed for on-farm 

storage of fruits and vegetables. 

● For dissemination of technologies, region and crop specific training and 

demonstration programmes are being taken up. 

Challenges in Horticulture 
 

● Horticulture does not enjoy a safety net like the Minimum Support Price 

(MSP) for food grains. 

● Lack of good cold chain storage and transport networks to extend the life of 

perishable products. 

● Very less or limited input by machinery and equipment so it is tough to 

minimise the time restraints. 

● Higher input costs than foodgrains make it a difficult set up, especially when 

there is no support from the local governments to the smaller farmers. 
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● It gets challenging for marginal farmers to cope with the high price fluctuations. 

● Limited availability of market intelligence, mainly for exports makes it a 

tougher option to choose. 

Suggestions 
 

● Achieve technology led development in Horticulture. 

● Post-harvest & value addition in horticulture crops. 

● Modified atmosphere packaging for long storability & transportation of fruits 

& vegetables. 

● Insect pollinators for improving productivity and quality of the crops. 

● Development of varieties for cultivation in non-traditional areas. 

● Nutrient dynamics and interaction. 

● Bioenergy and solid waste utilization to make horticulture more efficient and 

eco-friendly. 

● Plan, coordinate and monitor R&D programmes at national level as well as to 

serve as a knowledge repository in the Horticulture sector. 

Way Forward 
 

● The diversification in the agricultural sector mainly of the horticulture sector has 

become a major source of positive growth for the sector itself and for the 

nation. 

● It has emerged as a promising source of income acceleration, employment 

generation, poverty alleviation and export promotion. 

● India can emerge as a far bigger producer and exporter if sufficient emphasis 

is given to resource allocation, infrastructure development, more R&D, 

technological upgradation and better policy framework for the horticulture 

sector. 

● The Horticulture sector with strong forward and backward linkages as an 

organised industry can stimulate and sustain growth. 

BASICS OF IRRIGATION SYSTEM  
 

● According to the Agricultural census 2010-11, India’s total area under 

irrigation is 64.7 million hectares. Of this maximum 45% is shared by tube 

wells (30.5 million hectares) followed by canals (15.6 million hectares) and 

wells (12.6 million hectares) and other sources. 

● Irrigation is the process of providing water to land through artificial means 

for the purpose of agriculture. 
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Some Facts Related to Water/Irrigation in India: 
 

● India’s share of world’s water resources is only 4% although it contributes 17% of 

world population. 

● The water use efficiency in agriculture is very low, only about 38%. 

● Net irrigated area =65 mha (Net sown area in India is 141 mha). 

● “Water” is the State subject (as per Seventh Schedule of the constitution). 

● Agriculture in India is mainly dependent on rainfall which is concentrated during 

four months (75% of total precipitation in a year). 

● The per capita water availability in the country as a whole is reducing 

progressively due to an increase in population. 

● The per capita availability of water as per 1951 census was 5177 cubic 

meters.This is down to 1545 cubic meters as per 2011 census. Climate 

change, river pollution and depleting ground water resources are other major 

problems related to water in India. 

● India has the largest irrigated area in the world, where about 85% of total 

irrigation potential (139.90 million hectares) has already been created. 

● Currently, the agricultural sector consumes about 80% of the water in the 

country. 

● Moreover, the country uses 2-3 times more water than major agricultural 

countries such as China, Brazil, and the USA to produce one unit of food crop. 

Benefits of Irrigation: 

 
● India is a country whose majority proportion of economy is agriculture based, but 

the diverse soil and moisture content in the soil makes irrigation as a needed 

aspect. 

● To minimize dependence on monsoon- the nature of monsoon being erratic, 

development of irrigation becomes essential. For instance, farmers in Odisha, 

Bihar are poverty stricken due to lack of irrigation in farm fields. 

● It enhances productivity thus raising the yield per hectare. For instance, China 

in the same plot produces 3 times more crops than India due to its efficient 

irrigation. 

● Minimizing natural deterrent to agriculture- for instance, the prosperity in 

Punjab and Haryana can be accorded to spur in irrigation. 

● The country’s economic, social and agricultural background makes it utilize the 

prospect promised by irrigational practices. This artificial means to fulfil the water 

and moisture requirement [irrigation] of crops is important for India. 

● Water scenario is now fast changing as an outcome of increasing population, 

rising demand for irrigation to raise high-yielding varieties of crops, 
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industrialization, electricity generation, rapid urbanization, the impact of global 

warming and erratic rainfall. 

Different Types of Irrigation Methods in India 
 

● There are four basic methods where irrigation water may be applied to the 

crops, namely Surface irrigation, Sprinkler irrigation, Drip irrigation, and 

subsurface irrigation methods. 

● Each method of irrigation has its own pros and cons. Thus, it depends upon the 

users, which one to opt. It is recommended to choose a particular method after 

evaluating all the factors and local conditions. 

Let’s Elaborate on the Four Types of Irrigation Methods: 

1. Surface Irrigation 

 

● Surface irrigation is the creation and distribution of water in an area by way of 

the gravity flow of water over the soil surface. 

● The soil acts as the developing medium in which water is saved and the 

conveyance medium over which water flows as it spreads and infiltrates. 

● Common floor irrigation structures used are rill irrigation, border or furrow 

irrigation. 

● In other words, ‘surface irrigation’ refers to a broad class of irrigation techniques 

wherein water is sent over the field by means of overland go with the flow. 

● A waft is introduced at one fringe of the field and covers the sphere regularly. 

Advantages of Surface Irrigation 

 

● Best Utilization of RainWater: By having the surface irrigation systems, helps 

to shape your farm in a way to where natural water flow reliably irrigates your 

plants. Because of this reason, surface irrigation plots are very effective at 

making use of rainwater; the land has already been optimized for water flow. 

● Easiest and affordable: Surface irrigation is the most historic irrigation method 

and doesn’t require state-of-the-art technology to work. While contemporary 

hands have substantially progressed the manner, imparting for a superior era 

that refines surface irrigation to a tee, the bottom line is that you have abundant 

varieties, and if you want something that’s reasonably priced and easy, you have 

got that alternative. 
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2. Subsurface Irrigation 

 

● Subsurface irrigation makes use of a community of polyethylene pipes 

positioned just beneath the floor’s surface to use disinfected effluent inside 

the root area of plants, preventing airborne drift and declining runoff. 

● This method of irrigation requires much less protection than surface 

irrigation, and there may be additionally much less hazard of surface saturation 

and effluent runoff. 

● By decreasing the threat of human contact, it additionally drastically reduces 

public health risks. 

Advantage of subsurface irrigation 

 

● Permanent subsurface installation needs less yearly manpower than surface drip 

installation as well as hike up the life expectancy of the system. 

● Dry soil in the furrows enhances trafficability and declines soil compaction. 

● Water and vitamins are used more effectively. 

● Cropping with a dry soil floor has the capability to lessen the prevalence of soil-

borne illnesses and assist manipulate weed infestation. 

● Yields and certain fine additives are regularly drastically advanced. 

Common Issues with Subsurface Irrigation are: 

 

● no longer enough irrigation lines to competently distribute effluent over the 

required location. 

● machine no longer designed or permitted for its area. 

● irrigation strains becoming blocked or damaged. 

  

3. Drip Irrigation 

 

● Drip irrigation is the most efficient and recommended water and nutrient 

delivery system for growing crops. 

● It helps to deliver water and vitamins directly to the plant’s roots region 

accordingly the right and time, thereby each plant receives precisely what it 

desires, whilst it wishes it, to grow optimally. 

● With this method of irrigation, farmers can produce higher yields even as 

saving on the water as well as fertilizers, electricity and even crop protection 

merchandise. 
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● Drip Irrigation is not only recommended to experience a high ROI compared to 

other irrigation strategies, it additionally offers farmers an efficient and simple 

way to function their farms. 

Advantages of Drip irrigation 

 

● Huge water financial savings as there will be no evaporation, no runoff, no 

waste. 

● Energy savings as it can seamlessly work on low pressure. 

● Effectual usage of fertilizer and crop protection, without a leaching. 

● 100% land usage as it irrigates uniformly in any topography and soil kind. 

● Less dependency on weather, extra stability, and decrease risks. 

  

4. Sprinkler Irrigation 

 

● Sprinkler Irrigation is a technique of applying irrigation water that is similar to 

rainfall. 

● Water is distributed through a gadget of pipes generally by way of pumping. 

● It is then sprayed into the air and irrigated complete soil surface via spray 

heads so that it splits up into tiny water drops which fall to the floor. 

● Sprinkler device is a specific irrigation system, designed to make sure maximum 

water saving, combining excessive pleasant, affordability and simplicity of 

installation. 

Advantages of Sprinkler Irrigation 

 

● High efficiency because of uniform water distribution. 

● No qualified or experienced manpower is needed to operate the system 

flawlessly. 

● Expansive land levelling is not needed. 

● Water saving irrigation intensity can be modified according to the infiltration 

ability of soil. 

● Ease and uniform application of fertilizers and insecticides via irrigation device. 

● Possibility of making use of a minute amount of water for germination and 

different irrigation systems. 

Advantages of Irrigation 
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● It offers efficient coverage for small to massive regions. It is also adaptable to 

almost all irrigable soils because sprinklers are available in a huge variety of 

discharge capability. 

● Irrigation makes it feasible to grow cash crops (Fruit gardens, sugarcane, 

potato, tobacco) which give right returns to the cultivators than the ordinary crops 

they might have grown in the absence of irrigation. 

● Irrigation improves the groundwater storage as water lost due to seepage 

adds to the groundwater storage. 

● New irrigation works are commenced at the time of famines to ensure 

employment to a large quantity of population. These works are known as famine 

works. 

● For proper nourishment of vegetation, a sure quantity of water is required. If 

rainfall is insufficient there might be a deficiency in the achievement of water 

requirement. Irrigation attempts to remove this deficiency precipitated 

because of insufficient rainfall. Therefore, irrigation involves rescue in dry 

years. 

● Irrigation enhances the yield of plants and makes people or farmers rich. 

● Irrigation also provides to the wealth of India as bumper crops are produced 

due to irrigation. It helps the country to experience self-sufficient in food needs. 

Besides, the irrigation water is taxed while it’s far furnished to the cultivators, it 

adds to the revenue. 

● When the watering facility is provided to barren land, the value of this land gets 

liked. 

● Sometimes massive irrigation channels can be used as a means of 

communication. 

● The falls which stumble upon the irrigation channels can be utilized for 

producing hydroelectric power. 

● Domestic advantages should not be overlooked. Irrigation facilitates bathing, 

cattle watering, etc., and improves freshwater circulation as well. 

Disadvantages of Irrigation 
 

● Excessive seepage and leakage of water bureaucracy marshes and ponds 

all alongside the channels. The marshes and the ponds in the course of time 

emerge as the colonies of the mosquito, which gives rise to diseases like 

malaria, etc. 

● Under irrigation canal devices valuable residential and business land is lost. 

● The initial cost of irrigation task is very excessive and thereby the cultivators 

ought to pay greater taxes in the form of levy. 
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● Excessive seepage into the floor increases the water-desk and this in turn 

absolutely saturates the crop root-area. It results in water logging in that area. 

● It declines the temperature and makes the locality damp due to the presence 

of irrigation water. 

● Irrigation works results in limitations within the way of unfastened drainage of 

water during the wet season and accordingly effects in submerging status crops 

or even villages. 

Importance of Irrigation 

The importance of irrigation can be explained in the following points: 

 

● Increase cropping Intensity: The rainfed areas are mostly single cropped with 

scanty rainfall, prone to frequent droughts, soil erosion, and characterized by 

fragile pasture lands. Presently 76% of agricultural land in the country remains 

unused for half of the productive period due to lack of access to meet the crop 

water requirement. 

● Diversification: Assured irrigation is important for diversification to high value 

crops and doubling of farm income by 2022. 

● Increase Productivity: The per hectare productivity of all crops taken together 

was 1.6 times higher under largely irrigated conditions as compared to under 

largely rainfed conditions during biennium 2011-12. 

● Diverse water needs of the crops: Different water requirements of different 

crops can only be met through irrigation facilities and can’t be left to be 

dependent on rainfall. 

● Disaster management: With the help of irrigation, flood and drought can be 

effectively controlled. 

● Food Security: 19.44 million hectares was current fallow land while cultivable 

waste land comprises another 13.83 million hectares. Provision of irrigation 

facilities can make some portion of this land cultivable. 

● Resilience: Global warming has increased the frequency/intensity of droughts, 

floods, heat waves and other extreme events. In light of this, proper irrigation 

networks can protect the farmers against such climate induced variabilities. 

● Insufficient and uncertain rainfall adversely affects agriculture. Droughts and 

famines are caused due to low productivity. Irrigation helps to increase 

productivity even in low rainfall. 

● The productivity on irrigated land is higher as compared to the un-irrigated 

land. 

● Multiple cropping is not possible in India because the rainy season is specific 

in most of the regions. However, the climate supports cultivation throughout the 



Download All Notes PDF : WWW.IAS.NETWORK 

© IAS.NETWORK | Mentorship Program for UPSC 2021, 2022 Available : 9779726117 

GS Ans, Essay, Anthro, PSIR, Sociology, PubAd, History, Geography Optional Evaluation 

83 

year. Irrigation facilities make it possible to grow more than one crop in most of 

the areas of the country. 

● Irrigation has helped to bring most of the fallow land under cultivation. 

● Irrigation has stabilized the output and yield levels. 

● Irrigation increases the availability of water supply, which in turn increases the 

income of the farmers. 

Different Irrigation Storage Systems:   

Wells: 

 

● Irrigation by wells is present in India from the time immemorial. 

● In 1950-51, there were around five million wells and now, their number has been 

increased to about 12 million. 

● Uttar Pradesh has the largest area of land under good irrigation, followed by 

Rajasthan, Punjab, Madhya Pradesh, Gujarat, Bihar, Andhra Pradesh, 

Maharashtra, Haryana, Tamil Nadu, West Bengal, and Karnataka. 

  

Tube wells: 

 

● Tube wells are deeper well from which water is lifted through a pumping set 

operated by an electric motor or a diesel engine. 

● Tamil Nadu with around 11 lakh tube wells has the largest number in the country 

followed by Maharashtra, Andhra Pradesh, Uttar Pradesh, Madhya Pradesh, 

Karnataka, Punjab, and Haryana. 

  

Tanks: 

 

● They are commonly used in Andhra Pradesh, Deccan Plateau, Maharashtra, 

Karnataka, and Tamil Nadu. 

● Irrigation through tanks offers a host of benefits such as providing drinking water 

for rural communities and livestock, replenishing groundwater levels, conserving 

top-soil and others. 

● Since Independence, tank water irrigation has declined in the country due to 

various reasons. 

  



Download All Notes PDF : WWW.IAS.NETWORK 

© IAS.NETWORK | Mentorship Program for UPSC 2021, 2022 Available : 9779726117 

GS Ans, Essay, Anthro, PSIR, Sociology, PubAd, History, Geography Optional Evaluation 

84 

Canals: 

 

● In India, canals are the main source of irrigation. Canals are big water sources or 

channels derived from rivers to provide water to places far away from the river. 

They are of two types: 

● Inundation canals: Canals taken out from rivers without any regulating system 

● Perennial canals: Canals taking off from perennial rivers with a weir system to 

regulate the flow of water 

 

ISSUES  

The major issues and challenges in irrigation sector in India are as follows: 

  

● Rainfall and Water availability in India has a huge Regional Imbalance. 

● We suffer from Sub-optimal utilization of created facilities. 

● India’s Irrigation Efficiency is very poor. 

● We have a faulty Groundwater Policy. 

● Competing demand for water is increasing rapidly. 

● Overexploitation of surface water leading to drainage problems. 

● Water Resources Face challenges from Climate Change. 

● Over utilization of water- the recent depleting ground water level in the North 

Western states [Punjab, west UP, North Rajasthan] is a result of it. 

● The revolution such as the green revolution though used irrigation extensively to 

attain food security, but it created an economic divide in the nation as well. For 

instance, western states are more prosperous than their eastern counterparts. 

● Fuel to the fire is added by the subsidies on electricity and diesel which as a 

result of over irrigation degrades the soil quality, leads to water logging, 

salinization, and other related environmental issues. 

 

SUGGESTIONS and Government initiatives 

GOVERNMENT MEASURES TO IMPROVE THE IRRIGATION SYSTEM 

Pradhan Mantri Krishi Sinchayee Yojana, Launched in 2015 with the motto of “Har 

Khet Ko Paani”, the scheme aims to provide end-to-end solutions in the irrigation 

supply chain (water sources, distribution network and, farm-level applications). 
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● The scheme focuses on creating sources for assured irrigation and protective 

irrigation by harnessing rainwater at micro level through ‘Jal Sanchay’ and ‘Jal 

Sinchan’. 

● One of the most crucial components of the initiative is “Per Drop More Crop”. It 

focuses on micro-irrigation systems (sprinkler, drip, pivots, rain-guns, etc.) to 

promote precision farming by making water available in a targeted manner to the 

root zone of crops. 

● Micro Irrigation Fund,The Government has created a dedicated Micro Irrigation 

Fund with NABARD. This fund aims to facilitate the States in order to mobilize 

the resources for expanding coverage of Micro Irrigation in the country. 

● Rainfed Area Development Programme (RADP) is an initiative which aims to 

increase agricultural productivity of rainfed areas in a sustainable manner by 

adopting appropriate farming system-based approaches. 

● Jal Shakti Ministry has been created to provide access to safe drinking water by 

reorganizing the earlier ministries 

● National Mission on Micro Irrigation, The Centrally sponsored National 

Mission on Micro Irrigation (NMMI) was launched in June 2010 in addition to 

the earlier Micro Irrigation Scheme launched in January 2006. 

 Policy Recommendations: 

In view of the problems, following recommendations can be made: 

● Large public and private investment for expanding the irrigation system to 

accelerate agricultural growth and to meet the needs of food security; 

● More efficiency in managing the irrigation system; 

● Speedy exploitation of irrigation potential from major and medium sources; 

● Completion of on-going projects, improvement in the utilization of irrigation 

potential and expansion of rural electrification in the eastern region and 

replacement of high-cost diesel pump sets; 

● Ensuring a conjunctive use of surface and groundwater; 

● The original Gadgil formula, which, earmarked 10 percent of the total resource 

to the State Plans for major and medium irrigation and power projects should be 

revived; 

● A major part of saving of fertilizer subsidy be given to States as grant for 

irrigation expansion; Suitable incentives be extended for advancing hi-tech 

irrigation systems like the microprocessor-based drip irrigation technology that 

has proven ability to save 25 per cent chemical fertilizers, halve the water 

used and nearly double the yields; 
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● Farmers' stakes in irrigation work are raised by conferring on them some degree 

of. Co-ownership the irrigation system; and 

● A comprehensive watershed management plan needs to be formulated and 

effectively implemented. 

Other suggestions 
 

● Irrigation system though is important but it should be made sustainable and water 

being used rationally. 

● The western regions should grow less water intensive crops. 

● The region with less or no irrigation should be indeed targeted to provide 

irrigation. This should be community based. 

● Drip irrigation or sprinkler system to be promoted. 

● Schemes like per drop more crop are a good step. 

Therefore, agriculture being an important part of India's economy and society, 

irrigational practices, its element should be utilized and developed wisely keeping in 

mind long term requirement and sustainability. 

DIFFERENT TECHNOLOGIES IN AIDS OF FARMERS  

  

● Kisan Call Center, laser leveling, satellite based geographical mapping. 

● e-Choupal like initiatives to connect farmers to the agricultural markets 

● SMS based facilities to give farmers useful tips and alert them regarding weather 

developments. 

● Programs like ‘Krishi Darshan’ to guide farmers on new agricultural 

developments. 

● Government is also rolling out the National Optical Fiber Plan (NOFN) to 

connect all the villages with broadband. It will facilitate faster connectivity for 

villagers. 

● A new channel has also been launched in 2014 dedicated to agriculture. 

● Agricultural Marketing Information Network – AGMARKNET was launched in 

March 2000, it links around 7,000 agricultural wholesale markets in India with the 

State Agricultural Marketing Boards and Directorates for effective information 

exchange. 

● This e-governance portal facilitates generation and transmission of prices, 

commodity arrival information from agricultural produce markets, and web-based 

dissemination to producers, consumers, traders, and policy makers transparently 

and quickly. The AGMARKNET is a G2C e-governance portal that caters to the 
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needs of various stakeholders such as farmers, industry, policy makers and 

academic institutions by providing agricultural marketing related information from 

a single window. 

● The NAM Portal provides a single window service for all APMC related 

information and services. This includes commodity arrivals & prices, buy & sell 

trade offers, provision to respond to trade offers, among other services. 

● The Agriculture Ministry has come up with a new model APMC Act proposing 

single-point levy of market fee across a State and a united single trading licence 

for cost-effectiveness. 

● National Mission on Agricultural Extension and Technology: Its aim is to 

restructure and strengthen agricultural extension to enable delivery of 

appropriate technology and improved agronomic practices to the farmers. 

 

IFFCO iMandi: 

 

● IFFCO iMandi is a Social Commerce app for rural India. It has been built for large 

communities with commerce, content and communication enabled in a simple, 

seamless and secure manner. 

● It is a one-stop shop for agricultural inputs and produce, FMCG, electronics, 

loans, insurance, etc. 

ISSUES  
  

Poor Warehousing Facilities 

● The Indian farmers lack proper warehousing facilities for storing the agriculture 

produce.  

● The facilities are so poor that the crops are spoiled in the warehouses. 

Cultivators fail to get good prices for their products. 

Poor Transportation Facilities 

● The roads are unusable in many villages. The connectivity of the village roads 

with the main roads is still missing in many parts of the country.  

● Thus it is difficult to take output to the markets. 

Problem of Distress Selling 

● The poverty and indebtedness reduce the capacity to wait for better prices of 

crops.  
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● The cultivators are forced to sell the output to the moneylenders at the cheap 

price to clear off the debts. 

Infrastructure Bottlenecks and Corruption in Mandis 

● The farmers may have to wait before selling his produce in the mandis. In some 

states mandis are very far from the villages.  

● The warehousing facilities are not well-developed in these mandis.  

● The intermediaries charge their own commission from the farmers. 

Lack of awareness of future market 

● The volume in the commodity market forms a very small percentage of total 

agriculture trading in India.  

● There is an urgent need to educate farming communities to use commodity 

markets. 

Lack of Agro-Processing at large scale 

● Processing of agricultural products especially perishable commodities forms only 

a small percentage of the total production.  

● The major part of the total production is sold in raw form so farmers get lower 

prices for their products. 

Monopoly of APMC 

● Monopoly of any trade (barring few exceptions) is bad, whether it is by some 

MNC corporation, by Government or by APMC.  

● It deprives farmers from better customers, and consumers from original 

suppliers. 

Cartelization 

● It is quite often seen that agents in an APMC get together to form a cartel and 

deliberately restraint from higher bidding.  

● Produce is procured at manipulatively discovered price and sold at higher price. 

Spoils are then shared by participants, leaving farmers in lurch. 

 NITI Aayog Nine Point Agri-Market Reforms 

 

● Setting up private Mandis (agri-markets). 

● Single License for traders applicable in the whole state. 
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● Direct sale by producers to processing industries/exporters/bulk buyers. 

● Implementation of e-NAM in all states. 

● Exempt trees grown by farmers on private land from felling and transit regulation. 

● Liberalize land lease Market. 

● Takes fruits and vegetables out of APMC Act. 

● De-link provisions of compulsory requirements of shop/space for registration of 

traders. 

● Single point levy on agriculture produce. 

SUGGESTIONS  
 

● The agriculture research institutes should be further strengthened to undertake 

applied and operational research in agricultural marketing, impart training to 

market functionaries and provide consultancy services to the public as well as 

private organisations engaged in agricultural marketing. 

● The agricultural marketing research in the areas of agri-business management, 

post-harvest management, grading, standardization, quality assurance, export 

promotion and information technology should be promoted. 

● Further, conferences, seminars, and workshops should be conducted from time 

to time on current and relevant issues to facilitate exchange of views among 

various market functionaries. 

● Provision for special commodity market yards and promotion of e-trading to 

increase transparency. 

● A single levy of market fee on the sale of notified agricultural commodities in any 

marker area. 

● Publicizing data on arrivals and rates of agricultural produce brought into the 

market area for sale; setup and promote PPP in the management of agricultural 

markets. 

● Ensuring transparency in pricing systems and transactions taking place in market 

area through technology. 

● Promoting Agricultural Marketing Research: The agricultural marketing 

research in the areas of agri-business management, post-harvest management, 

grading, standardization, quality assurance, export promotion and information 

technology should be promoted. 

Budget 2020-21 related to agriculture 

Sixteen Action Points for Agriculture, Irrigation and Rural Development 

● Rs. 2.83 lakh crore to be allocated for the following 16 Action Points: 

○ Rs. 1.60 lakh crore for Agriculture, Irrigation & allied activities. 
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○ Rs. 1.23 lakh crore for Rural development & Panchayati Raj. 

● Agriculture credit: 

○ Rs. 15 lakh crore target set for the year 2020-21. 

○ PM-KISAN beneficiaries to be covered under the KCC scheme. 

○ NABARD Re-finance Scheme to be further expanded. 

● Comprehensive measures for 100 water-stressed districts proposed. 

● Blue Economy: 

○ Rs. 1 lakh crore fisheries’ exports to be achieved by 2024-25. 

○ 200 lakh tonnes fish production targeted by 2022-23. 

○ 3477 Sagar Mitras and 500 Fish Farmer Producer Organisations to 

involve youth in fisheries extension. 

○ Growing of algae, sea-weed and cage culture to be promoted. 

○ Framework for development, management and conservation of marine 

fishery resources. 

● Kisan Rail to be setup by Indian Railways through PPP: 

○ To build a seamless national cold supply chain for perishables (milk, meat, 

fish, etc.) 

○ Express and Freight trains to have refrigerated coaches. 

● Krishi Udaan to be launched by the Ministry of Civil Aviation: 

○ Both international and national routes to be covered. 

○ North-East and tribal districts to realize Improved value of agri-products. 

● One-Product One-District for better marketing and export in the Horticulture 

sector. 

● Balanced use of all kinds of fertilizers - traditional organic and innovative 

fertilizers. 

● Measures for organic, natural, and integrated farming: 

○ Jaivik Kheti Portal – online national organic products market to be 

strengthened. 

○ Zero-Budget Natural Farming (mentioned in July 2019 Budget) to be 

included. 

● Integrated Farming Systems in rain-fed areas to be expanded. 

● Multi-tier cropping, bee-keeping, solar pumps, solar energy production in non-

cropping season to be added. 

● PM-KUSUM to be expanded: 

○ 20 lakh farmers to be provided for setting up stand-alone solar pumps. 

○ Another 15 lakh farmers to be helped to solarise their grid-connected 

pump sets. 

○ Scheme to enable farmers to set up solar power generation capacity on 

their fallow/barren lands and to sell it to the grid. 

● Village Storage Scheme: 
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○ To be run by the SHGs to provide farmers a good holding capacity and 

reduce their logistics cost. 

○ Women, SHGs to regain their position as Dhaanya Lakshmi. 

● NABARD to map and geo-tag agri-warehouses, cold storages, reefer van 

facilities, etc. 

● Warehousing in line with Warehouse Development and Regulatory Authority 

(WDRA) norms: 

○ Viability Gap Funding for setting up such efficient warehouses at the 

block/taluk level. 

○ Food Corporation of India (FCI) and Central Warehousing Corporation 

(CWC) to undertake such warehouse building. 

● Financing on Negotiable Warehousing Receipts (e-NWR) to be integrated with e-

NAM. 

● State governments who undertake implementation of model laws (issued by the 

Central government) to be encouraged. 

● Livestock: 

○ Doubling of milk processing capacity to 108 million MT from 53.5 million 

MT by 2025. 

○ Artificial insemination to be increased to 70% from the present 30%. 

○ MGNREGS to be dovetailed to develop fodder farms. 

○ Foot and Mouth Disease, Brucellosis in cattle and Peste Des Petits 

ruminants (PPR) in sheep and goat to be eliminated by 2025. 

● Deen Dayal Antyodaya Yojana – 0.5 crore households mobilized with 58 lakh 

SHGs for poverty alleviation. 

Budget 2021-22 Related to Agriculture 
  

● The MSP regime has undergone a sea change to assure price that is at least 

1.5 times the cost of production across all commodities. 

● The procurement has also continued to increase at a steady pace. This has 

resulted in increase in payment to farmers substantially. 

● Government has enhanced the agricultural credit target to Rs.16.5 lakh 

crores in FY22. This will focus on ensuring increased credit flows to animal 

husbandry, dairy, and fisheries. 

● Government has enhanced the allocation to the Rural Infrastructure 

Development Fund from Rs.30, 000 crores to Rs.40, 000 crores. 

● To boost value addition in agriculture and allied products and their exports, 

the scope of ‘Operation Green Scheme’ that is presently applicable to 

tomatoes, onions, and potatoes, will be enlarged to include 22 perishable 

products. 
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● The Agriculture Infrastructure Fund would be made available to APMCs for 

augmenting their infrastructure facilities. 

● Government has proposed substantial investments in the development of 

modern fishing harbours and fish landing centres. 

● Five major fishing harbours – Kochi, Chennai, Visakhapatnam, Paradip, and 

Petuaghat will be developed as hubs of economic activity. 

● Enhancement of ‘Operation Green Scheme’ will increase knowledge of the 

high productivity practices and high value product choices available to 

farmers thus giving a boost to value addition in agriculture and allied products 

and their exports. 

● Enhancement of The Agriculture Infrastructure Fund would help farmers to 

better navigate market inefficiencies rather than settling for lower prices set 

by the middlemen. 

 

SWAMITVA Scheme 

● Under this, a record of rights is being given to property owners in villages. 

● Up till now, about 1.80 lakh property-owners in 1,241 villages have been 

provided cards and the Finance Minister proposed during FY21-22 to extend 

this to cover all states/UTs. 

● To provide adequate credit to our farmers, the Government has enhanced 

the agricultural credit target to Rs. 16.5 lakh crore in FY22. 

● Similarly, the allocation to the Rural Infrastructure Development Fund 

increased from Rs. 30,000 crore to Rs. 40,000 crore. 

● The Micro Irrigation Fund, with a corpus of Rs.5, 000 crore has been created 

under NABARD will be doubled. 

 

APMCs to get access to Agriculture Infrastructure Fund 

● The Finance Minister proposed to make available the Agriculture 

Infrastructure Fund to APMCs for augmenting their infrastructure facilities. 

 

Multipurpose Seaweed Park to be established in Tamil Nadu 

● Recognizing the potential in Seaweed farming. It is an emerging sector with 

potential to transform the lives of coastal communities. 

● It will provide large scale employment and additional incomes. 

● To promote seaweed cultivation, proposal of a Multipurpose Seaweed Park 

to be established in Tamil Nadu. 

 

For Paddy 
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● The amount paid in 2013-14 was Rs 63,928 crore. In 2019-2020 this 

increased Rs 1, 41,930 crore. Even better, in 2020-2021, this is further 

estimated to increase to Rs 172,752 crore.  

● The farmers benefitted increased from 1.24 crore in 2019-20 to 1.54 crore in 

2020-21. 

● In the same vein, in case of pulses, the amount paid in 2013-2014 was Rs 

236 crore. In 2019-20 it increased Rs 8,285 crore. 

● Now, in 2020-2021, it is at Rs 10,530 crore, a more than 40 times increase 

from 2013-14. 

● The receipts to cotton farmers have seen a stupendous increase from Rs 90 

crore in 2013-14 to Rs 25,974 crore (as on 27th January 2021). 

● “One product, One district”: Scheme in horticulture sector to be supported by 

the central government by providing incentives to those states which support 

cluster-wise production of horticulture products. 

● Promotion of ‘Integrated Farming System’ in rain-fed areas to counter the 

vagaries of monsoon or unseasonal rain. 

● This will include Multi-tier cropping, bee-keeping, solar pumps, solar energy 

production in the non-cropping season. 

● Zero-Budget Natural Farming will be promoted in this area to reduce the on-

farm expenditure by farmers. 

● The budget proposes to strengthen Negotiable Warehousing Receipts (e-

NWR) which will be integrated with e-NAM. 

  

Highlights of Economy Survey 2021 related to Agriculture 

and Allied sector 
● About 54.6 per cent of the total workforce in the country is still engaged in 

agricultural and allied sector activities (Census 2011) which accounts for 

approximately 17.8 per cent of the country’s Gross Value Added (GVA) for the 

year 2019-20 (at current prices). 

● While the difficulties created by COVID induced lockdowns adversely affected 

the performance of the non-agricultural sectors, the agriculture sector came up 

with a robust growth rate of 3.4 per cent at constant prices during 2020-21 (first 

advance estimates). 

● The sector has got renewed thrust due to various measures on credit, market 

reforms and food processing under the Atma Nirbhar Bharat announcements. 

  

Gross Value Added in Agriculture 
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● As per the provisional estimates of national income released by CSO on 29th 

May 2020, the share of agriculture and allied sectors in Gross Value Added 

(GVA) of the country at current prices is 17.8 percent for the year 2019-20. 

  

Production of Crops 

● In the year 2019-20 (as per fourth advance estimates), total food grain 

production in the country is estimated at record 296.65 million tonnes which is 

higher by 11.44 million tonnes than the production of food grain of 285.21 

million tonnes achieved during 2018-19. 

● Further, the production during 2019-20 is higher by 26.87 million tonnes than 

the previous five years’ (2014-15 to 2018-19) average production of 269.78 

million tonnes. 

  

Agricultural Credit 

● Given the large proportion of resource constrained small and marginal farmers 

in India, timely availability of adequate credit is fundamental for the success of 

farming activities. 

● The agricultural credit flow target for the year 2019-20 was fixed at Rs. 13, 

50,000 crores and against this target the achievement was Rs.13, 92,469.81 

crores. 

● The agriculture credit flow target for 2020-21 was fixed at Rs.15, 00,000 crores 

and till 30th November 2020 a sum of Rs. 9, 73,517.80 crores were disbursed. 

● The Agriculture Infrastructure Fund announced as a part of Atma Nirbhar Bharat 

Abhiyan will further boost credit flow to the agriculture sector. 

  

Production-Linked Incentive Scheme 

● Government gave its approval in November 2020 to introduce the Production-

Linked Incentive (PLI) Scheme in 10 key sectors, including food processing 

sector, for enhancing India's manufacturing capabilities and improving exports. 

● The approved financial outlay for the PLI scheme in food processing is Rs. 

10,900 crores. 

● The food segments identified includes ready to eat/ready to cook, marine 

products, processed fruits & vegetables, mozzarella cheese, and 

innovative/organic products of SMEs. 

● The scheme would also support the branding and marketing abroad. 

  

International Trade in Agricultural Commodities 

● In 2019-20, India’s agricultural and allied exports amounted to approximately 

Rs. 252 thousand crores. 
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● The major export destinations were USA, Saudi Arabia, Iran, Nepal, and 

Bangladesh. 

● The top agriculture and related products exported from India were marine 

products, basmati rice, buffalo meat, spices, non-basmati rice, cotton raw, oil 

meals, sugar, castor oil and tea. 

● While India occupies a leading position in global trade of aforementioned agri- 

products, its total agri-export basket accounts for a little over 2.5 percent of 

world agri-trade. 

  

ALLIED SECTORS: 

Milk 

● India continues to be the largest producer of milk in the world. 

● Several measures have been initiated by the government to increase the 

productivity of livestock, which has resulted in increasing the milk production 

significantly. 

● Milk production in the country has increased from 146.3 million tonnes in 2014-

15 to 198.4 million tonnes in 2019-20. 

● The per capita availability of milk was 407 grams per day in (2019-20). 

  

Livestock Population and Production 

● According to FAOSTAT production data (2019), India ranks 3rd in egg 

production in the world. The egg production in the country has increased from 

78.48 billion in 2014-15 to 114.38 billion in 2019-20. 

● Annual growth rate of egg production was 4.99 per cent during 2014-15, 

thereafter, there has been a significant improvement in the egg production with 

10.19 per cent growth registered in 2019-20 over the previous year. 

● The per capita availability of egg was 86 eggs per annum in 2019-20. 

  

Fisheries 

● India is the second largest fish producing country in the world and accounts for 

7.58 per cent of the global production. 

● The fish production in India has reached an all-time high of 14.16 million metric 

tons during 2019-20. 

  

Food Processing Sector 

● During the last 5 years ending 2018-19, food processing industries (FPI) has 

been growing at an average annual growth rate of around 9.99 per cent as 

compared to around 3.12 per cent in agriculture and 8.25 per cent in 

manufacturing at 2011-12 prices. 
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● Food processing sector has also emerged as an important segment of the 

Indian economy in terms of its contribution to GDP, employment and 

investment. 

● The sector constitutes as much as 8.98 per cent of Gross Value Added (GVA) 

in manufacturing in 2018-19 at 2011-12 prices.  

 

  

UPSC GS 3 SYLLABUS :  ISSUES RELATED TO DIRECT AND 

INDIRECT FARM SUBSIDIES AND MINIMUM SUPPORT PRICES; 

PUBLIC DISTRIBUTION SYSTEM OBJECTIVES, FUNCTIONING, 

LIMITATIONS, REVAMPING; ISSUES OF BUFFER STOCKS AND 

FOOD SECURITY; TECHNOLOGY MISSIONS; ECONOMICS OF 

ANIMAL-REARING 

BASICS OF FARM SUBSIDIES   

FARM SUBSIDIES 
 

● A subsidy is a benefit given to a party (individual or institution) by the 

government. 

● A farm subsidy is a governmental subsidy paid to farms to supplement their 

income and enhance their productivity. 

● Subsidies are among the most powerful instruments for manipulation of the 

growth rate of the agriculture sector. 

● Subsidies are – as opposed to taxes – a way to inject money into circulation 

and mobilize resources by promoting consumption. They also act as a 

redistributing tool. 

● It may be in the form of a cash payment, rebate or a tax benefit. 

● It is given to remove some type of burden. 

● A subsidy is an instrument of fiscal policy. 

● It ensures equitable distribution of income for the protection of weaker sections 

of the society. 

● During the last decade agricultural subsidies provided by the Government of 

India have grown at a very rapid rate. 

● Subsidies have a long term effect of raising global food prices and alters free 

market conditions. 

● Maximum amount of subsidy is used for a few crops like wheat, rice sugarcane 

and cotton. 
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● An Indian farmer enjoys numerous subsidies right from free power, water, 

heavily discounted fertiliser, interest subvention on loans to discounted 

premium on crop insurance and minimum support prices for crops. 

● The government spent about ₹2.56-lakh crore on various subsidies for the farm 

sector in 2018-19, a jump of 43 per cent over the previous year thanks to higher 

MSP on crops. For 2019-20, farm subsidies are set to balloon further to ₹2.77-

lakh crore. 

Need for farm subsidies 
 

● 60% of Indian Economy is from agriculture based industries. 

● Subsidies for inputs like seeds, pesticides, water, electricity makes inputs 

cheaper to farmers, doubling farmers’ income by 2022. 

● Over 50% of employment comes from the Agriculture, and hence an urgent 

need to reduce distress migration.  

● Promotion of technology-subsidized farm machinery like harvester, tractor etc. 

will help in scientific agriculture as envisaged in DPSP. 

● Reduces risk of importing under-priced food from other countries. 

● There are so many cases of suicide of farmers because of lack of support from 

government. 

● Its protagonists argue that Indian agricultural sector remains a risk prone 

proposition and subsidies should continue. 

● There are crores of farmers in India who are marginalized and cannot sustain 

their lives with meager incomes. 80% of marginal farmers cannot afford high 

priced agricultural inputs. 

● They are a means of income redistribution as well. 

● They are a means of incentivizing the farmers to contribute towards food 

security. In absence of subsidies, farmers may not grow food crops and instead 

turn to cash crops. 

● In similar way they are also given in specific areas to incentivize technology 

use and modernization of agriculture. For this reason, subsidy is given for 

drip irrigation, solar pump sets, Poly-houses and so on. 

Current Subsidy Share 
 

● The government spent about Rs. 2.56-lakh crore on various subsidies for the 

farm sector in 2018-19. 

● This is an increase of 43% over the previous year; the rise is primarily due to 

the higher MSP on crops. 

● For 2019-20, farm subsidies are set to increase further to Rs.2.77-lakh crore. 
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● An Indian farmer enjoys numerous subsidies ranging from free power, water, to 

heavily discounted fertilizer. 

● They also extend to interest subvention on loans, discounted premium on crop 

insurance and minimum support prices for crops. 

● Agricultural subsidies and food subsidies constituted above 10% of the total 

subsidies in the country. The money spent, more than Rs 1,75,000 crore, out of 

which food subsidy bill is highest (Rs 75,000 crore) followed by – fertilizer 

subsidy (Rs 60,000 cr) and Petroleum Subsidy around Rs. 40,000 crore. 

 

DIRECT FARM SUBSIDIES  
 

● This subsidy is directly provided to the farmers, generally paid in the form of 

direct cash subsidy. 

● Thus, direct-subsidies play a vital role in increasing the purchasing capacity of 

farmers and raising the standard of living of rural underprivileged sections. 

● In direct subsidies, the product is bought at the same price, but the buyer is 

separately compensated for it in cash. It is also called Direct Cash Transfer. 

Conditional Cash Transfer is a subset of DCT subsidies. 

● They also help in checking the misuse of public funds as they help in the 

proper identification of the beneficiaries. 

● Most importantly it gives choice to the consumer to invest where he wants. 

● The beneficiary purchases the good at market price and the subsidy is 

transferred to him in the form of cash transfer. 

● More efficient system, because free hands to use money. 

● Direct farm subsidies are very common in most of the developed countries like 

US and Europe, but India provides direct subsidies in a very limited form like 

Food Subsidy, MSP-based Procurement etc. 

● These can be given for purchasing input or unrealized cost or cost difference. 

● For example: Bhavantar Bhugtan Yojna in MP. 

Merits of Direct Farm Subsidy 
 

● Schemes like PAHAL in LPG and MGNREGA show the success of Direct 

Benefit Transfer. 

● With emerging technologies and usage of AADHAR to form JAM trinity, 

payments can be made directly to the beneficiary without any issue of 

identification or execution error. 

● This also helps in curbing inefficient usage of inputs like fertilizers etc. and 

behavioral change among farmers and hence also helps in reducing 

inflation. 
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● The farmers could get the freedom to grow the crops they want, promoting crop 

diversification. They can also use it for allied purposes or use it for value 

addition to the produce. 

● Will help in better nutrient crops with better remuneration as cereal centric food 

policy ignores this. 

 Demerits 
 

● Direct subsidies also have disadvantages in terms of poor IT penetration and 

computer literacy, lack of infrastructure, lack of UID penetration, poor 

financial inclusion. Further, direct subsidies are also not insulated from 

inflation. 

● There is a chance that the cash can be mismanaged by the farmers and 

diverted to non-farm unproductive need. 

● This can hamper the food security of the country, as the produce may 

decrease. 

● Farmers will be open to the volatile market mechanisms and can be conned by 

the middle man in the process. 

● Lack of awareness and illiteracy among farmers can hamper the growth of 

agriculture in the country. 

INDIRECT FARM SUBSIDIES  
 

● Indirect subsidies are in-kind subsidies in which provision of a product is at a 

lower price than the market price. PDS ration, subsidized urea are such 

examples. 

● The goods are made available at a lower/subsidized price, credit facilities, 

loan waiver, and reduction in bills etc. 

● Mostly in developing countries. 

● Have implicit impacts, as some part of money paid at the required end. 

● Less efficient system, because of less coordination. 

● Mass target of the people to reach the benefits. 

● A popular type of indirect subsidy is a change to the tax code. Governments 

can device tax policies that considerably decrease the tax burden for anyone 

who qualifies. 

● For example, the establishment of a business empowerment zone is a type of 

indirect subsidy that gives businesses located in a designated low-income 

geographical area special tax benefits to spur the local economy. 

● India spends roughly 2% of the GDP in Indirect Subsidies. Among all products, 

fertilizers account for two thirds of total indirect subsidies. 
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● It is found that indirect subsidies are mostly beneficial to the big farmers as 

small farmers are more dependent on cash to meet their needs. 

● Moreover, indirect subsidies do not provide incentive to farmers to invest in 

improving production processes. Sometimes they also tend to distort the trade at 

national as well as global level. 

