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| SEC in 2004-05: A Glance
ISEC asit Stands Today

It was 33 years ago that Professor VKRV Rao was proud of naming this Institution as
the Ingtitute for Social and Economic Change. He then said:

“ Social planning could be thought of under the following heads:

» Asacomplement and a corrective to economic devel opment;

* Asanintegrated planning of the different social services sectors;

* Asthe planning of different sectors of activity, both economic and social
for the fulfillment of specific social targets or the uplift of specific
backward sections of society;

» Asoverall social planning for social change and social reconstruction”

As we enter the 33rd year of existence, it is befitting to report the activities of
the Institute keeping his bench-mark in mind. The Charter has, however, grown quite
wide, to be viewed from activities carried out by the Institute conducted at the global,
national and sub-national scales. The research platform at ISEC is quite different
today. With a globalised India, with the dynamics of institutional, social, political and
economic transformation, and a multiplicity of agents and stakeholders acting on the
society, research and teachings have to address the development issues with a wider
scope of socia science tools. With as many as 45 faculty members, the Institute is
engineering to explore all such aspects of socia transformation in a highly multi-
disciplinary research mode and with operational tools. With increasing access to
information and knowledge gathering systems, research in social sciences is based
more and more on a balance between strong analytical theories chiselled with good
empirical evidences and policy relevance. The outreach and deliverable activities,
therefore, have to be directly relevant to the society, be it for today or for the future.

The faculty at ISEC is grateful to the Board of Governors and a large number
of advisors and well-wishers associated with the Institute for their constant guidance
in reaching such a vision. Recently, with the approval of the Board of Governors, 23
new members have accepted our invitation to become Life Members. It isall the more
hoped that this new indictment will further strengthen the support for our research and
training activities.

Resear ch Programmes

The research programme at the Institute in the current year is, as ever, based on
contemporary as well as long-term research issues. It is based on the guidelines set
out in the Medium-Term Research Programme: 2003-07, which was approved by the
Board of Governors. Some of the mgor themes covered this year can be broadly
classified as. decentralisation and development, role of women leadership and
functioning of Panchayat raj ingstitutions, participation of the locals in livelihood
systems; agricultural development in the world of WTO regime, changing market
systems and agricultural diversification, impact of emerging technologies, local and
regional level economic issues such as water supply, sanitation, urbanization, regional



disparities, educational development and functioning of various instruments and
ingtitutions; emerging issues of health status such as reproductive and child health;
federa and state level financing, effectiveness of various incentives and programmes
under fiscal and monetary regimes,; industrial investment climate under WTO
framework, performance of small scale industries, public sector and service sectors
such as telecom, and such others. Some of the on-going long-term studies are on
Reproductive and Child Health Care (RCH), and Information Management Systems
(IMS) for the Panchayat rag systems.

An important research activity accomplished this year has been the preparation
of Karnataka Development Report with ISEC as the nodal agency and with
partnerships from the Centre for Multi-Disciplinary Development Research, Centre
for Public Policy of 1IM Bangalore, Nationa Institute of Advanced Studies, and
Ingtitution of Agricultural Technologies. The report was prepared in a record time of
15 months. The report is based on contributions from about eighty scholars drawn
from these institutions, coordinated by eighteen experts, covering the fields of
agriculture, industry, social development and transformation, governance, human
development, technology, economic management, energy and infrastructure,
dynamics of development and so on. After reviewing the stages and phases of
development in the state, the report has put forward several visions for policy
planning. As against riding on the principle of growth targets and investment
strategies, it has made a case for internalising the strengths in the state in public-
private partnership, dynamisms in technology development, and good governance and
delivery systems. Vision is also casted on reducing regional imbalances in the state
and show-casing Karnataka as a knowledge-cum-environmentally friendly state.