These are not in form of cash but provided in the form of- 
 

● Irrigation Subsidy 

● Power Subsidy 

● Fertilizer Subsidy 

● Seed Subsidy 

● Credit Subsidy 

● Farm loan waivers, 

● Investments in agricultural research, environmental assistance, 

● Farmer training, etc. 

 Merits of Indirect Farm subsidies 
 

● These help in the development of priority areas which are not developed. 

● These are meant to provide training support and technical assistance to farmers 

to improve productivity. 

Demerits 

● These have led to cereal centric agriculture with distorted cropping 

patterns. Natural resources like groundwater are declining at a heavy rate. 

They do not see any incentive in saving the resources. 

● Regional disparities and bias toward large farm holders is another 

disadvantage. They are generally not successful in reaching the target 

beneficiaries because of loopholes like corruption, identification, lobbying by 

rich farmers etc. 

● It is generally misused to gain political mileage during elections for 

example, farm loan waiver etc. 

● It does not lead to infrastructure creations. 

● Indirect subsidies have many problems like ill targeting, not being timely, 

pilferage and corruption, higher logistics costs, poor delivery mechanisms. 

● Disadvantages associated with them are the same as those associated with a 

typical PDS mechanism. 
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Benefits of Direct Subsidy over Indirect Subsidy 
 

● Direct Subsidy does not distort the market as indirect subsidy 

● Indirect benefits are cornered mostly by big farmers. 

● Cash subsidies reduces the chances of leakages. 

● Check misuse by identifying proper beneficiaries. 

 Some other Forms of Farm Subsidy  

Food Subsidy 
 

● In fulfilling its obligation towards distributive justice, the Government incurs food 

subsidies and provision of minimum nutritional support to the poor through 

subsidized food grains and ensuring price stability in different states are the twin 

objectives of the food security system. 

● Food subsidy is provided to distribute wheat and rice to the poor and also 

maintain a buffer stock; the difference between economic cost of foodgrains and 

the issue price is reimbursed to FCI. 

Power Subsidy 
 

● Electricity is required to draw the groundwater thus Government provides a 

subsidy which is equal to the difference between the price paid by the farmer for 

the usage of electricity and the actual cost of generating the electricity. 

Fertilizer Subsidy 
 

● For sustained agricultural growth and to promote balanced nutrient 

application, it is imperative that fertilizers are made available to farmers at 

affordable prices (subsidy is provided to the industry) and with this objective, 

urea being the only controlled fertilizer, is sold at statutory notified uniform sale 

price, and decontrolled Phosphatic and Potassic fertilizers are sold at 

indicative maximum retail prices (MRPs). 

● In fiscal year 2018-19 the Fertilizer subsidies has been hiked to about 70,000 

crore (Approx. 45,000 crore for Urea) from 65,000 crore in 2017-18. 

Credit Subsidy 
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● Availability of credit is a major problem for poor farmers as they are cash 

strapped and cannot approach the credit market because they do not have the 

collateral needed for loans and thus to carry out production activities they 

approach the local money lenders, which leads to their exploitation. 

● Credit subsidy is the difference between interest charged from the farmer and 

actual cost of providing credit, some example include-govt providing interest 

subsidy on short term crop loans, cost on writing off bad loans etc. 

● Government has increased the agriculture credit target for fiscal 2019 to 11 

Lakh Crore, but 30-40% rural credit is leaking out of the system, as farmers 

avail of credit at an interest rate of 3-4 per cent and then make fixed deposits of 

the sum. 

Infrastructure Subsidy 
 

● Transportation facilities, storage facilities, power, information about the market, 

etc. are important for carrying out production and sale operations, individual 

efforts to construct such basic infrastructure are not viable due to long gestation 

period of infrastructure projects, thus cost of such Public goods is taken care of 

by Government. 

Seed Subsidy:  
 

● Seed subsidy is granted through the distribution of quality seeds at a price that is 

less than the market price of the seeds. 

Note: Implicit subsidies are provided through underpricing of public goods and 

services like education and health, the government also extends subsidies explicitly 

on items such as exports, interest on loans, food and fertilizers. 

POSITIVES OF SUBSIDIES SYSTEM  

  

❖ The presence of subsidies allows farmers to respond to problematic 

situations: 

➢ When you work in the agricultural industry, then there is always the threat 

of failure. This issue begins at the farm, involves delivery networks, and 

can even occur during the processing work that is required to bring the 

products to future customers. Subsidy helps to fight against these 

situations 

❖ Agricultural subsidies provide revenues to the government. 
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➢ Tariffs on agricultural products are common because they serve as a way 

to protect domestic growers. These taxes also serve as a way to balance 

the cost of products grown around the world where other governments 

may choose to subsidize different items. 

❖ It allows domestic workers to stay competitive with their international 

counterparts. 

➢ There are currently 1.1 billion workers active in agricultural production 

around the world. Millions of these laborers are earning wages which 

place them at or near the bottom rung of the rural ladder of poverty. 

❖ Agricultural subsidies give farmers an opportunity to restore their 

croplands. 

➢ Another critical benefit of agricultural subsidies involves paying a farmer or 

commercial producer to rest certain portions of their fields for a season or 

more to restore the nutrient profile of the soil. 

❖ The presence of subsidies allows a country to become self-sufficient 

agriculturally. 

➢ The number of people engaged in agricultural activities over the past 

century has declined dramatically, with most developed countries seeing a 

rate of 2% or less. 

❖ Agricultural subsidies encourage a stronger food chain. 

➢ When there are more farmers available, then you have a robust level of 

diversity within your food chain. The presence of agricultural subsidies 

allows businesses to stick around during a tough season instead of 

deciding to call it quits. 

❖ It guarantees an income at a time when people need it the most. 

➢ The presence of agricultural subsidies in an economy ensures that 

farmers and their entire support network can have a steady income 

available. When these folks succeed, so does everyone else around them. 

❖ The presence of agricultural subsidies provides economic stability in all 

industries. 

❖ Subsidies help in maintaining sustained flow of inputs like fertilizer, 

irrigation, electricity, hybrid seeds at reasonable prices to the small and 

marginal farmers and at the same time helps in generating employment in 

the farm sector. 

❖ Subsidies help farmers from any unusual price shocks. 

  

Some Implications of Farm Subsidies 
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Capital Investment  
 

● Farm subsidies are a drain on public finance. Subsidies are reducing the share of 

money that goes for capital investment. This, in turn, is a key reason for the 

sufferings of farmers. 

● Because, offsetting high cost on inputs and helping farmers produce and earn 

more, initially creates an illusion of a healthy farm sector. 

● But eventually, problems arising from lack of infrastructure and market 

inefficiency show its own negative impact. 

● Today, only about 15% of the APMCs have cold storage facilities. 

● Also, less than 50% of mandis in the country have weighing machines. 
 

Unregulated Use  
 

● The other concern due to input subsidies for agriculture is the unmindful use of 

resources such as water and power. 

● Input subsidies including those on urea have resulted in overuse of nitrogenous 

fertilizers and spoilt soil health. 

● Likewise, subsidies on power have resulted in depletion of the groundwater. 
 

Cropping Pattern 

● Subsidies have also skewed the cropping pattern, which has, in the process, 

taken a toll on the environment as well. 

● Monoculture has resulted in an increase in pest and disease attacks on crops 

and higher usage of chemical fertilizers. 

● Evidently, subsidy-driven agriculture is not sustainable 

ISSUES 

Issues with Farm Subsidies in India: 
 

● In Budget 2018-19, food subsidies in the range of Rs 1.70 lakh crore have been 

provided but investment in agriculture is only about Rs 3,000-Rs 4,000 crore, 

thus food subsidies has been termed as wasteful expenditure rather than 

supporting agriculture. 

● It leads to huge fiscal deficits and leads to inflationary pressures. 
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● Overutilization of fertilizers in the Green Revolution area (Punjab, Haryana) 

due to subsidised agriculture has led to unbalanced NPK Ratio, increased 

salinity and reduced fertility of the soil. 

● Farmers in India are incentivized to dedicate more land and water to 

subsidized crops(wheat, rice, sugar, etc.) desired by the government and this 

leads to less production and higher prices for other items (fruits, 

vegetables, etc.) that consumers also want to purchase. 

● Unsustainable fiscal deficit- Subsidies are paid at the cost of development 

expenditure. 

● Fertiliser subsidy primarily benefits the fertiliser producers and big farmers. 

It mainly benefits the already well off social groups and industries through which 

it is routed. 2/3rd farmers are marginal farmers which can’t utilize the benefit 

of subsidy properly. Thus the value of produce of such farmer’s decreases. 

● They distort the markets and make the inefficient in working. They also provide 

an incentive for black marketing. 

● Subsidies reduce the incentive to improve, thus encouraging inefficiency. 

● Subsidies can sometimes be regressive and suffer from leakages, 

e.g.electricity subsidies only help electrified households and also in the 

case of kerosene, 41 percent of PDS kerosene is lost as leakage and only 46 

percent of the remaining 59 percent is consumed by households that are 

poor. Direct Cash Benefit is mooted as a solution to some of such problems. 

Issues with WTO and other countries 
 

● Subsidies directed by the United States government, particularly to corn 

farmers, can have a spillover effect in developing countries like India. 

● Subsidies granted to the farmers of developed countries are way higher than 

that given to Indian farmers, thus it can cause distortion to the domestic 

market of domestic markets as well. 

● Also subsidies act as a barrier for entry to the developed market like 

European Union who held that India’s agricultural products are not up to the 

mark of WTO’s Phytosanitary measures. 

● While the developing countries like India and China are not in an affordable 

position to breach the de-minimus level of Aggregate measures of 

support(AMS), developed countries like US provides subsidies exceeding 50% 

in some products such as Canola, cotton, sugar and more than 200% for 

wool. 

● Farm related equipment production units are running inefficient in countries 

like India owing to lack profits and efficient management due to irrational 

subsidies, which drain up their capital reserves in long run thus affecting 
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investment in cleaner technologies. These give rise to environmental 

damages. 

● India and China have jointly submitted a proposal to the World Trade 

Organization (WTO) for rich countries to reduce high agricultural subsidies.   

● The reduction process should begin in 2019 to “remove asymmetry” in the 

WTO’s agreement on agriculture and eliminate distortions in global trade. 

● India’s agricultural subsidy is less than 10 percent of the market value of total 

agricultural production. It is far less compared to the developed countries.  

● The WTO has allowed them higher amounts beyond ceiling levels. Any 

meaningful attempt at reforms in agriculture subsidies must address the 

asymmetry between the developed members and developing members. 

● For Example: The recent trade war between United and China is also the 

political consequences of the ill effects of subsidies, provided by a particular 

nation haphazardly. 

● Therefore, complete compliances with the WTO mandated de-minimus level 

for both developed and developing countries have to be committed by all parties. 

Farmer Issues 

Facts/Data: 
 

● According to the National Crime Records Bureau, from 687 protests in 2014, 

these demonstrations increased to 2,683 in 2015, and then doubled to 4,837 a 

year later. 

● Over 86% of cultivated farmland is held by small and marginal farmers who 

own less than two hectares, while only 0.57% farmers hold 10 hectares or 

more. 

● Farmers consigned to subsistence farming by this fragmentation—that is, the 

vast majority of them—are unable to generate enough surplus for the 

investment needed to improve productivity. 

● The provisional agriculture census 2015-16 showed that landholdings have 

continued their decades-long trend of fragmentation, leading to a further rise in 

the proportion of small and marginal farmers. 

● For the country, the total farm loan has been computed at Rs 12.60 lakh crore 

as per a statement presented in Parliament. 

● Farmers' incomes have remained frozen when adjusted for inflation for 

almost four decades now. 

SUGGESTIONS  
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● Kelkar Committee recently called for phased elimination of Subsidies.Impact of 

subsidy should be assessed periodically. 

● Jha Committee recommended subsidy on purchase of various agriculture input 

so as to incentivize farmers to adopt new technology. 

● Rationalizing subsidies 

○ Subsidising the cost of inputs is not going to end the problems of the 

marginal farmers of India. 

○ Completely stopping subsidies may not be possible now given its reach 

and popularity; but it can be rationalized. 

○ Subsidies could be linked to the size of the farm-holding, rather than 

offering them to every other farmer. 

● Direct transfers  

○ The government can see if these subsidies can be paid via DBT (Direct 

Benefit Transfer) so as to plug leakages. 

● Capital Investment  

○ Gradually, the government should withdraw subsidies and possibly 

convert them to capital investments in the sector. 

○ The impact of capital investment on both agricultural yield and poverty will 

be far higher than that of subsidies. 

○ The promised investments in agriculture (Rs. 25-lakh crore over 5 years) 

can be made in: 

■ Building a national-level warehousing grid with smaller warehouses 

near the farm-gate 

■ Setting up of agri-processing centres. 

■ Providing assaying and grading machinery at mandis. 

● Exports  

○ There is the need for long-term policies on export trade, for the 

government departments to engage with exporters on a regular basis. 

○ This can help keep farmers aligned with the global demand/supply and 

price situations. 

● Technical committee  

○ There are talks about a technical committee with ICAR-NIAP as 

knowledge partner to work on building an agri-market intelligence system. 

○ This process needs to be fast-tracked. 

○ The system will put out price and demand forecasts for various major 

foodgrains and price-sensitive horticulture crops. 

● Land  

○ The government should look at ways of aggregating the small land-

holdings and help farmers draw benefit from farm mechanization. 
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● Shifting subsidy programs away from price distortions to income support should 

be the wayout. It is increasingly feasible to identify households below the poverty 

line and give them cash. 

● The new technologies of biometric identification, and payments through 

mobile phones, have created a range of new possibilities for the design of 

programs. These would lead to a reduction in poverty at a lower cost when 

compared with the present subsidy programs. 

● There should be fewer freebies and higher investment in agriculture 

research, irrigation, better infrastructure and there should be better targeting 

of subsidies by linking them to specific crops, size of farms, area, regions etc. 

● Subsidies should be time bound rather than permanent and focus should be 

on enhancing capabilities. 

● On May 20 2013, the Finance Minister asked the Competition Commission of 

India to suggest the manner in which the state monopoly of grains can be 

corrected — a means by which private participation can be enhanced and 

discovery of market price is not affected by Government policy. 

● Enforcing levy obligations for paddy or rice — as is strictly done by Andhra 

Pradesh — is irrational with overstocked grains at the national level. Rice 

exports from AP have suffered because of this historical insistence. Imposing 

stock limits under Essential Commodities Act (ECA) is an anachronism in an 

age of plenty. 

● For market reforms, it is imperative to repeal theMarket Committees under 

APMC Act in its various dimensions, especially with respect to the freedom to 

buy directly from farmers. 

● Private markets are the necessity of our times. Where it has been repealed, as in 

Bihar, the State needs to invite the private sector to build markets, say, under 

Public-Private Partnership (PPP) mode, suggests CACP. 

● India and China have demanded the developed nations at WTO to cut down 

the farm subsidies under the agreed multilateral trade rules. In WTO 

parlance, the subsidies are called Aggregate Measurement of Support (AMS) 

or Amber Box support. 

● India and China believe that elimination of AMS should be the starting point of 

reforms rather than seeking reduction of subsidies by developing countries. 

Fertilizer subsidies in the Post Reform Period 
  

● The mounting burden of subsidies compelled the policy planners to make a 

serious attempt to reform the fertiliser price policy to rationalise the fertiliser 

subsidy. 
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● As part of economic reforms initiated in the early 1990s, the government 

decontrolled the import of complex fertilizers such as di-ammonium phosphate 

(DAP) and muriate of potash (MOP) in 1992, and extended a flat-rate 

concession on these fertilisers. But, urea imports continue to be restricted and 

canalised. 

● Based on the recommendations of various committees including the High-

Powered Fertiliser Pricing Policy Review Committee (HPC) and the 

Expenditure Reforms Commission (ERC), a New Pricing Scheme (NPS) for 

urea units was implemented in a phased manner from April 2003 with an 

objective to bring transparency, uniformity, and efficiency, and reduce the cost of 

production. 

● Similarly, based on the recommendations of the Expert Group on P and K 

fertilisers, a policy for phosphatic and potassic fertilisers has been implemented. 

MINIMUM SUPPORT PRICE SYSTEM  

BASICS 

● Minimum Support Price (MSP) is announced by the central government for many 

commodities. It is the price at which the government will buy any quantity of a 

particular agricultural commodity during the procurement period on which MSP is 

announced. 

● Since 1997-98, the government has been providing higher MSP than as 

recommended by the CACP. As a result, MSP for wheat and a few other items is 

today even above market prices. 

● Minimum Support Price (MSP) is a form of market intervention by the 

Government of India to insure agricultural producers against any sharp fall in 

farm prices. 

● In India, MSP is calculated by the Commission on Agriculture Cost and 

Pricing (CACP) which is under the Ministry of Agriculture. 

● The minimum support prices are announced by the Government of India at the 

beginning of the sowing season for certain crops on the basis of the 

recommendations of the Commission for Agricultural Costs and Prices 

(CACP). 

● MSP is a price fixed by the Government of India to protect the producer - farmers 

- against excessive fall in price during bumper production years. 

● The minimum support prices are a guarantee price for their produce from the 

Government. 
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● Initially MSP was announced only in case of essential food crops viz. wheat and 

rice, but now it is extended to about 27 crops. It is partly to provide remunerative 

prices to farmers and partly due to populist moves. 

● Reason behind the idea of MSP is to counter price volatility of agricultural 

commodities due to the factors like variation in their supply, lack of market 

integration and information asymmetry. 

● The Government has hiked the Minimum Support Price (MSP) for Rabi crops 

for the marketing season 2020-21, after decision was taken at a meeting of the 

Cabinet Committee on Economic Affairs (CCEA), headed by the Prime 

Minister. 

● The increase in MSP for Rabi Crops is in line with the principle of fixing the 

MSPs at a level of at least 1.5 times of the all India weighted average cost of 

production [CoP], which was announced in the Union Budget 2018-19. 

Minimum support prices are currently announced for 24 commodities 

including 

● Seven cereals: paddy, wheat, barley, jowar, bajra, maize and ragi. 

● Five pulses: gram, arhar/tur, moong, urad and lentil; 

● Eight oilseeds: groundnut, rapeseed/mustard, toria, soyabean, sunflower seed, 

sesamum, safflower seed and niger seed. 

● Copra, raw cotton, raw jute and Virginia flu cured (VFC) tobacco. 

● The pricing of sugarcane is governed by the statutory provisions of the 

Sugarcane (Control) Order, 1966 issued under the Essential Commodities Act 

(ECA), 1955.   

● As this sharing of profits remained virtually unimplemented, the Sugarcane 

(Control) Order, 1966 was amended in October, 2009 and the concept of SMP 

was replaced by the Fair and Remunerative Price (FRP) of sugarcane. 

Objective of MSP 

Thus the minimum support price was aimed to: 

● Assure a remunerative and relatively stable price environment for the farmers by 

inducing them to increase production and thereby augment the availability of food 

grains. 

● Improve economic access of food to people (through procurement and 

distribution). 

● Evolve a production pattern which is in line with overall needs of the economy. 
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● To support the farmers from distress sales and to procure food grains for public 

distribution. 

● To insulate consumers from high fluctuations in prices of certain essential 

agricultural items. 

● Government also uses grains which are procured through MSP for availability 

through PDS and hence to ensure food security 

Need for MSP: 
 

● The share of agriculture in India’s GDP has fallen and almost half of India’s 

population is still dependent on agriculture for livelihood. 

● It protects farmers from any sharp fall in the market prices of a commodity. 

● MSP are announced at the beginning of the sowing season, this helps farmers 

make informed decisions on the crops they must plant. 

● MSP is a tool to achieve food security. 

● It provides security to farmers from the risk of crop failure and less 

production. 

● MSP is used as a tool to incentivize production of specific food crops which 

is short in supply. 

● Slow farm growth and increasing farmer’s distress demand for more MSP for 

farmers. It will enhance the purchasing capacity of farmers. 

● MSP motivates farmers to grow targeted crops and increased production. 

● Minimum prices ensured for the crops thereby hedging them from market 

fluctuations. 

● It helps farmers from price fluctuations and market imperfection. 

Fixation/Calculation of MSP 
 

● The MSP is fixed on the recommendations of the Commission for 

Agricultural Costs and Prices (CACP). 

● Factors taken into consideration for fixing MSP include: 

○ Demand and supply; 

○ Cost of production (A2 + FL method); 

○ Price trends in the market, both domestic and international; 

○ Inter-crop price parity; 

○ Terms of trade between agriculture and non-agriculture; 

○ A minimum of 50% as the margin over cost of production; and 

○ Likely implications of MSP on consumers of that product. 
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● The Commission also makes visits to states for on-the-spot assessment of 

the various constraints that farmers face in marketing their produce, or even 

raising the productivity levels of their crops. 

● Based on all these inputs, the Commission then finalizes its 

recommendations/reports, which are then submitted to the government. 

● The government, in turn, circulates the CACP reports to state governments and 

concerned Central Ministries for their comments. 

● After receiving the feed-back from them, the Cabinet Committee on Economic 

Affairs (CCEA) of the Union government makes a final decision on the level 

of MSPs and other recommendations made by the CACP. 

● Procurement: The Food Corporation of India (FCI), the nodal central agency 

of the Government of India, along with other State Agencies undertakes 

procurement of crops. 

POSITIVES 

● The Minimum Support Price mechanism has been beneficial in transferring 

incomes to rural areas and to counter farm level inflation. 

● It can also counter the agricultural distress brought on by natural hazards in 

the country. It gives farmers hope of earning more in the new sowing season. 

● In the last few years, India has become a net importer of pulses. Massive hike 

in the MSP of these crops will encourage the farmers to grow nutritional 

crops. It will help in changing the cropping pattern which was long due. 

● A higher Minimum support price regime will also help in achieving the 

Government's target of doubling farmers income by 2022. 

● It also acts as an incentive for farmers to produce the crop which is in short 

supply. 

● Higher profits for the farmer will also help them to invest in necessary 

infrastructure and equipment. 

● It prevents fall in the price in the situation of overproduction. 

● It protect the interests of the farmers by ensuring them a minimum price for 

their crops in the situation of a price fall in the market. 

● To meet the domestic consumption requirement. 

● It provide price stability in the agricultural product. 

● It ensure reasonable relationship between prices of agricultural commodities 

and manufactured goods 

● It removes the price difference between two regions or the whole country. 

● It increases the production and exports of agricultural produce. 

● It provides raw material to the different industries at reasonable prices in the 

whole country. 
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● Today due to lack of sufficient penetration of agricultural insurance schemes 

farming has become a risky profession exposed to weather and price 

fluctuations.The minimum support price to some extent will protect the farmer 

by guaranteeing a minimum floor price so that they can plan in advance for 

the next season. 

Disadvantages of MSP 
  

● Less than 6% of farmers sold their produce at the minimum support price. 

According to a survey by National sample survey many small and marginal 

farmers are unaware of the concept of minimum price and the benefits are taken 

away by large farmers. 

● Yield per hectare is the lowest among economies with a large agriculture 

sector. Hence agriculture productivity needs to improve, for that MSP alone is not 

enough we need a wide range of interventions. 

● Even though recently the MSP for pulses has increased drastically there is no 

visible correlation between higher MSP and area under pulses. 

● In order to meet the obligations under the National Food Security Act (NFSA, 

2013) mostly only paddy and wheat are procured regularly and in bulk by the 

Government agencies. For all others the procurement is irregular so there is no 

incentive or bankability for the farmer to produce other crops. 

● As MSP is declared by the Union Government most of the States do not have the 

funds to procure crops at rates announced by the center.E.g.:In Assam due to 

budgetary constraints procurement was not carried out for the past two 

seasons. 

● Since the MSP are announced just before the sowing season many of them 

would have already started the exercise by then so, in reality, the Minimum 

Support Price has a limited ability to change or have a significant impact on the 

cropping pattern. 

● Subsidizing farmers through higher product prices is an inefficient method 

because it penalizes the consumer with higher prices. Also it means large 

farmers will benefit the most. 

● Farmers use fertilizers in huge quantities to increase their production but it 

creates problems for those people who do not get benefits from this increment in 

the production. 

● To increase the income of the farmers, the poor of the country have to pay more. 

This practice will create the problem to allocate inefficiency in the country. 

● They have received more than they need but small farmers are still struggling. 

ISSUES  
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Some problems related to MSP: 

Crop production: 
 

● The crop production is still unviable. 

● The support prices that are being provided do not increase at par with increase in 

cost of production. 

● A rating agency, CRISIL pointed out that the increase in MSP has indeed fallen 

in the year between 2014-17. 

MSPs have unequal access: 
 

● The benefits of this scheme do not reach all farmers and for all crops. 

● There are many regions of the country like the north-eastern region where the 

implementation is too weak. 

Procurement related problems: 
 

● Almost 2/3rd of the total cereal production is taken through the route of MSP, 

leaving only 1/3rd for open market. 

● As a result, a farmer who chooses the MSP route cannot take advantage of 

beneficial market prices and has to depend solely on the MSP. 

● It prevents earning of profit by producers. 

● This has created a shortage of crops in the open market also which has a serious 

impact on consumption patterns. 

● It has shifted consumption towards non-cereal foods (that are available more in 

open market relatively), but production has not risen simultaneously, causing a 

production-demand imbalance. 

● Many farmers due to lack of awareness about MSP are far away from FCI 

procurement areas. 

Excess storage: 
 

● This kind of procurement without sufficient storage has resulted in huge piling of 

stocks in the warehouses. 

● The stock has now become double the requirements under the schemes of PDS, 

Buffer stock etc. 

Issues in WTO: 
 

● India’s MSP scheme for many crops has been challenged by many countries in 

the WTO. 
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● For example, Australia has complained of the MSP on wheat, US and EU 

complained of sugarcane and pulses MSP. 

● They have been claimed to be highly trade-distorting by its method of calculation. 

● If the current process continues, the country will face international criticism for 

breaching the 10 per cent norm for subsidy on farm production set by the WTO. 

Market distortion: 
 

● It distorts the free market. 

● It favours some particular crops over other crops. 

● Not all farmers have been able to get the benefits of MSP because of lack of 

awareness. 

● Higher MSP over-incentivise production leading to supply glut. 

● Hikes in MSP also adversely affect the exports by making Indian farm goods 

competitive especially when international market prices are lower. 

● It does not cover perishables. 

Ecological problem 
 

● MSP leads to non-scientific agricultural practices whereby the soil, water are 

stressed to an extent of degrading ground water tables and salinization of soil. 

Killing of competition 
 

● Any interference by the government kills the competition.  

● This affects the agents who procure the crops at lower prices and sell them at 

higher prices and earn profits.  

● This mainly disturbs the working of people who sell these outputs from farmers 

into the open market. 

Other issues 

● Further, subsistence farmers and marginal farmers don’t get benefitted from it as 

they produce just enough to meet their own ends. This benefits only big farmers 

and divide increases. 

● Arbitrary fixation of cane prices by state governments over and above the MSP 

fixed by the centre has been adversely affecting the sugar mills and they are not 

able to pay the dues of farmers. 

SUGGESTIONS AND COMMITTEE RECOMMENDATION  
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National Commission on Farmers: Swaminathan Committee 

and Suggestion 
 

● On 18th November, 2004, the Union government formed the National 

Commission on Farmers (NCF) with MS Swaminathan as its chairman. 

○ The main aim of the committee was to come up with a sustainable 

farming system, make farm commodities cost-competitive and more 

profitable. 

● It, in 2006, recommended that MSPs must be at least 50% more than the cost of 

production. 

● It talked about the cost of farming at three levels: 

○ A2: All the types of cash expenditure to generate the crop like seeds, 

manure, chemicals, labour costs, fuel costs and irrigation costs. 

○ A2+FL: It includes A2 plus an imputed value of unpaid family labour. 

○ C2: Under C2, the estimated land rent and the cost of interest on the 

money taken for farming are added to A2 and FL. 

● The reports contain suggestions to achieve the goal of "faster and more 

inclusive growth" as envisaged in the Approach to 11th Five Year Plan. 

● Establish a National Land Use Advisory Service, which would have the 

capacity to link land use decisions with ecological meteorological and marketing 

factors on a location and season specific basis. 

● Set up a mechanism to regulate the sale of agricultural land, based on quantum 

of land, nature of proposed use and category of buyer. 

● Distribute ceiling-surplus and waste land. 

● Prevent diversion of prime agricultural land and forest to the corporate sector 

for non-agricultural purposes. 

● The report of the National Commission on Farmers, called for distinguishing 

between support prices and procurement prices. This distinction has been 

totally eroded, thanks to the MSP becoming the de facto procurement price 

under the ‘open-ended’ grain procurement system. 

● The MSP should, in reality, be the bare minimum price that growers can call on 

to avert distress sales, while government procurement should be at market-

determined prices. Such a mechanism will spur farmers into responding to 

demand and supply driven price signals. 

● Lift curbs on international trade which will help solve the problem of large 

fluctuations in agricultural product prices. 

Ramesh Chandra Committee: 
 

● It was constituted to examine the methodological issues in fixing MSP. 
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● The Commission suggested that for calculating production cost, family labour 

head should be considered as skilled worker. 

● The interest on working capital should be given for the whole season. 

● Post-harvest costs, including cleaning, grading, drying, marketing and 

transportation should be included. 

● The committee recommended that the cost 2 should be raised to 10% account 

for risk premium and managerial charges. 

Recent Budget Initiatives 

● In the latest budget, states have been allowed to intervene in the agricultural 

markets to ensure that the prices do not fall sharply. The Centre will be bearing 

40% of the losses that the states suffer. 

● In the case of northeastern states the Centre will bear the loss upto a limit of 

50%. The coverage will be of every commodity except rice and wheat. This 

scheme has been named as ‘Market Assurance Scheme’. 

Other Important Suggestion Related to MSP 

● There is a need to adopt a more scientific approach to agriculture and allocate 

higher budget in research to boost productivity per hectare. 

● The NITI Aayog has advocated for timely dissemination of information via the 

Krishi Vigyan Kendras (KVKs) and also to announce MSP s well ahead of the 

sowing season. 

● The criteria for fixing prices for MSP must be current costs rather than a 

historical basis. 

● There needs to be a complete overhaul of procurement procedures and more 

focus must be on local procurement especially at the panchayat level. 

● Use of modern warehousing infrastructure is needed like modern storage 

facilities, weighing bridges etc. to extend shelf life and prevent rotting of 

grains. 

● Farmers must be made to understand the benefits of crop diversification so 

as to produce more pulses to ensure nutritional security and prevent supply-

side shocks. 

● Instead of relying on MSP alone, the government needs to explore alternate 

models to boost farmer’s income. 

● NITI Aayog is already working on an alternative mechanism. A counterpart of 

the MSP is the Market Intervention Scheme (MIS), under which the state 

government procures perishable commodities like vegetable items. 

● Procurement system of the government needs to be streamlined. 
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● To solve the problem of MSP, Both NITI and Economic Survey recommend 

Price Deficiency Payment (PDP). 

● Declare MSP for all types of crops. 

● Easing the role of procurement agencies and minimizing storage losses and 

costs. 

● As an alternative, Input subsidy policy should have been formulated to watch 

the interest of the farmers. 

● Some states like Madhya Pradesh have launched price deficit financing 

schemes (Bhavantar Bhugtan Yojna), in which the government pays the 

farmers the difference between modal rate (the average prices in major mandis) 

and the minimum support prices (MSPs). The scheme appears to be a better 

alternative, which faces challenges of storage and liquidation. 

● Similarly, the Haryana government is following Bhavantar Bharapai Yojna for 

vegetables. 

PUBLIC DISTRIBUTION SYSTEM  

BASICS 
 

● The food procured by the FCI is distributed through government regulated ration 

shops among the poorer section of the society. This is called the public 

distribution system (PDS). 

● The PDS makes available fixed quotas of foodgrains to poor households through 

ration shops at a subsidised ration price called “Issue Price”. 

● PDS evolved as a system of management of scarcity through distribution of 

food grains at affordable prices. 

● In the wake of the high incidence of poverty levels, as reported by the NSSO 

in the mid-1970s, three important food intervention programmes were 

introduced: 

○ Public Distribution System (PDS) for food grains (in existence earlier 

but strengthened thereafter). 

○ Integrated Child Development Services (ICDS) (introduced in 1975 on 

an experimental basis) 

○ Food for Work (FFW) (introduced in 1977–78). 

● Targeted Beneficiaries for PDS (TPDS): In June 1997, Targeted Public 

Distribution System (TPDS) was introduced, under which two sets of PDS 

issue prices were introduced, one each for APL and BPL households. Since the 

inception of the TPDS, both the APL and BPL. 

OBJECTIVES of PDS 
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● Its primary objective is to eliminate hunger and ensure food security. 

● Price support to farmers. 

● Making grain “affordable”, through distribution from surplus to deficit regions 

and to the poor. 

● Indirectly, the existence of PDS is also beneficial for the farming community 

as the government buys a lot of grains from them at MSP. 

● Elimination of the PDS system will pose a problem in front of the government 

regarding handling of such a huge amount of grains. 

● The public distribution system (PDS) is supposed to insulate the poor from the 

impact of rising prices of essential commodities and maintain their minimum 

nutritional status. 

● Its objective is to make available not only essential food items, but other essential 

commodities like Kerosene oil, pulses etc. to the people who live below poverty 

line. 

Evolution of PDS in India 
 

● PDS was introduced around World War II as a war-time rationing measure. 

Before the 1960s, distribution through PDS was generally dependent on imports 

of food grains. 

● It was expanded in the 1960s as a response to the food shortages of the time; 

subsequently, the government set up the Agriculture Prices Commission and 

the FCI to improve domestic procurement and storage of food grains for PDS. 

● By the 1970s, PDS had evolved into a universal scheme for the distribution of 

subsidised food. 

● Till 1992, PDS was a general entitlement scheme for all consumers without any 

specific target. 

● The Revamped Public Distribution System (RPDS) was launched in June, 

1992 with a view to strengthen and streamline the PDS as well as to improve its 

reach in the far-flung, hilly, remote and inaccessible areas where a substantial 

section of the underprivileged classes lives. 

● In June, 1997, the Government of India launched the Targeted Public 

Distribution System (TPDS) with a focus on the poor. 

○ Under TPDS, beneficiaries were divided into two categories: Households 

below the poverty line or BPL; and Households above the poverty line 

or APL. 

● Antyodaya Anna Yojana (AAY): AAY was a step in the direction of making 

TPDS aim at reducing hunger among the poorest segments of the BPL 

population. 
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○ A National Sample Survey exercise pointed towards the fact that about 

5% of the total population in the country sleeps without two square meals 

a day. 

○ In order to make TPDS more focused and targeted towards this category 

of population, the "Antyodaya Anna Yojana” (AAY) was launched in 

December, 2000 for one crore poorest of the poor families. 

● In September 2013, Parliament enacted the National Food Security Act, 2013. 

The Act relies largely on the existing TPDS to deliver food grains as legal 

entitlements to poor households. This marks a shift by making the right to food 

a justiciable right. 

● In People’s Union for Civil Liberties v. Union of India case, Supreme Court 

contended that the “right to food” is essential to the right to life as provided in 

Article 21 of the Constitution. 

Need of PDS in India 
 

● Even though the Indian Economy has made remarkable progress in terms of 

growth along with decline in poverty, the nutritional status has not kept pace with 

economic growth. 

● India is a home to the highest number of malnourished and underweight children 

of the world. PDS was expected to reduce the level of malnutrition in India. 

● The PDS was conceptualized as an anti-poverty and one of the largest safety net 

programmes in the world by Rice Wheat, Kerosene and sugar and highly 

subsidized price. 

● Food security and Nutritional security are the biggest objectives of the PDS. 

Functioning of PDS 
 

● The Public distribution system (PDS) is an Indian food Security system 

established under the Ministry of Consumer Affairs, Food, and Public 

Distribution. 

● PDS evolved as a system of management of scarcity through distribution of food 

grains at affordable prices. 

● PDS is operated under the joint responsibility of the Central and the State 

Governments. 

○ The Central Government, through Food Corporation of India (FCI), has 

assumed the responsibility for procurement, storage, transportation 

and bulk allocation of food grains to the State Governments. 

○ The operational responsibilities including allocation within the State, 

identification of eligible families, issue of Ration Cards and 
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supervision of the functioning of Fair Price Shops (FPSs) etc., rest 

with the State Governments. 

● Ration shops are now present in most localities, villages, towns and cities. There 

are about 4.6 lakh ration shops all over the country. 

● Ration shops also known as Fair Price Shops keep stock of foodgrains, sugar, 

kerosene oil for cooking. These items are sold to people at a price lower than 

the market price. 

● Any family with a ration card can buy a stipulated amount of these items (e.g. 35 

kg of grains, 5 litres of kerosene, 5 kgs of sugar etc.) every month from the 

nearby ration shop. 

● There are three kinds of ration cards: 

○ Antyodaya cards for the poorest of the poor 

○ BPL cards for those below poverty line 

○ APL cards for all others. 

● Under the PDS, presently the commodities namely wheat, rice, sugar and 

kerosene are being allocated to the States/UTs for distribution. Some 

States/UTs also distribute additional items of mass consumption through 

the PDS outlets such as pulses, edible oils, iodized salt, spices, etc. 

● Health of PDS varies from state to state. While on one hand there are states 

like Himachal Pradesh and Tamil Nadu where PDS is making considerable 

impact on poverty, and it provides not only food and other commodities like 

pulses and oils. On the other extreme there are states like Bihar and 

Jharkhand, where PDS reforms have just barely begun. 

● Other welfare schemes like Antyodya Anna Yojana, Annapoorna also operate 

through PDS system and there are different pricing mechanisms for BPL, APL, 

AAY and Annapurna beneficiaries. The National Food Security Mission also 

operates through it. 

● While the center is responsible for issuance of grains from FCI godowns, overall 

functioning of PDS is a responsibility of states. 

Major Steps involved in PDS 

The steps involved are (1) Procurement of foodgrains (2) Storage of food grains (3) 

Allocation for families (4) Transportation of food grains.  

Procurement of Foodgrains: 
 

● The center is responsible for procuring the food grains from farmers at a 

Minimum Support Price (MSP). 
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● The MSP is the price at which the FCI purchases the crop directly from farmers; 

generally, the MSP is higher than the market price. 

● This is intended to provide price support to farmers and incentivize the 

production. 

● Who sets MSP: Commission for Agricultural Costs and Prices (CACP). 

● Procurement: Two types of procurement, Centralized Procurement, and 

decentralized procurement. 

● Centralized procurement is carried out by the FCI (Food Corporation of India) 

where FCI buys crops directly from farmers. 

● Decentralized procurement is a central scheme under which 10 states/Union 

Territories procure food grains for the central pool at MSP on behalf of FCI. 

● Reasons for decentralized procurement: The purpose is to encourage local 

procurement of food grains and minimize expenditure incurred when transporting 

grains from surplus to deficit states over long distances. 

 

Issues with Procurement: 
 

● Open-ended Procurement: All incoming grains accepted even if buffer stock is 

filled creating a shortage in the open market. The recent implementation of the 

National Food Security Act would only increase the quantum of procurement 

resulting in higher prices for grains. 

● The gap between required and existing storage capacity. 

Storage of Foodgrains 
 

● According to the storage guidelines of the FCI, food grains are normally stored in 

covered godowns and silos.  

● In case if FCI has insufficient storage space, it hires space from various agencies 

such as the central and state warehousing corporations (CWC, SWC), state 

government agencies and private parties. 

Issues with Storage: 

● Inadequate storage capacity with FCI. 

● Food grains rotting or damaging on the CAP or Cover & Plinth storage. 

Allocation of Foodgrains 
 

● The central government allocates food grains from the central pool to the state 

governments at uniform Central Issue Price (CIP) for the distribution through 

PDS. 
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● Identification of poor people- The onus is on the state Government to identify 

the eligible households in each state. Apart from that allocation of food grains 

within State, issue of Ration Cards and supervision of the functioning of Fair 

Price Shops (FPSs) etc. rest with the State Governments. 

● Allocation for BPL and AAY (Antyodaya Anna Yojana –poorest among the 

BPL families) families is done on the basis of the number of identified 

households. 

However, allocation for APL families is made on the basis of: 

● The availability of food grains stocks in the central pool 

● The past lifting of food grains by a state from the central pool. 

 

Issues with allocation of Food Grains 
 

● Inaccurate identification of beneficiaries. 

● Illicit Fair Price shops: The shop owners have created a large number of bogus 

cards or ghost cards (cards for nonexistent people) to sell food grains in the open 

market. 

Transportation of Foodgrains to FPSs 
 

● The responsibility of distributing food grains is shared between the center and 

states.  

● The center, specifically FCI, is responsible for the interstate transport of food 

grains from procuring to consuming states, as well as delivering grains to the 

state godowns.  

● Once FCI transports grains to the state depots, distribution of food grains to end 

consumers is the responsibility of state governments. 

Issues with Transportation: 
 

● Leakage and diversion of food grains during transportation. 

POSITIVES 

Advantages of PDS 
 

● Insulates beneficiaries from inflation and price volatility. 

● Ensures entitlement is used for food grains only. 

● Well-developed network of Fair Price Shops ensures access to food grain even 

in remote areas. 

● It helps in ensuring Food and Nutritional Security of the nation. 
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● It has helped in stabilising food prices and making food available to the poor at 

affordable prices. 

● It maintains the buffer stock of food grains in the warehouse so that the flow 

of food remains active even during the period of less agricultural food production. 

● It has helped in redistribution of grains by supplying food from surplus regions 

of the country to deficient regions. 

● The system of minimum support price and procurement has contributed to the 

increase in food grain production.  

Issues Associated with PDS System in India 
 

● Identification of beneficiaries: Studies have shown that targeting mechanisms 

such as TPDS are prone to large inclusion and exclusion errors. This implies 

that entitled beneficiaries are not getting food grains while those that are 

ineligible are getting undue benefits. 

○ According to the estimation of an expert group set up in 2009, PDS suffers 

from nearly 61% error of exclusion and 25% inclusion of beneficiaries, i.e. 

the misclassification of the poor as non-poor and vice versa. 

● Leakage of food grains: (Transportation leakages + Black Marketing by FPS 

owners) TPDS suffers from large leakages of food grains during transportation to 

and from ration shops into the open market. In an evaluation of TPDS, the 

erstwhile Planning Commission found 36% leakage of PDS rice and wheat at the 

all-India level. 

● Lower Density of Fair Price Shops in many states. 

● PoS Machines are not able to prevent quantity fraud. 

● Adulteration: The poor quality of what is sold to households through FPS 

suggests further diversion of what reaches the market. So high levels of 

adulterations are sometimes attributed to low levels of salary received by FPS 

dealers (introduction of TPDS in 1997 shrunk the number of ration cards and 

thus volume handled by FPSs thereby reducing their earnings). 

● Migrant Workers – These workers are unable to access FPS as their stay is not 

fixed. Due to failure of PDS in this regard also make them feel discouraged to 

register for BPL/AAY cards leading to more exclusion errors. 

● Issue with procurement: Open-ended Procurement i.e., all incoming grains 

accepted even if buffer stock is filled, creates a shortage in the open market. 

● Issues with storage: A performance audit by the CAG has revealed a serious 

shortfall in the government’s storage capacity. 

○ Given the increasing procurement and incidents of rotting food grains, 

the lack of adequate covered storage is bound to be a cause for concern. 
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● The provision of minimum support price (MSP) has encouraged farmers to 

divert land from production of coarse grains that are consumed by the poor, to 

rice and wheat and thus, discourages crop diversification. 

● Environmental issues: The over-emphasis on attaining self-sufficiency and a 

surplus in food grains, which are water-intensive, has been found to be 

environmentally unsustainable. 

● Low Purchase-Entitlement ratio – Lack of demand by households due to poor 

quality; irregularity of FPS operations in most rural areas are cited as key 

reasons. 

● Internet connectivity is poor and due to which sometimes even the entitled 

beneficiaries don't get benefits due to an inability to authenticate their Aadhar 

biometrics because of Network Failures. 

● High operational costs 

○ Besides such high levels of corruption and inefficiencies, the running cost 

of such a massive subsidy program due to high transportation and storing 

costs leads to significant financial burden on the exchequer. 

○ The expected expenditure on Food subsidy through PDS is about 1% of 

GDP and is rising as the evaluation of data reveals that growth of subsidy 

is higher the the growth of national income. 

● Procuring states such as Punjab and Haryana are under environmental stress, 

including rapid groundwater depletion, deteriorating soil and water 

conditions from overuse of fertilisers. 

● It was found that due to cultivation of rice in north-west India, the water table 

went down by 33 cm per year during 2002-08.  

SUGGESTIONS  

PDS Reforms 
 

● Technology Based reforms: End-to-End computerization of TPDS to 

effectively monitor the TPDS programme and to reduce error and leakage. 

● Adhaar Linked and digitized ration cards: This allows online entry and 

verification of beneficiary data. It also enables online tracking of monthly 

entitlements and offtake of foodgrains by beneficiaries. 

● Computerized Fair Price Shops: FPS automated by installing ‘Point of Sale’ 

device to swap the ration card. It authenticates the beneficiaries and records the 

quantity of subsidized grains given to a family. 

● DBT: Under the Direct Benefit Transfer scheme, cash is transferred to the 

beneficiaries’ account in lieu of foodgrains subsidy component. They will be free 

to buy food grains from anywhere in the market. For taking up this model, 
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prerequisites for the States/UTs would be to complete digitization of beneficiary 

data and seed Aadhaar and bank account details of beneficiaries. It is estimated 

that cash transfers alone could save the exchequer Rs.30, 000 crore every 

year. 

● Use of GPS technology: Use of Global Positioning System (GPS) technology 

to track the movement of trucks carrying food grains from state depots to FPS 

which can help to prevent diversion. 

● SMS-based monitoring: Allows monitoring by citizens so they can register their 

mobile numbers and send/receive SMS alerts during dispatch and arrival of 

TPDS commodities. 

● Use of web-based citizens portal: Public Grievance Redressal Machineries, 

such as a toll-free number for call centers to register complaints or suggestions. 

● Decentralization of the PDS: The current system of centralized PDS where the 

centre procures the grain and then distributes it to each state is highly inefficient. 

The centralized PDS further adds to the unbearable administrative cost of 

transporting the grains from FCI to the state depots. It would be better if the 

states are given the power to procure and distribute grains on their own at the 

MSP and CIP decided by the centre. 

RESTRUCTURING OF THE PDS 

The Tenth Five Year Plan Working Group on the Public Distribution System and 

Food Security made the following recommendations for restructuring the Public 

Distribution System: 
 

● The coverage of TPDS and food subsidy should be restricted to the population 

below the poverty line. For the people above the poverty line who have the 

purchasing power to buy food the requirement is only to ensure availability of 

food-grains at a stable price in the market. There is no need to extend the 

coverage of food subsidies to this population. 

● Stability in food-grain prices should be ensured through the maintenance of a 

buffer stock and open market operations of the FCI. 

● Items other than rice and wheat need to be excluded from the purview of TPDS. 

The main objective of providing food subsidies to the poor is to ensure food 

security. Rice and wheat are the two commodities, which are eagerly sought after 

as basic necessities by the poor in India. Provision of food subsidies should be 

restricted to these two commodities. 

● Items such as sugar should be kept outside the purview of the PDS. Sugar 

should be decontrolled and the system of levy on sugar should be discontinued. 
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● There are difficulties in supplying coarse cereals through the PDS and bringing 

them under the cover of food subsidy. The average shelf life of coarse grains is 

limited making them unsuitable for long-term storage and distribution under the 

PDS. 

● Inclusion of coarse cereals under the PDS cannot be taken up as a national level 

program since there is no standard variety of coarse grains. But initiatives from 

the side of the State Governments are possible for catering to the needs of 

specific localities. 

● All further attempts to include more and more commodities under the coverage of 

food subsidy should be resisted. 

● At the same time the FPS should be permitted to sell all commodities (other than 

rice and wheat) at full market prices through the PDS outlets so as to ensure 

their economic viability. 

● With the liberalization of the external sector, the operation of the buffer stocks 

can be supplemented by timely exports and imports. In effect, this means that the 

buffer stocks required will be smaller in size. 

● Ration cards should not be used by the administration as an identification card 

for various purposes. This role should be assigned to multi-purpose identity cards 

in the future. Many people get ration cards issued only to establish their identity 

for administrative purposes. 

● There are several plan schemes in operation, which are in the nature of welfare 

or income transfer schemes where the distribution of food-grains is involved. 

Such schemes, all serving the same purpose, could be merged and some sort of 

convergence among them could be evolved. 

Way Forward 
 

● PDS is one of the biggest welfare programmes of the government, helping 

farmers sell their produce at remunerative prices as well as the poorer sections 

of society to buy food grains at affordable rates. 

● Its effectiveness can be enhanced with technology based solutions as is 

evident from some of the states’ successes towards the same. Shifting towards 

DBT is another idea, but with caution. 

○ In its report on State finances, the Reserve Bank of India (RBI) has 

advised States that are planning to shift to cash transfer to be cautious 

while affecting the migration. 

○ Economic survey 2016-17 also highlighted the need for more caution 

and better infrastructure while replacing subsidised PDS supplies with 

DBT. 
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● Strengthening of the existing TPDS system by capacity building and training of 

the implementing authorities along with efforts to plug leakages is the best way 

forward. 

● It can be further strengthened by the increased public participation through 

social audits and participation of SHGs, Cooperatives and NGOs in ensuring 

the transparency of PDS system at ground level. 

● To enhance the nutritional level of masses, bio-fortified foods need to be 

distributed through the PDS that will make it more relevant in the backdrop of 

prevalent malnutrition in India. 

Shanta Kumar Committee Report on PDS 
 

● Given the leakages in the PDS range from 40 to 50 per cent, the GOI should 

defer implementation of the NFSA in states that have not done end to end 

computerization. 

● Coverage of population should be brought down to around 40 percent. 

● BPL families and some even above that, be given 7kg/person. 

● On central issue prices, while Antyodaya households can be given grains at 3 or 

2 or 1 per kg for the time being, but pricing for priority households must be linked 

to MSP.  

Alternative to the PDS 
  

Universal PDS: 
 

● Under the Universal PDS the grains are provided to every household of the state 

irrespective of the income level. 

● The non-classification of the households eliminates the risk of inclusion and 

exclusion errors. 

● It also reduced the cost of running the scheme as it reduced the administrative 

cost of identifying the poor and cost of monitoring the scheme. 

  

Food Coupons: 
 

● Food Coupons are another alternative to PDS. Beneficiaries are provided with 

food coupons which are equivalent to money. The food coupons are used to buy 

grains from local markets and grocery stores. 

● Retailers or grocery shop owners take these coupons to the local bank and are 

reimbursed with money. 

● According to the Economic Survey 2009-10 reports, such a system will reduce 

administrative costs. 
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● Food coupons also decrease the scope for corruption since the store owner gets 

the same price from all buyers and has no incentive to turn the poor buyers 

away. 

● Moreover, BPL customers have more choice; they can avoid stores that try to sell 

them poor-quality grain. 

Direct Benefit Transfer: 
 

● DBT provides cash transfers to the poor. Under DBT, beneficiaries will be given 

money by the government in their respective bank accounts which can be used 

to but grains from the open markets. 

● Under the DBT system the government will provide money directly to the target 

group, usually poor households. 

● The identification of the poor households are much easier under the DBT system, 

since the bank accounts are linked with Aadhaar and can be easily monitored. 

● Some of the potential advantages of these programmes include: (i) reduced 

administrative costs, (ii) expanded choices for beneficiaries, and (iii) 

competitive pricing among grocery stores. 

Benefits of DBT over PDS 
 

● In PDS leakage arises due to ghost ration cards. Under DBT “the identity of a 

person is known and ration cards will be Aadhaar-verified, due to which, only the 

right beneficiaries will get the subsidy. 

● The savings from DBT on food subsidy is expected to be much larger than that 

for LPG. According to budget estimates, India’s food subsidies for the 2015-16 

will be Rs.1.24 trillion. So, if the government manages to save 40% of the 

subsidy, it will be around Rs.50, 000 crore annually. 

● The saved money could be invested by the Government in Infrastructure, health 

or education where social returns would be much higher. 

● Usually the PDS grains are of inferior quality. DBT would ensure that the poor 

families will buy good quality grain from the open market. This would certainly 

improve the nutritional outcome for the people and will be a step towards 

equality. 

● Currently More than 40% of the foodgrains in PDS are diverted to open markets. 

High diversion of PDS items, pilferage, transport cost, administration cost and 

graft issues would be avoided under DBT. 

● Providing subsidies directly to the poor would both bypass brokers as well as 

reduce the waste and holding costs of storing grains in government silos. 

● Cash transfers would help reduce fiscal deficit by curbing expenditures 

earmarked for the PDS that are siphoned off through corruption, as well as 

avoiding substantially higher costs of transferring food rather than cash. 
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● DBT system Respects the autonomy of beneficiaries and ensures that the person 

has choice in terms of spending the money in-accordance with his priorities and 

cultural preferences. 

● DBT will ensure that the inefficient and corruption-prone procurement regime of 

the government is done away. 

 

FOOD SECURITY AND BUFFER STOCK  

BASICS OF FOOD SECURITY  
 

● The 1995 World Food Summit declared, “Food security at the individual, 

household, regional, national and global levels exists when all people, at all 

times, have physical and economic access to sufficient, safe and nutritious food 

to meet their dietary needs and food preferences for an active and healthy life”. 

● Food security simply means availability, accessibility and affordability of food to 

all people at all times. 

● Food security is closely related to household resources, disposable income 

and socio-economic status. 

● It is also strongly interlinked with other issues, such as food prices, global 

environment change, water, energy and agriculture growth. 

● Food security depends on the Public Distribution System (PDS), Government 

vigilance and action at times when this security is threatened. 

● There has been revolutionary changes in the concept of food security from 

mere macro level availability and stability to micro level household food 

insecurity. 

● The poor households are more vulnerable to food insecurity whenever there is a 

problem of production or distribution of food crops. 

● Concerns over food security have existed throughout history. Yet it was only at 

the 1974 World Food Conference that the term ‘Food Security’ was 

established as a formal concept. 

● The World Food Security Index ranked India at 72nd position out 113 major 

nations of the world. The average protein intake in India is only around 20% of 

the required protein nourishment. 

● Food security is ensured in a country only if: 

○ enough food is available for all the persons 

○ all persons have the capacity to buy food of acceptable quality and 

○ there is no barrier on access to food. 

Dimensions of Food Security 
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These interrelated dimensions are availability, access, utilization and stability. 

● Availability is about food supply and trade, not just quantity but also the quality 

and variety of food. Improving availability requires sustainable productive farming 

systems, well managed natural resources, and policies to enhance productivity. 

● Access includes economic and physical access to food. In order to improve 

access, there should be better market access for smallholders allowing them to 

generate more income from cash crops, livestock products and other enterprises. 

● Utilization is about how the body uses the various nutrients in food. A person’s 

health, feeding practices, food preparation, and diversity of their diet and intra-

household distribution of food all affect a person's nutrition status. There is a 

need to enhance nutrition and food safety, increasing diversity in diets, reducing 

post-harvest loss and adding value to food to improve utilization. 

● Stability is about being food secure at all times. Food insecurity can be 

momentary with short term stocks the result of a bad season, a change in 

employment status, conflict or a rise in food prices. When prices of commodities 

increase, it is the poor who are most at risk because they spend a much higher 

portion of their income on food. Social networks can play an important role in 

supporting people through transitory food insecurity. 

Importance of Food Security for a Nation 
 

● For boosting the agricultural sector. 

● For having a control on food prices. 

● For economic growth and job creation leading to poverty reduction. 

● For trade opportunities. 

● For increased global security and stability. 

● For improved health and healthcare. 

WHAT IS REQUIRED TO ACHIEVE FOOD SECURITY  
 

● Increase in the domestic production of food grains. 

Food Production to be increased with the help of following measures 

○ The yield of the crops should be increased with the help of high yielding 

varieties and GM Crops. 

○ More area should be brought under pulses and coarse cereals to ensure 

nutritional security. 

○ Innovative technologies should be used in Agriculture. 

● A limited presence in the international trade in food grains. 

● Ensuring regional food security within the country. 

● Stabilization of the prices of food grains by maintaining a buffer stock. 
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● Providing subsidized food grains to the poor through the PDS. 

● Supply chain to be improved -There is the requirement of better storage, 

transportation, proper retailing and integrating the segmented agriculture 

markets into a national agriculture market. 

● Water Productivity - to be enhanced through measures like Drip and Sprinkler 

irrigation, Watershed Development, Pradhan Mantri Krishi Sinchayee 

Yojana etc. 

● Wastage of food should be reduced. 

 MECHANISM IN INDIA   

Food Security and Governance 
 

● The Government of India set up a special agency — Food Corporation of India 

(FCI). The agency is responsible for the execution of food policies of the 

Central Government. 

● FCI purchases food grains (wheat and rice) from the farmers in states where 

there is surplus production. 

● FCI purchases food grains on predetermined rates (fixed by the government in 

advance). This price is known as Minimum Support Price. 

● Later, the government makes the food grains available (from the buffer stock) to 

the areas where the production of food grains was insufficient and to the poor 

section of the society. 

● Government provides a platform where the stock is sold at a lower price (lower 

than the market rate), which is known as Issue Price. 

● The system through which FCI makes the food grains available to the poor 

society is known as Public Distribution System (PDS). The ration shops in 

most localities, villages, towns, and cities serve as channels and facilitate this 

distribution system. 

● The government issues ration cards and the people who have low income can 

apply and get ration cards from the ration card offices and avail the benefits of 

PDS. 

● Only those people, who hold ration cards can purchase subsidized food. 

● The high levels of food insecurity forced the Indian Government to introduce 

three food intervention programmes during the 1970s. The programmes are as 

follows: 

○ Public Distribution System (PDS) for food grains (though it was already 

existing, the execution of responsibilities was strengthened further) 

○ Integrated Child Development Services (ICDS) 

○ Food-for-Work (FFW) 
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● Currently, there are dozens of such programmes functional across the country. 

● Targeted Public Distribution System was introduced in 1997. This system 

aims to focus on the ‘Poor in all areas.” For this system, different prices are fixed 

for the poor and non-poor group. 

● The following two schemes have been launched recently: 

○ Antyodaya Anna Yojana (AAY) 

○ Annapurna Scheme (APS) 

History of Food Security in India 
 

● Food security concerns can be traced back to the experience of the Bengal 

Famine in 1943 during British colonial rule, during which about 2 million to 3 

million people perished due to starvation. 

● Since attaining independence, an initial rush to industrialize while ignoring 

agriculture, two successive droughts in the mid-1960s, and dependence on food 

aid from the United States exposed India’s vulnerability to several shocks on the 

food security front. 

● The country went through a Green Revolution in the late 1960s and early 

1970s, enabling it to overcome productivity stagnation and to significantly 

improve food grain production. 

○ Despite its success, the Green Revolution is often criticized for being 

focused on only two cereals, wheat and rice; being confined to a few 

resource abundant regions in the northwestern and southern parts of the 

country that benefited mostly rich farmers; and putting too much stress on 

the ecology of these regions, especially soil and water. 

● The Green Revolution was followed by the White Revolution, which was 

initiated by Operation Flood during the 1970s and 1980s. This national initiative 

has revolutionized liquid milk production and marketing in India, making it the 

largest producer of milk. 

● Of late, especially during the post-2000 period, hybrid maize for poultry and 

industrial use and Bacillus thuringiensis (Bt) cotton have shown great strides 

in production, leading to sizable exports of cotton, which made India the second 

largest exporter of cotton in 2007–2008. 

Current Status of Food Security for India 
 

● According to the latest Global Hunger Report (2019), India ranks at the 102th 

position even below North Korea and Bangladesh. Hunger and starvation still 

persist in India despite impressive GDP growth and handsome agricultural 

production. 

https://www.drishtiias.com/daily-updates/daily-news-analysis/unapproved-sowing-of-genetically-modified-crops
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● Calorie and Protein intake of most no. of people especially in rural areas is less 

than the normal standards. According to a consumer survey, conducted by the 

Indian Market Research Bureau (IMRB), 80% of the Indian diets are protein 

deficient. 

● Despite the gradual increase in the consumption of protein, the prevalence of 

undernutrition declined marginally from 1990 to 2016 and food insecurity 

continues to be one of the most pressing challenges before India. 

● Agricultural productivity- In India agriculture productivity which depends on 

several factors like availability and quality of agricultural inputs such as land, 

water, seeds and fertilizers, access to agricultural credit, crop insurance, storage 

and marketing infrastructure etc., is extremely low and according to World Bank 

figures, cereal yield in India is estimated to be 2,992 kg per hectare as against 

5,401.4 and 7,318.4 kg per hectare in East Asia and Pacific, North America 

respectively. 

● Unviable nature of Agriculture - In India about 1/3rd of the farmers don't like 

farming because it is not a profitable activity and 40% are willing to give up 

farming if they could find a better source of livelihood. Despite this, agriculture 

employs about 49% of the labour force in India. 

Concerns vis-a-vis Food Security in India 
 

● India, currently has the largest number of undernourished people in the 

world i.e. around 195 million. 

● Nearly 47 million or 4 out of 10 children in India do not meet their full human 

potential because of chronic undernutrition or stunting. 

● Agricultural productivity in India is extremely low. 

● According to World Bank figures, cereal yield in India is estimated to be2,992 

kg per hectare as against 7,318.4 kg per hectare in North America. 

● The composition of the food basket is increasingly shifting away from cereals to 

high value agricultural commodities like fish, eggs, milk and meat. As incomes 

continue to rise, this trend will continue and the indirect demand for food from 

feed will grow rapidly in India. 

● According to FAO estimates in ‘The State of Food Security and Nutrition in 

the World, 2018” report, about 14.8% of the population is undernourished in 

India. 

● Also, 51.4% of women in reproductive age between 15 to 49 years are 

anaemic. 

● Further according to the report 38.4% of children aged under five in India are 

stunted (too short for their age), while 21% suffer from wasting, meaning 

their weight is too low for their height. 

https://www.drishtiias.com/daily-updates/daily-news-analysis/looming-threat-to-food-security
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Regions of Food Insecurity 
 

● Some Indian states such as Odisha, Bihar, Uttar Pradesh, West Bengal, 

Jharkhand, Chhattisgarh, Madhya Pradesh, and Maharashtra have extreme 

levels of food insecurity. 

● There are still many districts (of a few states), which have permanent food 

insecurity and famine-like conditions. The districts are: 

○ Kalahandi and Kashipur Districts of Odisha 

○ Palamau district of Jharkhand  

○ Baran district of Rajasthan, etc. 

ISSUES  

Challenges to Food Security 
 

● Climate Change: Higher temperatures and unreliable rainfall makes farming 

difficult. Climate change not only impacts crops but also livestock, forestry, 

fisheries and aquaculture, and can cause grave social and economic 

consequences in the form of reduced incomes, eroded livelihoods, trade 

disruption and adverse health impacts. 

● Lack of access to remote areas: For the tribal communities, habitation in 

remote difficult terrains and practice of subsistence farming has led to significant 

economic backwardness. 

● Increase in rural-to-urban migration, large proportion of informal workforce 

resulting in unplanned growth of slums which lack in the basic health and 

hygiene facilities, insufficient housing and increased food insecurity. 

● Overpopulation, poverty, lack of education and gender inequality. 

● Inadequate distribution of food through public distribution mechanisms (PDS 

i.e. Public Distribution System). 

○ Deserving beneficiaries of the subsidy are excluded on the basis of non-

ownership of below poverty line (BPL) status, as the criterion for 

identifying a household as BPL is arbitrary and varies from state to state. 

● Biofuels: The growth of the biofuel market has reduced the land used for 

growing food crops. 

● Conflict: Food can be used as a weapon, with enemies cutting off food supplies 

in order to gain ground. Crops can also be destroyed during the conflict. 

● Unmonitored nutrition programmes: Although a number of programmes with 

improving nutrition as their main component are planned in the country, these are 

not properly implemented. 

https://www.drishtiias.com/to-the-points/paper3/biofuels-1
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● Lack of coherent food and nutrition policies along with the absence of 

intersectoral coordination between various ministries. 

● Corruption: Diverting the grains to open market to get better margin, selling poor 

quality grains at ration shops, irregular opening of the shops add to the issue of 

food insecurity. 

● Natural calamities such as drought, heavy rainfall, earthquake, cyclone further 

increase the level of food insecurity. 

● Food insecurity normally leads to Famine. Famine, in fact, is a curse to any 

society. It brings with it problems such as: 

○ Food insecurity 

○ Diseases 

○ Unemployment, etc. 

SUGGESTIONS  

Steps to be taken to Ensure Food Security 

 

● As per the Economic Survey (2018-19), India needs to take big initiatives to 

improve its food security as it faces supply constraints, water scarcity, small 

landholdings, low per capita GDP and inadequate irrigation. 

● The government policy needs to adopt an integrated policy framework to 

facilitate agriculture productivity. 

● The measures should focus mainly on rationale distribution of cultivable land, 

improving the size of the farms and providing security to the tenant cultivators 

apart from providing the farmers with improved technology for cultivation and 

improved inputs like irrigation facilities, availability of better quality seeds, 

fertilizers and credits at lower interest rates. 

● Aeroponics and hydroponics are systems that allow plants to be grown without 

soil. Plants grown in this way take in water and nutrients efficiently. These 

methods can be used in the areas of poor soil quality and soil erosion. 

● Adoption of crops and techniques with lower water requirements, such as 

the System of Rice Intensification (SRI) method of rice production, contributes to 

resilience by enabling equal or better yields to be achieved with less water 

withdrawal. 

● Planting crops with lower water requirements and agricultural practices 

that maintain soil moisture, such as maintaining vegetative cover between 

crops, can also contribute to resilience. 

● Crop Diversification: Higher profitability and stability in production highlight the 

importance of crop diversification, e.g. legumes alternative with rice and wheat. 
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Growing of non-cereal crops such as oilseeds, fruits and vegetables etc need to 

be encouraged. 

● Strategies for better food storage should be adopted. 

● The Blue Revolution: Sea, lakes and rivers can be used to provide food and 

nutrition. Fish are a very good source of protein and do not require good soil 

● Biotechnology and appropriate technology: Selective breeding or genetic 

modification (GM) of plants and animals can be done to produce specific features 

and adaptations. 

● For example, selective breeding has been used on dairy cows to increase milk 

yields. GM has been used on wheat to produce crops that are disease resistant. 

● Existing direct nutrition programmes should be revamped to enable 

management by women’s Self Help Groups (SHGs) and /or local bodies along 

with orientation and training of community health workers, Panchayati Raj 

Institution (PRI) members, other opinion leaders, caregivers and other 

stakeholders can be another area. 

● Efforts should be made by the concerned health departments and authorities to 

initiate and supervise the functioning of the nutrition related schemes in an 

efficient way. 

● Annual surveys and rapid assessments surveys could be some of the ways 

through which program outcomes can be measured. 

● Focus needs to be shifted to the workers in the informal sector by providing 

decent wages and healthy working conditions. 

● Local community education on key family health and nutrition practices 

using participatory and planned communication methodologies will be helpful. 

● The cooperatives play an important role in food security in India especially in the 

southern and western parts of the country. The cooperative societies set up 

shops to sell low priced goods to poor people. The cooperatives should be 

encouraged. 

● Fostering rural-urban economic linkages can be an important step towards 

ensuring food security by- 

○ enhancing and diversifying rural employment opportunities, especially for 

women and youth, 

○ enabling the poor to better manage risks through social protection, 

○ leveraging remittances for investments in the rural sector as a viable 

means for improving livelihoods 

● The FCI can maintain a minimum level of buffer stock and then undertake 

open market operations within a prescribed price band 

● Fixation of procurement prices by the Government based on the 

recommendations of the CACP. 
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Recent Government Initiatives 
 

● National Food Security Mission 

● Rashtriya Krishi Vikas Yojana (RKVY) 

● Integrated Schemes on Oilseeds, Pulses, Palm oil and Maize (ISOPOM) 

● Pradhan Mantri Fasal Bima Yojana 

● E-marketplace: The government has created an electronic national 

agriculture market (e-NAM) to connect all regulated wholesale produce markets 

through a pan-India trading portal. 

● Massive irrigation and soil and water harvesting programme 

● The government has also taken significant steps to combat under- and 

malnutrition over the past two decades, through 

○ The introduction of mid-day meals at schools. It is a Centrally-Sponsored 

Scheme which covers all school children studying in Classes I-VIII of 

Government, Government-Aided Schools. 

○ Anganwadi systems to provide rations to pregnant and lactating 

mothers, 

○ Subsidised grain for those living below the poverty line through a public 

distribution system. 

○ Food fortification 

● The National Food Security Act (NFSA), 2013,  

● SDG Goal 2: End hunger, achieve food security and improved nutrition and 

promote sustainable agriculture. 

Other Food schemes in India: 

● Entitlement Feeding Programmes 

○ ICDS (All Children under six, Pregnant and lactating mother) 

○ MDMS (All Primary School children) 

● Food Subsidy Programmes 

○ Targeted Public Distribution System (35 kgs/ month of subsidised food 

grain. 

○ Annapurna (10 kgs of free food grain for destitute poor). 

○ Employment Programme. 

○ National Rural Employment Scheme (100 days of employment at 

minimum wages) Social Safety Net Programmes. 

○ National Old Age Pension Scheme (Monthly pension to BPL). 

○ National Family Benefit Scheme (Compensation in case of death of 

breadwinner to BPL families). 
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International Initiatives 
 

● The High-Level Task Force (HLTF) on Global Food and Nutrition Security 

was established by the UN Secretary-General Ban Ki-moon in 2008. 

○ It aims to promote a comprehensive and unified response of the 

international community to the challenge of achieving global food and 

nutrition security. 

● Formulation of the First Millennium Development Goal (MDG 1), which 

included among its targets cutting by half the proportion of people who suffer 

from hunger by 2015. 

● The United Nations Secretary-General launched the Zero Hunger Challenge in 

2012 during the Rio+20 World Conference on Sustainable Development. The 

Zero Hunger Challenge was launched to inspire a global movement towards a 

world free from hunger within a generation. It calls for: 

○ Zero stunted children under the age of two 

○ 100% access to adequate food all year round 

○ All food systems are sustainable 

○ 100% increase in smallholder productivity and income 

○ Zero loss or waste of food 

 Way Forward 
 

● Food security of a nation is ensured if all of its citizens have enough nutritious 

food available, all persons have the capacity to buy food of acceptable 

quality and there is no barrier on access to food. 

● The right to food is a well-established principle of international human rights law. 

It has evolved to include an obligation for state parties to respect, protect, 

and fulfil their citizens’ right to food security. 

● As a state party to the Universal Declaration of Human Rights and the 

International Covenant on Economic, Social and Cultural Rights, India has the 

obligation to ensure the right to be free from hunger and the right to adequate 

food. 

● India needs to adopt a policy that brings together diverse issues such as 

inequality, food diversity, indigenous rights and environmental justice to 

ensure sustainable food security. 

BUFFER STOCKING BASICS  

BASICS  
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● A buffer stock is a system or scheme which buys and stores stocks at times of 

good harvests to prevent prices falling below a target range (or price level), and 

release stocks  during bad harvests to prevent prices rising above a target range 

(or price level). 

● The concept of a buffer stock was first familiarized during the 4th Five Year Plan 

(1969-74) and a buffer stock of 5 million tonnes of food grains was envisaged. 

● Currently, National Agricultural Cooperative Marketing Federation of India 

Limited (NAFED), Small Farmers Agri-business Consortium (SFAC) and 

Food Corporation of India (FCI) etc. on behalf of Government of India procure 

and manage the buffer stock. 

● The Buffer norms are the minimum food grains the Centre should have in the 

Central pool at the beginning of each quarter to meet the requirements of the 

public distribution system and other welfare measures. 

● State-run Food Corporation of India (FCI) is the responsible agency to 

maintain buffer stock limits in India. As per recent reports, India held food 

grain stock of 46 million tonnes as on October 1 2017, which is 53 per cent 

higher than the buffer norm. 

● In India, the quantity of buffer stock has never been an issue especially after the 

Green revolution. We have always had surplus stocks even during adverse 

harvest seasons and with introduction of food security schemes, the stocks limit 

has been increased further. 

 Objectives of Buffer Stocks 

The buffer stocks are required to: 
 

● Ensure food security during the periods when production is short of normal 

demand during bad agricultural years. 

● Stabilize prices during period of production shortfall through open market sales. 

● Smooth implementation of PDS and other welfare schemes. 

● Effective price support operations for safeguarding the farmer’s interest. 

● Tackling unforeseen emergencies like international price volatility, crop failure, 

natural disasters etc.  

REQUIREMENT  
 

● All countries maintain some backup to tackle any possible food crises due to 

Drought or any other natural calamity. At times there can be violent fluctuations 

in prices of important commodities due to macroeconomic imbalances for e.g. 

due to short term price rises in production can soon shift from essential food 

crops to cash crops. 
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● Countries have two options to secure, either to maintain physical stock of 

foodgrains or to maintain enough FOREX reserves so that at times of crisis 

country is able to import sufficient stocks. In the case of the latter country, it can 

lose its own capacity to intervene. 

● In aftermath of LPG reforms, India struck to its policy of maintaining sufficient 

physical stocks, in spite of pressure from developed countries in forums such as 

WTO. In contrast most of ASEAN countries turned away from physical Stock 

toward the international market. 

● In 2007 there was a food price crisis due to low global production, which pushed 

global agro prices higher. India’s stocks saved it from any hardship, but 

ASEAN countries had to spend substantially higher FOREX reserves to 

overcome the shortage. 

● Further, in developed countries big agro corporations maintain huge inventory of 

agricultural products. And they have to depend less on government support. 

Again, in India the private sector despite having promising future doesn’t yet 

have capacity to take care of any crisis. 

● Another major reason for stocking food is to serve the world's largest public 

distribution system. As already said, passage and implementation of FSA is 

expected to raise procurement upside, which in turn will raise the need for 

stock maintenance. 

● FCI under an open ended policy has no option but to buy whatever is offered to it 

by farmers. So unless a similar policy of regular disbursement is not followed, 

stocks will keep piling up. 

● These points make stocking of food grains imperative. But, on the grimmer side 

India’s stock is almost double than it needs and per year carrying cost of grain is 

as high as Rs 5 per kg. Carrying costs Include rent, management, maintenance 

and interest on money blocked in stock. This coupled with pilferage, theft and 

quality deterioration fails the whole concept and turns a virtue into vice. 

MECHANISM IN INDIA  

Current Buffer Stock Policy of Government: 
 

● National Agricultural Cooperative Marketing Federation of India Limited 

(NAFED),Small Farmers Agri-business Consortium (SFAC) and Food 

Corporation of India (FCI) etc. on behalf of Government of India procure and 

manage the buffer stock. 

● The current buffer norms were reviewed in January 2015. According to the new 

norms, the central pool should have 41.1 million tonnes of rice and wheat on 
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July 1 and 30.7 million tonnes on October 1 every year. These limits were 32 

million tonnes and 21 million tonnes earlier. 

● India held food grain stock of 46 million tonnes as on October 1 2017, which 

is 53 per cent higher than the buffer norm. 

● The stocking norms for the quarters beginning January’1 and April’1 have 

been revised only slightly. Main drivers for increased buffer stocks were 

increased offtake from the targeted public distribution system and also the 

enactment of National Food Security Act. 

● It was observed that the Food Corporation of India buys almost one-third of 

the total rice and wheat produced in the country at minimum support prices. It 

does imply that denying to any farmer who wants to sell his produce at MSP. But 

then it also needs to maintain an excessive, uncontrollable and monetarily 

troublesome food inventory. 

● Previously, once the buffer norms were met, cabinet approval was needed to sell 

any part of it in the open market. But in January 2015, it was revised. 

● The current policy is that the Food Ministry is authorized to dispose of surplus 

stock into open market without seeking cabinet approval. This was a major policy 

decision, and it was needed to resolve the problem of burdensome inventories at 

Food Corporation of India and misrepresentation created in the market. 

● The maintenance of a buffer stock is also important to ensure national food 

security. Stocks mainly of rice and wheat are commonly maintained from year to 

year at a substantial cost in order to effectively take care of variations in domestic 

food grain production. These variations occur quite regularly due to climate and 

man-made factors. 

● Buffer stocks are created from the domestic food surpluses available in years of 

high production. They are also built and maintained through imports as and when 

required. 

● The optimum size of the buffer stocks at any point of time is based on the 

proposals of expert committees appointed for the purpose by the government 

from time to time. 

● At present, GoI prefers to use the term - Foodgrain stocking norms - which 

refers to the level of stock in the Central Pool that is sufficient to meet the 

operational requirement of foodgrains and exigencies at any point of time. Earlier 

this concept was termed as Buffer Norms and Strategic Reserve. 

● Presently, stocking norms fixed by Government of India on 22.01.2015 

comprise of: 

○ Operational stocks: for meeting monthly distributional requirements 

under TPDS and OWS. 

○ Food security stocks/reserves: for meeting shortfall in procurement. 
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Crucial elements involved in the operation of a buffer stock in India are the 

following: 
 

● Fixation of procurement prices by the Government based on the 

recommendations of the CACP. 

● Procurement, storage and distribution operations, which are carried out primarily 

by FCI. 

● Fixation of issue prices of food-grains by the Government. 

● Distribution of food-grains to the public through the PDS outlets. 

Advantages of Buffer Stock 
 

● Buffer Stock is important for Food Self-Sufficiency and Security. Buffer stock 

brings resilience to crop failure, flood, drought, wars and other natural calamities. 

● Keeps food inflation in check via procurement of excess commodity and release 

when prices are soared. 

● Bring food security via availability, accessibility, utilization and stability of basic 

needs of humans across all geographical locations. 

● Supporting farmers in both situations: 

○ Not slumping the price in case of excess production. 

○ Realising true price via MSP. 

● Buffer stocks help in prediction of base stock and required stock for implementing 

various government schemes. 

● Also helps in forming policies and decision making for import-export of 

commodities with the base stock prediction.  

● Farming can have positive externalities e.g. helps rural communities. A drop in 

price could cause a negative multiplier effect within rural areas. 

● Target prices help prevent excess prices for consumers and help reduce food 

inflation. This might be important for households living in poverty, who may 

struggle to pay high prices during years of shortage. 

● It is possible the government could make a profit from a buffer stock scheme. If it 

buys during a glut and sells during a shortage, it can make a profit. 

ISSUES   

Issues related with buffer stocks: 
 

● Cost of storage: Lack of cost effective storage practices of food grains. 

● Spoilage: Huge quantities of stocks are spoilt due to non-scientific storage when 

a huge percentage of the population are dying of hunger in the country. 
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● Warehousing: Lack of space and infrastructure for storage of food grains after 

procurement. 

● Transportation: Issues like Huge cost, Spilling and spoilage during 

transportation. 

● Diversion: Diversion of food grains to black markets, Liquor production etc. 

● Targeted delivery: The delivery of food grains to intended beneficiaries is an 

issue due to overlapping of functions and Ghost beneficiaries. 

● Buffer stock schemes should be lucrative, since they buy up stocks of the 

product when the price is low and sell them onto the market when the price is 

high. 

● Foreign countries like the USA consider buffer stock as trade-distorting 

practices and drag India to WTO. 

● Integrating buffer stock with MSP will result in excess procurement of 

commodity and this leads to overproduction which causes excess that does not 

only affects the economy but also the environment. 

● Lack of coordination between FCI and Consumer Ministry which decides 

buffer norms. 

● Open-ended Procurement policy leads to excess procurement and since FCI 

storage capacity of grains is limited a large amount of grain procured under 

buffer stock scheme is wasted and rotten. 

● According to some Economist, prices can be stabilized through trade rather 

than stocks and the trade is found to be much cheaper than stocking. 

● The stocks level is too high in relation to the buffer stock standards which are 

resulting in huge cost in terms of storage, interest on the value of produce, and 

wastage. 

● Excess of buffer stocks: Open ended grain procurement has increased food 

grain stockpiles beyond the needs of food security. E.g. By June 2019, FCI and 

state agencies stockpiled 76.1 million tonnes of staples (wheat and rice) 

against the requirement of 61 million tonnes. 

● Oversupply of food grains due to skewed cropping pattern. Excess 

production of food grains due to higher MSPs, additional bonuses offered on food 

crops by the states and no viable export outlets. 

● High costs for government: Fiscal load of procuring, carrying & maintaining 

excess stock is over ₹1 trillion and adds to the food subsidy bill. 

● Countercyclical procurement policy: In drought years, when the production is 

low, Government increases MSP and stock uptake from farmers. This reduces 

the supply of grains in the open market and pushes the prices high. 

● Marginalization of private trade: Existing system of food grain management in 

India is dominated by the Government, right from production (as cropping 

pattern is influenced by MSPs) to stocking (FCI) and marketing (APMCs). 
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● Some goods cannot be stored in buffer stocks, e.g. fresh milk, meat etc. 

SUGGESTIONS  
 

● The NFSA has an important objective of stabilising the market for food 

products. Buffer Stock is therefore inseparable from food security as it helps 

NFSA attain that aim. FCI was formed principally for food procurement and 

distribution. To make buffer stock practical, the government also needs to 

focus on having its own production facility. 

● Buffer stock in terms of Food Security secure viable and access to food. 

Therefore reducing hunger alongside poverty is a long-run interest of the socio-

economic development of the country. 

● Integrating buffer stocks with TPDS, ration and fair price shop, MSP, Mid-

day meal scheme, natural calamity relief, integrated child development 

services, SC/ST and tribal hostel etc. bring vulnerable sector food security. 

Thus, fulfilling the constitutional and moral obligation of the holistic 

development of society. 

● The efficiency in Operation Management of buffer stock will bring economies 

of scale between social, economic and constitutional obligation. The latest 

technology, prudent supply chain management and infrastructure development 

will bring down the cost of buffer stock. 

● Amartya Sen observed that, in India poor die not because of lack of food, but 

because of lack of entitlement to food. The issues vis a vis policies regarding 

storage of buffer stock are main reasons. Buffer stocks being an integral part 

of food security needs reforms to make it both practical and viable for the 

government as well as beneficial to consumers and farmers.  

● India can improve its quality of services with the implementation of good policies.  

The government must focus on mechanized policies that escalated the 

growth and development of the economy. 

 Shanta Kumar Committee Recommendations 

The government had set up a six-member committee in 2014 to suggest some 

streamlines to the Food Corporation of India (FCI) regarding storage, procurement 

and distribution of the crop. The committee is headed by Shanta Kumar.  

Procurement 
 

● Grain procurement surplus states like Punjab, Haryana should be delegated 

to the state government. 



Download All Notes PDF : WWW.IAS.NETWORK 

© IAS.NETWORK | Mentorship Program for UPSC 2021, 2022 Available : 9779726117 

GS Ans, Essay, Anthro, PSIR, Sociology, PubAd, History, Geography Optional Evaluation 

146 

● Food Corporation of India (FCI) focuses more on price support operations in 

Eastern states like Uttar Pradesh, Bihar, West Bengal, Assam etc. where the 

majority of the farmers are small and marginal. 

Procurement Payment Systems 
 

● Under this system popularize negotiate Warehouse Receipts (NWRs) system 

should start in which farmers can deposit their produce to the FCI authorized 

warehouse and can get advance from banks against their produce valued at 

Minimum Support Price (MSP). 

● This will bring back the private sector and reduce massively the costs of storage 

to the government and be more compatible with a market economy. 

Storage Reforms 
 

● The government should introduce storage reforms in the country such as to 

outsource grain storage function to Centre Warehousing Corporation (CWC), 

State Warehousing Corporation (SWC) and Private Sector Players. 

● The government should introduce a Private Entrepreneur Guarantee (PEG) 

scheme to construct godowns, cold storage and other infrastructure based on 

Public-Private Partnership (PPP). It increases efficiency and infrastructure. 

● For the storage purpose government should adopt ‘Silos’ rather than gunny 

bags. Because they are more efficient and are safe for storage. 

● Provide rail connectivity and end to end computerization and online 

tracking from procurement to retail distribution. 

Reforms in Policies 
 

● The government should reform MSP policy and better price support operations 

for pulses and oilseeds. 

● Proactive Liquidation Policy for excess buffer stocks. 

ANIMAL REARING / LIVESTOCK IN INDIA  

 

INTRO / BASICS  

● Indian agricultural system is a model of sustainable agriculture, as it is 

predominantly a mixed crop-livestock farming. 

● National Commission on Farmers, 2004 also advocated for multiple livelihood 

opportunities through mixed-farming. 

● India ranks first in milk production, accounting for 17 percent of world 

production. 
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● The per capita availability of milk at 295 grams per day is higher than the world 

average. 

● A comprehensive new scheme National Program on Bovine Breeding and 

Dairy Development was launched with the objective of enhancing milk 

production and productivity in a sustainable manner. 

● The National Dairy Plan launched in March 2012 with the objectives of 

improving productivity of milch animals, strengthening and expanding village-

level infrastructure for milk procurement, and providing producers greater access 

to the market in the dairy sector continues. 

● The number of milch animals increased from 62 million in 2000 to 83.15 million 

in 2012. 

● India also ranks second in world fish production. 

● Productivity of Indian livestock is poor and is almost half of world average. 

● It also has implications on rural poverty. Rural poverty is less in states where 

livestock contributes more to farm incomes. 

● As livestock is less prone to global warming and climate change, it can be 

considered more reliable than rain fed agriculture. 

● When average land holdings have depleted to dangerously low levels – 80% of 

the farmers are small (1-2 hectares) and marginal (less than 1 hectare, these 

alone make 62%) farmers – animal rearing can provide alternative sources of 

livelihood. Productivity on such small holdings is very low.  

IMPORTANCE FOR INDIA  

● Livestock now account for 30% of the Agriculture GDP and 5% of the national 

GDP. 

● Food basket in India is also changing and we are moving towards a high 

protein diet. 

● Government has also called for a ‘Pink Revolution’ for increasing production of 

meat. It makes animal rearing even more attractive. 

● As disposable income of Indians is increasing, people are expending more on 

food and high value food items are seeing an increase in demand. Share of 

protein rich food has increased from 25% in 1950 to 33% in 2012. 

● Currently, India has a poor share in meat export which is less than 1%. 

Government has incentivized modernization of abattoirs. 

● Further, animal rearing engages lots of women and encourages participation of 

women in the workforce. 

● There is also a symbiotic relation between livestock and farming as livestock also 

provides for manure. 
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● Manure is another important component in rural areas and it may also act as a 

vehicle to promote organic farming. 

● Today, the livestock sector alone provides alternate livelihood options to over 70 

million small and marginal farmers including landless laborers. 

● Milk production in the country has increased by more than four times between 

1960-2002. This can be attributed mainly to the successful implementation of 

‘Operation Flood’. 

● It is a system whereby all the farmers can pool their milk produced according to 

different grading (based on quality) and the same is processed and marketed to 

urban centers through cooperatives. 

● In this system the farmers are assured of a fair price and income from the supply 

of milk to urban markets. 

● Though, in terms of numbers, our livestock population is quite impressive but its 

productivity is quite low as compared to other countries. 

● Livestock and Fisheries is the new growth area. Both have been growing faster 

than crop components. 

 Role of Livestock in Farmers’ Economy  

The livestock plays an important role in the economy of farmers. The farmers in India 

maintain a mixed farming system i.e. a combination of crop and livestock where the 

output of one enterprise becomes the input of another enterprise thereby realizing the 

resource efficiency. The livestock serve the farmers in different ways. 

Income: 
 

● Livestock is a source of subsidiary income for many families in India especially 

the resource poor who maintain few heads of animals. 

● Cows and buffaloes in milk will provide regular income to the livestock farmers 

through sale of milk. 

● Animals like sheep and goat serve as sources of income during emergencies to 

meet exigencies like marriages, treatment of sick persons, children education, 

repair of houses etc. 

● The animals also serve as moving banks and assets which provide economic 

security to the owners. 

Employment:  
 

● A large number of people in India being less literate and unskilled depend upon 

agriculture for their livelihoods. 
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● But agriculture being seasonal in nature could provide employment for a 

maximum of 180 days in a year. 

● The landless and less land people depend upon livestock for utilizing their labour 

during lean agricultural season. 

Food:  
 

● The livestock products such as milk, meat and eggs are an important source of 

animal protein to the members of the livestock owners. 

● The per capita availability of milk is around 375 g/day; eggs is 74/annum during 

2017-18. 

 

Social security:  
 

● The animals offer social security to the owners in terms of their status in the 

society. 

● The families, especially the landless, whose own animals are better placed than 

those who do not. 

● Gifting of animals during marriages is a very common phenomenon in different 

parts of the country. Rearing animals is a part of the Indian culture. 

● Animals are used for various socio religious functions. 