Talking about the nature of the projects, invariably a distinction is made between
short-term and long-term research projects. Furthermore, sustained importance is
attached to balancing between fundamental theoretical researches and applied policy
oriented studies. Much of our research studies, carried out for the supporting
ministries such as Ministries of Agriculture and Cooperation, Human Resource
Development or Health and Family Welfare, are at the al-India level in their scope
but targeted to analyse the situation from Karnataka on a comparative basis. Apart
from such studies, the Institute has its obligations to provide research support to the
Karnataka Government. Hence, several of the studies have been addressed to specific
regional issues such as regional disparity in Karnataka or functioning of Panchayat
raj institutions. Yet, on average, about 25 per cent of our researches are addressed
directly at the al-India level, whereas another chunk of about 50 per cent of the
studies form indirectly part of all Indialevel studies. During the last three years about 60 per
cent of the projects conducted at the Institute were externally funded. Furthermore, out of the
externally funded projects about 50 per cent of them were devoted to theoretical,
analytical and policy oriented researches, the rest being of the nature of evaluation
and appraisal.

One notices some kind of cycles in the status of projects being conducted at
the Ingtitute, between the Completed, Draft under Finalisation and Currently in
Progress categories. In the current year, 32 projects were completed, as against 14 last
year, whereas 27 studies are currently under Progress while 37 were under Progress
last year. Thiskind of cyclicality is partly because of increasing number of long-term
research studies spilling over more than one year. It is hoped to maintain a balance



between long-term and short-term projects with the full involvement of faculty. Asa
crude measure, each faculty, on an average, is currently involved in about 1.767
projects (of long and short-terms taken together) as against 1.465 in the last year.

Distinguished Visitors

We continue to have the benefit of a large number of distinguished scholars and
academicians visiting the Institute. The notable visitors this year were Professors
Kenneth Liberman, Partha Dasgupta, T N Srinivasan, Jagdish Bhagwati, Yujiro
Hayami, Ravi Kanbur, Margaret Grieco, Scarlett Epstein, Peter van der Veer, Gopal
C Dorai, Christophe Z Guilmoto, James Heitzman, Ingolf Vogeler, John Byrne,
Oleg V Malyarov, Nicholas Hopkins, John Harris, Dipankar Gupta, Abhijit Sen, Dr.
Narendra Pani and several others.

Some of the visitors spent anywhere from one week to six weeks at the
Institute. Apart from giving seminars or special lectures, they acted as sources of
inspiration and ‘think tank’ for our doctoral students in selecting and finalising the
research topics. Several talks and addresses were organised as public lectures. Some
of these visits were possible because of the support from Sir Ratan Tata Trust, with a
component of capacity- building as part of their involvement in higher education.

Seminar /Conferences/Training Programmes/Distinguished L ectures

During this year 32 seminars were addressed by visiting scholars. The topics were
varied across development, socia interactions, environment and ecology,
participatory development, reaching the rural poor, spatial and regional issues, rural-
urban imbalances, international perspectives on development from USA, Egypt and
Russia, transport, information systems and urban development, social dimensions of
gender and fertility, issues related to slums and social status, and many others. On an
equal footing, thirty-five faculty seminars were organised as part of either initiation of
project works or completion of projects.

ISEC was fortunate to have several distinguished public lectures this year. Dr.
Yujiro Hayami, our SRTT Visiting Professor delivered the L S Venkataramanan
Memoria lecture on ‘Family Farms and Plantations in Tropical Development’. The
lecture was presided over by His Excellency, Honourable Governor of Karnataka,
Shri T N Chaturvedi. Dr. Ravi Kanbur, our VKRV Rao Visiting Professor, gave a
public lecture on ‘Development of Development Thinking'. Dr. Dipankar Gupta
another SRTT Visiting Professor talked on ‘ Rethinking about the Indian village'. Mrs.
Scarlett Epstein, an old time friend of ISEC spent three months at the Institute and
raised in an Outreach Seminar, the issue of ‘A New Paradigm to Bridge the Rural-
Urban Imbalances’. Dr. Partha Dasgupta, FRS, and Frank Ramsey Professor at
Cambridge University delivered a public lecture on ‘Ecological Irreversibilities: What
do They Tell us about Sustainable Development? .

The un-timely death of Shri Krishna Raj, editor of Economic and Political
Weekly has left a big vacuum in the social science profession. ISEC organized a
public lecture in his memory with Professor Jagdish Bhagwati talking about
‘Globalization-Why it has a Human Face'.