● Cows for house warming ceremonies; rams, bucks and chicken for sacrifice 

during festive seasons. 

● Bulls and Cows are worshipped during various religious functions. Many owners 

develop attachment to their animals. 

Draft:  
 

● The bullocks are the backbone of Indian agriculture. 

● The farmers especially the marginal and small depend upon bullocks for 

ploughing, carting and transport of both inputs and outputs. 

 

Dung: 
 

● In rural areas dung is used for several purposes which include fuel (dung cakes), 

fertilizer (farm yard manure), and plastering material (poor man’s cement). 

Contribution of Livestock to People:  

 Food:  
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● The livestock provides food items such as Milk, Meat and Eggs for human 

consumption. 

● India is number one milk producer in the world. 

● It is producing about 176.34 million tonnes of milk in a year (2017-18). Similarly it 

is producing about 95.22 billions of eggs, 7.70 million tonnes of meat in a year. 

● The value of output of livestock sector at current prices was Rs 9,17,910 crores 

at current prices during 2016-17 which is about 31.25% of the value of output 

from agricultural and allied sector. 

● At constant prices the value of output from livestock was about 31.11% of the 

value of the output from total agriculture and allied sector.  

● During the financial year 2018,the total fish production in India is estimated at 

12.61 Million Metric tonnes. 

Fibre and skins:  

● The livestock also contributes to the production of wool, hair, hides, and pelts. 

● Leather is the most important product which has a very high export potential. 

● India is producing about 41.5 million Kg of wool per annum during 2017-18. 

Draft:  

● Bullocks are the backbone of Indian agriculture. Despite a lot of advancements in 

the use of mechanical power in Indian agricultural operations, the Indian farmer 

especially in rural areas still depend upon bullocks for various agricultural 

operations. 

● The bullocks are saving a lot on fuel which is a necessary input for using 

mechanical power like tractors, combine harvesters etc. 

● Pack animals like camels, horses, donkeys, ponies, mules etc are being 

extensively used to transport goods in different parts of the country in addition to 

bullocks. 

● In situations like hilly terrains mules and ponies serve as the only alternative to 

transport goods. Similarly, the army has to depend upon these animals to 

transport various items in high areas of high altitude. 

Dung and other animal waste materials:  

● Dung and other animal wastes serve as very good farm yard manure and the 

value of it is worth several crores of rupees. 

● In addition it is also used as fuel (bio gas, dung cakes), and for construction as 

poor man’s cement (dung). 
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Storage:  

● Livestock are considered as 'moving banks' because of their potential to dispose 

off during emergencies. 

● They serve as capital and in cases of landless agricultural labourers many times 

it is the only capital resource they possess. 

● Livestock serve as an asset and in case of emergencies they serve as guarantee 

for availing loans from the local sources such as money lenders in the villages. 

Weed control:  

● Livestock are also used as Biological control of brush, plants and weeds. 

Cultural:  

● Livestock offer security to the owners and also add to their self-esteem especially 

when they are owning prized animals such as pedigreed bulls, dogs and high 

yielding cows/ buffaloes etc. 

Sports / recreation:  

● People also use animals like cocks, rams, bulls etc. for competition and sports. 

● Despite ban on these animal competitions the cock fights, ram fights and bull 

fights (jallikattu) are quite common during festive seasons. 

Companion animals:  

● Dogs are known for their faithfulness and have been used as companions since 

time immemorial. 

● When the nuclear families are increasing in number and the old parents are 

forced to lead solitary life the dogs, cats are providing the needed company to 

the latter thus making them lead a comfortable life. 

Challenges faced by Livestock sector in India: 
 

● Improving productivity of farm animals is one of the major challenges. The 

average annual milk yield of Indian cattle is 1172 kg which is only about 50% of 

the global average. 

● The Frequent outbreaks of diseases like Food and Mouth Diseases, Black 

Quarter infection, Influenza etc. continue to affect Livestock health and lowers 

productivity. 
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● India’s huge population of ruminants contributes to greenhouse gases 

emission adding to global warming. Reducing greenhouse gases through 

mitigation and adaptation strategies will be a major challenge. 

● Crossbreeding of indigenous species with exotic stocks to enhance genetic 

potential of different species has been successful only to a limited extent. 

● Limited Artificial Insemination services owing to a deficiency in quality 

germplasm, infrastructure and technical manpower coupled with poor 

conception rate following artificial insemination have been the major 

impediments. After more than three decades of crossbreeding, the crossbred 

population is only 16.6% in cattle, 21.5% in pigs and 5.2% in sheep. 

● The sector will also come under significant adjustment pressure to the emerging 

market forces. Though globalization will create avenues for increased 

participation in international trade, stringent food safety and quality norms would 

be required. 

● Livestock sector did not receive the policy and financial attention it 

deserved. The sector received only about 12% of the total public expenditure 

on agriculture and allied sectors, which is disproportionately lesser than its 

contribution to agricultural GDP. 

● The sector has been neglected by the financial institutions. The share of 

livestock in the total agricultural credit has hardly ever exceeded 4% in the total 

(short-term, medium-term and long-term). The institutional mechanisms to 

protect animals against risk are not strong enough. 

● Currently, only 6% of the animal heads (excluding poultry) are provided 

insurance cover. Livestock extension has remained grossly neglected in the 

past. Only about 5% of the farm households in India access information on 

livestock technology. These indicate an apathetic outreach of the financial and 

information delivery systems. 

● Livestock derives a major part of their energy requirement from agricultural 

byproducts and residues. Hardly 5% of the cropped area is utilized to grow 

fodder. India is deficit in dry fodder by 11%, green fodder by 35% and 

concentrates feed by 28%. The common grazing lands too have been 

deteriorating quantitatively and qualitatively. 

● Access to markets is critical to speed up commercialization of livestock 

production. Lack of access to markets may act as a disincentive to farmers 

to adopt improved technologies and quality inputs.  

● Except for poultry products and to some extent for milk, markets for livestock 

and livestock products are underdeveloped, irregular, uncertain and lack 

transparency. Further, these are often dominated by informal market 

intermediaries who exploit the producers. 
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● Likewise, slaughtering facilities are too inadequate. About half of the total 

meat production comes from unregistered, make-shift slaughterhouses. 

Marketing and transaction costs of livestock products are high, taking 15-20% of 

the sale price. 

● The land is only a common resource acting as the platform for the development 

of humans and animals. Ever-increasing competition between humans and 

animals for food is a critical challenge in animal rearing. 

● The improper and unscientific management of resources like water in animal 

husbandry makes the increased usage of virtual water in the export market. 

● The percolation of extension services regarding animal husbandry is less 

and negligent. 

● The low production potential of the indigenous varieties of animals is also an 

added issue. 

● Devastating pastures, increased climatic changes, decrease in monsoon rains 

also makes the animal husbandry vulnerable. 

● Improper awareness about the vaccination and lack of research in the 

diseases occurring to animals is also another factor. 

● Lack of infrastructure facilities in rural areas like veterinary clinics, breeding 

centres. 

● The absence of credit facilities and insurance coverage schemes makes the 

farmers show less interest in animal rearing. 

● The proper quality checking and standardization of animal products is 

absent. 

Other Major Challenges faced by the sector are: 
 

● Inadequate availability of credit. 

● Poor access to organized markets deprive farmers of proper milk price. 

● Limited availability of quality breeding bulls. 

● Deficiency of vaccines and vaccination set-up. 

● Due to industrialization and Urbanization Majority of grazing lands are either 

degraded or encroached. 

● Diversion of feed and fodder ingredients for industrial use. 

Challenges the Poultry Sector is Facing 
 

In last 2 years the Poultry sector is facing distress due to number of factors: 

● There is disparity between states and hence an impairment in growth of the 

sector. About 60% of the egg production comes from Andhra Pradesh. 
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Commercial poultry farming yet to make a mark in states like Odisha, Bihar, MP, 

Rajasthan. This disparity has resulted in uncertainty in the sector. 

● Recent heat waves in the Andhra Pradesh and Telangana region have resulted 

in high chicken prices due to the killing of birds. As a result, poultry feed demand 

has fallen. 

● Avian influenza was another issue which has resulted which has devastating 

effect on Indian poultry, and it still continues to haunt the sector due to low 

demand and less exports. 

● Shortage of raw material is another issue. Price of soybean meal, the major 

and only source of protein has increased about 75%, which has forced the feed 

manufacturers to comprise in terms of diet given to birds. 

● Shortage of human resources is another problem because of the absence of 

veterinarians, researchers, in areas where expertise knowledge is required. 

● Indian poultry sector is still unable to tap the benefit of the international 

market. Lack of adequate cold storage, warehouses is the major factor affecting 

the poultry sector in India. 

● Majority of the production is by unorganized, which is another threat faced by 

the sector. 

● Usually, summer sees a production drop of five to 10 per cent; this year, with the 

heat and drought, there is a 25-30 per cent drop. The drought has hit water 

supply for the birds and the latter’s mortality rate has risen in recent months, 

pushing up prices for broilers and eggs.  

Challenges Faced by the Fisheries Sector  

● Shortage of quality and healthy fish seeds and other critical inputs. 

● Lack of resource-specific fishing vessels and reliable resources and updated 

data. 

● Inadequate awareness about nutritional and economic benefits of fish. 

● Inadequate extension staff for fisheries and training for fishers and fisheries 

personnel. 

● Absence of standardization and branding of fish products. 

Suggestions and Related Government schemes 

Steps to be taken: 

● India also needs to ensure that it meets sanitary and phytosanitary standards – 

as laid down by Codex Alimentarius Commission which is formed by FAO and 

WHO – which are currently a hindrance to export. 
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● Government also needs to boost infrastructure as animal products are perishable 

in nature. 

● Biggest impediment to growth of dairy and livestock productivity is the large-scale 

prevalence of animal diseases like FMD, PPR, Brucellosis, Avian Influenza 

etc. which adversely affect productivity. So veterinary services also need to be 

strengthened. 

● Penetration of insurance also needs to be increased as animals rearing is 

risky as animals are susceptible to epidemics and diseases. 

● Veterinary services should also need to be strengthened. 

● Another challenge is that Indian cattle are of poor quality in terms of milk and 

draught (load pulling) capacity. So, there needs to be some research in this 

direction to improve cattle productivity. 

Measures to Increase Fodder Availability 

● Optimum utilization of land resources. 

● Improving production by using high yielding fodder varieties. 

● Enhanced fodder seed production. 

● Adopting suitable crop combinations. 

● Improvement of grasslands/wastelands and other community lands. 

● Conservation and utilization of crop residues/bye-products. 

● Development of Fodder Banks. 

● Schemes that support fodder production. 

● e-pashuhaat Portal  

● Rashtriya Gokul Mission 

Dairy Processing and Infrastructure Development 

Fund 

● Announced in 2017-18 budget. 

● A corpus of Rs 8,000 crores over three years to augment income of farmers. 

● It will be set up in NABARD (National Bank for Agriculture and Rural 

Development). 

● It will be used to enable expansion of milk processing capacity in the country. 

 

BUDGET 2020-21 RELATED TO LIVESTOCK 
 

● Livestock: 
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○ Doubling of milk processing capacity to 108 million MT from 

53.5million MT by 2025. 

○ Artificial insemination to be increased to 70% from the present 30%. 

○ MGNREGS to be dovetailed to develop fodder farms. 

○ Foot and Mouth Disease, Brucellosis in cattle and Peste Des Petits 

ruminants (PPR) in sheep and goat to be eliminated by 2025. 

BUDGET 2021-22 RELATED TO LIVESTOCK 

 

● Agricultural credit target enhanced to Rs. 16.5 lakh crore in 2021-22 – animal 

husbandry, dairy, and fisheries to be the focus area. 

● 5 major fishing harbours – Kochi, Chennai, Visakhapatnam, Paradip, and 

Petuaghat to be developed as hubs of economic activity. 

● India has largest livestock population in the world. The budget proposes to 

eliminate Foot and Mouth disease and brucellosis in cattle and also Peste des 

Petits ruminants (PPR, commonly known as goat plague) in sheep and goat by 

2025. 

● The total Livestock population in India stands at 535.78 million in the country 

showing an increase of 4.6% over Livestock over the last 7 years. They are 

considered as an alternative means of income for farmers. 

● Having one of the largest coastlines in the world, Indian fisheries sector has great 

potential to increase India’s forex reserves by exporting marine products. 

● It also proposes to increase coverage of artificial insemination from existing 30% 

to 70%, development of fodder farms to produce quality fodder and doubling milk 

processing facility by 2025. 

● It proposes to put in place a framework for the development, management, and 

conservation of marine fishery resources. 

● It aims to raise the production of fish and promote the growth of algae, sea-weed 

and cage Culture. It will further employ ‘Sagar Mitras’ to involve youths in marine 

processing industries and form 500 Fish Farmer Producer Organizations. 

● Adoption of Model Laws: These laws have already been enforced and to be 

adopted by state governments: 

○ Model Agricultural Land Leasing Act, 2016 

○ Model Agricultural Produce and Livestock Marketing (Promotion and 

Facilitation) Act, 2017; and 

○ Model Agricultural Produce and Livestock Contract Farming and Services 

(Promotion and Facilitation) Act, 2018. 

 

 ECONOMY SURVEY 2019-20 
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Steps taken to improve productivity of Livestock and dairy Sector: 

● Rashtriya Gokul Mission (RGM): breed improvement programme for 

indigenous breeds so as to improve the genetic makeup and increase the stock, 

as they are known for their suitability in extreme climatic conditions. 

● E Pashu Haat Portal: For connecting breeders and farmers regarding availability 

of quality bovine germplasm. 

● National Livestock Mission: For intensive development of livestock,especially 

small livestock along with adequate availability of quality feed and fodder. 

● Livestock Health & Disease Control Scheme:Assistance provided for 

prevention and control of animal diseases like Foot and Mouth Disease (FMD), 

classical swine fever, etc. 

● Dairy Development: strengthening infrastructure for production of quality milk, 

procurement, processing and marketing of milk and milk product through dairy 

development scheme. 

ECONOMY SURVEY 2020-21 

Steps taken to improve productivity of Livestock and dairy Sector: 

● India’s Agricultural and Allied Activities sector has shown its resilience amid the 

adversities of COVID-19 induced lockdowns with a growth of 3.4% at constant 

prices during 2020-21 (first advance estimate). 

● The share of Agriculture and Allied Sectors in Gross Value Added (GVA) of the 

country at current prices is 17.8% for the year 2019-20 (CSO-Provisional 

Estimates of National Income, 29th May 2020). 

● Gross Capital Formation (GCF) relative to GVA showing a fluctuating trend from 

17.7 % in 2013-14 to 16.4 % in 2018-19, with a dip to 14.7 % in 2015-16. 

● 1.5 crore dairy farmers of milk cooperatives and milk producer companies’ were 

targeted to provide Kisan Credit Cards (KCC) as part of Prime Minister’s 

AatmaNirbhar Bharat Package after the budget announcement of  February 

2020. 

● As of mid-January 2021, a total of 44,673 Kisan Credit Cards (KCCs) have been 

issued to fishers and fish farmers and an additional 4.04 lakh applications from 

fishers and fish farmers are with the banks at various stages of issuance. 

● Fish production reached an all-time high of 14.16 million metric tons during 2019-

20 

● GVA by the Fisheries sector to the national economy stood at ₹2, 12,915 crores 

constituting 1.24% of the total national GVA and 7.28 % of the agricultural GVA 

● Food Processing Industries (FPI) sector growing at an Average Annual Growth 

Rate (AAGR) of around 9.99 % as compared to around 3.12 % in Agriculture and 
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8.25 % in Manufacturing at 2011-12 prices during the last 5 years ending 2018-

19. 

● Krishi Udaan Scheme: This will be launched by the Ministry of Civil Aviation on 

international and national routes to transport agricultural products especially fish, 

meat and dairy products across the globe.  

 

 NITI Aayog @ 75 

Livestock and Fisheries 

● Breed indigenous cattle with exotic breeds. 

● Promote and develop bull mother farms. 

● Village level procurement systems: Installing bulk milk chillers and facilities for 

high value conversion of milk are needed to promote dairy in states. 

● Convergence of schemes in fisheries sector: Integrate the Blue Revolution 

scheme with MGNREGA. 

● Capacity building for fish breeders and farmers. 

 

 

UPSC GS 3 SYLLABUS : FOOD PROCESSING AND RELATED 

INDUSTRIES IN INDIA- SCOPE’ AND SIGNIFICANCE, LOCATION, 

UPSTREAM AND DOWNSTREAM REQUIREMENTS, SUPPLY CHAIN 

MANAGEMENT. 

 

FOOD PROCESSING AND RELATED INDUSTRIES IN INDIA  

INTRO / BASICS  

  

● The term 'food processing' is mainly defined as a process of value addition to 

the agricultural or horticultural produce by various methods like grading, 

sorting and packaging. 

● In other words, it is a technique of manufacturing and preserving food 

substances in an effective manner with a view to enhance their shelf life; improve 

quality as well as make them more useful. 

● It covers a range of products from sectors comprising agriculture, horticulture, 

plantation, animal husbandry and fisheries. 
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● Food processing industry is one of the largest industries in India and is ranked 

5th in terms of production, consumption and export. 

● Previously, the food processing industry was mainly limited to food preservation, 

packaging and transportation, which primarily involved salting, curdling, drying, 

pickling, etc. 

● However, over the years, with emerging new markets and technologies, the 

sector has broadened its scope. It has started producing many new items like 

ready-to-eat food, beverages, processed and frozen fruits and vegetables, 

marine and meat products, etc. 

● It also includes establishment of post-harvest infrastructure for processing of 

various food items such as cold storage facilities, food parks, packaging centres, 

value added centres, irradiation facilities and modernised abattoir. 

● In India, the optimum development of the food processing industry will contribute 

significantly in tackling several developmental concerns such as unemployment, 

rural poverty, food security, food inflation, malnutrition, massive food wastage 

etc. 

● By serving as a link between agriculture and manufacturing sectors and by 

fulfilling a basic need of Indian citizens – an assured supply of affordable and 

quality food at all locations, this sector has the potential to be a major driver in 

India’s growth. 

Types of Food Processing Food 

According to the Food and Agricultural Organization’s (FAO) definition processed 

foods can be of three types: primary, secondary and tertiary. 

● Primary Processing relates to conversion of raw agricultural produce, milk, 

meat and fish into a commodity that is fit for human consumption. It involves 

steps such as cleaning, grading, sorting, packing etc. 

● Secondary Processing means modification of the basic product to a stage just 

before the final preparation at the consumer's kitchen, e.g. tomato puree, ground 

coffee, etc. 

● Tertiary Processing is related to high value-added ready-to-eat products like 

berry products, ice cream, instant noodles, sauces jams etc. 

Phases involved in Food Processing: 
● Inputs 

● Production 

● Procurement and Storage 

● Primary Processing 

● Secondary Processing 
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● Retailing 

 

IMPORTANCE OF FOOD PROCESSING INDUSTRY 
 

● India is the second largest producer of food in the world and according to the 

McKenzie report, India is also likely to become the second biggest dairy 

producer after the USA in the coming few years. 

● Food processing industry is the 5th largest in India and 70% is in the 

unorganized sector. It covers industries from – chips, wine, tomato sauce, 

juices, frozen food, bread fisheries, beverages, milk products, and edible oils and 

so on. 

● This industry has also been given status of priority sector by the government of 

India. 

● This sector also involves 16% of all the work force in the organized sector and 

employs close to 5 crore people directly or indirectly. 

● Though 70% of industry is in unorganized sector, it contributes only 15% in terms 

of value. 

● There are various benefits of food processing such as toxin removal, 

preservation, easing marketing and distribution tasks and increasing food variety. 

● In addition, it increases seasonal availability of many foods, enables 

transportation of delicate foods across long distances and makes many kinds of 

foods safe to eat by deactivating spoilage and pathogenic microorganisms. 

● Modern supermarkets would not exist without modern food processing 

techniques, long voyages would not be possible and military campaigns would be 

significantly more difficult and costly to execute. 

● Modern food processing also improves the quality of life for people with allergies, 

diabetics, and other people who cannot consume some common food elements. 

Food processing can also add extra nutrients such as vitamins. 

● Its backward integration with agriculture will also promote contract farming and 

open market procurement. 

● It will help in increasing investment in Indian agriculture, bring new 

technological inputs and will raise farmers’ incomes. It will also promote 

diversification of Indian agriculture. 

Scope and Significance 
 

● In India, around 25-35% food is wasted due to inadequate handling, storage and 

logistical issues. Only 6% of perishable food is processed at the moment. This 

makes a compelling case for establishing food processing industries so that 
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wastage is prevented. An efficient system will also reduce the burden on 

agriculture. 

● During the last five years ending 2012-13, the sector has been growing faster 

than the agriculture sector, at an average annual growth rate of around 8.4 per 

cent. 

● In 2016, the Food Processing industry constituted more than 8% to India’s GDP 

through manufacturing. 

● During FY11–16, India's exports of processed food and related products 

(inclusive of animal products) grew at a CAGR of 11.74 per cent, reaching US$ 

16.2 billion. 

● The Indian food and grocery market is the world’s sixth largest, with retail 

contributing 70 per cent of the sales. 

● Food and grocery accounts for a major portion of household spend – around 

53% in rural and 40% in urban areas. 

● It is the fifth largest industry in our country in terms of production, consumption, 

export and growth. 

● Increasing urbanization and employed women make ready to eat food more 

in demand, especially among the youth. 

● There has also been a tremendous growth in retail penetration. Kirana shops 

have opened even in small hamlets and multi brand retails outlets have been 

opened even in medium sized cities. 

● Food processing industries make value addition to the raw food materials and 

hence makes food items competitive in markets, easy to export and easy to 

preserve. 

● India is also witnessing a shift in consumption habits as share of high value 

items is increasing with economic development and increasing disposable 

incomes. 

● India’s share in global processed food items is very poor. It can help in 

offsetting the increasing trade deficit. 

● India ranks no. 1 in the world in the production of milk, ghee, ginger, bananas, 

guavas, papayas and mangoes. Further, India ranks no. 2 in the world in the 

production of rice, wheat and several other vegetables & fruits. If the surplus 

production of cereals, fruits, vegetables, milk, fish, meat and poultry, etc. 

are processed and marketed both inside and outside the country, there will be 

greater opportunities for the growth of the sector. 

● Resource advantage of India: Different soil types and different climate types for 

cultivation of diverse food crops, long coastal line suitable for fishing, huge 

resource of domestic animals etc. 
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● The food industry, which is currently valued at US $39.71 billion, is expected to 

grow at a Compounded Annual Growth Rate (CAGR) of 11 per cent toUS$ 

65.4 billion by 2018. 

● India's organic food market is expected to increase by three times by 2020. 

Potential of Food Processing Industry for Employment 

Generation 
 

● This industry has very high employment intensity and hence it can play a role in 

employment generation as well. 

● Food-processing sector will address several concerns such as disguised 

unemployment in agriculture, rural poverty, food security, food inflation, improved 

nutrition, and prevention of wastage of food. 

● The industry involves gamut of activities involved in reaching the final product to 

the consumer, starting with farm activity to supply chain. 

● 42 mega food parks being set up with an allocated investment of INR 98 

Billion. 

● The cost of skilled manpower is relatively low as compared to other countries. 

● Food Processing Industry is one of the major employment intensive segments 

contributing 13.04% of employment generated in all Registered Factory sector 

in 2012-13. 

● Food is the biggest expense for an urban and rural Indian household constituting 

share of 38.5% and 48.6% of the total consumption expenditure of households in 

2011-12 respectively. 

● Favourable economic & cultural transformation, shift in attitudes & lifestyles, 

consumers are experimenting with different cuisines, tastes and new brands. 

● There is an increase in awareness and concern for wellness and health, high 

protein, low fat, wholegrain and organic food. 

● The food processing sector in India ranks 1st in terms of employment & 

number of factories in operation and 3rd in terms of output. 

● Curbing Migration: Provides employment in rural areas, hence reduces 

migration from rural to urban. Resolves issues of urbanization. 

● 100% FDI is allowed in the sector. The Confederation of Indian Industry (CII) 

estimates that this sector has the potential to attract as much as US $33 billion 

of investment over the next 10 years and also to generate employment of nine 

million person-days. 

The Present Status and Future of Food Processing Industries 

in India Sector Wise: 
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DAIRY 
 

● India stands first in the world in terms of milk production. The output is 

expected to be about 146 million tonnes, growing at a compounded annual 

growth rate of 4%. 

● Consumption of milk has registered a growth of nearly 8.4% and is currently 

valued at US $16 billion. 

● Dairy sector ranks first in terms of processed foods with 37% of the produce 

being processed. The organised sector processes about 15% of total milk output 

in India. 

● Milk and milk products contribute to a significant 17% of the country’s total 

expenditure on food. Traditional dairy products account for about 50% of the 

total milk produced. 

FRUITS AND VEGETABLES 
 

● India is the second largest vegetable and third largest fruit producer 

accounting for 8.4% of the world’s food and vegetable production. 

● The share of organised sector in fruit processing is estimated to be nearly 

48%. 

● Fruit production in India registered a growth of 3.9% during whereas the fruit 

processing sector grew several times faster at 20% over the same period. 

However less than 2% of the total vegetables produced in the country are 

commercially processed, as compared to nearly 70% in Brazil and 65% in 

USA. 

● India’s installed capacity for fruits and vegetable processing nearly doubled 

during the 1990s, from 1.1 million tonnes in 1993 to 2.33 million tonnes. 

● About 20% of processed fruits and vegetables are exported. Major products 

exported include fruit pulps, pickles, chutneys, canned foods and vegetables. 

GRAIN PROCESSING 
 

● India produced nearly 209.32 million tonnes of grains. 

● India’s production covers all major grains – rice, wheat, maize, barley and 

millets like jowar, bajra and ragi. 

● It ranks third in the production of grains in the world. 

● With a share of 40%, grain processing is the biggest component of the food 

sector. 

● Primary processing constitutes 96% with the remaining accounted for by the 

secondary and tertiary sectors. 
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● Total rice milling capacity in the country is 186 million tonnes. There are about 

516 large flour mills in the country, as well as about 10,000 pulse mills. 

MEAT AND POULTRY 
 

● India has the largest livestock population in the world accounting for 50% of 

buffaloes and 16% of the goat population. 

● Most of the animals in India are not bred for meat. 

● Only 11% of the buffalo population, 6% of the cattle, 33% of the sheep and 38% 

of the goat population is culled for meat. 

● Consumption per head of both fresh and processed meat is very low at 1.5 kg 

compared with world average of 35.5 kg. 

● Indian poultry meat market was approximately US $2.03 billion. 

● Indian broiler (chicken that is bred and raised for meat production) industry has 

seen a rapid growth in the last few years. 

FISHERIES 
 

● India is the third largest fish producer in the world and second in in-land fish 

production. 

● Fisheries sector in India has been classified into marine, inland and 

aquaculture. 

● It contributes 1.1% to the country’s GDP. 

● It provides employment to 11 million people engaged fully, partially or in 

subsidiary activities pertaining to the sector. 

● India’s fish production stood at a level of 10.07 million metric tons in 2015. Of 

this, about 60% came from marine resources. Currently fish processing is mostly 

targeted for export markets. 

● Frozen shrimp is the largest item in terms of value contributing to 63.5% of 

the total exports, and frozen fish is the largest in terms of volume contributing to 

34.62%. 

PACKAGED FOODS 
 

● Packaged foods segment in India registered a growth of 8%. 

● Noodles/Vermicelli is the fastest growing category in this segment. The 

market for branded noodles is estimated at 230 million servings per year. 

● The Soups market is still small and nascent in India and is approximately US 

$14 million in value. 

● The market for culinary products is estimated at US $475,000 and estimated to 

grow at 18 to 20% per annum. 
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● Products like Tomato Ketchup and Jams currently have low penetration levels, 

but are growing rapidly. Ketchups, for example, have a penetration of just 3% in 

India; however this category is estimated to be growing at 20% per annum. 

BEVERAGES 
 

● The beverages market primarily consists of non-alcoholic beverages which 

can be broadly classified into carbonated drinks, non-carbonated drinks and hot 

beverages. 

● This segment is estimated at US $155 million out of which fruit juices and fruit 

based drinks account for US $60 million. 

● The market size of organised carbonated drinks is estimated at US $119 million. 

● In the past decade the carbonated drinks market registered a healthy growth 

rate of 20%, driven by the positive changes in India’s consumer profile. 

● Hot beverages include health drinks such as white beverages (‘Horlicks’ etc.) and 

brown beverages such as tea/coffee as well as branded drinks (E.g. : ‘Boost’). 

● The total size of this market is estimated at US $333 million by value and 85,000 

tonnes by volume. 

● India is the largest producer of tea in the world accounting for 28% of the total 

global production. Tea production in India has been growing at 1.2% per annum 

and India is the fourth largest exporter of tea. 

● India is also the fifth largest producer of coffee accounting for 4% of the total 

production in the world. Nearly 75% of India’s production is exported and coffee 

exports stood at US $5.2 million in 2005-06. 

STAPLES 
 

● Bread is slowly coming to be a staple product consumed by people of all 

economic classes in India. 

● Total bread production in the country was estimated at 2.7 million tons, growing 

at 7.5%. 

● About 55% of bread production comes from the organised sector. 

● India is the second largest producer of wheat in the world with an output of 

more than 70 million tonnes. 

● Branded ‘atta’ (wheat flour) is an important item in this segment with an 

estimated market of US $195 million. 

Major Locations 

Location of food processing industries in India: 
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● Within India, India is a densely populated country and is well connected with road 

and rail. Markets are well in reach as even rural areas are within reach of 

transport. 

● India has more than 35000 registered units. But majorities of the food 

processing factories are concentrated in the coastal states (one reason being, 

accessibility to marine food processing). 

● Major coastal states include: Andhra, Maharashtra, Karnataka, Kerala, 

Gujarat, Punjab and WB. Non-coastal states include UP, Punjab etc. 

● Geographical location of India is also very conducive as it is in the middle of 

Asia and has good Connectivity with the Middle East and South East Asia. 

● The Global Food Processing Industry is approximately valued at $3.2 Trillion 

and accounts for over three-fourth of global food sales. 

● Despite the large size, only 6 percent of the processed food is traded the world 

over as compared to bulk agricultural commodities where 16 percent of produce 

is traded. 

● Growth of the sector has been the highest in western nations, especially 

across Western Europe, North America, Japan and Australia. 

● The USA is the largest consumer of processed food accounting for 31% of 

global sales. 

● Asia-Pacific leads the food processing industry in terms of market share. 

Demand for food that is light on preparation time continues to grow in developed 

countries. 

● Germany, US, France and Austria are among the major exporters of food 

processing machinery while the US, the UK, Germany and France lead in 

importing. 

● China’s food processing industry is expected to keep showing close to 35 

percent yearly growth, mainly due to higher standards of living, improved 

economic conditions and changing dietary patterns. 

● Growth will likely continue as China’s 25% rate of processed food production 

catches up with the average 80% rate in developed nations such as the US. 

● Overall processing level of perishable products – India (approx. 10%), USA 

(80%), Malaysia (80%), France (70%), Thailand (30%), Australia (25%). 

UPSTREAM AND DOWNSTREAM REQUIREMENTS 

Major Upstream Requirements are: 
 

● Upstream or backward linkages include a robust supply of raw materials. 

● Quality raw food is an essential requirement. 



Download All Notes PDF : WWW.IAS.NETWORK 

© IAS.NETWORK | Mentorship Program for UPSC 2021, 2022 Available : 9779726117 

GS Ans, Essay, Anthro, PSIR, Sociology, PubAd, History, Geography Optional Evaluation 

167 

● It will require contract farming to ensure that quality of food is maintained by 

farmers. 

● It will require deregulation of the agriculture market which is currently restricted 

by various state APMC Acts. 

● Essential Commodities Act also needs to be sparingly used or abolished. 

● It will also require strict quality control from field to factory. FPO and FSSAI 

need to standardize the benchmarks. 

● Credit mechanisms also need to be strengthened, especially at the startup 

stage. 

● Laws regarding adulteration, sanitary and phytosanitary measures also need 

to be strengthened. 

● Logistic mechanisms also need to be strengthened, especially transport. More 

initiatives like dedicated freight transport corridor needs to be taken. 

● Cold chains and other infrastructure needs to be bolstered up. Currently cold 

storages can handle only one or two types of food items at a time. 

● There is an urgent need for technological upgradation and investment. 

● Import duties on machineries should be eliminated or brought close to zero. 

Major Downstream Requirements are: 
 

● There is a need of reforms of retail market. 

● Rural markets also need development and connectivity. 

● Government should also incentivize exports. 

● Regulatory mechanism to check the standard of finished products. 

● Latest processing techniques. 

● Latest processing machinery. 

● Quality testing facilities. 

● Organized retail stores for faster distribution. 

● To tap foreign markets, sanitary standards need to confirm international 

standards like Codex Alimentarius. Food Safety standards were implemented 

in India only in 2006 when the Food Safety and Standards Actwas brought. 

● State government also needs to show a response, currently only the central 

government is pursuing the agenda. State level tax structure also needs to be 

rationalized and interstate movement of processed food should be tax free. 

● Proper advertising and actual sale of that product. 

 ISSUES OF FOOD PROCESSING INDUSTRY IN INDIA  

Obstacles in the growth of food processing Industries 
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● Small size companies: Indian food processing companies are small and can’t 

compete with global giants which invest heavily on R&D. 

● Lack of good laboratories in India: Food export to US and EU demands high 

quality standards. India lacks good laboratories to check heavy metal and other 

toxic contamination in food. 

● Lack of skilled workforce. We have only a few graduates in Food Technology. 

● Lack of right vision and support from the government at the right time. 

● Lack of good transportation facilities. Roads are overburdened. 

● Lack of storage facilities and good production techniques. 

● Lack of organized retail. 

● Limitations in supply chains. 

● Limitations in quality. 

● Lack of modern regulations 

● Inadequate credit availability. 

● Low Consumer Awareness. 

● High Packaging and Distribution Cost. 

● High levels of fragmentation 

● Absence of Comprehensive national level policy on food processing 

sector: The food processing sector is governed by statutes rather than a single 

comprehensive policy on food processing. 

● Food Safety Laws & Inconsistency in State and Central policies: Though 

historically various laws were introduced to complement and supplement each 

other in achieving total food sufficiency, safety and quality the result is that the 

food sector in India is governed by a number of different statutes rather than a 

single comprehensive enactment. 

● Lack of adequate trained manpower: Many positive developments in the food 

processing sector have also resulted in the apprehension about the emerging 

skill shortages due to mismatch between the demand for specific skills and 

available supply.  

Suggestions 

1. Initiatives to Plug Supply Side and Infrastructure bottlenecks 

Overcoming long and Fragmented Supply: 

● Development of backward linkages by evolving conducive regulatory framework 

for contract and corporate farming and encouraging commodity clusters and 

intensive livestock rearing to source appropriate quality, quantities and varieties 

of input by appropriate modifications to the APMC act.  
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Providing impetus to Logistics and Supply chain sector: 

● Develop dedicated freight corridors in rail, supplemented by concretised dual 

carriageways for the states and national highways, which will directly reduce the 

cost of good supplied. 

● Provide further incentives to FTWZs, one of the major drivers of warehousing 

business. 

● Incentivize third party logistics (3PL) operators in setting up end-to-end logistics 

and warehousing set up. 

2. Streamlining the Regulatory Structure 

● Bringing multiple departments and law under single window thereby providing 

clarity in roles of operational and service delivery. 

● Ensure uniform implementation of the APMC act to encourage private sector 

investment in infrastructure development, harmonization of indirect taxes by GST 

implementation to reduce vast price differences in products. 

● Recent initiatives like INVEST India have also created a dedicated help desk for 

the FPI sector exclusively to facilitate single window clearance. 

3. Change in Mindset-Orienting Stakeholders towards Demand and Profit Driven 

Production  

● Stakeholders should shift their focus from what to produce to producing 

processable varieties and marketable products suitable as per global quality 

standards, and traceability requirements, duly adopting need based viable 

technologies and quality controls. 

4. Need for Second Generation Revolution in Agriculture 

● India needs a Second Green Revolution which takes rice and wheat cultivators 

beyond the grain production stage to agro-food processing and gives value 

addition and would also solve the issue of constraints in raw materials 

procurement. 

5. Access to Credit 

● A special fund in NABARD worth INR 2,000 crore, designated as Food 

Processing Fund for proving affordable credit to food processing units in Mega & 

Designated Food Parks has been setup.  

● This fund is used for providing loans at a concessional rate of 8-9% for 7 years. 

6. Market Creation and Market Intelligence 

● Promotional campaigns for consumers highlighting the benefits of processed 

foods (healthy, convenient, assured quality). 
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● Develop a strong market intelligence network to cater to the information needs of 

stakeholders. 

7. Food Safety and Hygiene 

● Develop and implement modern integrated food law with a single apex regulator. 

● Phase-wise approach for harmonization of Indian food standards with AGMARK, 

CODEX to the extent possible. 

 

8. Develop institutional set up which can provide scientific advice on all matters 

related to food safety. 

 

9. Training of small and medium enterprises in the unorganized sector. Training of 

Food Inspectors should be made mandatory. 

 

10. Fiscal Incentives for the sector 

● Several Fiscal Incentives to FPS including 100% income tax exemption to 

food processing units on profits for the first five years of operation and 25% 

thereafter for next five years etc. provided by the government need to be 

continued. 

● Reduction of Excise duty, custom duty exemption from service tax on pre-

conditioning precooling, ripening waxing and retail packing , labelling of fruits and 

vegetables and transportation of food grains are some other incentives available 

to FPI sector. 

Policy Initiatives and Measures Taken by the Government to 

Support the Food Processing Sector 
 

● Most of the processed food items have been exempted from the purview of 

licensing under the Industries (Development and regulation) Act, 1951, except 

items reserved for small scale sector and alcoholic beverages. 

● Food processing industries were included in the list of priority sector for bank 

lending in 1999 Automatic approval for foreign equity up to 100 per cent is 

available for most of the processed food items except alcohol, beer and those 

reserved for small-scale sector subject to certain conditions. 

● Full repatriation of profits and capital has been allowed. 

● Zero duty import of capital goods and raw material for 100 percent export 

oriented units. 

● Full duty exemption on all imports for units in export processing zones has been 

done. 
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● In Union Budget 2017-18, the Government of India has set up a dairy processing 

infra fund worth Rs 8,000 crore (US$ 1.2 billion). 

● Union Budget 2016-17 proposed 100 per cent FDI in marketing of food products 

produced and manufactured in India. 

● The Government of India has relaxed foreign direct investment (FDI) norms for 

the sector, allowing up to 100 per cent FDI in food product e-commerce through 

automatic route. 

● The Food Safety and Standards Authority of India (FSSAI) plans to invest around 

Rs 482 crore (US$ 72.3 million) to strengthen the food testing infrastructure in 

India, by upgrading 59 existing food testing laboratories and setting up 62 new 

mobile testing labs across the country. 

● The Indian Council for Fertilizer and Nutrient Research (ICFNR) will adopt 

international best practices for research in the fertilizer sector, which will enable 

farmers to get good quality fertilizers at affordable rates and thereby achieve food 

security for the common man. 

● The Government of India allocated Rs 1,500 crore (US$ 225.7 million) and 

announced various measures under the Merchandise Exports from India Scheme 

(MEIS), including setting up of agencies for aquaculture and fisheries in coastal 

states and export incentives for marine products. 

● FSSAI has issued new rules for importing products, to address concerns over the 

entry of Sub-standard items and simplify the process by setting shelf-life norms 

and relaxing labelling guidelines. 

● The Ministry of Food Processing Industries announced a scheme for Human 

Resource Development (HRD) in the food processing sector. The HRD scheme 

is being implemented through State Governments under the National Mission on 

Food Processing. The scheme has the following four components: 

○ Creation of infrastructure facilities for degree/diploma courses in food 

processing sector 

○ Entrepreneurship Development Programme (EDP) 

○ Food Processing Training Centres (FPTC) 

○ Training at recognized institutions at State/National level 

● FSSAI under the Ministry of Health and Family Welfare has issued the Food 

Safety and Standards (Food Product Standards and Food Additives) 

Regulations, 2011 and the Food Safety and Standards (Contaminants, 

Toxins and Residues) Regulations, 2011 which prescribe the quality and 

safety standards respectively for food products. 

● The Government of India has approved the setting up of five numbers of Mega 

Food Parks in the states of Bihar, Maharashtra, Himachal Pradesh and 

Chhattisgarh. The Government plans to set up 42 such mega food parks across 

the country in the next three to four years. 
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● Pradhan Mantri Kisan SAMPADA Yojana has been launched (Scheme for 

Agro-Marine Processing and Development of Agro-Processing Clusters) 

with an allocation of Rs. 6,000 Crore for the period 2016-20 coterminous with the 

14th Finance Commission cycle. 

PM Kisan SAMPADA Yojana 

 

The following schemes will be implemented under PM Kisan SAMPADA Yojana: 

● Mega Food Parks 

● Integrated Cold Chain and Value Addition Infrastructure 

● Creation / Expansion of Food Processing & Preservation Capacities 

● Infrastructure for Agro-processing Clusters 

● Creation of Backward and Forward Linkages 

● Food Safety and Quality Assurance Infrastructure 

● Human Resources and Institutions. 

Food Processing Fund 

● A special fund in the NABARD worth INR 2,000 crore, designated as the 

Food Processing Fund, was set up in the FY 2014-15 for providing affordable 

credit to food processing units in Mega & Designated Food Parks. 

National Institute of Food Technology Entrepreneurship and Management 

(NIFTEM) 

National Mission on Food Processing (NMFP) 
 

Vision 2015 for food processing:  
 

● The Ministry of Food Processing Industries (FPI) has sponsored a study to 

suggest a roadmap for the growth of the food processing sector. 

● M/S Rabo Bank has conducted a study and submitted a Vision Document 

suggesting strategy & action plan for the food processing sector in India namely 

Vision 2015. 

● Vision Document suggested a strategy to ensure faster growth of the sector. The 

adopted Vision 2015 provides for enhancing the level of processing of perishable 

from 6% to 20%, enhancing value addition from 20% to 35% and increasing 

India’s share in global food trade from 1.5% to 3% by the year 2015. 

● To achieve these targets, investment of Rs.100 thousand crores was estimated 

by year 2015, out of which Rs.10,000 crores was to come from the Government. 
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● Accordingly, the Ministry of FPI formulated its 11th Plan schemes to attract the 

required investment in the sector. 

New Provisions for Food Processing Sector in Budget 2018-19 
 

● Pradhan Mantri Kisan Sampada Yojna (PMKSY) - Allocation has been 

increased from Rs. 715 crore in RE 2017-18 to Rs. 1400 crore in RE 2018-19. 

● Department of Agriculture Cooperation & Farmers Welfare (DAC & FW) 

would reorient its ongoing schemes and promote cluster based development of 

Agri commodities and regions in partnership with the MoFPI, commerce and 

other allied Ministries. 

● Tomato, Onion and Potato processing- Operation Green has been launched 

to promote FPOs, agro logistics, processing facilities and professional 

management with a sum of Rs.500 crore. 

● State of the Art testing facility would be set up at 42 Mega Food Park to 

promote Agri export from current US $ 30 billion to US $ 100 billion. 

● Corporate Income Tax has been reduced from 30 percent to 25 percent to 

companies having annual turnover up to Rs. 250 crores for all sectors. 

● 100 percent income tax exemption from profit derived from activities such as 

post-harvest value addition to agriculture would promote operation Green as well 

as PMKSY. This provision is applicable to FPOs’ having annual turnover up to 

Rs. 100 crores. 

● Setting up of a Fisheries and Aquaculture Infrastructure Development Fund 

(FAIDF) for fisheries sector and an Animal Husbandry Infrastructure 

Development Fund (AHIDF) for financing infrastructure requirement of animal 

husbandry sector. Total Corpus of these two new Funds would be Rs. 10,000 

crore. 

New Provisions for Food Processing Sector in Budget 2020-

21 

● During the last 5 years ending 2018-19, FPI sector has been growing at an 

Average Annual Growth Rate (AAGR) of around 9.99% as compared to around 

3.12% in Agriculture and 8.25% in Manufacturing at 2011-12 prices. 

 

SUPPLY CHAIN MANAGEMENT  
  

BASICS  
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“Supply chain means flow & movement of goods from the producers to the final 

consumers”. 

● Supply Chain is a sequence of flows that aim to meet final customer 

requirements that take place within and between different stages along a 

continuum, from production to final consumption. 

● Supply chain management is the synchronization of production, inventory, 

location, and transportation among the participants in a supply chain to 

accomplish the best mix of receptiveness and effectiveness for the market being 

served. 

● The Supply Chain not only includes the producer and its suppliers, but also, 

depending on the logistic flows, transporters, warehouses, retailers, and 

consumers themselves. 

● In a broader sense, supply chains also includes, new product development, 

marketing, operations, distribution, finance and customer service. 

● It also comprises movement and storage of raw materials that are involved in 

work in progress, inventory and fully furnished goods. 

Effective and reliable supply chain solutions engage in five major 

steps. 

● Plan: The first stage, planning, is self-explanatory. Company managers develop 

strategies to manage resources for timely product delivery. Metrics should be 

developed to monitor progress and compliance. 

● Develop: Second step is to select suppliers. Managers are responsible for 

developing a system for pricing, delivery and payment. 

● Make: The third phase is manufacturing. During this step, the manager 

schedules activities necessary for production, testing, packaging and preparation 

for delivery of goods or services to customers. 

● Delivery: Fourth stage is delivery, or logistics of supply chain management. 

Managers coordinate order receipts, develop a network of warehouses and 

choose their carriers. 

● Return: There is the defect and excess stage, which is likely the most difficult to 

handle effectively. In this stage, managers need to review their system of 

supporting customers who have problems with product delivery. 

Key Benefits of Supply Chain Management  

● Develops better customer relationship and service. 

● Creates better delivery mechanisms for products and services in demand with 

minimum delay. 
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● Improvises productivity and business functions. 

● Minimizes warehouse and transportation costs. 

● Minimizes direct and indirect costs. 

● Assists in achieving shipping of right products to the right place at the right time. 

● Enhances inventory management, supporting the successful execution of just-in-

time stock models. 

● Assists companies in adapting to the challenges of globalization, economic 

upheaval, expanding consumer expectations, and related differences. 

● Assists companies in minimizing waste, driving out costs, and achieving 

efficiencies throughout the supply chain process. 

Significance of SCM in India: 

● India is the world largest producer of many fruits and vegetables and also 

ranked amongst the world’s five largest producers of over 80% agricultural 

produce items, including many cash crops such as coffee and cotton but there 

still exist huge gap between per capita demand and supply due to enormous 

waste during post-harvest storage and handling caused by improper 

bagging without crating, lack of temperature controlled vehicles, 

unavailability of cold chain facilities in various parts of country for preserving 

the produce, along with significant processing of the agricultural produce which 

results in immense losses to the nation. 

● Hence a proper supply chain management in fruits and vegetables has to be 

improved in all the stages of the supply by adopting best global practices 

in storage, packaging, handling, transportation, value added service etc. to 

meet the country’s demand of fruits and vegetables. 

● According to the Food and Agriculture Organization (FAO), “One third of 

food produced for human consumption is lost or wasted globally, which amounts 

to about 1.3 billion tons per year.” It also states: “Food is lost or wasted 

throughout the supply chain, from initial agricultural production to final household 

consumption.” The losses, it says, represent “a waste of resources used in 

production such as land, water, energy and inputs, increasing the green gas 

emissions in vain”. 

Direct Contributors to Supply Chain: 

● Primary producers, ingredient suppliers, food manufacturers, packaging 

suppliers, transport and storage providers, wholesalers, brokers and agents, 

retailers and catering outlets including commercial (restaurants) and 

noncommercial (private catering). 
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Indirect Contributors to Supply Chain: 

● such as service providers (water, waste disposal), equipment manufacturers 

(process equipment and vending machines),biochemical manufacturers 

(additives, vitamins, pesticides, drugs, fertilizers , and cleaning agents) and 

animal feed producers. 

Supermarket: A supermarket is a self-service shop offering a wide variety of food 

and household products. 

The Roles of Supermarkets in Supply Chain Management are as 

follows: 

● Transportation: The perishability of fruits, vegetables and other food items 

require swift transportation facilities so that their freshness remains intact. 

Supermarkets are equipped with such swift transportation facilities. 

● Better Storage Facilities: The better refrigeration facilities provided by 

supermarkets increases the shelf-life of these products so that consumers can 

purchase them fresh. 

● Price Discovery: Most of the supermarkets purchase these products directly 

from the farmers, helping in the better discovery of prices for them. 

● Supermarkets help in elimination of intermediaries such as agents and 

auctioneers. 

● Normally in traditional markets, these agents and auctioneers purchase produce 

from the farmers and sell it to the wholesalers from where the produce goes to 

the retailers and then to consumers. 

● The supermarkets eliminate this entire chain, as they procure directly from 

farmers and sell directly to the consumers. Reliance Fresh and Reliance trends, 

Food world, and Easyday are examples of supermarkets in India. 

Importance of Forward and Backward Linkages in Supply Chain 

● The extent to which the FPI will generate the needed impetus for the overall 

industrial development of the state will depend upon their various linkage effects. 

● Companies in the processed food manufacturing space face problems on the 

inbound supply chain side in terms of inconsistency of inputs quality, high level of 

wastages as the product reaches the manufacturing base and unwanted cost 

additions with minimal value additions. 

● This is due to the long and fragmented supply chain which results in these 

wastages and price escalations. This generates a requirement for companies to 

invest in creating backward linkages through contract farming, which would 
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enable the company to control the inputs at an assured quality level with minimal 

wastages. 

● Both backward and forward linkages are important for the uninterrupted 

temperature and climate controlled agricultural supply chain from the farm gate to 

the market. Majority of processed foods require controlled temperature at the 

point of sale. 

● Coming of food processing industries with strong forward and backward linkages 

will push farmers to cultivate crops as per the demand in the market. With other 

benefits, this will cut our heavy import of oilseeds and pulses. 

● As per some estimates, strengthening of backward and forward linkages will help 

in controlling the food wastage, which is estimated at over Rs 40,000 crore, and 

also aids in curbing inflation. 

ISSUES IN INDIA 

Challenges of Supply Chain Management 
 

● Connectivity:  There is lack of connectivity from villages to markets 

● Sorting and Grading technology: Farmers lack the knowledge about the 

process 

● Numerous stakeholders working in isolation: The food supply chain is 

complex with perishable goods and numerous small stakeholders. In India, the 

infrastructure connecting these partners is very weak. 

● Lack of demand estimation: Demand forecasting is totally absent and the 

farmers try to push whatever they produce into the market. 

● Lack of technology applications: Cold chain logistic supply chains should take 

advantage of technology improvements in data capture and processing, product 

tracking and tracing, synchronized freight transport transmit times for time 

compression along the supply chain and supply-demand matching. 

● Lack of system integration: The supply chain needs to be designed and built 

as a whole in an integrated manner. The process of new product development, 

procurement and order to delivery processes should be well designed and well 

supported with the help of IT tools and software. 

● Presence of large number of unorganized retailers: At present the 

unorganized retailers are linked with farmers through wholesalers or commission 

agents. The commission agents and wholesalers redundant supply chain 

practices make unorganized further inefficient. 

● Slowdown in production growth: With around 67 percent of landholdings being 

marginal, with an average size of 0.4 hectares, more than half of marginal 
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farmers are likely to not have any excess income to spare beyond subsistence, 

hindering the improvements in farm-level productivity. 

● Weak rural Infrastructure: Lack of better roads and rail facilities creates 

logistics problems. 

● Absence of Cold Storage Facilities: It leads to spoilage of perishable items like 

fruits etc. 

● Unavailability of Insurance Products to protect goods while moving. 

● Presence of Asymmetric information (usually the middle man has more 

information than both farmers and consumers regarding prices, supplies and 

stocks available). 

● Other issues: Apart from the above areas of concern, other issues such as 

Lack of applied research, Taxation issues, access to credit, obsolete 

technologies, etc. persist in the sector. 

  

SUGGESTIONS 

 
1. Improving infrastructure  through schemes like Ajeevika Grameen Express  

yojana, SAMPADA yojana (building warehouses). 

2. Vertical coordination of farmers through cooperatives, contract farming and 

retail chains would facilitate better delivery of output, reduce market risks, 

provide better infrastructure, attract more public interest, acquire better extension 

services, and create awareness regarding the prevailing and new technologies. 

3. Customized logistics is another important immediate requirement to make 

logistics effective. This reduces the cost, facilitates the maintenance of quality of 

the produce and fulfills the requirements of targeted customers. 

4. Information system for better coordination among different stakeholders from 

farmers to consumers is the need of the hour. The internet and mobile 

communication can also be used to enable information and financial transfer 

between the stakeholders. 

5. Public private partnership is another strategic solution. Supply chain like 

washing, waxing, grading, sorting, packing, pre-cooling, handling facilities, 

insurance, finance, transport and processing facilities would add value to supply 

chain functioning. 

6. Establishment of Mega Food parks:  These parks will also provide the required 

infrastructural and common facilities which are essential for sustenance of the 

industries. Quality assurance laboratories, Ware housing including cold storages, 

common effluent treatment plants etc. 

7. The government is also committed to securing availability of food grains for 

two-thirds of the 1.3 billion population, under the National Food Security 
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Act, 2013. While securing food for all or feeding them through such initiatives is 

important, addressing wastage of food in all forms is equally critical to complete 

the cycle of food sufficiency and food sustainability. 

8. There are initiatives such as India Food Banking Network (IFBN), which is 

promoting the concept of collaborative consumption with support from the private 

sector and civil society organizations. 

 

 

 

UPSC GS 3 SYLLABUS : LAND REFORMS IN INDIA  

  BASICS  

 

● Land reform usually refers to redistribution of land from the rich to the poor. 

More broadly, it includes regulation of ownership, operation, leasing, sales, 

and inheritance of land (indeed, the redistribution of land itself requires legal 

changes). 

● In an agrarian economy like India with great scarcity, and an unequal distribution 

of land, coupled with a large mass of the rural population below the poverty line, 

there are compelling economic and political arguments for land reform. 

● Not surprisingly, it received top priority on the policy agenda at the time of 

Independence. 

 NEED FOR LAND REFORMS 

 

● The agrarian structure prevalent before Independence, particularly during the 

Mughal and British periods were characterised by the following features: 

○ absentee land ownership; 

○ exploitation of tenants through high rents and insecurity of tenure; 

○ unequal distribution of land; 

○ tiny and fragmented holdings; and 

○ lack of adequate institutional finance to agriculture. 

● Bulk of the cultivators were short of fixed as well as working capital. This 

resulted in low investments and thereby low yields. 
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● Agrarian structure is a broad concept comprising land tenure system as well 

as credit, marketing etc. Thus agrarian reforms would imply corrective 

measures in all of these. 

● After Independence, therefore, it became necessary to undertake some land 

reforms measures for removing the feudal character of the agrarian economy 

and paving the way for rapid agricultural growth with social justice 

OBJECTIVES 

 

● Restructuring of agrarian relations to achieve egalitarian structure. 

● Elimination of exploitation   in land reforms. 

● Actualization of “Land to the tiller” 

● To change the unequal and unproductive agrarian structure 

● To remove exploitative agrarian relations, often known as patron-client 

relationship in agriculture 

● To promote agriculture growth with social justice 

LAND REFORMS THAT HAVE BEEN CARRIED OUT IN INDIA TILL 

DATE   

LAND REFORM MEASURES UNTIL THE 1970s  

 

● After Independence, the Congress appointed the Agrarian Reforms Committee 

under the Chairmanship of J.C. Kumarappa, for making an in-depth study of 

the agrarian relations prevailing. 

● The committee submitted its report in 1949 which had a considerable impact on 

the evolution of agrarian reforms policy. It recommended: 

○ all intermediaries between the state and the tiller should be 

eliminated. 

○ land must belong to the tiller subject to certain conditions. 

● The various agrarian reform measures undertaken after independence broadly 

include: 

○ abolition of intermediaries. 

○ fixation of ceilings on land holdings. 

○ redistribution of surplus land among landless or semi-landless 

peasants. 

● Besides, any special measures adopted to prevent alienation of tribal land and 

consolidate fragmented holdings come within the broad definition of agrarian 

reforms.  
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Abolition of Intermediaries 
 

● Following the recommendation of the Kumarappa Committee, all the states in 

India enacted legislation for the abolition of intermediary tenures in the 1950s. 

○ In West Bengal and Jammu & Kashmir, legislation for abolishing 

intermediary tenures was accompanied by simultaneous imposition of 

ceilings on land holdings. 

○ In other states, intermediaries were allowed to retain possession of lands 

under their personal cultivation without limit being set. As a result, there 

was enough time left for the intermediaries to make legal or illegal 

transfers of land. 

● Therefore, many large intermediaries continued to exist even after the formal 

abolition of zamindari. 

● Nevertheless, it has been estimated that nearly 20 million cultivators in the 

country were brought into direct contact with the Government. 

Tenancy Reforms 
 

● The Agrarian Reforms Committee recommended against any system of 

cultivation by tenants and maintained that leasing of land should be prohibited 

except in the case of widows, minors and disabled persons. 

● After Independence, although the major emphasis was on the abolition of 

intermediaries, certain amendments to the existing tenancy laws were made with 

a view to providing security to the tenants of ex-intermediaries. 

● But these legal measures provoked the landlords to secure mass eviction of 

tenants, sub-tenants and sharecroppers through various legal and extra-legal 

devices. 

● To counteract such a tendency, therefore, it became necessary on the part of the 

State Governments to amend the laws in the subsequent years to provide for 

adequate safeguards against illegal eviction.  

Ceilings on Land Holdings 
 

● The term ‘ceiling on land holdings’ refers to the legally stipulated maximum 

size beyond which no individual farmer or farm household can hold any 

land. 

● Like all other land reforms measures, the objective of such ceiling is to promote 

economic growth with social justice. 

● Small farms tend to increase economic efficiency of resource use and improve 

social equity through employment creation and more equitable income 

distribution. 
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● Small farms offer more opportunities for employment compared to large farms. 

Hence, even if large farms produce relatively more output per unit of area, they 

cannot be considered more efficient in a background of widespread 

unemployment and under-employment. 

● In 1959, Indian National Congress (Nagpur Resolution) resolved that agrarian 

legislation to cover restrictions on the size of land holdings must be implemented 

in all states by the end of 1959. 

● Accordingly, all the State Governments excepting north-eastern region imposed 

ceilings on land holdings in the 1960s. 

● The states of West Bengal and Jammu and Kashmir had already imposed 

ceilings on land holdings along with the laws for abolition of intermediaries in the 

early 1950s. 

● The Nagpur Resolution of 1959 had significant impact as various State 

Governments immediately took to the ratification of ceiling legislation.  

Bhoodan and Gramdan 
 

● The Bhoodan Movement was launched in 1951, immediately after the peasant 

uprising in the Telangana region of Andhra Pradesh, and after some years, 

another movement known as Gramdan came into being in 1957. 

● The objective was to persuade landowners and leaseholders in each concerned 

village to renounce their land rights, after which all the lands would become the 

property of a village association for the egalitarian redistribution and for the 

purpose of joint cultivation. 

● Vinoba Bhave hoped to eliminate private ownership of land through Bhoodan 

and Gramdan and maintained that the movement would go a long way to 

ensure the just redistribution of land, the consolidation of holding and their 

joint cultivation. 

● However, the movement failed to achieve its targeted objectives and the degree 

of success in respect of both land acquisition and land distribution was very 

limited. 

● In most cases, the village landlords donated only those pieces of land which 

were either unfit for cultivation or were in dispute with tenants or the government. 

● In fact, the landlords preferred to part away with their disputed lands as a 

compromise formula for there was little hope under the existing law, of being able 

to keep this land with them. 

● Besides, in return for such land donation, the landlords also received input 

subsidies and other facilities, which was no less an inducement to part away with 

the land unfit for cultivation.  
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Protection of Tribal Land 
 

● In all the scheduled areas, land transfer from tribal to non-tribal population was 

prohibited by law. 

● But due to various legal loopholes and administrative lapses, alienation of the 

tribals from their land continued on a large scale. 

● In fact, mortgaging of land to moneylenders due to indebtedness, poverty and 

acquisition of tribal land for irrigation, dams and other public purposes were 

largely responsible for alienation of tribal land. 

● Since land is the main source of livelihood for the tribal people and they do not 

have much upward mobility, indiscriminate acquisition of tribal land for public 

purposes should be avoided.  

Consolidation of Holdings 
 

● ‘Consolidation of Holdings’ refers to amalgamation and redistribution of 

fragmented land with a view to bringing together all plots of land in one 

compact block. 

● Due to growing pressure of population on land and the limited opportunities for 

work in the non-agricultural sector, there is an increasing trend towards 

fragmentation of land holdings. 

● This makes the task of irrigation management, land improvement and personal 

supervision of different plots very difficult. 

● After independence, most states enacted laws for consolidation of holdings. But 

the nature of legislation and the degree of success achieved varied widely. While 

in Punjab (including Haryana) it was made compulsory, in other states law 

provided for consolidation on a voluntary basis, if the majority of the land owners 

agreed. 

● Generally speaking, the consolidation acts provided for : 

○ prohibition of fragmentation below standard area 

○ fixation of minimum standard area for regulating transfers 

○ schemes of Consolidation by exchange of holdings 

○ reservation of land for common areas 

○ procedure for payment of compensation to persons allotted holdings 

of less market value in exchange 

○ administrative machinery for carrying consolidation schemes 

○ filing of objections, appeals and penalties. 

LAND REFORM MEASURES SINCE THE 1970s 
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● The failure of the first round of land reforms to remove the unequal power 

structure in the villages caused a lot of discontent among the poor. 

● Besides, the green revolution in the late 1960s further widened the income gap 

between the haves and the haves not. 

● In fact, the growing discontent led to land conflicts, including naxalite movement 

in WestBengal, Bihar, Andhra Pradesh and other parts of the country. 

● These developments forced the government to revise the ceiling laws in the early 

1970s. 

● In addition, some state governments amended their tenancy laws. 

● Further, a need for proper maintenance and updating of land records was felt. 

Effective Redistribution of Ceiling Surplus Land 
 

● The Union Government in consultation with state governments prepared national 

guidelines for uniform ceiling laws. 

● Following the guidelines all the state governments lowered the ceiling limits and 

inter-state variations in the levels of ceilings as well as exemptions granted to 

various categories of land were reduced. 

● Besides, there emerged a uniform pattern of ceiling legislation in the country; the 

family being now the unit of application in all the states. 

● However, certain categories of land continued to be exempted from the ceiling 

which left scope for law evasion through the device of shifting lands to the 

exempted categories such as land held by religious institutions, land for 

cultivation of tea etc.  

Amendments in Tenancy Laws 
 

● During the 1970s several state governments amended their tenancy laws. 

● In Andhra Pradesh, the amendment to tenancy laws conferred continuous right 

of resumption on land owners. 

● In Gujarat, the tenancy act was amended according to which tenants who were 

evicted between 1957 and 1992 were entitled to restoration. 

● In Jammu & Kashmir, the J&K Agrarian Act declared that all rights, titles and 

interests in land of any person not cultivated personally after 1971 shall be 

vested in the state free from all encumbrances with effect from 1973.  

● The Act provided for conferment of right of tenant after allowing the resident 

landowner to resume land for personal cultivation provided his annual income 

does not exceed Rs.500 per month. 

Changes in the Agrarian Structure 
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● After implementation of land reforms, it was expected that there will be a 

remarkable change in the agrarian structure in terms of reduction in 

concentration of land holdings and improvement in the economic conditions of 

poor tenants. 

● However, the available data indicate that inequality in the ownership of land 

holdings has not declined much over time. During 1971 to 1992 the Gini ratio of 

inequality remained constant at 0.71. 

● In a number of states there was an increase in the concentration ratio of land 

holdings which indicates that the land reform measures have been mostly 

ineffective in reducing the level of rural inequality. 

● The proportion of landless households increased from 9.6% in 1971 to 11.3% in 

1992 (NSSO). During the same period the proportion of leased-in area declined 

from 11.6% in 1971 to 8.3% in 1992. 

Updating of Land Records 
 

● The maintenance of up-to-date land records is important not only for effective 

implementation of land records, but also for harmonizing the process of overall 

rural transformation. 

● During the Seventh Five Year Plan a centrally sponsored scheme was launched 

for computerization of land records. 

● During the Eighth Five Year Plan nearly 48 crores of rupees were allocated for 

this purpose. 

● However, the progress made so far is poor due to lack of adequate infrastructural 

and training support at the local level. Besides, there is a need to take steps to 

bring about transparency in the administration of land records. 

Consolidation of Holdings 
 

● Since 1971 there has not been much progress in the consolidation of holdings. 

● In several states, the consolidation programme has not made any progress 

whatsoever due to lack of compulsory provisions in the law. Many states such as 

Bihar have even discontinued the programme. 

● Given the overall beneficial effects of the land consolidation, state governments 

should give priority to it. 

● Besides, the state governments should ensure that the interest of small and 

marginal farmers and tenants are protected during the process of consolidation 

through appropriate and up-to-date land records and proper valuation of their 

lands. 

Land Rights of Women 
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● Land reform policy in the past did not address the question of land rights of 

women. 

● In Uttar Pradesh, the Zamindari Abolition Act banned a female from 

inheritance of agricultural land. In some states, women cannot even buy 

agricultural land. 

● In 1992, the revenue ministers’ conference recommended that in matters of 

distribution of ceiling surplus land and other public lands, women should be given 

equal opportunities. The land should be allotted jointly in the name of husband 

and wife. 

● In practice, however, women are generally ignored as land ownership is given in 

the name of a male member of the benefited family. It is thus desirable that law 

should specifically provide women with equal access to benefits of land reforms. 

Positive 
 

● Inverse relationship between land size and productivity – smaller the land, better 

is the productivity. 

● Abolition of the exploitative land tenure system prevalent in Indian Agriculture. 

● Surplus land was distributed among the landless and the weaker sections of the 

society. 

● Provided security of tenure to the tenants. 

● Tenants were often given ownership rights on the land. 

● Rent was fixed in a range of around 25-33% which was less exploitative. 

● Violence was very rarely used (e.g. Bhoodan and Gramdan Movement). 

● As a consequence of the abolition of intermediaries and cultivators being given 

ownership rights, investments in agriculture became more common. 

● Land reforms made a big dent on poverty. 

● Lower castes and classes got greater rights and were able to mobilise 

themselves.  

Negatives 

● Often centralized control of large tracts of land bring about greater investments in 

agriculture due to economies of scale. 

● Fragmentation of land increases as a result of land ceilings and reforms. 

● Evidence suggests that land reforms had a negative effect on poverty. 

● Many of the steps taken under land reforms such as land ceilings, tenancy 

reforms, land consolidation etc. were not implemented properly due to legal 

loopholes. 

● In under-developed countries such as Zimbabwe, land reforms actually 

increased poverty and led to economic decline. 
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Consequences of land reforms were felt in the form of food security 

and social impacts which were both positive and negative. 
 

● Land reforms have resulted in redistribution of land and systematization of land 

records. Intermediaries were largely abolished and ownership rights were 

awarded to some 200 lakh tenants. More than 53 lakh acre of land was 

redistributed and most of the beneficiaries were SCs and STs. 

● Impact on joint family – Concept of individual ownership under revised land 

ceiling Acts led to breakdown of joint family as authority of Karta declined. 

● Rural Inequalities – Rural inequalities increased due to land reforms. Incidence 

of land lease reduced due to fear of alienation of land and incidence of 

agricultural laborer increased. A form of ‘concealed tenancy’ was put into 

practice. Due to ineffective land distribution, landless household number 

increased from 9.6% in 1971 to 11.2 in 1992. 

● Agrarian Class Structure – It underwent complete transformation. Landlords 

were replaced by rich farmers and tenants were replaced by marginal farmers 

and agricultural laborers. Due to redistribution of land share of Backward 

Caste/Classes swelled. Share of Backward classes increased from 8% before 

independence to 38% in 1989. 

● Social Conflicts – Erstwhile dominant caste retaliated the land alienation in 

many ways which also included violent backlashes. In Bihar, caste senas like 

Ranvir Sena, Diamond Sena etc. were formed. 

● Migration – Poor implementation of land reforms and eviction of tenants 

rendered large population in poorer states to take to agriculture labor in other 

prosperous states. Rich farmers also resorted to self-cultivation and traditional 

social ties broke. This led to rural urban migration. 

● Impact on Caste System – Land reforms led to emergence of strong middle 

peasant castes. Traditionally cultivator classes were the largest beneficiaries. 

After the success of the Green Revolution, emerged as dominant castes. Post 

1970s political consolidation of these castes projected their interests on national 

and state level political theater as well. 

● Achievement of land reforms in terms of increasing production and productivity – 

which was twin objective of land reforms – is also not very great. Green 

revolution further complicated the situation as it also led to gross regional 

inequalities. 

● Homestead Rights – Peasants also derived right to make homes on agricultural 

land without change of use of land 

ISSUES 
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Major hurdles in Land Reforms included – 
 

● Socio cultural factors – traditional sentiments attached with land, ignorance 

hindered consolidation and redistribution. Caste hierarchies also obstructed 

the process and community farming failed. So, consolidation was largely 

dropped by every state. 

● Legal Factors – In case of tenancy laws, the burden of proof lies with the tenant. 

Loopholes were liberally exploited by rich farmers. Often land was forcefully 

evicted and was fraudulently shown as ‘voluntarily surrendered’. 

● Politico Administrative Factors – Bureaucracy was uncommitted and was 

hand in glove with rich farmers. 

● The agrarian structure varies greatly across India, and the progress of land 

reforms has also been uneven across the states. In West Bengal, redistribution 

work was carried out quite successfully, in Haryana and Punjab consolidation 

work was done quite effectively, in Karnatakaland record Modernization was 

implemented effectively. 

 Prof M L Dantewala, “Reforms had been more or less in the right direction, but 

due to lack of implementation results were far from satisfactory.''  

M S Swaminathan, chairman of the first National Commission on Agriculture 

termed land reforms as “Unfinished Agenda” in his report. 

SUGGESTIONS / NEW LAND REFORMS ARE REQUIRED    

Recommendations for addressing land-issues 

The Ten Point Agenda of the Government of India is a strong beginning in addressing 

some of these seemingly intractable problems. These are: 
 

● The agreement of the State governments on the National Land Reform Policy. 

● National Legislation for guaranteeing shelter land to the millions of homeless 

and landless, particularly in rural areas. 

● Stronger Implementation of the Central Acts related to Forest Lands. 

● Engendering Land Ownership to ensure strengthening of women’s equality. 

● Ensuring the functioning of Land Tribunals. 

● Oversight by bodies jointly governed by Government and Civil Society.  

Draft National Land Reforms Policy, should be implemented properly 

The draft national land reform policy has five goals: 

● Distribute land to all rural landless poor 
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● Restore land unjustly taken from vulnerable communities such as Dalits 

(untouchables) and Tribals. 

● Protect the land of the Dalits and Tribals including the commons that they 

depend on going forward 

● Liberalize leasing laws. 

● Improve land rights of women.  

Forests Right Acts, 2006, needs to be reformed 

Model Agriculture Land Leasing Act, 2016, should be implemented by states 

As land is aState subject, So Union Circulated Model Agriculture Land Leasing to: 

● Protects landowners from illegal occupation by tenant farmers. 

● Helps tenant farmer get bank loans using leasing agreement as proof 

 

UPSC GS 3 SYLLABUS : EFFECTS OF LIBERALIZATION ON THE 

ECONOMY, CHANGES IN INDUSTRIAL POLICY AND THEIR 

EFFECTS ON INDUSTRIAL GROWTH. 

 

BASICS OF LIBERALIZATION 

  
● Liberalization is any process whereby a state lifts restrictions on some private 

individual activities. 

● Liberalization occurs when something which used to be banned is no longer 

banned, or when government regulations are relaxed. 

● The term liberalization will have the same connotation in economics as its root 

word liberalism has. Pro-market or pro-capitalistic inclination in the economic 

policies of an economy is the process of liberalization. We see it taking place in 

the whole Euro-America in the 1970s and particularly in the 1980s. 

● The most suitable example of this process could be China of the mid-1980s 

when it announced its ‘open door policy’. Though China lacks (even today) 

some trademark traits of liberalism, as for example individualism, liberty, 

democratic system, etc., still China was called a liberalizing economy. 

● Economic liberalization refers to the reduction or elimination of government 

regulations or restrictions on private business and trade. It is usually promoted by 
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advocates of free markets and free trade, whose ideology is also called 

economic liberalism. 

● Economic liberalization also often involves reductions of taxes, social 

security, and unemployment benefits. 

● The process of Economic reforms in India has to be completed via three other 

processes namely, liberalization, privatization and globalization, known 

popularly by their short-form-the LPG. 

In India economic reforms initiated in 1991 
 

● On July 23, 1991, India launched a process of economic reforms in response to 

a fiscal and balance-of-payment (BoP) crisis. The reforms were historic and 

were going to change the very face and the nature of the economy in the coming 

times. The economic reform programme, that India launched, consisted of two 

categories of measures:- 

Macroeconomic Stabilization Measures 
 

● It includes all those economic policies which intend to boost the aggregate 

demand in the economy-be it domestic or external. 

● For the enhanced domestic demand, the focus has to be on increasing the 

purchasing power of the masses which entails an emphasis on the creation of 

gainful and quality employment opportunities. 

 

Structural Reform Measures 
 

● It includes all the policy reforms which have been initiated by the 

government to boost the aggregate supply of goods and services in the 

economy. 

● It naturally entails unshackling the economy so that it may search for its own 

potential of enhanced productivity and production. 

 The Central Government (Narasimha Rao Government) introduced the 

package of reforms at the behest of IMF and World Bank, aimed at economic 

liberalization in June 1991. The main features of the liberalization policy of Indian 

Government have been: 
 

● General reduction in the role of the state in the Economic Governance. 

● Withdrawal of the state from many economic sectors and its replacement by the 

private sector. 

● Decline in the government/public sectors in basic and key industries, banking, 

insurance and other public sectors undertakings. 
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● Decline in the role of the state in provision of public social services like 

education, housing and health. 

● Further development through wider participation of the private sector and hence 

more economic growth and liberalization in economy. 

Objectives of Liberalization 
 

● To boost competition between domestic businesses. 

● To promote foreign trade and regulate imports and exports. 

● Improvement of technology and foreign capital. 

● To develop a global market of a country. 

● To reduce the debt burden of a country. 

● To unlock the economic potential of the country by encouraging the private 

sector and multinational corporations to invest and expand. 

● To encourage the private sector to take an active part in the development 

process. 

● To reduce the role of the public sector in future industrial development. 

● To introduce more competition into the economy with the aim of increasing 

efficiency. 

Major Steps Towards Liberalization of Economy: 
 

● Licensing was abolished except for certain Defense and strategic 

industries. Licenses not needed for capacity expansion as well. 

● MRTP was kept alive (repealed and replaced in 2002 by Competition Act) 

but the focus is on increasing competition. Threshold limits were abolished. 

Preapprovals are no longer required. The CCI only checks monopolistic behavior 

and scrutinizes mergers. 

● FDI – Automatic FDI approval with varying participation rates except a few 

sensitive ones. RBI needs to be notified just 30 days in advance of bringing 

funds. Foreign Investment Promotion Board constituted to scrutinize FDI in 

other areas. 

● Public Sector – Disinvestment policy was adopted. Listing to bring about 

discipline and buybacks also allowed. Sick industries to be referred to BIFR. 

Focus will be on strategic, high-tech sectors where monopoly would be 

preserved. Thus areas reserved for the public sector exclusively were reduced 

from 18 to 3. More professional management and greater autonomy. 

● Steps were taken to devalue Indian currency, make India a more attractive 

destination for investments. 



Download All Notes PDF : WWW.IAS.NETWORK 

© IAS.NETWORK | Mentorship Program for UPSC 2021, 2022 Available : 9779726117 

GS Ans, Essay, Anthro, PSIR, Sociology, PubAd, History, Geography Optional Evaluation 

192 

● Steps were also taken to relax the hold of RBI over forex and Indian currency 

was now more market driven. 

● PPP was promoted. 

● In foreign trade, restrictions were lifted, almost all quantitative caps were 

done away with. Import duties were gradually lowered down and in a significant 

move India also embraced itself fully to join WTO and allow free trade. Many 

FTAs were signed at bilateral level. 

● Broad banding of industry was also done. Instead of minor classifications, 

broad sectors were defined which enabled manufacturers to better cater to the 

demand without requiring additional approval. 

● Incentives for export promotion – 100% export oriented units were given 

further exemptions. They were allowed to buy their imported content at 

international prices. SEZ s and export oriented zones were established. 

Effects of Liberalization on Different Sector of Indian 

Economy 

When a nation becomes liberalized, the economic effects can be profound for the 

country and for investors. Economic liberalization refers to a country “opening up” to 

the rest of the world with regards to trade, regulations, taxation and other areas that 

generally affect business in the country 

Impact on Indian GDP Growth Rate  
 

● India’s annual average growth rate from 1990 – 2010 has been 6.6 % which is 

almost double than the pre reforms era. 

Removing Barriers to International Investing 
 

● Investing in emerging market countries can sometimes be an impossible task if 

the country you’re investing in has several barriers to entry. These barriers can 

include tax laws, foreign investment restrictions, legal issues and 

accounting regulations, all of which make it difficult or impossible to gain 

access to the country. 

● The economic liberalization process begins by relaxing these barriers and 

relinquishing some control over the direction of the economy to the private 

sector. This often involves some form of deregulation and privatization of 

companies. 

 Industrial Growth Rate  
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● Foreign companies got free access to Indian markets and made domestic 

products uncompetitive. They obviously had better access to technology and 

larger economies of scale. 

 Unrestricted Flow of Capital 
 

● The primary goals of economic liberalization are the free flow of capital 

between nations and the efficient allocation of resources and competitive 

advantages. This is usually done by reducing protectionist policies such as 

tariffs, trade laws and other trade barriers. 

● One of the main effects of this increased flow of capital into the country is 

it makes it cheaper for companies to access capital from investors. A lower 

cost of capital allows companies to undertake profitable projects they may not 

have been able to with a higher cost of capital pre-liberalization, leading to higher 

growth rates. 

Impact on Small Scale in India 
 

● After independence, the government attempted to revive the small scale sector 

by reserving items exclusively for it to manufacture. With the liberalization list of 

reserved items was substantially curtailed and many new sectors were thrown 

open to big players. 

● Small scale industry however exists and still remains the backbone of 

Indian Economy. It contributes to a major portion of exports and private sector 

employment. Results are mixed, many erstwhile Small scale industries got bigger 

and better. But overall value addition, product innovation and technology 

adoption remains dismal and they exist only on back of government support. 

Impact on Agriculture 
 

● Share of agriculture in the domestic economy has declined to about 15%. 

However, people dependent upon agriculture are still around 55%. Cropping 

patterns have undergone a huge change, but the impact of liberalization can’t be 

properly assessed. We saw under series relating to agriculture that there are still 

all pervasive government controls and interventions starting from production to 

distribution. 

● Global agricultural economy is highly distorted. This is mainly because of an 

imbalance in economic and political power in the hands of farmers of developed 

and developing countries. In developed countries, commercial and capitalistic 

agriculture is in place which is owned by influential Agri corporations. They easily 
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influence policies of WTO and extract a better deal for themselves at the cost of 

farmers in the developing world. 

● Farming in the developing world is subsistence and supports a large 

number of poor people. With globalization there has been high fluctuation in 

commodity prices which put them in massive risk. This is particularly true for 

cash crops like Cotton and Sugarcane. Recent crises in both crops indicate this 

conclusively. 

● On the positive note, India’s largely self-sufficient and high value 

distinguished products like Basmati Rice are in high demand all over. Generally 

speaking, India is better placed to take up the challenge of globalization in this 

case. If done in a sustainable and inclusive manner, it will have a huge multiplier 

impact on the whole economy. 

● Worldwide implicit compulsion to develop the Food processing Industry is 

another landmark effect of globalization. 

● Apart from these, Farm Mechanization i.e. use of electronic/solar pumps, 

Tractors, combines etc. all are fruits of globalization. Now moving a step 

further, Information technology is being incorporated into agriculture to 

facilitate farming. 

Impact on Services Sector 
 

● In this case globalization has been boon for developing countries and bane 

for developed ones. Due to historic economic disparity between two groups, 

human resources have been much cheaper in developing economies. 

● This was further facilitated by the IT revolution and this all culminated in the 

exodus of numerous jobs from developed countries to developing countries. Here 

the US have to jealously guard its jobs as we guard our agriculture. 

Information Technology Industry 
 

● Software, BPO, KPO, LPO industry boom in India has helped India to absorb 

a big chunk of demographic dividend, which otherwise would have wasted. Best 

part is that export of services results in export of high value. 

● There is almost no material exported which consumes some natural resources. 

Only thing exported is the labor of Professionals, which doesn’t deplete, instead 

grows with time. Now India is better placed to become a truly Knowledge 

Economy. 

● Exports of these services constitute a big part of India’s foreign Exchange 

earnings. In fact, the only three years India had Current Account surplus, i.e. 

2000-2002, was on back of this export only. 
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Banking 
 

● Further, in banking too India has been a gainer. Since reforms, there have 

been three rounds of License Grants for private banks. Private Banks such 

as ICICI, HDFC, Yes Bank and also foreign banks, raised standards of Indian 

Banking Industry. Now there is cut through competition in the banking industry, 

and public sector banks are more responsive to customers. 

● Here too IT is on the path of bringing banking revolution. New government 

schemes like Pradhan Mantri Jan dhan Yojana aims to achieve their targets by 

using Aadhaar Card. Having said this, Public Sector Banks still remain major 

lenders in the country. 

● Similarly, the Insurance Industry now offers a variety of products such as Unit 

Linked Insurance plans, Travel Insurance etc. But, in India life Insurance 

business is still decisively in hands of Life Insurance Corporation of India. 

Stock Markets 
 

● Another major development is one of Stock Markets. Stock Markets are 

platforms on which Corporate Securities can be traded real time. It provides 

mechanisms for constant price discovery, options for investors to exit from or 

enter into investment any time. These are the backbone of free markets these 

days and there is robust trade going all over the world on stock exchanges. Their 

Importance can be estimated from the fact that, the behavior of stock markets of 

a country is the strongest indicator of health and future prospects of an economy. 

● These markets have thrown open a wide array of associated services such as 

Investment Banking, Asset Management, Underwriting services, Hedging advice 

etc. These collectively employ lakhs of people all over India. 

● Similarly there are commodities markets which provide avenues for investment 

and sale of various eligible commodities. 

Telecom Sector 
 

● Conventionally, the Telecom sector was a government owned monopoly and 

consequently service was quite substandard. After reforms, the private telecom 

sector reached the pinnacle of success. And Indian telecom companies went 

global. However, corruption and rent seeking marred growth and outlook of this 

sector. 

● Entry of modern Direct to Home services saw improvements in quality of 

Television services on one hand and loss of livelihood for numerous local cable 

operators. 
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Education and Health Sector 
 

● It should be noted that food (Agriculture), Health and education (and to lesser 

extent banking) are among basic necessities, which every human being deserves 

and can’t do without. Unfortunately, in developing countries there is market 

failure in all these sectors and the majority of people can’t afford beyond a certain 

limit (or can’t afford at all). 

● Concept of free markets, globalization, liberalization etc. fails here miserably. 

Free markets provide goods and services to people who can afford paying for 

them, not to those who deserve and need these. 

● Now if we consider these sectors from the angle of our inclination towards free 

markets, certainly there has been a lot of progress. There has been world class 

education available in India and Deregulation has resulted in Mushrooming of 

private engineering and Medical Colleges. But in reality, this had far reaching 

devastating effect on society. 

● These new colleges accommodate only a miniscule proportion of aspirants at 

very high costs. Recently, an Independent organization ‘Transparency 

International’ came out with a report claiming that India’s medical system is the 

most corrupt in the world. This was no surprise, it is known very well from where 

it starts. 

● High fees of education forces many aspirants to take educational loans from 

banks. After qualifying the job market is unable to absorb the majority of them. 

Practice turns out to be an option of last resort. Now to make a decent living and 

to pay back the loans person is lured by corruption. Consequently, when many 

similar cases are put together, we get a corrupt system, economy and society. 

● Reality is that after deregulation and liberalization, the government along with 

other sectors, pulled its hand from social sectors too. Now there are 

Mediocre to high quality options available in private sector which can be availed 

as per one’s budget. In the public Sector Less than Mediocre to Mediocre options 

are available. This leaves a huge proportion of aspiring students and expecting 

patients. 

● On Social front India’s performance is deplored all over the world and it is 

probably behind all important developing economies. This lacuna has been 

recognized and the government has taken the charge. 

● In the case of education almost universal enrollments have been achieved upto 

primary level and now impetus should be on improving quality, so that students 

of public schools come at par with at least average private ones. 

Negative Impacts of Liberalization in India 
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● Destabilization of the economy: Tremendous redistribution of economic power 

and political power leads to Destabilizing effects on the entire Indian economy. 

● Trade and deficit – Though trade increased at a significant pace, deficit also 

increased. 

● Real estate prices have shot up and cost of living has increased significantly 

in Industrial towns. 

● There has been a decline in public investment in infrastructure as a 

percentage of GDP. 

● Casualization of workforce has increased as organized labor didn’t increase 

and labor laws were liberalized. 

● Agriculture growth has also been significantly lower than GDP growth over 

the years. 

● Stagnant share of industry in GDP: despite hopes of higher growth in the 

industrial sector, it didn’t happen. There was also sharp deceleration in capital 

and basic goods while rise in consumer goods 

● Impact of FDI in Banking sector: Foreign direct investment allowed in the 

banking and insurance sectors resulted in decline of government’s stake in banks 

and insurance firms.  

● Threat from Multinationals: Prior to 1991 MNC’s did not play much role in the 

Indian economy. In the pre-reform period, there was domination of public 

enterprises in the economy. On account of liberalization, competition has 

increased for the Indian firms. Multinationals are quite big and operate in several 

countries which has turned out to be a threat to local Indian Firms. 

● Technological Impact: Rapid increase in technology forces many enterprises 

and small scale industries in India to either adapt to changes or close their 

businesses. 

● Mergers and Acquisitions: Here small businesses are merging with big 

companies, therefore, the small companies employees may need to enhance 

their skilled and technologically advanced.  This enhancing of skill and the time it 

might take may lead to non-productivity and can be a burden to the company’s 

capital. 

New Industrial Policy during Economic Reforms of 1991 

The long-awaited liberalized industrial policy was announced by the Government of 

India in 1991 in the midst of severe economic instability in the country. The objective of 

the policy was to raise efficiency and accelerate economic growth. 

Features of New Industrial Policy 
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● De-reservation of Public sector: Sectors that were earlier exclusively reserved 

for public sector were reduced. However, the pre-eminent place of public sector 

in 5 core areas like arms and ammunition, atomic energy, mineral oils, rail 

transport and mining was continued. 

○ Presently, only two sectors- Atomic Energy and Railway operations- 

are reserved exclusively for the public sector. 

● De-licensing: Abolition of Industrial Licensing for all projects except for a short 

list of industries. 

○ There are only 4 industries at present related to security, strategic and 

environmental concerns, where an industrial license is currently required: 

■ Electronic aerospace and defense equipment. 

■ Specified hazardous chemicals. 

■ Industrial explosives. 

■ Cigars and cigarettes of tobacco and manufactured tobacco 

substitutes. 

● Disinvestment of Public Sector: Government stakes in Public Sector 

Enterprises were reduced to enhance their efficiency and competitiveness. 

● Liberalization of Foreign Investment: This was the first Industrial policy in 

which foreign companies were allowed to have majority stake in India. In 47 high 

priority industries, upto 51% FDI was allowed. For export trading houses, FDI up 

to 74% was allowed. 

○ Today, there are numerous sectors in the economy where the government 

allows 100% FDI. 

● Foreign Technology Agreement: Automatic approval for technology related 

agreements. 

● MRTP Act was amended to remove the threshold limits of assets in respect of 

MRTP companies and dominant undertakings. MRTP Act was replaced by the 

Competition Act 2002. 

Outcomes of New Industrial Policies 

● The 1991 policy made ‘Licence, Permit and Quota Raj’ a thing of the past. It 

attempted to liberalize the economy by removing bureaucratic hurdles in 

industrial growth. 

● Limited role of the Public sector reduced the burden of the Government. 

● The policy provided easier entry of multinational companies, privatization, 

removal of asset limit on MRTP companies, liberal licensing. 