The Rajyotsava lecture this year was delivered by Shri K V Subbanna, the
well-known theatre personality, winner of Magsaysay award for journalism, literature
and creative communication arts. He spoke in Kannada on ‘My concept of the
Community’. Perhaps, this Rajyotsava lecture was the last one he had ever addressed
before his destiny to heavenly abode. It is sad that Shri Subbanna is no more around
us. The VKRV Rao Memoria Public Lecture this year was given by Dr.
Ramachandra Guha, on * Verdicts on Nehru: The Rise and Fall of a Reputation’.

In the month of November this year ISEC organised an international
conference, jointly with ICSSR and IDPAD on ‘Biotechnology and India's
Development’. This was attended by about forty international experts in the field of
biotechnology and its relevance to devel opment.

At the instance of the Union Ministry of Panchayat Ra, an Outreach
Workshop was organised with Secretaries from about 22 states from India, on
‘Activity Mapping among the Panchayat Raj Institutions'. The workshop addressed
the problem of identification and understanding of the functional capabilities and
limitations of the Panchayat raj institutions in delivering the development objectives
at the grass root levels. Severa other Outreach Seminars such as ‘Socia Security for
the Unorganised Sector’, ‘On Drinking Water Situation in Kolar’, ‘Relevance of IT
and E-governance for Rural Development’, ‘On India' s Development’ (jointly with
Stanford University) were also organised at the Institute.

On the whole, we are happy to report that with the increasing number of
academic seminars, lectures and out-reach activities, ISEC has been able to serve the
public at large in a number of ways.

All about Ph. D. Programme

The Ph. D. programme at ISEC is a sustained one. This year as many as
twelve students from the Institute received their doctoral degrees. This remarkable
improvements in out-turn has been possible because of increasing cooperation
between universities and ISEC. Seven new doctora students joined the Institute in the
current year. From this year the ICSSR has raised the number of fellowships from
four to six. The Ph. D. programme itself has gone through a massive revision, with
several themes cutting across the disciplines, with a well-conceived Bi-annua and
Pre-submission seminar system, and an effective doctoral committee system. ISEC is
now fully geared in strength to conduct all the courses through the internal faculty
only.

Dr. S Sudha and Dr. Vaidya Vibhavathy received the prestigious M N Srinivas
and Justice E S Venkataramiah Memorial awards for their best Ph. D. thesis from
ISEC. Dr. D M Nanjundappa Endowment prizes were awarded to Ms Tarodi Tunga
Lakshminarayana and Ms Sarbani Mukherjee. All these prizes and awards were
distributed on the eve of Rajyotsava Day celebrations.

ISEC has extended its teaching capability by organising special Research
Methodology courses for the benefit of students from Lund University in Sweden.
Likewise, severa other student groups from different universities from India and



education officers from Government of Nepal spent useful time at ISEC with
specially designed training programmes.

Publications and Outreach

This year the Institute could release eleven books through commercial publications,
and five as Monographs under ISEC’s own publication series. In addition, as many as
22 Working Papers were released. Three of these books formed part of a 27 volume
series; State of India Farmer: A Millennium Study. Being a refereed publication, the
Working Papers serve as good opportunity for the faculty and students to outreach
with their research findings on a fast track basis. The Journal of Social and Economic
Development is being brought out regularly, attracting international scholars to
contribute learned articles. Articles numbering about 39 published in about 20 major
national and international journals, and 32 articles published in various edited books
have enabled ISEC to outreach wider research communities. Many of these
publications have been made possible because of capacity-building and publication
supports from Sir Ratan Tata Trust Funds.

Networ king and Academic Linkages

ISEC faculty continues to serve various governmental and international organisations
and universities in several capacities as chairpersons, members, as resource persons
and office-bearers. Our network with universities in India and abroad is widening.
Several of our faculty members presented their research outcomes at national and
international conferences. Faculty members and students have been visiting various
universities and institutions under SRTT, Indo-Sastry and several other fellowship
programmes. Our network of research with institutions such as NIRD, GTZ, UNDP,
Planning Commission, NHRC, DoT, Ford Foundation, RBI, World Bank, Universities
of Lund, JINU and severa others have been continuing.