○ All this resulted in increased competition that led to lower prices in many 

goods such as electronics prices. This brought domestic as well as foreign 

investment in almost every sector opened to the private sector. 
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● The policy was followed by special efforts to increase exports. Concepts like 

Export Oriented Units, Export Processing Zones, Agri-Export Zones, 

Special Economic Zones and lately National Investment and Manufacturing 

Zones emerged. All these have benefitted the export sector of the country. 

Limitations of Industrial Policies in India 

● Stagnation of Manufacturing Sector: Industrial policies in India have failed to 

push the manufacturing sector whose contribution to GDP has stagnated at 

about 16% since 1991. 

● Distortions in industrial pattern owing to selective inflow of investments: In 

the current phase of investment following liberalization, while substantial 

investments have been flowing into a few industries, there is concern over the 

slow pace of investments in many basic and strategic industries such as 

engineering, power, machine tools, etc. 

● Displacement of labour: Restructuring and modernization of industries as a 

sequel to the new industrial policy led to displacement of labour. 

● Absence of incentives for raising efficiency: Focusing attention on internal 

liberalization without adequate emphasis on trade policy reforms resulted in 

‘consumption-led growth’ rather than ‘investment’ or ‘export-led growth’. 

● Vaguely defined industrial location policy: The New Industrial Policy, while 

emphasized the detrimental effects of damage to the environment, failed to 

define a proper industrial location policy, which could ensure a pollution free 

development of industrial climate. 

What more Liberalization is Required/Suggestions: 

● Investment in Research and development Capabilities. 

● Reforming the labour laws of the country is a must and should be done at the 

earliest. 

● Establishing a Flexible Exit policy for firms and Reformed Bankruptcy laws. 

● Skilling of youth in advanced technology sectors like, Big data, Artificial 

Intelligence, Robotics and Digital Technologies. 

● Judicial Reforms and a predictable corporate and IPR Policy. 

● A well-developed capital and Debt/Bond Market from where businesses can raise 

money. 

● Development of Core Infrastructure especially ports, highways, and trans 

national Railway Lines. 

● Promoting a well-developed and Globally Integrated Financial Markets 

● Promotion and development of Young and Innovative Entrepreneurship. 
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● The World Economic Forum (WEF) announced its new Centre for the Fourth 

Industrial Revolution in India, which would aim to bring together the government 

and business leaders to pilot emerging technology policies. 

NITI Aayog @ 75 

Objectives: 

● Double the current growth rate of the manufacturing sector by 2022. 

● Promote in a planned manner the adoption of the latest technology 

advancements, referred to as ‘Industry 4.0’ that will have a defining role in 

shaping the manufacturing sector in 2022. 

Current Situation: 

● India is the fifth largest manufacturer in the world with a gross value added 

(GVA) of INR 21,531.47 billion in 2017-18. 

● The sector registered a compound annual growth rate (CAGR) of around 7.7 % 

between 2012-13 and 2017-18. 

● Demand generation, augmentation of industrial infrastructure and promotion of 

MSMEs. 

● Mega public projects such as Sagarmala, Bharatmala, industrial corridors, and 

the Pradhan Mantri Awas Yojana (PMAY) can stimulate domestic manufacturing 

activities e.g. Madhepura Electric Locomotive Project, a joint venture between 

the Indian Railways and the French multinational Alstom, provides a good 

example of how mega projects can be leveraged to boost domestic production. 

● Portal to monitor projects beyond a given threshold so that any roadblocks are 

identified and addressed on a real time basis. 

● Liberalize further FDI in manufacturing. 

● Harmonize Indian quality standards with global standards in many sectors.( Task 

to be given to QCI , BIS). 

● Review of standards of engineering education and its linkages with industry and 

prepare employable workforce. 

Addressing the following issues in respect of MSMEs: 

● Setting up of mega parks and manufacturing clusters in labour intensive sectors 

with common facilities to reduce costs and improve quality. 

● Workers of industrial units in the new mega parks should have decent 

accommodation within reasonable proximity to the workplace. 
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● An expert committee should examine sector-specific pain points and make its 

recommendations within three months. 

● The Department of Public Enterprises (DPE) should ensure registration of all 

public sector units (PSUs) on the Trade Receivables Discounting System 

(TREDS) portal. 

● Initiate a small business research programme in some select ministries for 

encouraging R&D in MSMEs. 

Industry 4.0 

● Indian Institute of Science, a few select Indian Institutes of Technology (IITs), 

National Institutes of Technology (NITs) and other premier engineering colleges 

should create specialized training programmes on ‘Smart Manufacturing’ to 

address the shortage of high-tech human resources. 

● The development of industries that produce the key building blocks forming the 

basis of Industry 4.0 could be incentivized. 

● The WEF has also entered into partnerships with the Maharashtra and Andhra 

Pradesh governments for the launch of Industry 4.0. 

● The centre would be based in Maharashtra and it has selected drones, artificial 

intelligence and blockchain as the first three project areas. 

● NITI Aayog will coordinate the partnership on behalf of the government and the 

work of the centre among multiple ministries. 

● The new centre will work in collaboration with the government on a national level 

to co design new policy frameworks and protocols for emerging technology. 

● The launch of this Centre is the fourth in the world after San Francisco, Tokyo 

and Beijing. 

Focus of the Initiative 

● The first project will focus on expanding access to data to accelerate the 

adoption of artificial intelligence in socio-economic areas like education, 

healthcare and agriculture. 

● The second will focus on the application of smart contracts to boost productivity 

and transparency while reducing inefficiency. 

● At state level, the Government of Maharashtra in collaboration with the Centre is 

planning to undertake a drone mapping operation in the agriculture sector. 

EASE OF DOING BUSINESS 
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● Introduce a “single window” system in all states that provides a single point of 

contact between investor and government and facilitates all required licences 

and approval. It should be based on stakeholder consultation. 

● Adopt the system of using Geographic Information System (GIS) based maps at 

all levels to create pre-approved land banks for manufacturing facilities. 

● To strengthen third party certification systems, develop suitable accreditation 

agencies. 

● Ensure the seamless integration of the Shram Suvidha portal and state 

agencies’ portals. 

Other Government Measures: 

● Make in India Action Plan aimed at increasing the manufacturing sector’s 

contribution to 25 percent of GDP by 2020. 

● Start-up India initiative to promote entrepreneurship and nurture innovation. 

● Micro Units Development and Refinance Agency (MUDRA) and Stand-up 

India to facilitate access to credit. 

● Massive recapitalization of public sector banks to ease availability of credit to 

micro, small and medium enterprises (MSMEs). 

● Major infrastructure projects, such as the setting up of industrial corridors, to 

boost manufacturing. 

● Department of Industrial Policy & Promotion (DIPP) has been engaging with 

states/UTs to enhance ease of doing business. 

● The foreign direct investment (FDI) regime has been substantially liberalized. 

● FDI inflows into the manufacturing sector reached about 35 per cent of total 

FDI. 

BUDGET 2020-21 RELATED TO INDUSTRY 

Industry, Commerce and Investment 

● Rs. 27,300 crore allocated for 2020-21 for development and promotion of 

Industry and Commerce. 

● Investment Clearance Cell proposed to be set up: 

○ To provide “end to end” facilitation and support. 

○ To work through a portal. 

● Five new smart cities proposed to be developed. 

● Scheme to encourage manufacture of mobile phones, electronic equipment and 

semiconductor packaging proposed. 

● National Technical Textiles Mission to be set up: 
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○ With a four-year implementation period from 2020-21 to 2023-24. 

○ At an estimated outlay of Rs 1480 crore. 

○ To position India as a global leader in Technical Textiles. 

● New scheme NIRVIK to be launched to achieve higher export credit 

disbursement, which provides for: 

○ Higher insurance coverage. 

○ Reduction in premium for small exporters. 

○ Simplified procedure for claim settlements.  

● Turnover of Government e-Marketplace (GeM) proposed to be taken to Rs 3 lakh 

crore. 

● Scheme for Revision of duties and taxes on exported products to be launched. 

○ Exporters to be digitally refunded duties and taxes levied at the Central, 

State and local levels, which are otherwise not exempted or refunded. 

● All Ministries to issue quality standard orders as per PM’s vision of “Zero Defect-

Zero Effect” manufacturing. 

BUDGET 2020-21 RELATED TO INDUSTRY 
  

Production Linked Incentive scheme (PLI) 

● Rs. 1.97 lakh crore in next 5 years for PLI schemes in 13 Sectors 

● To create and nurture manufacturing global champions for an AatmaNirbhar 

Bharat 

● To help manufacturing companies become an integral part of global supply 

chains, possess core competence and cutting-edge technology 

● To provide jobs to the youth 

 

Textiles 

● Mega Investment Textiles Parks (MITRA) scheme, in addition to PLI 

● 7 Textile Parks to be established over 3 years 

● Textile industry to become globally competitive, attract large investments and 

boost employment generation & exports. 

● Basic Customs Duty (BCD) on caprolactam, nylon chips and nylon fiber & yarn 

reduced to 5% 

 

Company Matters 

● Promoting start-ups and innovators by incentivizing the incorporation of One 

Person Companies (OPCs). 

● Allowing their growth without any restrictions on paid up capital and turnover 

and allowing their conversion into any other type of company at any time 



Download All Notes PDF : WWW.IAS.NETWORK 

© IAS.NETWORK | Mentorship Program for UPSC 2021, 2022 Available : 9779726117 

GS Ans, Essay, Anthro, PSIR, Sociology, PubAd, History, Geography Optional Evaluation 

204 

● Reducing the residency limit for an Indian citizen to set up an OPC from 182 

days to 120 days and Allowing Non Resident Indians (NRIs) to incorporate 

OPCs in India. 

● To ensure faster resolution of cases by Strengthening NCLT framework, 

Implementation of e-Courts system. 

● Introduction of alternate methods of debt resolution and special framework for 

MSMEs 

● Launch of data analytics, artificial intelligence, machine learning driven MCA21 

Version 3.0 in 2021-22. 

  

Disinvestment and Strategic Sale 

● Rs. 1, 75,000 crore estimated receipts from disinvestment in BE 2020-21 

● Strategic disinvestment of BPCL, Air India, Shipping Corporation of India, 

Container Corporation of India, IDBI Bank, BEML, Pawan Hans, Neelachal 

Ispat Nigam limited etc. to be completed in 2021-22. 

● Other than IDBI Bank, two Public Sector Banks and one General Insurance 

company to be privatized. 

● New policy for Strategic Disinvestment approved; CPSEs except in four 

strategic areas to be privatized 

● NITI Aayog to work out on the next list of CPSEs to be taken up for strategic 

disinvestment 

● Incentivizing States for disinvestment of their Public Sector Companies, using 

central funds 

● Special Purpose Vehicle in the form of a company to monetize idle land 

● Introducing a revised mechanism for ensuring timely closure of sick or loss 

making CPSEs 

 

Iron and Steel: 

● Customs duty reduced uniformly to 7.5% on semis, flat, and long products of 

non-alloy, alloy, and stainless steels 

● Duty on steel scrap exempted up to 31st March, 2022 

● Anti-Dumping Duty (ADD) and Counter-Veiling Duty (CVD) revoked on certain 

steel products 

● Duty on copper scrap reduced from 5% to 2.5% 

● Achievements and Milestones during the COVID-19 pandemic 2021 - Year of 

milestones for Indian history 

 

Chemicals 

● Calibrated customs duty rates on chemicals to encourage domestic value 

addition and to remove inversions 
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● Duty on Naptha reduced to 2.5% 

 

Gold and Silver: 

● Custom duty on gold and silver to be rationalized 

 

MSME Products: 

● Duty on steel screws and plastic builder wares increased to 15%. 

● Prawn feed to attract customs duty of 15% from earlier rate of 5%. 

● Exemption on import of duty-free items rationalized to incentivize exporters of 

garments, leather, and handicraft items. 

● Exemption on imports of certain kind of leathers withdrawn. 

● Customs duty on finished synthetic gem stones raised to encourage domestic 

processing 

  

  

Economy survey report 2020-21 for Industry 
● The industrial sector is estimated to decline by 9.6% in 2020-21. Within the 

sector, highest decline is estimated in construction (12.6%) and mining 

(12.4%). 

● The contribution of the industrial sector to GVA has declined from 32.5% in 

2011-12 to 25.8% in 2020-21. 

● The Index of Industrial Production (IIP) growth declined by 15.5% between 

April-November 2020 as compared to growth of 0.3% during same period in 

2019. 

● IIP is a measure of industrial performance that assigns a weight of 78% to 

manufacturing, 14% to mining, and 8% to electricity. 

● Out of 407 items in IIP, the number of items which observed growth increased 

from 28 in April 2020 to 171 in November 2020, thereby, indicating a sharp 

economy recovery. 

 

UPSC GS 3 SYLLABUS : INFRASTRUCTURE: ENERGY, 

PORTS, ROADS, AIRPORTS, RAILWAYS ETC. 
 

BASICS OF INFRASTRUCTURE 
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● Infrastructure refers to “Economic and Social” overheads .These are the 

basic services which facilitate production, consumption, distribution and 

exchange. 

● Infrastructure is the set of basic facilities that help an economy to function & 

grow such as energy, irrigation, roads, railway & telecommunication. 

● There is a huge relation between infrastructure development and economic 

growth. While infrastructure development facilitates economic growth, 

economic growth, in turn, increases demand for more infrastructure. 

● For policy formulation, setting of sectoral targets and monitoring projects, a clear 

understanding of what is covered under the rubric of ‘infrastructure’ is 

necessary to ensure consistency and comparability in the data collected and 

reported by various agencies over the time. 

● The National Statistical Commission headed by Dr. C. Rangarajan, attempted 

to identify infrastructure based on some characteristics. The Rangarajan 

Commission indicated six characteristics of infrastructure sectors.  

Importance of Infrastructure Development 
 

● For a massive country such as India, improvement in infrastructure is a 

necessity. 

● Infrastructure and connectivity act as arteries for development and growth of any 

nation. 

● The infrastructure is important for faster economic growth and alleviation of 

poverty in the country. 

● Adequate infrastructure in the form of road and railway transport system, ports, 

power, airports and their efficient working is also needed for integration of the 

Indian economy with other economies of the world. 

● Infrastructure development will benefit the Government's Ease of Doing 

Business. 

● Infrastructure investments can also help improve peace and security by enabling, 

sustaining and enhancing societal living conditions. 

● To achieve the target of a 5 trillion economy. 

● Availability of adequate and efficient infrastructural set up not only promotes 

rapid infrastructural but also improves the quality of life of the people. 

● The presence of sufficient infrastructure will require for the modernization and 

commercialization of agriculture and the achievement of income surpluses for 

capital accumulation. 

Issues in Infrastructure Financing 



Download All Notes PDF : WWW.IAS.NETWORK 

© IAS.NETWORK | Mentorship Program for UPSC 2021, 2022 Available : 9779726117 

GS Ans, Essay, Anthro, PSIR, Sociology, PubAd, History, Geography Optional Evaluation 

207 

India’s Problem of Infrastructure Finance Deficit 
 

● As per industry estimates, infrastructure in India needs an investment of USD 6 

Trillion in the period 2016-2030. 

● The infrastructure sector is suffering with sluggishness in financing. The problem 

has further aggravated due to the unprecedented stress levels in the banking 

sector due to increase in NPAs which reached a level of 4.6% (2017). 

 
Reasons 

 

● Cost and time overruns in projects. 

● Inappropriate risks sharing through PPP framework. 

● Uncertainty in the policy and regulatory frameworks. 

● Prolonged disputes between Government and Private players. 

● Poor financial health of public sector. 

● High cost of capital. 

● Challenges in obtaining non-recourse funding. 

● Dearth of long-term funding sources due to the asset liability mismatch. 

● Lack of cooperation at the state level, which is a big hurdle since land acquisition 

is the state’s business. 

● Informality and corruption in infrastructure project delivery and lack of 

performance pressure. 

SUGGESTIONS 

 

● Improving the institutional capacity to implement infrastructure projects effectively 

is crucial. 

● Greater transparency and accountability structures are of fundamental 

importance to reduce wastage in infrastructure creation. 

● Sufficient financing for infrastructure by expanding the role of the private sector; 

pension funds and life insurance companies. 

● Regulatory measures are essential to avoid delays at each stage- from project 

approval to awarding of the contract, to its implementation. 

● Tenders and key contract features should be routinely published, and good 

record keeping and quality control must be maintained throughout the processes. 

● Strengthening the PPP route, as it has been able to deliver world class 

infrastructure in sectors such as airports. 
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● In 2015, the Kelkar Committee suggested overhauling of the PPP framework in 

India through measures such as funding through hybrid models and adoption of 

international best practices. 

● Ensure a robust regulatory environment for domestic and international funding of 

infrastructure by introducing an independent PPP regulator in India. 

● As India moves towards completing 100 years of independence in 2047, the 

country must strive to emerge as a developed country complete with all modern 

and updated infrastructure and an example of the world to see.   

Improvement require in Social Infrastructure: 
  

● Priority to social infrastructure is stated as essentials to inclusive and sustainable 

growth. 

● Higher public investment in the social sector, including education and health, is 

critical for India. 

● Being a developing economy “there is not enough fiscal space” to increase 

expenditure on critical social infrastructure. 

● India has made significant progress in quantitative indicators such as enrolment 

levels and physical infrastructure like construction of school buildings, drinking 

water facilities, toilets, etc. 

● The quality of education also needs to be monitored and assessed. 

● India has been successful in achieving gender parity in the school sector and in 

higher education it is moving towards a better gender parity. 

● Growing expenditure on health is burdening the public in general. 

 Measures taken by the Central Government 
 

● Public-Private Partnership Projects in Infrastructure. 

● Setting up of various Committees to Simplify the Procedures. 

● Viability Gap Funding. 

● Foreign Direct Investment and Infrastructure Development. 

● Setting up of India Infrastructure Finance Company Limited (IIFCL). 

● Relaxation in take-out financing scheme of IIFCL. 

● Setting up of Infrastructure Debt Funds. 

● Tapping the retail investor base through Infrastructure Bonds/Masala Bonds. 

● Establishment of NIIF. 

● Infrastructure Investment Trust (InvITs). 
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Benefits have been given to sector having Infrastructure 

‘Status’ are: 

If a sector gets infrastructure ‘status’, then its entrepreneurs get following benefits (as 

and when notified): 

● Govt could give them tax benefits, lease public land at a token price, faster 

environment clearance, automatic FDI approval etc. 

● RBI could help them by relaxing the External Commercial Borrowing (ECB) 

norms, Debt restructuring (e.g. RBI’s 5/25 rule), Changing PSL norms etc. 

● SEBI could relax norms for REITS/InvITs etc. funds to help them mobilize 

capital easily for the infrastructure sector. 

● IRDAI & PFRDA could oblige insurance and pension cos. to invest a minimum 

amount in infrastructure companies etc. 

● They could get easier funding from the World Bank & other multilateral banks.  

BUDGET 2020-21 RELATED TO INFRASTRUCTURE 

Infrastructure 
 

● Rs.100 lakh crore to be invested on infrastructure over the next 5 years. 

● National Infrastructure Pipeline: 

○ Rs. 103 lakh crore worth projects; launched on 31st December 2019. 

○ More than 6500 projects across sectors, to be classified as per their size 

and stage of   development.  

● Rs 22,000 crore to cater to the equity support toInfrastructure Finance 

Companies such as IIFCL and a subsidiary of NIIF. 

● IFSC, GIFT city: full of potential to become a centre of international finance as 

well as a centre for high end data processing: 

○ An International Bullion exchange(s) to be set up as an additional 

option for trade by global market participants with the approval of the 

regulator. 

● A National Logistics Policy to be released soon:  

○ To clarify roles of the Union Government, State Governments and key 

regulators. 

○ A single window e-logistics market to be created 

○ Focus to be on generation of employment, skills and making MSMEs 

competitive. 

● National Skill Development Agency to give special thrust to infrastructure-

focused skill development opportunities. 

● Project preparation facility for infrastructure projects proposed. 
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○ To actively involve young engineers, management graduates and 

economists from Universities. 

● Infrastructure agencies of the government to involve youth-power in start-ups. 

● Rs.1.7 lakh crore proposed for transport infrastructure in 2020-21. 

BUDGET 2021-22 RELATED TO INFRASTRUCTURE 

Infrastructure 

● National Infrastructure Pipeline (NIP) expanded to 7,400 projects: Around 217 

projects worth Rs. 1.10 lakh crore completed 

● Measures in three thrust areas to increase funding for NIP: 

○ Creation of institutional structures. 

○ Big thrust on monetizing assets. 

○ Enhancing the share of capital expenditure 

Creation of institutional structures: Infrastructure Financing 

● Rs. 20,000 crore to set up and capitalize a Development Financial 

Institution(DFI) – to act as a provider, enabler and catalyst for infrastructure 

financing 

● Rs. 5 lakh crore lending portfolio to be created under the proposed DFI in 3 years 

● Debt Financing by Foreign Portfolio Investors to be enabled by amending InvITs’ 

and REITs’ legislations 

Big thrust on monetizing assets 

● National Monetization Pipeline to be launched Important asset monetization 

measures: 

○ 5 operational toll roads worth Rs. 5,000 crore being transferred to the 

NHAIInvIT. 

○ Transmission assets worth Rs. 7,000 crore to be transferred to the 

PGCILInvIT. 

● Dedicated Freight Corridor assets to be monetized by Railways, for operations 

and maintenance, after commissioning 

● Next lot of Airports to be monetized for operations and management concession 

● Other core infrastructure assets to be rolled out under the Asset Monetization 

Programme:  

○ Oil and Gas Pipelines of GAIL, IOCL and HPCL. 

○ AAI Airports in Tier II and III cities. 

○ Other Railway Infrastructure Assets. 
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○ Warehousing Assets of CPSEs such as Central Warehousing Corporation 

and NAFED. 

○ Sports Stadiums. 

Sharp Increase in Capital Budget 

● Rs. 5.54 lakh crore capital expenditure in BE 2021-22 – sharp increase of 34.5% 

over Rs. 4.12 lakh crore allocated in BE 2020-21 : 

● Over Rs. 2 lakh crore to States and Autonomous Bodies for their Capital 

Expenditure. 

● Over Rs. 44,000 crore for the Department of Economic Affairs to provide for 

projects/programmes/departments exhibiting good progress on Capital 

Expenditure 

 

Economy Survey 2021 Report on Infrastructure 

● National Infrastructure Pipeline was launched with an investment plan of Rs 111 

lakh crore over five years (2020-25).  

● The project is aimed at increasing growth, competitiveness, and employment.  

● The state governments, central government, and the private sector will invest 

40%, 39%, and 21% in the project, respectively. 

● The major share of the funds will be given to: (i) energy sector (24%), (ii) roads 

(18%), (iii) urban infrastructure (17%), and (iv) railways (12%). 

 

ENERGY INFRASTRUCTURE   

BASICS OF ENERGY INFRA SYSTEM IN INDIA 

India’s Current Energy Scenario 
 

● India has a fifth of the world’s population but only a 30th of its energy. 

● Consequently, India is the fourth largest energy consumer in the world, much 

of which is imported. 

● Currently India’s energy resources stand at 5.7 billion barrels of proven oil 

reserves, 47 trillion cubic feet of proven natural gas reserves and 60,600 

million tons of proven coal reserves. 
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● In 2017, its per capita energy consumption was about 625.6 kilogram of oil 

equivalent (kgoe) against the world average of 1860 kgoe. 

● The US and China’s per capita energy consumption in 2015 was 6800 kgoe and 

2170 kgoe, respectively. 

● In the power sector, the all-India installed power capacity is about 334 GW, 

including 62 GW of renewable energy. 

● In the coal sector, the government has recently in 2018 allowed commercial 

mining. 

● Due to energy efficiency (EE) measures, demand side management (DSM) 

and advanced technology in the energy value chain. 

● India’s energy intensity declined from 0.158 koe/$ in 2005 to 0.122 koe/$ in 2016 

at 2005 prices, indicating an efficiency increase of 22.8 per cent. 

 Future Objectives 
 

● Make available 24x7 power to all by 2019. 

● Achieve 175 GW of renewable energy generation capacity by 2022. 

● Reduce imports of oil and gas by 10 per cent by 2022-23. 

● Continue to reduce emission intensity of GDP in a manner that will help 

● India achieved the intended nationally determined contribution (INDC) target 

of 2030. 

 

In India’s Present Electricity Mix Consists of: 
 

● Thermal Electricity (Coal > Gas > Oil) = 64% 

● Renewable: Hydroelectricity = 13% 

● Renewable Energy (Solar, Wind, Biomass etc. except hydro) = 1% 

● Nuclear = 2% 

Energy Security  

● Energy is a vital input for production and rapid growth of GDP will need to be 

supported by an increase in energy consumption. 

● The IEA defines energy security as “the uninterrupted availability of energy 

sources at an affordable price. 

ISSUES WITH SYSTEM IN INDIA As per NITI Aayog @75 
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● On energy supply, India is still heavily dependent on petroleum imports to meet 

its requirements. 

● Also, at present, about 16000 km of gas pipeline networks exist. The progress of 

10,000 Km of pipeline bid out by Petroleum and Natural Gas Regulatory Board 

(PNGRB), which was to be completed by 2016-17, is behind schedule. 

● Subsidies and Taxes, A variety of subsidies and taxes distort the energy market 

and promote the use of inefficient over efficient fuels.Make Indian exports and 

domestic production uncompetitive as energy taxes are not under GST. 

● Power, Old inefficient plants continue to operate.Regulatory Commissions are 

unable to fully regulate discoms and fix rational tariffs.Unmetered power supply 

to agriculture.State power utilities are not able to invest in system improvements 

due to their poor financial health. 

● Oil & Gas,Lack of market-driven gas prices for old fields disincentivizes further 

production. The gas pipeline infrastructure is also inadequate. Non-discriminatory 

access for private and public sector companies to the gas pipeline network does 

not exist. 

● Coal, Land for coal mining is becoming a major issue. There is a tendency to 

expand opencast mining and discourage underground operation even for better 

quality coal reserves. There is no competitive coal market. 

● Renewable Energy, High energy costs result in reneging on old power purchase 

agreements (PPAs) and erode their sanctity.Supply chain issues in biomass 

power generation. 

● Energy Efficiency, Limited technical capabilities, high initial capital expenditure, 

limited market and policy issues. The non-availability of sufficient credit facilities 

and difficulties in obtaining required finances. High transaction costs (which 

involves appointing suitable consultants and vendors for execution) relative to 

project size. 

 SUGGESTIONS   

Power 

 

● Promote smart grid and smart meters. 

● Privatizing state distribution utilities. 

● Actively promote cross-border electricity trade. 

● Introduce time-of-day tariff to promote the use of renewable energy. 

● Introduce performance-based incentives in the tariff structure. 

● Promote the use of solar pumps for agriculture. 

● Discoms may be fined for load shedding. 

● Regulatory bodies need to be further strengthened. 
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 Oil & Gas 

 

● Provide for a common carrier and open access to gas pipelines. 

● Separate the developmental and regulatory functions of the PNGRB. 

● Expedite establishing the National Gas Grid. 

● Promote city gas distribution to provide piped natural gas (PNG). 

● Enhance production from the existing fields of ONGC and OIL using cutting-edge 

technology. 

● Provide “priority sector” status for 2G bioethanol projects. 

● Create strategic reserves through various policy options. 

 Coal 

 

● Expeditiously complete detailed exploration through exploration-cum-mining 

leases based on production/revenue sharing model. 

● Put the onus on concerned state governments to make the land required for 

mining available. 

● Expeditiously operationalize commercial coal mining. 

 Renewable Energy 

 

● Provide a mechanism for cost-effective power grid balancing (gas-based, hydro 

or storage). 

● Decentralized renewable energy in rural areas in conjunction with the discoms’ 

grid can offer reliability. 

● Hybrid renewable energy systems such as solar PV + biomass should be 

explored. 

● Commercial biogas needs to be promoted by providing subsidies to consumers. 

Energy Efficiency 

● The Bureau of Energy Efficiency (BEE) should come out with a white paper on 

its 5-year strategy on energy efficiency. 

● Promote the use of the public transport system. Public transport systems may be 

converted to electric. 

● For the MSME sector, BEE should develop cluster-specific programmes for 

energy intensive industries to introduce energy efficient technologies 

● Widen and deepen the perform, achieve and trade (PAT) programme 

● Promote the mandatory use of LEDs. 

RECENT GOVERNMENT MEASURES 
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ONE NATION-ONE GRID 

Initially, individual states’ electricity grids were interconnected to form 5 regional grid 

regions namely Northern, Eastern, Western, North Eastern & Southern region. If a 

state had surplus electricity, it could sell ONLY to other states in that region. 

● So, One Nation-One Grid concept aims to connect all 5 regional grids into 

one national grid so, electricity can be transferred from surplus region to 

deficient region. 

● Here buying-selling of electricity is done through power exchanges like —Power 

Exchange of India (PXIL) and India Energy Exchange (IEX). 

● Under Power ministry → Power Grid Corporation of India Limited. 

 Grid Green Energy Corridor Project 

 

● Under Power Ministry + loan support from Asian Development Bank. 

● Project will enable the flow of renewable energy into this National Grid Network. 

So that renewable energy rich States like Rajasthan (solar), Tamil Nadu 

(wind) can sell the electricity to other states. 

National Policy on Biofuel 2018 

Benefit 
 

● Reduce import dependency. 

● Cleaner environment. 

● Health Benefit. 

● Municipal solid waste management. 

● Infrastructural investment in rural areas. 

● Employment generation. 

● Additional income to farmers. 

● Solution to stubble burning 

Budget 2020-21 related to Energy 

Electricity, “Smart” metering to be promoted.More measures to reform DISCOMs to 

be taken. 

Power, Rs.22, 000 crore proposed for power and renewable energy sector in 

2020-21. Expansion of the national gas grid from the present 16200 km to 27000 km 
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proposed. Further reforms to facilitate transparent price discovery and ease of 

transactions. 

Budget 2021-22 related to Energy 

  

Power Infrastructure 

● 139 Giga Watts of installed capacity and 1.41 lakh circuit km of transmission 

lines added, and additional 2.8 crore households connected in past 6 years 

● Consumers to have alternatives to choose the Distribution Company for 

enhancing competitiveness 

● Rs. 3, 05,984 crore over 5 years for a revamped, reforms-based and result-

linked new power distribution sector scheme 

● A comprehensive National Hydrogen Energy Mission 2021-22 to be launched. 

 

Petroleum & Natural Gas 

● Extension of Ujjwala Scheme to cover 1 crore more beneficiaries 

● To add 100 more districts to the City Gas Distribution network in next 3 years 

● A new gas pipeline project in J&K 

● An independent Gas Transport System Operator to be set up for facilitation and 

coordination of booking of common carrier capacity in all natural gas pipelines 

on a non-discriminatory open access basis. 

 

Renewable Energy: 

● Phased manufacturing plan for solar cells and solar panels to be notified. 

● Duty on solar invertors raised from 5% to 20%, and on solar lanterns from 5% to 

15% to encourage domestic production. 

○ Rs. 4,000 crore over five years for Deep Ocean Mission survey 

exploration and conservation of deep sea biodiversity. 

○ Capital infusion of Rs. 1,000 crore to Solar Energy Corporation of India 

and Rs. 1,500 crore to Indian Renewable Energy Development Agency. 

 

 PORT INFRA   

BASICS OF PORT INFRA SYSTEM IN INDIA 

 

● India has a coastline spanning 7516.6 kilometers, forming one of the biggest 

peninsulas in the world. 

● Around 90 per cent of India’s external trade by volume and 70 per cent by 

value are handled by ports. 
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● It is serviced by 13 major ports, 200 notified minor and intermediate ports 

operate on India’s coast. 

● The total cargo handling capacity at major and non-major ports stands at 

2161.85 MMT as on March 31, 2017. 

● According to the Ministry of Shipping, around 95 per cent of India's trading by 

volume and 70 per cent by value is done through maritime transport. 

  

Future objective as per NITI Aayog @75 

 

● Double the share of freight transported by coastal shipping and inland waterways 

from 6 per cent in 2016-171 to 12 per cent by 2025. 

● Increase the port handling capacity to 2,500 million metric tonnes (MMT) by 

2022-23. 

● Reduce the turnaround time at major ports from about 3.44 days (2016-17)3 to 

1-2 days (global average) by 2022-23. 

● Increase the throughput of inland waterways from 55.20 MMT in 2016-17 to 60-

70 MMT by 2022-23. 

ISSUES WITH PORT SYSTEM IN INDIA 

 

● While India made great success in metro rails and airport infra, shipping 

infrastructure has been neglected. We suffer from ageing fleet, manpower 

shortage, we do not have world class ports. 

● Roads (54 per cent) continue to be the dominant mode of transporting cargo, 

followed by rail (33 per cent). 

● Third-generation large sized ships are unable to enter our ports so their goods 

are first offloaded in Srilanka, then sent to India in smaller ships. 

● Port congestion, delay in turnaround, takes a lot of paperwork to load/unload 

cargo, customs clearance / inspection is slow, inadequate road and rail 

connectivity with the hinterland. 

● Most Indian container handling ports lack the capability to handle large container 

vessels due to inadequate depth; a minimum draft depth of 18 metres is needed 

to enable mother vessels to dock at ports. 

● Privately owned minor ports are more efficient, whereas major ports suffer from 

labour unions and politicization of the Board of Directors. 

● Problems of land acquisition and environmental clearances while setting up new 

ports. 
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● Weak hinterland connectivity between production centres and gateway ports 

often leads to higher costs and delays because of sub-optimal mode choices. 

● Domestic Shipping companies buy / hire foreign ships at higher cost because the 

domestic shipbuilding industry is underdeveloped. (Although the shipping 

‘breaking’ industry is well developed at Alang in Gujarat.) 

● At present, the cost of capital is very high and makes IWT freight 

uncompetitive. 

● States’ Ferries Acts from various years govern cross ferry movement and this 

may present a barrier to inland navigation, as the regulations may not take into 

account safety considerations. 

 Steps taken by Government to improve port sector 
● The government has Launched Sagarmala and its prime objective is to “promote 

port-led direct and indirect development and to provide infrastructure to transport 

goods to and from ports quickly. 

● Government has proposed Central Ports Act 2016 to replace major port trusts act 

1963 to give more power and autonomy to the major sea ports. 

● Passing of National Waterways Act 2015 and Coastal shipping agreement with 

Bangladesh which will give boost to coastal and inland waterways. 

● The Centre recently gave its ‘in-principle’ approval to set up the country’s 13th 

major port at Enayam in Tamil Nadu. 

● Government has allowed 100% FDI for port development projects. 

● 100 percent income tax exemption from income tax is extended to companies 

investing in port infrastructure. 

● Corporatisation of ports is one way of achieving efficient and world class ports by 

the conversion of major port trusts into truly commercial organisations. 

● In terms of infrastructure, it is important to maintain draft to serve bigger vessels, 

ensure mechanisation of ports through introduction of new equipment and 

procedures, build new facilities, upgrade existing facilities and automate 

systems/procedures. 

SUGGESTIONS, As per NITI Aayog @ 75  

1. Open up India’s dredging market, Needs to open up the dredging market to attract 

more players, particularly international players, in dredging activities to increase and 

maintain draft depth at ports to attract large vessels and enable them to become hub 

ports.  
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2. Expedite the implementation of Sagarmala, and setting up of a single window 

facility for cargo clearanceEspecially those aimed at improving port connectivity, setting 

up coastal economic zones (CEZs) and establishing new ports. 

3. Ease the business environment around shipping and ports, The Government of 

India needs to take a fresh look at its policy of imports on a ‘’Free on Board” basis (FoB 

policy) as it needs to balance risk between the importer and exporter.  

4. Enhance technology use in ports and, wherever feasible, draw lessons from 

successful global ports such as Rotterdam, Felixstowe and Singapore to improve 

efficiency. 

5. Transhipment ports and shipping lines, Transshipment via Cochin ICCT (already 

commissioned), the upcoming Vizhinjam Port and the Enayam Port at Colachel will 

create a transhipment cluster similar to the clusters in Malaysian and Singaporean 

ports. 

6. The new Merchant Shipping Bill to replace the Merchant Shipping Act, 1958, 

needs to be enacted at the earliest to promote the ease of doing business, transparency 

and effective delivery of services. 

BUDGET 2020-21 

Ports & Water-ways: 

● Corporatizing at least one major port and its listing on stock exchanges to be 

considered. 

● Governance framework keeping with global benchmarks needed for more 

efficient sea-ports. 

● Economic activity along river banks to be energized as per Prime Minister’s Arth 

Ganga concept. 

BUDGET 2021-22 

Ports, Shipping, Waterways 

● Rs. 2,000 crore worth 7 projects to be offered in PPP-mode in FY21-22 for 

operation of major ports 

● Inclusive Development for Aspirational India 

● Indian shipping companies to get Rs. 1624 crore worth subsidy support over 5 

years in global tenders of Ministries and CPSEs 
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● To double the recycling capacity of around 4.5 Million Light Displacement 

Tonne (LDT) by 2024; to generate an additional 1.5 lakh jobs 

 

ROADS INFRA  

BASICS OF ROAD INFRA SYSTEM IN INDIA 

  

● Transport sector accounts for a share of 6.4 per cent in India's Gross Domestic 

Product (GDP). 

● The Indian road network, consisting of National Highways, Expressways, State 

Highways, Major District Roads, Other District Roads and Village Roads, is 

globally the 2nd largest spanning 5.5 million kilometers. 

● India's road network carries over 65 percent of its freight and about 85 percent of 

passenger traffic. 

● The road sector in India accounts for the largest share in the movement of both 

passengers and freight. 

● The total number of registered vehicles in India increased from 58.9 million in 

2001-02 to 182.4 million in 2012-13, a CAGR of almost 11 per cent during this 

period. 

● Total demand for buses was approximately 3.40 lakh in FY 2017, while the 

availability/supply was only about 1 lakh. 

● In urban areas, the increasing use of personal vehicular transport leads to road 

congestion, longer journey times and higher levels of air and noise pollution.  

Future Objectives as per NITI Aayog @75 
 

● Increase connectivity by expanding the road network. 

● Improve the regulatory framework for roads to achieve better compliance, 

seamless connectivity, road safety and quality. 

● As a signatory to the Brasilia Declaration, reduce the number of road accidents 

and fatalities by 50 per cent by 2020. 

IMPORTANCE  

 

● Construction of Economic Corridors of 9000 km to unlock economic potential and 

reduce regional disparity in India. 

● Building inter corridor and feeder routes which ensures holistic connectivity and 

has potential to improve urban public transport. 
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● National Corridors efficiency will be improved which will result in improved 

transport times and logistics. 

● Construction of coastal roads and improving port connectivity will leverage ports 

for progress and improve port efficiency. 

● Construction of Greenfield Expressways will enhance logistical efficiency. 

● Programme has the potential to create direct and indirect employment, and 

migrant workers from the distressed agricultural sector to the construction sector 

which will reduce rural distress. 

● It has the potential to boost the manufacturing sector and exports and can 

complement programmes such as “Make in India”. 

● Will reduce stress on Railways freight service. 

 ISSUES  

 

● National and state highways are already overstrained, carrying more than 65 

percent of the road traffic. 
 

● The annual outlay earmarked for maintenance and repair of national highway 

stretches is inadequate, only about 40 per cent of the funds required. 

● Nearly 400 road related deaths are recorded daily. 

● Delays in acquiring land can affect project costs as the average cost of land 

has escalated from Rs. 0.80 crore per hectare during 2012-13 to Rs. 3.20 crore 

per hectare during 2017-18. 

 SUGGESTIONS  

1. Increase Connectivity by Expanding the Road Network 
 

● Improve the implementation capacity of states’/ UTs’ public work departments 

(PWDs) through institutional strengthening and training. 

● A dedicated Metropolitan Urban Transport Authority in each city with a population 

of more than 1 million by 2022-23 is needed. 

2. Improve Road Maintenance and Safety 
 

● Maintain NH assets by adopting a maintenance management system (MMS). 

● Build in heavy penalties on contractors for poor quality of operations and 

maintenance (O&M) into contracts across all contract modes. 

● The Motor Vehicles (Amendment) Bill, 2016, pending before the Rajya Sabha, 

must be passed without delay. 

● Eliminate 789 black spots identified by the Ministry of Road Transport and 

Highways (MORTH) by March 2020 by constructing permanent structures 
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3. Streamline Land Acquisition 
 

● Ensure that MORTH’s Bhoomi Rashi web portal is fully functional by March 2019. 

● Sensitize stakeholders to iron out details of land acquisitions like determining 

market value, deciding a compensation amount, disbursement of compensation, 

etc. 

4. Skill Development 
 

● Introduce vocational training courses on road construction in Industrial Training 

Institutes (ITIs). 

● Collaborate with original equipment manufacturers and other stakeholders to set 

up driving training centres (DTCs) to train commercial vehicle drivers. 

● Ensure stringent testing of driving skills before granting driving licenses by 

adopting technologically advanced methods. 

 

5. Increase Emphasis on Research and Development 
 

● Earmark 0.1 per cent of MORTH’s annual budget for R&D. 

● Establish a transport data centre at the national level for applied research on 

roads. 

● Enhance R&D on IT-enabled traffic management systems. 

● Develop new materials/techniques for construction. 

● Periodically revise codes/standards/guidelines related to technology use in the 

highways sector and disseminate codal provisions. 

6. Increase the Capacity and Reach of Public Transport 
 

● Transform state road transport undertakings (SRTUs) and promote public 

transport, rural transport and last mile connectivity. 

● Additional funding for public transportation and the creation of interoperable 

systems will help expand the reach and capacity of public transport. 

● The central government will work with states to develop bus ports and provide 

support on technologies/software. 

7. Expand the Reach of the Electronic Toll Collection (ETC) System 
 

● Complete the setup of ‘FASTag’. 

● Streamline the ‘FASTag’ charging system. 

● Engage with stakeholders and concessionaires (for PPP toll plazas) to ensure 

that all toll plazas have the requisite infrastructure for ETC. 

Some Committee Report and Other Measures 
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● KS Radhakrishnan Panel recommendations on road safety advocating Zero 

tolerance policy towards drunk driving, accidents caused by speeding and more 

robust methods of issuing driving licenses should be implemented. 

● S. Sunder Committee on road safety (2007) recommended scientific study of 

road infrastructure which includes effective road engineering solutions at the 

design stage, rectification of accident hot spots etc. 

● The Safe system approach of the World Health Organisation recognizes that 

people’s role in road safety cannot be eliminated completely by penalisation 

methods. The policy approach should be shifted towards education and 

awareness for all the strata of society regarding road safety. 

● New policies and actions should be based on Brasilia Declaration of 2015 

which call for rethinking the transport policies in order to favour more sustainable 

methods and modes of transport. 

Key Initiatives by Government Towards the Road 

Sector 
 

● National Highway Development Project (NHDP). 

● Special Accelerated Road Development Program of North East. 

● Road Requirement Plan (RRP). 

● Standardized processes for PPP projects. 

● 100 percent FDI is allowed under automatic route. 

● The introduction of the hybrid annuity model and EPC model. 

● Introduction of infrastructure debt fund. 

Budget 2002-21 related to Roads  

Highways: 
 

● Accelerated development of highways to be undertaken, including: 

○ 2500 Km access control highways. 

○ 9000 Km of economic corridors. 

○ 2000 Km of coastal and land port roads. 

○ 2000 Km of strategic highways. 

● Delhi-Mumbai Expressway and two other packages to be completed by 2023. 

● Chennai-Bengaluru Expressway to be started. 

● Proposed to monetise at least 12 lots of highway bundles of over 6000 Km 

before 2024. 