Finance

The financial position of the Institute for the year 2004-05 reflects a fairly improved
position over the previous year. This was mainly on account of the generosity of the
Karnataka Government in sanctioning additional grants of Rs.49.25 lakh, partly to
make up for the non-release of last instalment in 2003-04. In addition to the above,
the ICSSR was also kind enough to sanction an additional amount of Rs.5.00 lakh.
With the result, the Institute could wipe out the deficit of Rs.21.54 lakh from the year
2003-04, and could record a surplus of Rs.45.80 lakh as unspent grant, which will be
used on the committed expenditure for building construction and campus
development, which have been initiated in 2004-05. As compared to the year 2003-
04, the combined increase in Plan and Non-plan expenditure is only Rs. 5 lakhs (from
Rs. 271 to Rs. 276 lakhs). This is also reflective of strict and disciplined economic
measures introduced in the expenditure pattern.

However, the continuous decrease in Plan assistance, from the Government of
Karnataka year after year, is making it difficult to meet the expenditure under Plan
programmes. For the year 2004-05 there is a deficit of Rs.4.06 lakh on Plan Accounts.
Increase in expenditure on staff salaries due to filling up of vacant posts and campus



maintenance due to increase in electricity and water bills, and other related
expenditure is a matter of concern for the coming years. The steep decrease in interest
rates on investments, has resulted in decrease in the interest income from the Corpus
and Endowment Funds, which is a potential threat for financial stability of the
Institute. A strict vigilance and economic measures in the Institute expenditure is one
way for maintaining financial stability of the Institute, a step aready initiated this
year.

Building and Infrastructure Development

During the year under review, work has been started to construct ten additional
faculty rooms, a small meeting room and a large faculty lounge. This will enable the
faculty with more room space and facilities for meetings etc. With the introduction
of electronic access to journa and documents, the library at ISEC has been servicing a
much wider research community in Bangalore and elsewhere. Additionally, a Data
Bank has been established at ISEC with a CD-based data archive system. The data
come from secondary sources as much as from the projects conducted by the faculty
in the Institute. Because of shortage of funds it has not been possible to put the Data
Bank on our Website.

The faculty and staff quarters in the Institute are more than thirty years old. They do
require major repairs and maintenance and some face-lift. The estimated costs are
mountain high. With nearly constant and margina Plan grants from ICSSR and
Karnataka government, it has not been possible to take up this major pending work.
Meanwhile, a large number of matured trees on the campus have been felled and the
staff of the Institute took keen interest in re-planting many new ones for the benefit of
the future generation at | SEC.

The Road Ahead

ISEC would like to maintain its balance between research, policy oriented out-reach
activities and the Ph. D. programme, but on a growing scale. There are many
challenges in this endeavour. Are we posing the same set of research questions from
time and again? Thisis a constant question being asked to us. Are we bringing out the
right kind of Ph. D. out-turns as required by the socia science community and
society? Thisis aso atimely question. But the world is a dynamic one; also, it makes
different demands on all fronts including the social sciences, both in terms of time and
space. Hence, constant research and raising the quality of human capital to face the
challenges is a necessity. It is this road with challenge that ISEC would like to step in
the coming year.

March 31, 2005 Gopal K Kadekodi
Director
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1. Building Up of An Efficient Marketing System to Obviatethe
Need for Large Scale State I ntervention in Karnataka

R S Deshpande and J. Prachitha

Historically, agricultural marketing structure in India began specifically for
cash crops like cotton and groundnut. Naturally, commercial culture has always been
in the background while starting these institutions. Under the supply pressure exerted
by other crops during the seventies and eighties, the establishment of Regulated
Market Y ards was undertaken. It was envisioned that this facility would wipe out the
inadequacies in the informal market structure. But the density of regulated markets
was far short of the requirements and even now farmers of many States including
Karnataka have to travel long distances to reach a regulated market. The current issue,
therefore, is of an urgent nature and focuses on four components for discussion: i) the
adequacy of the rural grain market as a component infrastructure and as a supporting
ingtitution; ii) the question about the incentives created by the price intervention
scheme as well as the prices received by the producers;, iii) a systematic
documentation of the various currents visible in the markets across regions that have
emerged with the increased pressure of commercialisation and iv) a thorough study of
the marketing environment of the farmer as we have a very devious situation wherein
the organised market structures are performing far less than the expectations. In
addition to these, the intermediaries are cornering significant margins and at the same
time, the market intervention schemes are performing only in a few selected regions.
Today’s economic forces require the farmer to participate in the market pro-actively.
Rightly, the study was initiated having got its objectives penned by amalgamating
these components and the design, covering al these issues. The study intended to
examine the prevailing system of marketing of important agricultura commoditiesin
Karnataka and also examine the role of government and non-government agencies in
the procurement/purchase, storage and marketing of paddy and maize and to
evaluate/assess critically their financial and organisational constraints. The
deficiencies in the factors impacting market efficiency, such as physical
infrastructure, market intelligence and trade practices for paddy and maize were taken
into account and attention was given to the possibility and prospects of adoption of
future markets in respect of these crops. The study, in general, intended to suggest
measures to improve marketing efficiency in the state.

Karnataka is a state with relatively slow emergence of commercialisation on
the national screen. Unlike a few other States, the process of commercialisation in
Karnataka did not tread the generalised path of marketing. Paddy, cotton, groundnut,
maize and a few other commercial crops gave boost to develop the marketing
infrastructure. Rice is on the rise as a cash crop and so aso maize. We chose two
districts of central Karnataka to analyse the marketing systems in these districts, under
the constraint that the results are solely confined to the crops and districts. The
generalisation of our results for the State will be difficult due to the extreme regional
specificity and raising crop features. The study made use both secondary and primary
data from the districts of Chitradurga and Raichur. Farm households were selected
from Raichur district for covering cultivation of paddy in two seasons (120
households) and 60 farm households from Davangere (earlier, part of Chitradurga)
district. These were selected in relation to the probability proportion to their
population in the size class of holdings. The reference year for the primary data was
agricultural year 2001-02.



It isimportant to note that in the selected districts the farmers mostly preferred
to sell at the village as the distance of the market was often quoted as the main
constraint. As regards marketing in the wholesale market, farmers belonging to
smaller size groups stated that transport costs were high. A magjority of farmers,
especialy those in larger size groups were not satisfied with the facilities in the
market yards. Hence, the facilities in market yards emerge as the major constraint.
Small farmers often experienced reduction in weight and price, owing to lower quality
of their produce. Farmers in all size groups were very well aware of the collusion
between ultimate agents and the purchaser and therefore, largely preferred to sell at
the village itself. In Davangere farmers preferred to sell to the public agencies while
they highlighted the absence of local markets in their locality. The farmers in both the
districts are well informed of the prices and the technical changes, but in Raichur
district farmers were not aware of the future markets. The farmers also blamed the
non-availability of timely institutional credit.

The prevailing system of marketing has four magjor inadequacies. First, the
available infrastructure (including density) is insufficient to satisfactorily provide
clear access to markets for all the farmers. Therefore, sale at the village and to the
commission agents is quite predominant. Two, the infrastructure (storage, transport,
weigh bridges) and method of payment inside market yards pose greater difficulties to
the farmers. Three the operations inside the market yard are largely dominated by the
“under-cover’ commission agents. Lastly, dissemination of market information to the
farmers is inadequate and the information gap itself causes significant loses through
marketing. It is necessary to revisit the APMC Act and allow other private marketing
channels under it.

Despite the policy intervention and the APMC Act to safeguard the farmers,
certain undesirable practices like late payment to farmers, under-pricing, arbitrary
grading, speed money and non-issue of sale dlips etc., by the traders continued to dog
the performance of markets. There exists considerable congestion and delays in
several markets resulting in long waiting periods for the farmers to receive their
payments. The traders have organised into informal cartels, which in fact squeeze the
farmers. Thereis also lack of understanding about the market regulations particularly
those relating to the sale of produce outside the market yards. Funds collected as cess
and market fees are not properly utilised. In the process, APMCs are emerging as
some sort of monopolistic centres of sale and purchase with the reigns in the hands of
afew. These need to be corrected in the ensuing revision of the Act.