Budget 2021-22 related to Roads 
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Roads and Highways Infrastructure 

● Rs. 1, 18,101 lakh crore, highest ever outlay, for Ministry of Road Transport and 

Highways of which Rs. 1, 08,230 crore is for capital 

● Under the Rs. 5.35 lakh crore Bharatmala Pariyojana, more than 13,000 km 

length of roads worth Rs. 3.3 lakh crore awarded for construction: 

○ 3,800 km have already been constructed 

○ Another 8,500 km to be awarded for construction by March 2022 

○ Additional 11,000 km of national highway corridors to be completed by 

March 2022 

 

Economic corridors being planned: 

● Rs. 1.03 lakh crore outlay for 3,500 km of NHs in Tamil Nadu 

● Rs. 65,000 crore investment for 1,100 km of NHs in Kerala 

● Rs. 25,000 crore for 675 km of NHs in West Bengal 

● Over Rs. 34,000 crore to be allocated for 1300 km of NHs to be undertaken in 

next 3 years in Assam, in addition to Rs. 19,000 crore works of NHs currently in 

progress in the State 

 

Flagship Corridors/Expressways: 

● Delhi-Mumbai Expressway – Remaining 260 km to be awarded before 31.3.2021 

● Bengaluru-Chennai Expressway – 278 km to be initiated in the current FY; 

construction to begin in 2021-22 

● Kanpur-Lucknow Expressway – 63 km expressway providing an alternate route 

to NH 27 to be initiated in 2021-22 

● Delhi-Dehradun economic corridor – 210 km to be initiated in the current FY; 

construction to begin in 2021-22 

● Raipur-Vishakhapatnam – 464 km passing through Chhattisgarh, Odisha and 

North Andhra Pradesh, to be awarded in the current year; construction to start in 

2021-22 

● Chennai-Salem corridor – 277 km expressway to be awarded and construction to 

start in 2021-22 

● Amritsar-Jamnagar – Construction to commence in 2021-22 

● Delhi-Katra – Construction will commence in 2021-22 

 

Advanced Traffic management system in all new 4 and 6-lane highways: 

● Speed radars. 

● Variable message signboards 

● GPS enabled recovery vans will be installed 
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 AIRPORTS / AIRWAYS INFRA   

BASICS OF AIRPORT / AIRWAYS INFRA SYSTEM IN INDIA 
 

● India has a long history in the field of aviation and sector started functioning in 

India from 1932 with start of Tata Airlines. 

● India is presently among the top 10 civil aviation markets in the world. 

● According to reports, India is poised to become one of the top 5 civil aviation 

markets by 2020. 

● The civil aviation sector contributed USD8.9 billion to India’s GDP in 2014 and 

supported 1.31 million direct, indirect and induced aviation jobs. 

● In 2016, the demand for domestic air travel was twice that in China. 

● The World Economic Forum’s Global Competitiveness Report, 2018 ranks India 

as 53rd out of 140 countries worldwide in air transport infrastructure. 

● The Airport Authority of India (AAI) aims to bring around 250 airports under 

operation across the country by 2020. 

● India’s civil aviation sector has been growing steadily; the number of passengers 

was 158 million in 2016-17. 

● Increase in air cargo, both domestically and internationally, in 2016-17. 

● IATA has forecast that India will cross over into the top 10 air freight markets in 

2018-19. 

 Future Objective 

 

● Enhance the affordability of flying to enable an increase in domestic ticket sales 

from 103.75 million in 2016-171 to 300 million by 2022. 

● Double air cargo handled from about 3.3 million tonnes in 2017-18 to about 6.5 

million tonnes. 

● Expand the maintenance, repair and overhaul (MRO) industry from USD 1.8 

billion in 2017 to USD 2.3 billion. 

● Expand airport capacity more than five times to handle one billion trips a year. 

Factors Contributing to the Growth of the Aviation Sector 

● Higher household incomes 

● Strong economic growth 

● Entry of low cost carriers (LCC) 

● Increased FDI inflows in domestic airlines 

● Increased tourist inflow 

● Sustained business growth and 



Download All Notes PDF : WWW.IAS.NETWORK 

© IAS.NETWORK | Mentorship Program for UPSC 2021, 2022 Available : 9779726117 

GS Ans, Essay, Anthro, PSIR, Sociology, PubAd, History, Geography Optional Evaluation 

226 

● Supporting Government policies 

 IMPORTANCE  
● India is one of the fastest growing economies of the world, so in near future there 

will be higher household disposable incomes. 

● Entry of low cost carriers and increased flow of FDI in aviation sector due recent 

reforms in aviation sector which increased FDI cap to 100%. 

● Increased tourist inflows both domestic and international will boost the aviation 

industry in India. 

● Supportive Government policies such as “National Civil Aviation Policy 2016” 

and sustained business growth ensures a bright future for the civil aviation 

industry. 

● Indian aviation sector offers promising opportunities in areas of aircraft 

manufacturing, infrastructure and maintenance and repair operations. 

● Focus on regional connectivity through UDAN scheme. 

Issues / Challenges in Aviation Sector  

1. Capacity and Infrastructure 
 

● Due to the rapid expansion of India’s civil aviation sector, airspace, parking bays 

and runway slots will become increasingly scarce over the next few years. 

● Inadequate hangar space and unavailability of land to expand airports at their 

current sites, particularly in major cities, are two of the major constraints that face 

the sector. 

2. Aviation Safety 
 

● Although, the number of aviation safety violations in 2017 (337) has declined in 

comparison to 2016 (442), the absolute number still remains high. 

3. Skilled Workers 
 

● Shortage and gaps in availability of industry-recognised skills – from airline pilots 

and crew to maintenance and ground handling personnel. 

● Aviation Gasoline (AvGas) is used as fuel by almost all training aircraft. This fuel 

is imported, its supply is not assured and it attracts a tax of 18 per cent (earlier 

28 per cent) under GST. 

4. High Cost to Passengers and of Air Cargo 
 

● Taxes on aviation turbine fuel (ATF): Due to high taxes and lack of competition 

among providers, ATF is relatively expensive in India. Airlines spend ~50% of the 
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revenues on Aviation Turbine Fuel (ATF). India’s ATF excise & VAT are among 

the highest in the world which hurt profitability. 

5. Predatory Pricing: It means deliberately selling products below the cost price, to 

eliminate rival companies. AirDeccan, Spicejet etc. accused of this. It’s bad for the 

economy because in the long term, either the firm will collapse or it’ll establish 

monopoly by eliminating rivals. 

6. Passenger Safety Compromised: Due to higher operating costs, Indian Airlines is 

not doing the regular service & maintenance of the aircraft. 

7. Govt. owned Air India is making losses, 2018: Union tried to sell its 76% shares to 

privatize Air India, but no one came to buy. 

Suggestions As per NITI Aayog @75  

1. Enhance Aviation Infrastructure 
 

● Complete the planned airports under the UDAN initiative in a time-bound 

manner. 

● Include provisions for domestic hub development while auctioning traffic rights. 

● In addition to completing two new airports for Delhi and Mumbai by 2022, the 

infrastructure capacity in the 10 biggest airports (in terms of traffic) should be 

significantly augmented.  

2. Increase Investment in the Sector through Financial and Infrastructure Support 
 

● Reduce taxes on MRO services and consider granting infrastructure status for 

MRO. 

● Increase aircraft parking infrastructure and facilities at metro airports. 

● Create additional parking hubs at suitable locations, accessible through short 

haul flights, to accommodate additional aircraft. 

● Monetize vacant real estate near AAI airports in all major centres of traffic to 

increase non-aeronautical revenues. 

3. Address Shortage of Skilled Manpower 
 

● Expedite commencement of courses by the National Aviation University after due 

consultation with stakeholders. 

● Facilitate greater involvement of the private sector in sponsoring aviation 

institutions, industrial training and R&D projects. 

● A further reduction in GST rates on Avgas will allow flying training organizations 

to make training more affordable. 
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● Formulate long-term plans for advanced research in aviation technologies to 

create a manufacturing ecosystem in the country. 

4. Promote Air Cargo Growth 
 

● Promote “Fly-from-India” through the creation of transhipment hubs. 

● Develop an integrated digital supply chain or e-cargo gateway based on the 

National Air Cargo Community System (NACCS) platform. 

● Cargo Sewa – a grievance redressal module linked to Air Sewa. 

5. Ease the Regulatory Environment for Airport 
 

● Deregulate further and open up the aviation market to help increase passenger 

and freight traffic in India. 

● Adopt a consistent model for tariff determination so that it reduces passenger 

cost. 

● Align taxation and pricing structure to global benchmarks by considering bringing 

aviation turbine fuel (ATF) under the rubric of GST. 

● Amend the AAI Act to allow commercial usage of land with airports by liberalising 

end-use restrictions for existing and future airports. 

6. Prioritize Aviation Safety 
 

● Shift focuses on pre-empting and preventing accidents/incidents. 

● There should be zero tolerance of safety violations. DGCA should be given 

autonomy for an effective aviation safety oversight system. 

● DGCA should continue ensuring real time safety tracking and prompt incident 

reporting. 

● DGCA should create a single-window system for all aviation related transactions, 

queries and complaints. 

Government initiatives in the Aviation sector 

● Regional Connectivity Scheme (UDAN). 

● Directorate General of Civil Aviation (DGCA), India's aviation regulator, has 

signed an agreement with United States Technical Development Agency 

(USTDA) for India Aviation Safety Technical Assistance Phase II. 

● The Airports Authority of India (AAI) plans to revive and operationalise around 50 

airports in India over the next 10 years to improve regional and remote air 

connectivity. 

● Release of a National Civil Aviation Policy. 

Budgets 2020-21 related to Aviation sector 
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Airports: 
 

● 100 more airports to be developed by 2024 to support the Udaan scheme. 

● Air fleet numbers are expected to go up from present 600 to 1200 during this 

time. 

Budgets 2021-22 related to Aviation sector 

Big thrust on monetizing assets: 

● Next lot of Airports to be monetized for operations and management 

concession. 

● AAI Airports in Tier II and III cities 

 

RAILWAYS   

BASICS OF RAILWAYS INFRA SYSTEM IN INDIA 
 

● The Indian Railways (IR) is the fourth largest network in the world in terms of 

route km (67,368 km in FY17). 

● In FY17, 13, 32910 passenger trains carried over 22.24 million11 passengers 

daily, i.e., almost equivalent to Australia’s population, while the freight 

transported was 1.1 billion tonnes. 

● The modal share of railways in the transportation of surface freight has declined 

from 86.2 per cent in 1950- 5114 to 33 per cent in 2015. 

● Transport expenditure declined from 56 per cent in 1985-90 (7th plan) to 30 per 

cent in 2007-12 (11th plan). 

● Under-investment in the sector has crippled operations and hampered capacity 

augmentation. 

● Need for additional investment in rail infrastructure and scaled up investment by 

almost three times, from INR 53,989 crore in 2013-14 to INR 1.47 lakh crore18 in 

2018-19 (BE). 

● The Indian rail network is one of the largest railway networks in the world. 

● Railways provide the cheapest and most convenient mode of passenger 

transport both for long distance and suburban traffic. 

● Railways have played a significant role in development and growth of industries. 

● Agriculture also owes its growth to railways to a great extent. 

Issues As per NITI Aayog @ 75  
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1. Congested Network, Over-stretched infrastructure with 60 per cent plus routes 

being more than 100 percent utilized, leading to a reduction in average speed of 

passenger and freight trains. 

2. Organizational Structure, Delays in decision making, inadequate market orientation 

and long project approval durations lead to slow turnover times and delays in the 

implementation of railways projects.  

3. Internal Generation of Resources, Negligible non-fare revenues and high freight 

tariffs have led to a sub-optimal freight share. The lower relative cost of transporting 

freight by road has led to a decline in the share of the railways. 

4. Safety and Poor Quality of Service Delivery, Number of accidents and safety 

issues in the IR in recent years. Poor cleanliness of trains and stations, delays in train 

departures/arrivals, quality of food and difficulties in booking tickets are key issues. 

5. Efficiency of Terminals, Poor terminal facilities lengthen loading and unloading 

times. Eighty percent of railway loads come from terminals. 

6. Economies of Scale, The lack of scale economies especially impact management 

quality and system accountability. 

SUGGESTIONS   

1. Better Utilization of Existing Infrastructure to Address Congestion: 

 

● Prioritize ongoing projects to improve capacity utilization. 

● Timely completion of these projects will generate more revenue. 

● Need to maintain and upgrade the existing network to ensure that supply keeps 

up with demand. 

● Ensure that the dedicated freight corridors (DFCs) and the Mumbai-Ahmedabad 

High Speed Rail (MAHSR) are completed on schedule, particularly by timely 

completion of land acquisition for DFCs. 

2. Ease Organizational Rigidity Through Structural Reforms 

 

● Consider opening up the ownership and operations of freight terminals and 

ownership of locomotives and rolling stock to the private sector under a 

transparent, neutral (non-railway) and fair regulatory mechanism. 

● Consider transferring coach and locomotive manufacturing and repairs to private 

players. 
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● Separate suburban passenger transport from the rest of the network and put a 

light rail network in place in all major urban areas under local governments. 

3. Rationalize Fare Structures and Subsidies, and Monetize Assets to Generate 

Revenues 

 

● Revisit IR’s pricing model to make the passenger and freight segments 

sustainable. 

● Expedite the process of establishing the Rail Development Authority (RDA), 

already approved by the government. 

● Monetize land resources with the railways, particularly through developing non-

railway revenues such as through retail or other activities. 

● Increase retail revenues from railway stations by investing in facilities, 

modernizing stations and contracting space to private players. 

4. Enhance Safety of Trains to Reduce Accidents and Modernize Stations 

 

● Created the Rashtriya Rail Sanraksha Kosh (RRSK) in 2017-18 to address 

critical safety related issues. 

● Eliminate level crossings and cattle crossings and fence railway tracks in areas 

with high levels of activity to prevent accidents. 

● Implement the 22 recommendations of the High-Level Safety Review Committee 

chaired by Dr. Kakodkar. 

● Upgrade and ensure the smooth functioning of by-pass crossings and grade 

separations. 

● Redevelop 100 out of 400 identified railway stations by 2022. 

5. Enhance the Ease of Doing Business 

 

● Set up an independent homologation and standardization agency to adopt new 

railway technology and improve the speed and reliability of the railway network. 

● To enhance credibility, ensure that there are no interim changes in tariff and 

nontariff rules. 

● Use technology to schedule and route freight business to improve asset 

productivity and utilization. 

6. Set up an Independent Regulator for the Indian Railways 

 

● Take decisions regarding price regulation and enhancement of non-fare revenue. 

● Protect consumer interests, promote competition, efficiency and economy and 

ensure a fair deal to stakeholders and customers. 



Download All Notes PDF : WWW.IAS.NETWORK 

© IAS.NETWORK | Mentorship Program for UPSC 2021, 2022 Available : 9779726117 

GS Ans, Essay, Anthro, PSIR, Sociology, PubAd, History, Geography Optional Evaluation 

232 

● Help attract investment, promote efficient resource allocation, benchmark service 

standards and enforce standards. 

● Put in place measures to absorb new technologies and develop human 

resources. 

Bibek Debroy Committee Recommendations 

The Bibek Debroy Committee is a high level committee for “Mobilization of Resources 

for Major Railway Projects and Restructuring of Railway Ministry and Railway 

Board” created by NDA Government in 2014. 

 

● Establishment of Independent Regulator RRAI 

● Transition to commercial accounting 

● Streamline recruitment & HR processes 

● Focus on core areas 

● Decentralisation 

● Indian Railway Manufacturing Company 

● Encouraging private entry 

● Joint Venture with State governments  

Recent Green Initiatives by Railways 

 

● Windmill/ solar panels at each rail station. 

● Green curtain: boundary wall created around railway station, chowkidar to 

combat defecation and littering. 

● Bio toilets with help DRDO: They contain anaerobic microbial bacteria to 

decompose and convert human excreta into water and gasses. 

● “Green corridors in Railways” = on these routes all trains have bio-toilets to 

avoid direct discharge of human excreta on Railway tracks/station premises. 

● 5% blending of biodiesel. 

 National Rail Plan 2030 

 

● It will provide a long term perspective to planning railway development. 

● It will harmonise and integrate rail networks with other modes of transport and 

create synergy for achieving seamless multimodal transportation networks 

across the country. 

● ADARSH STATION SCHEME to modernize railway station 

Budget 2020-21 related to Railways 
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Indian Railways: 
 

● Five measures: 

○ Large solar power capacity to be set up alongside rail tracks, on land 

owned by railways. 

○ Four station redevelopment projects and operation of 150 passenger 

trains through PPP. 

○ More Tejas type trains to connect iconic tourist destinations. 

○ High speed train between Mumbai and Ahmedabad to be actively 

pursued. 

○ 148 km long Bengaluru Suburban transport project at a cost of Rs 18600 

crore, to have fares on metro model. The Central Government to provide 

20% of equity and facilitate external assistance up to 60% of the project 

cost. 

 

Budget 2021-22 related to Railways 

  

Railway Infrastructure 

● Rs. 1, 10,055 crore for Railways of which Rs. 1,07,100 crore is for capital 

expenditure 

● National Rail Plan for India (2030): to create a ‘future ready’ Railway system by 

2030 

● 100% electrification of Broad-Gauge routes to be completed by December, 

2023 

● Broad Gauge Route Kilometers (RKM) electrification to reach 46,000 RKM, i.e. 

72% by end of 2021 

● Western Dedicated Freight Corridor (DFC) and Eastern DFC to be 

commissioned by June 2022, to bring down the logistic costs – enabling Make 

in India strategy. 

 

Additional initiatives proposed: 

● The Sonnagar-Gomoh Section (263.7 km) of Eastern DFC to be taken up in 

PPP mode in 2021-22 

● Future dedicated freight corridor projects – 

● East Coast corridor from Kharagpur to Vijayawada. 

● East-West Corridor from Bhusaval to Kharagpur to Dankuni. 

● North-South corridor from Itarsi to Vijayawada. 

 

Measures for passenger convenience and safety: 
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● Aesthetically designed Vista Dome LHB coach on tourist routes for better travel 

● High density network and highly utilized network routes to have an indigenously 

developed automatic train protection system, eliminating train collision due to 

human error  

 

Urban Rail Infrastructure  

● Raising the share of public transport in urban areas by expansion of metro rail 

network and augmentation of city bus service 

● Rs. 18,000 crore for a new scheme, to augment public bus transport: 

● Innovative PPP models to run more than 20,000 buses 

● To boost automobile sector, provide fillip to economic growth, create 

employment opportunities for our youth 

● A total of 702 km of conventional metro is operational and another 1,016 km of 

metro and RRTS is under construction in 27 cities 

● ‘MetroLite’ and ‘MetroNeo’ technologies to provide metro rail systems at much 

lesser cost with similar experience in Tier-2 cities and peripheral areas of Tier-1 

cities. 

 

Central counterpart funding to: 

● Kochi Metro Railway Phase-II of 11.5 km at a cost of Rs. 1957.05 crore 

● Chennai Metro Railway Phase –II of 118.9 km at a cost of Rs. 63,246 crore 

● Bengaluru Metro Railway Project Phase 2A and 2B of 58.19 km at a cost of Rs. 

14,788 crore 

● Nagpur Metro Rail Project Phase-II and Nashik Metro at a cost of Rs. 5,976 

crore and Rs. 2,092 crore respectively. 

 

INLAND WATERWAYS  

BASICS OF INLAND WATERWAY INFRA SYSTEM IN INDIA  
 

● Inland Water Transport (IWT) carries less than 2 per cent of India’s organized 

freight traffic and negligible passenger traffic. 

● India has about 14500 KM of navigable waterways. 

● The annual freight volumes carried on inland waterways using National 

Waterways (NW-1, NW-2, and NW-3) and Goa Waterways was 21.91 MMT in 

2016-17. 

● Additionally, Maharashtra Waterways alone transported more than 33.29 MMT. 

● The Inland Waterways Authority of India (IWAI) is mandated to develop and 

maintain infrastructure for fairway, navigational aids and terminals. 
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● In April 2016, 106 more waterways spread over 24 states were declared as NWs. 

● The ministry is augmenting the capacity of NW-l under the Jal Marg Vikas 

project. 

● The project will enable the movement of larger vessels of 1,500-2,000 tonnes on 

inland waterways. 

● Proposing to fund NWs through the Central Road Fund (CRF). 

● Amended the Central Road Fund Act, 2000, as part of the Finance Bill 2018 to 

include a list of projects and infrastructure sub-sectors, including inland 

waterways,for which the CRF could be used. 

 IMPORTANCE 

 

● Lower Costs: The road transportation costs per kilometer is Rs.1.5, for the 

railways it is Rs. 1 and for waterways it would be 25-30 paise. 

● Lower consumption of fuel per tonne of cargo. 

● Lower Carbon Dioxide Emissions 

● Lower traffic Congestion and lower rate of fatalities. 

● No land acquisition is required for this. 

● Cost of construction of road and railways projects is high as compared to this. 

● No issue of displacement and rehabilitation. 

 ISSUES  

1. Capital for inland vessels, At present, the cost of capital is very high and makes 
IWT freight uncompetitive. 

2. Regulatory issues for inland waterways, States’ Ferries Acts from various years 
govern cross ferry movement and this may present a barrier to inland navigation, as the 
regulations may not take into account safety considerations. 

3. Climatic condition and flood situation are issues related to this. 

4. Constant inflow of silt in the river. 

5. Rights of states and local communities over water resources. 

 SUGGESTIONS  

  

● IWT should be integrated to multimodal/ intermodal connectivity. 

● Procure floating terminals and cranes and place them suitably so that access to 

roads is possible. 
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● Enhance linkages between national waterways and state waterways and feeder 

canals. 

● Financing for inland vessels could be made part of priority sector lending by 

banks. 

● Categorizing inland vessels as infrastructure equipment will further ease access 

to capital issues for a sector where capital investments and operational costs are 

high. 

● We should consider waiving waterway charges and lock charges until operable 

infrastructure is made available. 

Recent Steps taken by Government 

Jal Vikas Marg Project, The Ministry of Shipping is implementing the Jal Vikas Marg 

project to augment NW1 between Varanasi and Haldia with technical and financial 

assistance from the World Bank. 

Amendment to Central Road Fund, Amendment was brought in to allocate 2.5% cess 

generated for the development and maintenance of waterways. 

RO-RO, PM Modi launched the first of its kind, state of the art RO-RO, Ghogha-Dahej 

project in Gujarat for freight services. 

Other measures taken by Government 

● Automatic approval for FDI upto 100 per cent in ports and shipping. 

● The Government has taken steps for phased corporatization of major ports. 

● Private sector participation in the ports sector has been allowed. 

● The shipping companies are now permitted to get ships repaired in any shipyard 

without seeking prior approval from the government. 

● 100 per cent investments in NRIs in shipping with full repatriation benefits. 

● The Reserve Bank Of India releases foreign exchange for ship repair/dry docking 

and spares for imported capital goods without any value limit 

● Focus is being given on setting up of Special Economic Zones (SEZs) and 

Coastal Economic Zones around major ports. SEZ at JNPT smart industrial port 

cities at Kandla and Paradip are under implementation. 

● Jal Marg Vikas Project (JMVP)  (NW-1, River Ganga) :Projects envisages to 

develop a fairway with upto 3 meters depth between Varanasi and Haldia 

covering a distance of 1380 kms at an estimated cost of Rs. 5369 crore. On 

completion, the project would enable the commercial navigation of 1500-2000 

tons vessels. 
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URBAN TRANSPORT  

ISSUES  

● Infrastructure and services: Several Indian cities lack adequate mass transit 

infrastructure and services, which limits adoption of these modes. Additionally, 

cities lack infrastructure for non-motorized transport, which may limit adoption of 

bike/cycle sharing schemes. 

● Policy and regulatory: Policymaking in the field of shared mobility is still at the 

nascent stage. Proper care should be given to including all the amendments 

which might be needed in the future. 

● Behavioral: Owning a private vehicle is aspirational and a symbol of status. Lack 

of awareness about the societal and environmental costs of private vehicle use 

could be a barrier to adoption of shared forms of mobility. 

● Data: Inconsistencies exist in data standards and guidelines for best practices 

between public and private transportation providers, which can be a barrier for 

promoting shared mobility. Also, there are limitations with regard to collection and 

processing of mobility data. 

 SUGGESTIONS 

 

● An efficient and comprehensive transportation system is essential to supporting a 

well-functioning and prosperous community. Transitioning to a shared mobility 

future will allow India to build a transportation system that is more efficient, 

cleaner, and meets the needs of its growing population. 

● In order to achieve this goal, the private and public sector must work together to 

develop policies and business models that support shared mobility. The 

guidelines presented in section 5 may serve as a framework for initiating next 

steps to achieve this goal. 

● The government can take the lead in catalyzing a shared mobility future through 

supportive policies. Doing so will enable accessible, equitable, efficient, and safe 

transportation options. 

● These policies should be developed with future demand growth in mind, and 

appropriate milestone goals should be set to ensure that progress is being made. 

● In working towards the goal of shared mobility, India will set itself up for clean, 

livable cities and set an example for other nations of how to sustainably meet the 

transportation needs of a growing global population. 

● Promote mass transit: As public transit operates on fixed routes and schedules, 

improving first- and last-mile connectivity will be paramount in maintaining, or 

improving India’s existing mode share of public transit. 
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● Improving public transit efficiency and convenience with route rationalization 

and better vehicles will also support public transit. 

● Promote high share of non-motorized transport modes: Non-motorized 

transport modes, such as walking and cycling, not only promote health, but are 

also affordable, clean, and efficient. 

● Cities should support these active modes by developing safe, non-motorized 

transport environments, promoting cycle sharing schemes and improving their 

connectivity to motorized forms of shared mobility. 

● Build the infrastructure needed to support emerging shared mobility solutions. 

● Promote high occupancy vehicles: For promoting high occupancy vehicles, 

contract carriage permit systems may need to be reviewed in order to allow more 

flexibility to state governments to support different types of shared mobility 

models. 

● Some of the recent examples like Tamil Nadu Motor Vehicle Rules recognizing 

the usage of auto rickshaws with contract carriage permits for shared mobility are 

regulatory initiatives that could encourage shared mobility models. 

● Facilitate the integration of different modes: Shared modes of transportation 

should complement each other to provide a comprehensive system where users 

can take multiple modes in an efficient manner, meeting their transportation 

expectations and needs. This can be enabled by data sharing. 

● Enhance data availability and sharing: Data can be a key enabler in a shift to 

shared mobility and multimodal integration. 

● A clear policy for collecting, standardizing, aggregating, and sharing transit data 

can increase the interoperability of data. 

● Promote micro-entrepreneurship: Measures should be considered to promote 

individual entrepreneurs to enter the shared mobility market. 

● Ensure wider geographic coverage to ensure that they are accessible and 

provide the much-needed first- and last-mile solutions. In areas which are 

underserved, this could be done by introducing fiscal and non-fiscal measures 

that enhance demand and supply creation. 

● Develop a mobility digital infrastructure: Similar to other ‘public digital 

infrastructure’, the government could consider developing a ‘common mobility 

digital infrastructure’ that might help solve some of the key challenges associated 

with data sharing. 

● This infrastructure could provide a platform to connect various forms of mobility 

to provide seamless multimodal transport across services. It could enable 

innovation and allow development of new mobility service offerings. 

● Consider fiscal and non-fiscal measures to support the adoption of shared 

mobility: Incentives may help shift users from private vehicle use. 
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● To encourage the use of shared modes, cities should test incentives that 

support adoption of shared services and promote higher occupancy of vehicles. 

● Initiatives to promote shared mobility must consider the safety of drivers, 

riders, and pedestrians. Regulations should be developed to ensure the safety of 

drivers and passengers as well as the quality vehicles. 

● Measure state performance in transport reforms: To further the uptake of 

shared mobility, KPIs could be developed to measure the impact of actions taken 

by states and districts to promote innovative mobility solutions. 

MULTIMODAL LOGISTICS  

BASICS OF MULTIMODAL LOGISTICS   

Facts: 
 

● India’s logistics sector is highly defragmented and very complex with more than 

20 government agencies, 40 partnering government agencies (PGAs), 37 export 

promotion councils, 500 certifications, 10000 commodities being stakeholders in 

it. 

● At present it has 160 billion market size and involves 12 million employment 

base, 200 shipping agencies, 36 logistic services, 50 IT ecosystems and 

banks and insurance agencies. 

● Government is aiming to reduce logistics cost from the present 14% of GDP to 

less than 10% by 2022. 

● As per Economic Survey 2017-18, Indian logistics sector provides livelihood to 

more than 22 million people. 

● Improving this sector will facilitate a 10% decrease in indirect logistics cost 

leading to growth of 5 to 8% in exports. 

● Further, it estimates that the worth of Indian logistics market will be around US 

$215 billion in the next two years compared to about US $160 billion currently. 

● The Indian logistics industry employs more than 22 million people (as of 2016). 

● Between 2011-12 and 2015-16, the logistics sector’s value has grown at a 

compound annual growth rate (CAGR) of 7.8 per cent. 

 Countries Logistics Costs in per cent of GDP 
 

● India =14% 

● US=9% 

● Japan =11% 

● China =14.9% 
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 Need for Integrated Logistics Sector Development: 
 

● The logistics cost in India is very high compared to developed countries. 

● High cost reduces competitiveness of Indian goods both in domestic as well as 

export market. 

● Increasing globalization of Indian economy, along with renewed manufacturing 

vigour attributed to the Make in India Campaign and growth of e-commerce 

business all forecast rapid growth in Indian logistics sector. 

● India was ranked 44 in the World Bank Logistics Performance Index 2018. 

● This sector provides employment to more than 22 million people and is 

expected to grow at rate of 10.5% over the next 5 years. 

● Logistics is also the backbone of India’s international trade and will help in 

diversification of not only India’s export basket but also of products and countries. 

 Future Objectives 
 

● Achieve multi-modal movement of cargo on par with global logistics standards. 

● Reduce the logistics cost to less than 10 percent of GDP from the current level of 

14 per cent. 

● Expand the logistics market to USD215 billion by 2020 from the current level of 

USD160 billion. 

● Improve logistics skilling and increase jobs in the sector to 40 million by 2022-23 

from about 22 million in 2016. 

Importance 

 

● The losses in the agriculture and food processing sector are very high, largely 

owing to infrastructural facilities –leading to delay in transportation, so proper 

logistics facilities must be available to cater to this problem. 

● Integrated Multi Modal Transport Planning is the need of the hour to achieve a 

healthy modal mix of transport which is efficient, faster, safer, import substituting, 

cost effective and pollution free. 

● Logistics and transport sector has a very high potential for employment 

generation. 

● It can provide jobs to the local youth after proper skill training. It can also provide 

employment opportunities in rural areas 

 ISSUES   

1. Cost of Logistics 
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● High due to challenges in accessing finance, underdeveloped infrastructure, poor 

connectivity and an unfavorable modal mix. 

2. Coordination due to Multiple Stakeholders’ Involvement 

● Logistics has four key components that account for the majority of the sector: 

transport, warehousing, freight forwarding and value added logistics. 

● Multiple agencies often lead to duplicate processes. 

● Non-uniform documentation across states adds to transaction costs. 

3. Warehousing Capacity and Fragmented Structure 

● There is low value addition in the warehouse sector. 

● Handling and warehousing facilities are still largely un-mechanized with manual 

loading, unloading and handling in the case of many commodities. 

4. Competition and Underutilized Capacity 

● There is no level playing field as the public sector is provided benefits that are 

not available to private players such as container train operators or foreign vessel 

owners, leading to limited competition, capacity underutilization and other 

inefficiencies. 

5. Interoperable Technology Across Modes 

● The lack of interoperability of software systems used by the authorities governing 

different modes of transport leads to inefficiencies as it increases transit time and 

the need for manual intervention when switching modes. 

6. Border Compliance and Document Processing Time 

● India’s average border compliance time (including customs regulations and 

mandatory inspections) for exports is 106 hours and for imports 264 hours. 

7. Cumbersome Institutional Arrangements. 

8. Land acquisition, Environmental and Forest clearances. 

9. Infrastructure and Financial constraints. 

10. Lack of development of feeder transport at Ports. 

SUGGESTIONS  

 

● Rationalize tariffs and determine prices in an efficient manner across different 

modes. 

● Create an overarching body that maintains a repository of all transport data. 
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● Enhance efficiency of warehouses and their operation, especially to optimize 

food storage. 

● Setting up multimodal logistics parks. 

● Allow private players to operate in CONCOR and port terminals. 

● Increase technology use to enhance logistics. 

● Create an institutional mechanism for technology adoption in transport. 

● Shift towards international standards for transport equipment and software. 

● India has firmed up the contours of its ambitious multi-model programme to 

reduce logistics costs and make the economy competitive. 

● The strategy involves a reset of India’s logistics sector from a point-to-point 

model to a hub and spoke model and involves railways, highways and inland 

waterways and airports to put in place an effective transportation grid. 

● It also includes setting up of 35 multi-modal logistics parks (MMLPs) at an 

investment of Rs. 50,000 crore, development of 50 economic corridors and an 

investment template which involves roping in the states and the private sector for 

setting up special vehicles for implementation. 

● It is expected to cater to 50% of the freight movements, enable 10% reduction in 

transportation costs and 12% reduction in CO2 emissions. 

● The government also hosted a multi-modal Summit-India Integrated Transport 

and Logistics Summit in May 2017,on lines of the maritime summit to pitch 

project opportunities to the investors.  

Other Government Steps Related to Logistics 

● Recognizing its importance for exports and growth, the government has included 

logistics in the harmonized master list of the infrastructure subsector. 

● The government has also created a new Logistics Division in the Ministry of 

Commerce and Industry. 

● The World Economic Forum’s Global Competitiveness Index (GCI) ranked India 

68th out of 137 countries in infrastructure in 2019-20. 

● The World Bank’s Ease of Doing Business ranks India 63rd out of 190 countries 

in ‘trading across borders’. 

UPSC GS 3 SYLLABUS : INVESTMENT MODELS  

 

BASICS OF INVESTMENT MODELS  
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● Investment is the process of putting money in assets for increasing 

production or financial gains. 

● Investment is all about putting money in assets. 

● the investment models speak about how to put the money in assets. 

 IMPORTANCE OF INVESTMENTS MODEL 
 

● It opens up the possibilities of large scale production. Large scale production 

units which require huge investment can be established in the country. 

● It enables the country to make use of modern techniques of production. In this 

process of helps in making scientific inventions and technological advances. 

● It provides the necessary tools and equipment for production. 

● It creates employment opportunities. New factories, irrigation projects, 

construction work certainly add to the existing opportunities of employment. 

● It also leads to industrialization and urbanization. 

Factors affecting Investment Sentiments 
● Savings Rate. 

● Tax Rate in the country. (Net income available after tax). 

● Inflation. 

● Rate of Interest in Banks. 

● Possible Rate of Return on Capital. 

● Availability of other factors of production – cheap land, labour etc. and supporting 

infrastructure – transport, energy and communication. 

● Market size and stability. 

● Investment friendly environment in the country (policies of the government). 

● Discovery of resources: Discovery of new natural resources such as metals, 

minerals and oil induce investment. 

● Foreign Trade: When there is a possibility of increase in a country's foreign 

trade, it will have a favorable effect on investment, i.e., more investment will take 

place. 

● Political Environment: Peaceful and stable political environment favour 

investments. 

● Business Expectations: Business investments are very much dependent on 

expected profit, so favorable business expectations induce investment. 

● Rate of Population Growth: More and more population will need more new 

houses, schools, public services, roads, motor vehicles and consumer goods, so 

investment will increase. Rapid population growth also increases the supply of 

labour which results in fall in wages, further increasing profit expectations and 

investments. 
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● Technological Advance and Innovation: The technological challenges 

influence the investment decisions. Investment in labour and capital saving 

machines and other facilities are an example. A rapid rate of innovation is 

conducive to a high level of investment. 

MODELS USED IN THE INVESTMENT MODEL PROCESS 

HARROD-DOMAR MODEL 
 

● The Harrod–Domar model is a ‘Keynesian’ model of economic growth. It helps 

to explain how growth has occurred and how it may occur again in the future. 

● The model suggests that economic growth rates depend on two things: 

○ Level of Savings: Higher savings enable higher investment (directly 

correlated) 

○ Capital-Output Ratio: A lower capital-output ratio means investment is 

more efficient and the growth rate will be higher (inversely correlated). 

● This model says that every economy must save a certain part of its national 

income, if only to replace worn-out or impaired capital goods (buildings, 

equipment, and materials). 

● However, if the economy wishes to grow, new investments representing net 

additions to the capital stock is also necessary. 

● This implies that the rate of economic growth is determined by the Level of 

Savings as well as National Capital Output ratio. In other words, the model 

says that more an economy is able to save and invest out of a given GDP, the 

greater the growth in GDP will be. 

● The Harrod-Domar growth model was developed separately, but concurrently, 

by two economists. 

● Both the Harrod Model and the Domar Model brought out the importance of 

saving and investment in the process of economic growth. 

● Both models sought to lay out the conditions for steady growth; the nonfulfillment 

of these conditions would lead to disequilibrium, resulting in inflationary and 

deflationary gap. 

● Although both models differed in details, they were the same in substance. 

Therefore, both the models stand out integrated, and are known as the Harrod 

Domar Model of Growth. Although the model was developed in the context of 

advanced market economies, it has been widely used in formulating plan models 

in developing economies as well. 

SOLOW SWAN MODEL 
 

● The neo-classical model was an extension to the 1946 Harrod–Domar model 

that included a new term: productivity growth. 
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LEWIS TWO SECTOR MODEL 
 

● This is a model to describe the transformation or movement of labour from non-

commercialized sectors to commercialized ones in an underdeveloped economy. 

● This model assumes that there are two sectors in the underdeveloped economy; 

a noncommercial subsistence sector (usually farm) and a commercial 

industrialized sector (non-farm). 

● Developing economies are characterized by the existence of disguised 

unemployment which means there exists a large number of labour in agriculture 

and in the informal sector who produce less. The notion of surplus labour implies 

the existence of low skilled labour who collaborate with little amount of capital 

and the marginal productivity being zero. 

RAO MANMOHAN MODEL 
 

● Policy of Economic Liberalization and FDI initiated in 1991 by Narasimha Rao 

and Dr. Manmohan Singh. 

2. FOREIGN INVESTMENTS 

It is of two types – Foreign Direct Investment (FDI) and Foreign Portfolio 

Investment (FPI). 

Foreign Direct Investments (FDI) 

FDI may further take the form of: 

● wholly owned subsidiary 

● joint venture and 

● acquisitions 

● FDI occurs when an investor based in one country (the home country) acquires 

an asset in another country (the host country) with the interest to manage the 

asset. 

● The company investing in this country also usually transfers assets such as 

technology, management and marketing. 

● Further, the investing company seeks the power to exercise control over decision 

making in a foreign enterprise - the extent of which has to vary according to its 

equity participation. 

● In India, foreign affiliate means a subsidiary company or an associate in which 

investors own a total of at least 10%, but not more than half of shareholder’s 

voting power. 

Characteristic 
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● It is an investment made by a foreign company in the home country. 

● The foreign company may make an investment either by opening its branch or by 

having a subsidiary or foreign controlled company in the home country. 

● Profit is the prime motive of such an investment. 

● In FDI, investors may obtain effective voice in the management through means 

such as subcontracting, franchising, licensing, trademarks and patents and 

product sharing. 

● On the winding up of the firm, the assets may be repatriated to the country of 

origin. 

 Importance 
 

● The importance of FDI extends beyond the financial capital. FDI inflows is also a 

tool for bringing technology, knowledge, managerial skills and capability, product 

design, quality characteristics, brand names etc. 

● FDI could benefit both the domestic industry as well as the consumer, by 

providing opportunities for technological transfer and upgrading access to global 

managerial skills and practices, optimal utilization of human capabilities and 

natural resources. 

● FDI flows are usually preferred over other forms of foreign because they are non 

debt creating, non-volatile and their returns depend on the performance of the 

projects. 

● Due to these and many other reasons, FDI has also been found to be directly 

correlated with economic growth and development. 

❖ Brings new technology, expertise, knowledge, managerial skills and 

capabilities. 

❖ Decreases the production cost, transaction cost and transportation costs 

of goods and services. 

❖ Creates employment in Indian industries and market sectors 

❖ Improves Balance of Payment status. 

❖ Gives a boost to industrial productivity leading to industrialization and 

greater exports. 

❖ Directly correlated with economic growth in terms of GDP. 

❖ Enhances competition at global and domestic level 

❖ Greater freedom of choice for consumers. 

FDI in Indian Context 
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● Since 1991, the regulatory environment for foreign investment has consistently 

been eased to make it investor-friendly, making India one of the fastest growing 

economies of the world. 

● It has been ranked (9th in terms of FDI inflows) among the top attractive 

destinations for inbound investments. 

● The GoI with intent to attract and promote FDI has put in place a policy 

framework on FDI which is transparent, predictable and easily comprehensible. 

● The GoI through Department of Industrial Policy & Promotion (DIPP) 

formulates a consolidated FDI Policy on a yearly basis which is a defined 

framework for FDI. 

● FDI can be made through two routes that are: 

○ Automatic Route: Indian companies engaged in various industries can 

issue shares to foreign investors up to 100% of their paid up capital in 

Indian companies 

○ Government Approval Route: Certain activities that are not covered 

under the automatic route requires prior Government approval for FDIs. 

Earlier, the approval route used to pass through a government body 

known as Foreign Investment Promotion Board (FIPB), but it was 

recently abolished. 

Foreign Portfolio Investments (FPI) 

FPI may take the form of: 

o   Investment by Foreign Institutional 

o   Investors (FIIs) or their subaccounts 

o   Qualified Foreign Investors (QFIs). 

● Portfolio investment is an investment in a foreign country where the investing 

party does not seek control over the investment. 

● Most foreign portfolio investments consist of securities and other foreign financial 

assets that are passively held by the foreign investor. 

● This does not provide the foreign investor with direct ownership of the financial 

assets and can be relatively liquid depending on the volatility of the market that 

the investment takes place in. 

● FPIs can be made by individuals, companies, or even governments in 

international countries. This type of investment is a way for investors to diversify 

their portfolio with an international advantage. 

Characteristics 
 

● Investor is a non-resident. 
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● Investor does not seek control over the investment if they do not have 

involvement with promotion and management of joint stock company. 

● Investor purchases the equity in a foreign stock market, i.e., he has a property 

interest. 

● The equity includes shares and creditors capital (debentures/bonds/other 

securities). 

● The equity purchased is of a joint stock company. 

● FPIs can be liquidated fairly easily. 

● FPIs are influenced by short term gains and are more sensitive than FDI. 

FPI in Indian Context 
 

● FPI stands for those investors who hold a short term view on the company, in 

contrast to FDI. 

● FPIs generally participate through the stock markets and get in and out of a 

particular stock at much faster frequencies. Short term views are associated 

often with lower stake in companies. 

● Hence, globally FPIs are defined as those who hold less than 10% in a 

company. In India, the hitherto existing closest possible definition to an FPI was 

‘Foreign Institutional Investor (FII)’. 

● Currently, in India, the term FPI refers to FIIs or their ‘sub-accounts’, or ‘qualified 

foreign investors (QFIs)’ who are permitted to hold upto 10% stake in a 

company. 

 Foreign Institutional Investor (FII) 
 

● An institution established or incorporated outside India which proposes to make 

investment in securities in India. 

● They are registered as FIIs in accordance with the SEBI (FII) Regulations, 

1995. FIIs are allowed to subscribe to new securities or trade in already issued 

securities. 

● However, FII as a category does not exist anymore. 

● It was decided to create a new investor class called FPI by merging the existing 

three investor classes viz. FIIs, Sub Accounts and Qualified Foreign 

Investors. 

 Qualified Foreign Investors (QFIs) 
 

● It is a subcategory of FPI. It refers to any foreign individuals, groups or 

associations, or resident, however, restricted to those from a country that is a 

member of the Financial Action Task Force (FATF) or a country that is a 

member of a group which is a member of FATF and a country that is a signatory 
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to International Organization of Securities Commission’s (IOSCO) 

Multilateral Memorandum of Understanding (MMOU). 

● The QFI scheme was introduced by the Government in consultation with RBI 

and SEBI in the year 2011. 

 As part of Risk based approach towards customer identity verification, FPIs have 

been categorized into three major categories by the Indian Government: 

● Category I (Low Risk) which would include Government and entities like 

Foreign Central banks, Sovereign Wealth Funds, Multilateral Organizations, 

etc. 

● Category II (Moderate Risk) which would include Regulated entities such as 

banks, Pension Funds, Insurance Companies, Mutual Funds, Investment 

Trusts, Asset Management Companies, University related endowments 

(already registered with SEBI). 

● Category III (High Risk) which would include all other FPIs not eligible to be 

 included in the above two categories. 

 FDI vs. FPI 
 

● Of the two types of investments, FDI is generally considered to be better than 

FPI. 

● In the case of FDI at least it brings with it new technology. The local production 

and over the period there is a transfer of technology, however slow it may be. 

● On the other hand, FPI is devoid of this virtue, at least over the short to 

medium term. 

● Entry and exit is also very easy in case of FPI due to high liquidity. This makes 

FPI very unstable as compared to FDI. 

Types of Investment Models 

Public Investment Model: In this model Government requires revenue for investment 

that mainly comes through taxes. 

● Public Investment is that investment which is made by the central, provincial or 

local self-government of a country. 

● This investment is generally made for social welfare, defense and economic 

development. Profit does not motivate such investment. 

● For a government to invest, it needs revenue, especially in the form of tax. 

However, the present tax revenues of the Indian government are not sufficient 

enough to meet the budgetary expenditure. 
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● So India cannot move ahead in the path of development without private 

investments; even for the government to have a share in the investment, they 

need tax revenue from the private investors. 

○ As the world is facing the prospect of an extended period of weak 

economic growth, by enhancing public-sector investment large pools of 

savings can be channelized into productivity. 

○ Properly targeted public investment can do much to boost economic 

performance, generating aggregate demand quickly, fueling productivity 

growth by improving human capital, encouraging technological innovation, 

and spurring private-sector investment by increasing returns. 

○ Though public investment cannot fix a large demand shortfall overnight, it 

can accelerate the recovery and establish more sustainable growth 

patterns. 

Private Investment Model: For a country to grow and increase its production 

investment is required. Presently tax revenue of India is not adequate to meet this 

demand so the government requires private investment. 

● Private investment can be sourced from the domestic or international 

market. 

● From abroad private investment comes in the form of FDI or FPI. 

● Private investment can generate more efficiency by creating more 

competition, realization of economies of scale and greater flexibility than is 

available to the public sector. 

● It is an investment which is made by private individuals or private organizations 

with the sole objective of earning profit. 

● The private investment can come from domestic sources or from abroad. If it is 

from abroad – they can be either in the form of Foreign Direct Investment (FDI) 

or Foreign Portfolio Investment (FPI). 

● For a nation to grow and develop, the production has to be increased. More 

goods and services have to be produced. Infrastructure is required to support 

production. 

● It is impractical to expect the government to take all the investment decisions and 

provide all the finances. This is especially true in a country like India where the 

demand for investments is too high to be taken care of by the government alone. 

This is why private investment has become very important 

 Public-Private Partnership Model 

UNECE (United Nations Economic Commission for Europe)defines PPP 

as“innovative methods used by the public sector to contract with the private sector who 

bring their capital and their ability to deliver projects on time and to budget while the 
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public sector retains the responsibility to provide these services to the public in a way 

that benefits the public and delivers economic development as an improvement in the 

quality of life” 

 

❖ In this type of partnership, investments are undertaken by the private sector 

entity, for a specified period of time. 

❖ These partnerships work well when private sector technology and innovation 

combined with public sector incentives to complete work on time and within 

budget. 

❖ As PPP involves full retention of responsibility by the government for providing 

the services, it doesn’t amount to privatization. 

❖ There is a well-defined allocation of risk between the private sector and the 

public entity. 

❖ Private entity is chosen on the basis of open competitive bidding and receives 

performance linked payments. 

❖ PPP route can be alternative in developing countries where governments face 

various constraints on borrowing money for important projects. 

❖ It can also give required expertise in planning or executing large projects. 

AIMS OF PPP 
 

● Improving access to essential services 

● Improving quality of services available 

● Exchange of expertise 

● Mobilise additional resources for activities 

● Improve efficiency 

● Better management of services 

● Increasing scope and scale of services. 

● Increasing community ownership of programmes 

● Ensuring optimal utilization of government investment and infrastructure 

● Cost-effectiveness and division of assignments 

● Promote co-ordination, collaboration and cooperative development. 

ADVANTAGES 

 

Cost Savings 

● Cost savings materialize in several different forms but are mainly due to the 

private sector’s role as a mutual partner in the project. Generally speaking, the 

private partner’s fundamental drive for economic gain (profits) yields it an 



Download All Notes PDF : WWW.IAS.NETWORK 

© IAS.NETWORK | Mentorship Program for UPSC 2021, 2022 Available : 9779726117 

GS Ans, Essay, Anthro, PSIR, Sociology, PubAd, History, Geography Optional Evaluation 

252 

incentive to continually improve its performance, thereby cutting overall project 

costs. 

Life-Cycle Approach 

● PPP combines two or more of the project’s phases in a single bundle for the 

private consortium to deliver over the long-term.  

● This creates economies of scale by motivating the private sector to organize its 

activities in a way that drives efficiencies and maximizes returns on investments. 

Output-Based Contracts 

● PPP projects typically adopt an output-focused contract which links payments to 

performance. This specifies project results in terms of the quality delivered, 

rather than how assets or services are provided.  

● Emphasis on outputs also encourages innovation to take place by motivating the 

private partner to develop new methods and approaches for project delivery that 

meets requirements at lower costs. 

Risk Sharing 

● PPP are designed so that risk is transferred between the public and private 

sectors, allocating particular project risk to the partner best able to manage that 

risk. 

Timely Delivery 

● With financing risk routinely transferred to the private consortium, any delays in 

meeting the agreed upon timelines can lead to additional costs for the private 

partner as it alone carries the debt for a longer period of time.  

● Therefore, the private sector has a direct financial interest in ensuring that 

projects and services are delivered on-time, if not sooner. 

Enhancing Public Management 

● By inviting the private partner in, the public authority can transfer risks and 

responsibilities over the day-to-day operations of two or more phases of the 

urban infrastructure projects to the private consortium.  

● This frees the public sector to focus on other important policy issues such as 

regulating, performance monitoring and urban service planning. 

Improved Levels of Service 
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● By bringing together the strengths from the public and private sectors, PPPs 

have the unique ability to share a diverse range of resources, technologies, ideas 

and skills in a cooperative manner that can work to improve how infrastructure 

assets and services are delivered. 

Increased Availability of Infrastructure Funds 

● PPPs free up funding for other urban infrastructure projects in two ways: first, 

through the potential cost savings inherent in the PPP approach, and second, 

through access to private financing which commits the government to spread 

payments for services rendered over a longer period of time. 

DISADVANTAGES 

Additional Costs 
 

● PPPs represent good opportunities to lower overall project costs. However, when 

compared with traditional procurement, the complete PPP process invites some 

additional costs. 

● One of these potential cost drivers is the tender process - a competitive 

approach to choosing a project partner unique to the PPP model. Depending on 

the number of project bidders, costs can add up as all participating bids tend to 

be factored into the overall cost. 

● Second, the long-term and inclusive nature of a PPP contract requires that each 

partner spend considerable time and resources on outside experts to help 

anticipate and oversee all possible future contingencies. This can be very 

costly, particularly for a public agency inexperienced with the private sector. 

● Lastly, while the private financing element of the partnership is an important 

incentive driver for the private partner, the price of financing can result in higher 

capital costs. 

Reduced Control of Public Assets 
 

● In view of the fact that the private sector absorbs a significant portion of the 

project risk, important decisions over outcomes are inadvertently shared with that 

partner.  

● This can result in the loss of public control over important decisions concerning a 

range of public issues. 

Loss of Accountability 
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● Partnerships are typically governed by a complex web of contracts which extend 

responsibility over the provision of housing and other urban service to a wide 

range of partners.  

● If not clearly defined, contracts can overlap roles and responsibilities and blur the 

lines of accountability for the public taxpayer. 

Mitigating Risk 
 

● The more complex the project and the more people involved, the higher and 

more varied the risk becomes.  

● Although a carefully structured PPP manages risk through a well-defined 

contractual agreement, some risk is unforeseen and therefore difficult to mitigate. 

In the case of such unexpected risk (or project failure), oftentimes it is the public 

authority that is left to not only pay for the failure of the risk, but also the 

emerging costs. 

TYPES OF PPP 
 

● The PPP models vary from short-term simple management contracts (with or 

without investment requirements) to long-term and very complex BOT form, to 

divestiture. 

● The PPP models can be classified into five broad categories in order of 

increased involvement and assumption of risks by the private sector. 

Management Contracts 
 

● It is a contractual arrangement for the management of a part or whole of a public 

enterprise by the private sector. 

● It allows private sector skills to be brought in to service design and delivery, 

operational control, labour management and equipment procurement. However, 

the public sector retains the ownership of facility and equipment. 

● The private contractor is paid a fee to manage and operate services. Normally, 

payment of such fees is performance-based. 

● Usually, the contract period is short, typically two to five years. But a longer 

period may be used for large and complex operational facilities such as a port or 

airport. 

Turnkey 
 

● Turnkey is a traditional public sector procurement model for infrastructure 

facilities. 
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● Generally, a private contractor is selected through a bidding process. The private 

contractor designs and builds a facility for a fixed fee, rate or total cost, which is 

one of the key criteria in selecting the winning bid. 

● The contractor assumes risks involved in the design and construction phases. 

● The scale of investment by the private sector is generally low and for a short-

term. 

● Typically, in this type of arrangement there is no strong incentive for early 

completion of a project. 

● This type of private sector participation is also known as Design-Build.  

Lease 
 

● Here an operator (the leaseholder) is responsible for operating and maintaining 

the infrastructure facility and services, but generally the operator is not required 

to make any large investment. 

● But often this model is applied in combination with other models such as build 

rehabilitate operate-transfer (BROT). In such a case, the contract period is 

generally much longer and the private sector is required to make a significant 

level of investment. 

● Generally, the government maintains the responsibility for investment and thus 

bears investment risks. The operational risks are transferred to the operator. 

● However, as part of the lease, some assets may be transferred on a permanent 

basis for a period which extends over the economic life of assets. Fixed facilities 

and land are leased out for a longer period than for mobile assets. 

Concession 
 

● Here the Government defines and grants specific rights to a private company to 

build and operate a facility for a fixed period of time. 

● Government may retain the ultimate ownership of the facility. 

● In concessions, payments can take place both ways: concessionaire pays to the 

government for the concession rights and the government may also pay the 

concessionaire, which it provides under the agreement to meet certain specific 

conditions. 

● Usually such payments by the government may be necessary to make projects 

commercially viable and/or reduce the level of commercial risk taken by the 

private sector. 

● Concessions may be awarded to a concessionaire under two types of 

contractual arrangements: Franchise and BOT type of contracts. 

TYPES OF CONCESSION 
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Franchise 
 

● Under a franchise arrangement the concessionaire provides services that are 

fully specified by the franchising authority. 

● The private sector carries commercial risks and may be required to make 

investments. 

● This form of private sector participation is historically popular in providing urban 

transportation services. Franchise can be used for routes or groups of routes 

over a contiguous area. 

Build-Operate-Transfer 
 

● In a BOT [and its other variants namely Build-Transfer-Operate (BTO), Build 

Rehabilitate Operate-Transfer (BROT), Build-Lease-Transfer (BLT)] type of 

arrangement, the concessionaire undertakes investments and operates the 

facility for a fixed period of time after which the ownership reverts back to the 

public sector. 

● In this type of arrangement, operating and investment risks can be substantially 

transferred to the concessionaire.  

● However, in a BOT type of model the government has explicit and implicit 

contingent liabilities that may arise due to loan guarantees provided. By retaining 

ultimate ownership, the government controls policy and can allocate risks to 

those parties best suited to bear them or remove them. 

● In a BOT concession, often the concessionaire may be required to establish a 

special purpose vehicle (SPV) for implementing and operating the project. The 

SPV may be formed as a joint venture company with equity participation from 

multiple private sector parties and the public sector. 

● BOT is a common form of PPP in all sectors in Asian countries. 

● Under the Build-Rehabilitate-Operate-Transfer (BROT) arrangement, a 

private developer builds an add-on to an existing facility or completes a partially 

built facility and rehabilitates existing assets, then operates and maintains the 

facility at its own risk for the contract period. 

● BROT is a popular form of PPP in the water sector. 

● A key distinction between a franchise and BOT type of concession is that, in a 

franchise the authority is in the lead in specifying the level of service and is 

prepared to make payments for doing so, whilst in the BOT type the authority 

imposes a few basic requirements and may have no direct financial 

responsibility. 

 

Private Ownership of Assets 
 



Download All Notes PDF : WWW.IAS.NETWORK 

© IAS.NETWORK | Mentorship Program for UPSC 2021, 2022 Available : 9779726117 

GS Ans, Essay, Anthro, PSIR, Sociology, PubAd, History, Geography Optional Evaluation 

257 

● In this form, the private sector remains responsible for design, construction 

and operation of an infrastructure facility and in some cases the public sector 

may relinquish the right of ownership of assets to the private sector. 

● As the same entity builds and operates the services, and is only paid for the 

successful supply of services at a pre-defined standard, it has no incentive to 

reduce the quality or quantity of services. 

● Compared with the traditional public sector procurement model, where 

design, construction and operation aspects are usually separated, this form of 

contractual agreement reduces the risks of cost overruns during the design and 

construction phases or of choosing an inefficient technology, since the operator’s 

future earnings depend on controlling costs. 

TYPES OF PRIVATE OWNERSHIP OF ASSETS 

Build-Own-Operate 
 

● BOO is a PPP model in which a private organization builds, owns and operates 

some facility or structure with some degree of encouragement from the 

government. 

● Although the government doesn't provide direct funding in this model, it may offer 

other financial incentives such as tax-exempt status. The developer owns and 

operates the facility independently. 

● In this type and its other variants such as Design-Build-Finance-Operate, the 

private sector builds, owns and operates a facility, and sells the product/service 

to its users or beneficiaries. 

● This is the most common form of private participation in the power sector in many 

countries. 

Private Finance Initiative 
 

● In this model, the private sector - similar to the BOO model - builds, owns and 

operates a facility. 

● However, the public sector (unlike the users in a BOO model) purchases the 

services from the private sector through a long-term agreement. 

● PFI projects therefore, bear direct financial obligations to the government in any 

event. 

● In addition, explicit and implicit contingent liabilities may also arise due to loan 

guarantees provided to lenders and default of a public or private entity on non 

guaranteed loans. 

● In the PFI model, asset ownership at the end of the contract period may or may 

not be transferred to the public sector. 

● The PFI model also has many variants. 
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● The annuity model for financing of national highways in India is an example of 

the PFI model. 

● Under this arrangement a selected private bidder is awarded a contract to 

develop a section of the highway and to maintain it over the whole contract 

period. The private bidder is compensated with fixed semi-annual payments for 

its investments in the project. In this approach the concessionaire does not need 

to bear the commercial risks involved with project operation. 

Divestiture 
 

● This third type of privatization is clear from its very name. 

● In this form a private entity buys an equity stake in a state-owned enterprise. 

● However, the private stake may or may not imply private management of the 

enterprise. 

● True privatization, however, involves a transfer of deed of title from the public 

sector to a private undertaking. This may be done either through outright sale or 

through public floatation of shares of a previously corporatized state enterprise. 

Why Governments Prefers PPP 
 

● Increases efficiency of the infrastructure projects by means of long term 

collaborations between private and public sectors. 

● Increases cooperation between public authorities and the world of business, 

ensuring funding, management and maintenance of infrastructure built. 

● PPP ensures the long term partnership to deliver assets and services to the 

public at a concessional rate. 

● Delivery quality services that provide whole life costing. 

● New option for public sector finances. The Governmental fiscal situation 

improves. 

● Transfer Risk, increases competition and maintain value of public assets. 

Government Policies for PPP Projects  

Viability Gap Funding 
 

● The scheme aims at supporting infrastructure projects that are economically 

justified but fall marginally short of financial viability. 

● Support under this scheme is available only for infrastructure projects where 

private sector sponsors are selected through a process of competitive bidding. 

● The total Viability Gap Funding under this scheme will not exceed twenty 

percent of the Total Project Cost; provided that the Government or statutory 
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entity that owns the project may, if it so decides, provides additional grants out of 

its budget, upto a limit of a further twenty percent of the Total Project Cost. 

● Bids are made in the form of government support required. 

● Party bidding for least government support wins the project. 

● Funding can be provided by both central and state governments. 

India Infrastructure Finance Company Ltd. 
 

● This a government company created in 2006 to provide long term finance to 

viable infrastructure projects through the Scheme for Financing Viable 

Infrastructure Projects through a Special Purpose Vehicle. 

● The sectors eligible for financial assistance from IIFCL are transportation, 

energy, water, sanitation, communication, social and commercial 

infrastructure. 

● IIFCL accords overriding priority to Public-Private Partnership (PPP) Projects. 

Infrastructure Debt Fund 
 

● Infrastructure Debt Funds (IDFs) are investment vehicles to accelerate the flow 

of long term debt to the sector. 

● IDFs aims at taking out a substantial share of the outstanding commercial bank 

loans. 

● IDFs are set up by sponsoring entities either as Non-Banking Financing 

Companies or Trusts/Mutual Funds. It prescribes 70:30 Debt equity ratio for 

the fund.  

3P India 
 

● In the latest budget Finance minister announced, creation of an institution called 

3P India with a corpus of Rs500 crore, to provide support for mainstreaming of 

PPPs. 

● The planned 3P India entity will examine issues related to regulation, financing 

structure, management of contracts and stressed Public-Private Partnership 

projects. 

● Some recent announcements for PPP projects are – Rs 4200 crore Jal Marg 

on Ganga, 8500 Kms of Highways, Ultra-Modern Solar Plants, Thermal 

Power Tech, Airports. 

● Under recent law passed relating to land acquisition, PPP projects can acquire 

land provided they receive consent of at least 70% landowners. 

● Budget 2014-45, gives a renewed focus to the PPP model. This model has 

been in place for quite some time, but enthusiasm among investors has gradually 

vaned. 
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● Main thrust for these projects has been the infra sector. There have been huge 

investments in Highways, electricity distribution networks, airports, 

seaports, UMPPs etc. 

● But, many of these projects are lingering because of regulatory hurdles and 

macroeconomic situations. Recently, govt. announced a body called ‘3Ps India’. 

Infrastructure Investment Trust Fund (InvITs) 
 

● The initial public offering (IPO) for IRB InvIT, India’s first infrastructure 

investment trust fund will open for subscription. 

● InvITs are similar to mutual funds. 

● While mutual funds provide an opportunity to invest in equity stocks, an InvIT 

allows one to invest in infrastructure projects such as road and power. 

● InvITs raise funds from a large number of investors and directly invest in 

infrastructure projects or through a special purpose vehicle. 

● Two types of InvITs have been allowed: One, which invests in completed and 

revenue generation infrastructure projects; the other, which has the flexibility to 

invest in completed or under-construction projects. 

● InvITs which invest in completed projects take the route of public offer of its 

units, while those investing in under construction projects take the route of 

private placement of units. 

● For instance, IRB InvIT constitutes six special purpose vehicles consisting of toll-

road assets aggregating to 3,645 lane kilometers of highways located across 

the states of Maharashtra, Gujarat, Rajasthan, Karnataka and Tamil Nadu. 

Both forms are required to be listed on stock exchanges. 

● InvITs are registered as trusts with SEBI and there are four parties — 

trustees, sponsors, investment manager and project manager. 

● The minimum application size for InvIT units is Rs. 10 lakh. 

● According to SEBI rules, at least 90% of funds collected, after paying for 

expenses, taxes and repayment of external debt, should be passed on to 

investors every six months. 

Different Types of PPP Projects in India 

● Metro rail projects in India, until 2017, were broadly guided by a consolidated 

framework decided by the Ministry of Urban Development. 

● The consolidated framework had set its preference for executing metro rail 

projects primarily through government funding. 

● This framework duly recognized the limitations of PPP models due to risks 

associated with the metro rail systems and the limited experience of India in 

executing metro rail systems on a PPP basis. 
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● On 16 August 2017, the Union Cabinet approved a new Metro Rail Policy 

which opens a big window for private investments in metro operations by 

making PPP component mandatory for availing central assistance on metro 

projects. 

● Private participation has its own cost because projects are undertaken only if 

they are able to generate profits in return for their investments. 

● Therefore, in the current policy framework it appears that the expansion of metro 

rail projects across the country will only accelerate the process of conversion of 

land in urban and semi-urban areas for consumer-oriented use. 

Recent Advancements in PPP Models    

The government has decided to introduce Hybrid Annuity Model (HAM) to revive PPP 

(Public Private Partnership) in highway construction. Till currently, three different 

models-PPP Annuity, PPP Toll and EPC (Engineering, Procurement and Construction) 

were followed by the government.   

Hybrid Annuity Model (HAM) 

● In India, the new HAM is a mixture of BOT Annuity and EPC MODELS. 

● As per the design, the government will contribute to 40% of the project cost in the 

first five years through annual payments (annuity).The remaining payment will 

be made on the basis of the assets created and the performance of the 

developer. 

● Here, hybrid annuity means the first 40% payment is made as fixed amount in 

five equal installments whereas the remaining 60% is paid as variable annuity 

amount after the completion of the project depending upon the value of assets 

created.  

BOT Annuity Model 

● Under BOT annuity, a developer builds the highway, operates it for a specified 

duration and transfers it back to the government. 

● The governments start payment to the developer after the launch of commercial 

operation of the project. Payment will be made on a six month basis.                                                                                                                       

BOT TOLL Model 

● In this TOLL based BOT model, a road developer constructs the road and he is 

allowed to recover his investment through toll collection. 

● This toll collection will be over a period of nearly 30 years in most cases. 
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● There is no government payment to the developer as he earns his money 

invested from tolls. 

EPC MODEL: Engineering, Procurement and Construction 

● Under this model, the cost is completely borne by the government. 

● Government invites bids for engineering knowledge from private players. 

● Procurement of raw materials and construction costs are met by the government. 

● The private sector’s participation is minimal and is limited to the provision of 

engineering expertise. 

● A difficulty of the model is that it causes high financial burden for the government. 

● Before the government chose EPC over PPP in 2014, road construction rate had 

dwindled significantly to around just 3 km per day. 

How is EPC different and better than PPP? 

● Govt. here bears the entire financial burden and funds the project. Capital is 

either raised by issuing bonds like NHAI bonds or by taking steps to secure road 

toll receivables post construction. Note that the fund here is not raised through 

banks. 

● Govt. now takes care of clearances, acquiring land and estimating the traffic a 

very huge exercise that had to be done by private parties earlier. 

● With decreased risk on private builders and increased incentives for early road 

construction, it creates a comfortable base to lure investors to carry on the EPC 

work i.e. the contractor now designs the installation, procures the necessary 

materials and builds the project, either directly or by subcontracting part of the 

work. 

● Timeline required to construct reduces remarkably. 

● In a nutshell, while the government takes responsibility for raising capital, 

procuring clearances and such, the private builder constructs roads. Thus, 

significant surge in road construction pace is expected. 

● Recent decision of NDA govt in Mar 2016 to develop, operate and maintain the 

wayside amenities alongside National highways across India through EPC 

model is another example of an EPC project. 

ISSUES  

Problems with PPP Projects 
 

● PPP projects have been stuck in issues such as disputes in existing contracts, 

non-availability of capital and regulatory hurdles related to the acquisition of land. 
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● Indian government has a poor record in regulating PPPs in practice. 

● Metro projects become sites of crony capitalism and a means for accumulating 

land by private companies. 

● Across the world, PPPs are facing problems, performance of PPPs has been 

very mixed according to study conducted by various research bodies. 

● It is also argued that PPP is merely a ‘’language game” by governments who find 

it difficult to push privatization, or when politically it is difficult to contract out. 

● Loans for infrastructure projects are believed to comprise a large share of the 

non-performing asset portfolio of public sector banks in India. 

● In many sectors, PPP projects have turned into conduits of crony capitalism. 

● Many PPP projects in the infrastructure sector are run by “politically connected 

firms” which have used political connections to win contracts. 

● PPP firms use every opportunity for renegotiating contracts by citing reasons like 

lower revenue or rise in costs which becomes a norm in India. 

● Frequent renegotiations also resulted in a drain of a larger share of public 

resources. 

● These firms create a moral hazard by their opportunistic behavior. 

SUGGESTIONS 

Vijay Kelkar Committee Report on Revisiting and Revitalizing 

PPP Model 
 

● Finance Minister in the Union Budget 2015-16 announced that the PPP mode of 

infrastructure development has to be revisited and revitalized. 

● In pursuance of this announcement, a Committee on Revisiting & Revitalizing 

the PPP model of Infrastructure Development was set-up which was chaired by 

Dr. Vijay Kelkar. 

Key Recommendations of the Committee: 
 

● Contracts need to focus more on service delivery instead of fiscal benefits. 

● Better identification and allocation of risks between stakeholders. 

● Prudent utilization of viability gap funds where user charges cannot guarantee 

a robust revenue stream. 

● Improved fiscal reporting practices and careful monitoring of performance. 

● Given the urgency of India’s demographic transition, and the experience India 

has already gathered in managing PPPs, the government must move the PPP 

model to the next level of maturity and sophistication. 

● Cost effectiveness of managing the risk needs to be evaluated. 
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● An Infrastructure PPP Adjudication Tribunal (“IPAT”) chaired by a Judicial 

Member (former Judge SC/Chief Justice HC) with a Technical and/or a Financial 

member, where benches will be constituted by the Chairperson as per the needs 

of the matter in question. 

● Projects that have not achieved a prescribed percentage of progress on the 

ground should be scrapped. Re-bid them once issues have been resolved or 

complete them through public funds and if viable, bid out for Operations and 

Maintenance. 

● Sector specific institutional frameworks may be developed to address issues for 

PPP infrastructure projects. 

● Umbrella guidelines may be developed for stressed projects that provide an 

overall framework for development and functioning of the sector specific 

frameworks. 

● Unsolicited Proposals ("Swiss Challenge") to be discouraged to avoid 

information asymmetries and lack of transparency. 

● Amend the Prevention of Corruption Act, 1988 to distinguish between genuine 

errors in decision-making and acts of corruption. 

● Set up an institution for invigorating private investments in infrastructure, 

providing guidance for a national PPP policy and developments in PPP. 

● An institutionalized mechanism like the National Facilitation Committee (NFC) 

to ensure time bound resolution of issues. 

● Ensure adoption of principles of good governance by the Special Purpose 

Vehicle (SPV). 

● Discourage government participation in SPVs that implement PPP projects 

unless strategically essential. 

● Ministry of Finance to allow banks and financial institutions to issue Zero Coupon 

Bonds which will also help to achieve a soft landing for user charges in the 

infrastructure sector. 

● Encourage use of PPPs in sectors like Railways, Urban, etc. Railways to have an 

independent tariff regulator. 

● Set up an institute of excellence in PPP to inter alia guide the sector, provide 

policy input, timely advice and undertake sustainable capacity building. 

● Ensure integrated development of infrastructure with roadmaps for delivery of 

projects. 

Way Forward 

● New projects, especially large-scale transit projects are significant for increasing 

mobility and for the series of changes in land use patterns. 
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● PPPs have the potential to deliver infrastructure projects better and faster. 

Currently, PPP contracts focus more on fiscal benefits. 

● There is a need for a serious assessment of the efficacy and the likely benefits of 

increasing private sector participation in metro rail projects before the adoption of 

this model. 

● NITI Aayog in its document 'Strategy for New India @75', targeted investment 

rates to 36 per cent by 2022-23 from 28 percent of 2017-2018. 

● To raise the rate of investment (gross fixed capital formation as a share of GDP) 

slew of measures will be required to boost both private and public investment. 

  

UPSC GS 3 SYLLABUS : CONSERVATION, ENVIRONMENTAL 

POLLUTION AND DEGRADATION, ENVIRONMENTAL IMPACT 

ASSESSMENT, DISASTER AND DISASTER MANAGEMENT  

 
 

ENVIRONMENTAL IMPACT ASSESSMENT  
 

BASICS OF EIA  

● EIA is a cautious approach based on ‘look before you leap’ to prevent 

environmental hazards due to large scale human activities and industrial 

projects. 

● It is a tool to anticipate the likely environmental impacts that may arise out of the 

proposed developmental activities and suggest mitigation measures and 

strategies. 

● It is a direct offshoot of the idea of sustainable development. 

● In the costs of development, it also includes future costs due to environment 

degradation. It aims to provide a balance between environmental needs and 

developmental needs. 

Goals of EIA practices are:  

● To systematically examine both beneficial and adverse consequences of the 

proposal. 

● To ensure that those consequences are taken into account during project design. 

● To identify possible environmental effects of the proposal and means to 

mitigate them. 
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● To predict whether there will be significant adverse effects even after 

mitigation. 

● To lessen conflicts by promoting community participation and informing 

decision makers. 

● To establish that before decisions are taken by the competent authority to 

undertake some project, the environmental effects of those activities should 

be taken fully into account. 

● To promote the implementation of appropriate procedures in all countries 

consistent with national laws and decision making processes. 

● To encourage the development of reciprocal procedures for information 

exchange, notification and consultation between states when proposed activities 

are likely to have significant Trans boundary effects on the environment of those 

states. 

Environmental Components of EIA: 

The EIA process looks into the following components of the environment. 

Air Environment 

● Quality of ambient air present and predicted. 

● Meteorological data: Wind speed, direction, humidity etc. 

● Quantity of emission likely from project. 

● Impact of the emission on the area. 

● Pollution control desires/air quality standards. 

Noise 

● Levels of noise present and predicted 

● Strategies for reducing noise pollution. 

Water Environment 

● Existing ground and surface water resources, their quality and quantity within the 

zone. 

● Impact of proposed project on water resources. 

Biological Environment 

● Flora and fauna in the impact zone. 

● Potential damage (likely) due to project, due to effluents, emissions and 

landscaping. 

● Biological stress (prediction). 

Land Environment 
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● Study of soil characteristics, land use, and drainage pattern, and the likely 

adverse impact of the project. 

● Impact on historical monuments and heritage sites. 

EIA Process and Procedures 

Steps in EIA process: 

EIA involves the steps mentioned below. However, the EIA process is cyclical with 

interaction between the various steps. 

● Screening: The project plan is screened for scale of investment, location and 

type of development and if the project needs statutory clearance. 

● Scoping: The project’s potential impacts, zone of impacts, mitigation possibilities 

and need for monitoring. 

● Collection of baseline data: Baseline data is the environmental status of study 

area. 

● Impact prediction: Positive and negative, reversible and irreversible and 

temporary and permanent impacts need to be predicted which presupposes a 

good understanding of the project by the assessment agency. 

● Mitigation measures and EIA report: The EIA report should include the actions 

and steps for preventing, minimizing or by passing the impacts or else the level 

of compensation for probable environmental damage or loss. 

● Public hearing: On completion of the EIA report, public and environmental 

groups living close to project site may be informed and consulted. 

● Decision making: Impact Assessment Authority along with the experts consult 

the project-in-charge along with consultant to take the final decision, keeping in 

mind EIA and EMP (Environment Management Plan). 

● Monitoring and implementation of environmental management plan: The 

various phases of implementation of the project are monitored. 

● Assessment of Alternatives, Delineation of Mitigation Measures and 

Environmental Impact Assessment Report: For every project, possible 

alternatives should be identified, and environmental attributes compared. 

Alternatives should cover both project location and process technologies. 

● Once alternatives have been reviewed, a mitigation plan should be drawn up for 

the selected option and is supplemented with an Environmental Management 

Plan (EMP) to guide the proponent towards environmental improvements. 

● Risk assessment: Inventory analysis and hazard probability and index also form 

part of EIA procedures. 

Environment Management Plan 
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● Delineation of mitigation measures including prevention and control for each 

environmental component and rehabilitation and resettlement plan. 

● Together the whole draft is termed as EIA-EMP report. 

Limitation of India’s effort in EIA 

● Limited involvement of public and government agencies in the initial phases. 

● No provision in place to cover landscape and visual impacts in the Indian EIA 

regulations. 

● Screening done on the basis of a defined list. Threshold values on the size of the 

project has been used to decide whether the project will be cleared by the state 

government or the central government. 

● Most reports in English and not in the local language. 

● Expertise in this area is not well developed. 

 

Legal Setup And Evolution of EIA in India 

● In 1976-77 when the Planning Commission asked the Department of Science 

and Technology to examine the river-valley projects from an environmental 

angle. This was subsequently extended to cover those projects, which required 

the approval of the Public Investment Board. 

● Till 1994, environmental clearance from the Central Government was an 

administrative decision and lacked legislative support. In 1994, the Union Ministry 

of Environment and Forests (MEF), Government of India, under the 

Environmental (Protection) Act 1986, promulgated an EIA notification making 

Environmental Clearance (EC) mandatory for expansion or modernization of 

any activity or for setting up new projects listed in Schedule 1 of the notification. 

● Since then there have been 12 amendments made in the EIA notification of 

1994. 

● The notification in 2006 makes it mandatory for various projects such as mining, 

thermal power plants, river valley, infrastructure (road, highway, ports, harbors 

and airports) and industries including very small electroplating or foundry units to 

get environment clearance. However, unlike the EIA Notification of 1994, the 

new legislation has put the onus of clearing projects on the state government 

depending on the size/capacity of the project. 

● Certain activities permissible under the Coastal Regulation Zone Act, 1991 also 

require similar clearance. 

● Additionally, donor agencies operating in India like the World Bank and the 

ADB have a different set of requirements for giving environmental clearance to 

projects that are funded by them. 
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Salient Features of 2006 Amendment to EIA Notification: 
 

● Environment Impact Assessment Notification of 2006 has decentralized the 

environmental clearance projects by categorizing the developmental projects in 

two categories, i.e., Category A (national level appraisal) and Category B 

(state level appraisal). 

● ‘Category A’ projects are appraised at national level by Impact Assessment 

Agency (IAA) and the Expert Appraisal Committee (EAC) and Category B 

projects are appraised at state level. 

● State Level Environment Impact Assessment Authority (SEIAA) and State 

Level Expert Appraisal Committee (SEAC) are constituted to provide 

clearance to Category B process.  

After 2006 Amendment the EIA cycle comprises of four stages: 

1. Screening. 

2. Scoping. 

3. Public hearing. 

4. Appraisal. 

5. Category A projects require mandatory environmental clearance and thus they 

do not undergo the screening process. 

6. Category B projects undergo a screening process and they are classified into 

two types. 

7. Category B1 projects (Mandatorily requires EIA). 

8. Category B2 projects (Do not require EIA). 

9. Thus, Category A projects and Category B, projects undergo the complete EIA 

process whereas Category B2 projects are excluded from complete EIA process. 

EIA is now mandatory for more than 30 categories of projects, and these projects get 

Environmental Clearance (EC) only after the EIA requirements are fulfilled. 

Environmental clearance or the ‘go ahead’ signal is granted by the Impact 

Assessment Agency in the Ministry of Environment and Forests, Government of 

India. 

Environmental Appraisal 
 

● An Appraisal Committee constituted by the Ministry of Environment and 

Forests will first scrutinize a project based on the data presented by the project 

authorities. 

● If necessary, the MoEF may also hold consultations with the investors and 

experts on specific issues as and when necessary. 
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● After considering all the facets of a project, environmental clearance is accorded 

subject to implementation of the stipulated environmental safeguards. 

● In case of projects where the project proponents have submitted complete 

information, a decision is taken within 90 days. 

● The six regional offices of the Ministry functioning at Shillong, Bhubaneswar, 

Chandigarh, Bangalore, Lucknow and Bhopal undertake monitoring of cleared 

projects. 

EIA of Coasts 
 

● Coastal Zone Management Plans (CZMPs) are prepared by coastal states or 

Union Territories as per rules set by CRZ notification 1991. 

● CZMPs are prepared based on identification and categorization of coastal areas 

for different activities and then submitted to the MoEF for approval. 

● The ministry then forms a task force for examining their plans. 

Single window clearance 
 

● Environmental clearance + Forestry clearance. 

● When a project requires both environmental clearance as well as approval 

under the Forest (Conservation) Act, 1980, proposals for both are required to 

be given simultaneously to the concerned divisions of the Ministry. 

● The processing is done simultaneously for clearance or rejection. 

● If the project does not involve diversion of forestland, the case is processed only 

for environmental clearance. 

The Main Participants of EIA 
 

● EIA applies to public and private sections. The six main players are: 

● Those who propose the project 

● The environmental consultant who prepared EIA on behalf of project proponent. 

● Pollution Control Board (State or National). 

● Public has the right to express their opinion. 

● The Impact Assessment Agency. 

● Regional Centre of the Ministry of Environment and Forest.  

IMPORTANCE  

The important aspects of EIA are 

● risk assessment, 

● environmental management and 

● Post product monitoring. 
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CHALLENGES / ISSUES  

Shortcomings of Environmental Impact Assessment 

Applicability 
 

● There are several projects with significant environmental impacts that are 

exempted from the notification either because they are not listed in schedule I, or 

their investments are less than what is provided for in the notification. 

Composition of Expert Committees and Standards 
 

● It is being found that the team formed for conducting EIA studies is lacking the 

expertise in various fields such as environmentalists, wildlife experts, 

Anthropologists and Social Scientists (to study the social impact of the project). 

Public Hearing 
 

● Public comments are not considered at an early stage, which often leads to 

conflict at a later stage of project clearance. 

● A number of projects with significant environmental and social impacts have 

been excluded from the mandatory public hearing process. 

● The documents which the public are entitled to are seldom available on time. 

● The data collectors do not pay respect to the indigenous knowledge of local 

people. 

Quality of EIA 
 

● One of the biggest concerns with the environmental clearance process is related 

to the quality of EIA reports that are being carried out. 

● The reports are generally incomplete and provided with false data. 

● Many EIA reports are based on single season data. 

● The EIA document in itself is so bulky and technical, which makes it very difficult 

to decipher so as to aid in the decision making process. 

Lack of Credibility 
 

● It is the responsibility of the project proponent to commission the preparation of 

the EIA for its project. 

● The EIA is actually funded by an agency or individual whose primary interest is to 

procure clearance for the project proposed. 
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● There is little chance that the final assessment presented is unbiased, even if the 

consultant may provide an unbiased assessment that is critical of the proposed 

project. 

● There are so many cases of fraudulent EIA studies where erroneous data has 

been used, same facts used for two totally different places etc. 

● There is no accreditation of EIA consultants, therefore any such consultant with a 

track record of fraudulent cases cannot be held liable for discrepancies. 

● It is hard to imagine any consultant after being paid lakhs of rupees, preparing a 

report for the project proponents, indicating that the project is not viable. 

Case Study 
 

● The MoEF constituted the Western Ghats Expert Ecology Panel (WGEEP) in 

2010 under the Chairmanship of Prof. Madhav Gadgil. 

● The Panel submitted its report in 2011 but it was not made public immediately 

due to its stringent assessment of the condition of Western Ghats. 

● The report suggested many radical changes that need to be brought to conserve 

Western Ghats. 

● The recommendation if implemented would adversely affect mining mafia, sand 

mafia and local encroachers. 

● Under pressure from various stakeholders, MoEF set up the High Level 

Working Group (HLWG) under the Chairmanship of Dr. K. Kasturirangan to 

study recommendations of WGEEP. 

● The HLWG had diluted many recommendations of WGEEP to satisfy the 

interests of various mafias. 

Monitoring, compliance and institutional arrangements 
 

● Often, and more so for strategic industries such as nuclear energy projected, the 

EMPs are kept confidential for political and administrative reasons. 

● Details regarding the effectiveness and implementation of mitigation measures 

are often not provided. 

● Emergency preparedness plans are not discussed in sufficient details and the 

information not disseminated to the communities. 

Shah Commission on Mining also made similar observations and according to the 

commission, there were severe damages to the environment due to mining. 

Another big concern is the quality of EIA produced. Other shortcomings include lack of 

adequate skilled manpower, lack of training facilities, red-tapism, industry-

bureaucracy collusion and so on. 
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Recommendations to Improve EIA Process 

Independent EIA Authority 
 

● Sector wide EIAs needed. 

● Creation of a centralized baseline data bank. 

● Dissemination of all information related to projects from notification to 

clearance to local communities and the general public. 

Applicability 
 

● All those projects where there is likely to be a significant alteration of 

ecosystems need to go through the process of environmental clearance, without 

exception. 

● No industrial developmental activity should be permitted in ecologically 

sensitive areas. 

Public Hearing 
 

● Public hearings should be applicable to all hitherto exempt categories of 

projects which have environmental impacts. 

Quality 
 

● The focus of EIA needs to shift from utilization and exploitation of natural 

resources to conservation of natural resources. 

● At present EIA reports are extremely weak when it comes to assessment of 

biological diversity of a project area and the consequent impacts on it. This gap 

needs to be plugged. 

● All EIA reports should clearly state what are the adverse impacts that a 

proposed project will have. This should be a separate chapter and not hidden 

within technical details. 

● It is critical that the preparation of an EIA is completely independent of the project 

proponent. 

Grant of Clearance 
 

● The notification needs to make it clear that the provision for site clearance 

does not imply any commitment on the part of the impact Assessment agency 

to grant full environmental clearance. 

Composition of Expert Committees 
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● The present executive committees should be replaced by expert’s people 

from various stakeholder groups, who are reputed in environmental and other 

relevant fields. 

Monitoring, Compliance and Institutional Arrangements 
 

● The EIA notification needs to build within it an automatic withdrawal of 

clearance if the conditions of clearance are being violated and introduce 

more stringent punishment for noncompliance. At present the EIA notification 

limits itself to the stage when environmental clearance is granted. 

Redressal 
 

● The composition of the NGT needs to be changed to include more judicial 

from the field of environment. 

● Citizens should be able to access the authority for redressal of all violations 

of the EIA notification as well as issues relating to non-compliance. 

Capacity Building 
 

● NGOs, civil society groups and local communities need to build their capacities 

to use the EIA notification towards better decision making on projects. 

The T.S.R. Subramanian Committee report 2014 (a high-level 

committee) 

Major Recommendations 

● The Subramanian Panel recommended a new afforestation policy under which 

area of compensatory afforestation should be doubled. At present, 1 hectare of 

compensatory afforestation is required for use of 1 hectare land for non-

forest purpose but now it is proposed to be doubled. It also recommended 

increasing the Net Present Value (NPV), which is to be paid by project 

companies for diversion of forests, by five times the present value. 

● It recommends revising the procedure of clearance under the Forest 

Conservation Act for fast track and time bound clearance without compromising 

quality of examination. The Panel also suggested removing the condition of gram 

sabha approval particularly for linear projects like roads, railways or transmission 

lines.   

● New agencies like National Environmental Management Authority (NEMA) at 

center level and State Environmental Management Authority (SEMA) at state 
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level are proposed under this report as full time processing, clearance and 

monitoring agencies. 

● A new umbrella law – Environment Laws (Management) Act (ELMA) is 

proposed by committee for single window, simplified, transparent and time bound 

project approval process for fast track environment clearances. Also 

recommends special treatment for power or mining and strategic border projects.  

● Central Pollution Control Board (CPCB) and State Pollution Control Board 

(SPCB) shall be replaced with NEMA and SEMA respectively as soon as these 

new agencies are created. 

● The Ministry of Environment may consolidate all existing Environment Impact 

Assessment (EIA) Notifications or circulars or instructions into one 

comprehensive set of instructions for simplification and reducing duplication of 

process.  

● The Ministry of Environment may arrange to revamp the Environment 

Protection (EP) Act 1986, by inducting relevant provisions of Water 

(Prevention and Control of Pollution) Act (1974), and the Air (Prevention and 

Control of Pollution) Act (1981); the latter two could be repealed, when the 

revamped EP Act, 1986 comes into force. 

● An All India Service with name as ‘India Environment Service’ may be 

created as management of environmental issues is becoming complex day by 

day and thus environment will play a major role in the overall governance 

paradigm. 

● Special environment courts shall be set up at district level under ELMA to resolve 

environment related issues and National Green Tribunal(NGT) shall be the final 

authority of appeal and review. 

● Forest Area with 70% canopy cover and all Protected Areas shall be declared as 

“No Go” area and these areas should not be disturbed but only in exceptional 

circumstances with prior approval of the Union Cabinet. 

● Other recommendations are the creation of National Environmental Research 

Institute by law of parliament and set up an Environment Reconstruction 

Fund (ERF) for facilitating research and promote public awareness on 

environmental issues.  

● Setting up of Green Benches at Supreme Court and National Green Tribunal 

is also likely to complement and strengthen EIA process as loopholes can 

now be addressed in an expeditious manner and there will be more incentives for 

a fair assessment 
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SCIENCE AND TECH IS COVERED IN OUR CURRENT AFFAIRS COMPILATIONS  

DISASTER MANAGEMENT AND INTERNAL SECURITY NOTES WERE SHARED 

SEPARATELY AND 2nd ARC RECOMMENDATIONS SUMMARY IS AVAILABLE 

WHICH COVERS ARC PART ON ALL TOPICS 
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Watch Daily Videos For Answer Writing By BA NAGESH ( Retd Civil 

Servant ) Unique Points Shared From His Administrative Experience To 

Score High Marks in Mains Exam: 

https://www.youtube.com/c/IASNETWORK 
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