We have suggested five important measures to improve the efficiency in
marketing structure: i) permanent institutional arrangements for Market Intervention
Scheme (MIS); ii) arrangements to establish information centres for creating
awareness among the farmers about the latest market developments and these centres
should be connected to Raitha Samparka Kendras; iii) sufficient funds have to be
placed with the agencies designated for administering the MIS; iv) these agencies
should be established in the market yards and the APMC yards for easy access to the
farmers and v) establishment of Commodity Boards to effectively circumvent the
market imperfections.



2. WTO and Agricultural Policy in Karnataka
R S Deshpande and J. Prachitha

Agriculture sector of Karnataka has been characterised by intermittent phases of
growth and stagnation. It is a matter of deep concern as this sector impacts directly on
the overal growth performance of the state economy. Efforts, both at policy and at
implementation levels, are being made to overcome the constraints and encourage
growth boosters. The constraints mainly relate to efficient utilisation of natural
resources, existing infrastructure facilities, forward and backward linkages, and alied
supportive activities. Besdes these, current liberaisation process has led to the
emergence into prominence the role of alied sectors, e.g., horticulture, floriculture,
fisheries, agro-processing etc. These sectors require better quality of supportive
infrastructure for sustained devel opment upon which then can contribute significantly to
the growth of Karnataka' s economy.

In spite of the lower rates of growth in agriculture, the State economy seems to
be quite sensitive to the performance of the sector due to strong inter-linkages. The
dominant role of this sector in the state economy as core contributor is quite clear even
ignoring the estimates relating to its forward linkages. The growth rate in agriculture,
which was quite commendable till the end of 1970s decelerated during the 1980s. The
production of foodgrains also alegedly stagnated. Productivity was low, both under
rainfed and irrigated agriculture, during the eighties. This was attended to immediately
by taking quick policy steps. In the Eighth Plan period, the emphasis was laid on
integrated watershed development, strengthening the infrastructure base and ensuring
adequate supply of inputs. During the late eighties and early nineties, with the help of
state level policy interventions, the state achieved a recovery from the prolonged
stagnation. This was the time when the state also brought out a policy document for
agricultural sector covering major aspects. A number of Centrally Sponsored thrust
programmes were implemented like the Intensive Rice Development Programme, the
Pulses Devel opment Programme and the Oil-seeds Production Programme focussed on
stepping up production and productivity on watershed basis.

This study is a component of the coordinated studies on Agricultural Policy
coordinated by the Agricultural Development and Rural Transformation (ADRT)
Unit, ISEC, Bangalore and the Centre for Management in Agriculture, Indian Institute
of Management, Ahmedabad. The emphasisin this component of the study isto view
the State Agricultural Policy from the viewpoint of the impact under WTO. We have
analysed this in five components. Initially, we have set a stage of the present
Agricultural Policy scenario in the first chapter, which is followed by the basic
structure of WTO for the purpose of understanding by an independent reader. The
second chapter dealing with Agreement on Agriculture (AoA) is included not for the
purpose of the “consolidated report” but to provide continuity in reading this study.
This is followed by an analysis of agricultural trade scenario of Karnataka, wherein
we have analysed the present situation about agricultural trade in the state. We hasten
to add that the data on agricultural trade at sub-country level are not collected
properly and a significant share of traded commodities get recorded only at the port of
destination and therefore, the scenario is indicative only. These data are collected
from Agricultura and Processed Food Products Export Development Authority
(APEDA) and Karnataka State Agriculture Produce Processing And Export
Corporation Limited (KAPPEC). This is followed by a chapter delineating the



implication of agreement in agriculture at the national and state levels. We have
stated here the initiatives required to make agricultural sector trending on the growth
path. Finally, we have provided the required action points to avoid the deleterious
impacts and provide new growth initiatives to the sector in the state.

The following proposals have been placed for consideration in order to further
the interest of Karnataka in the national perspective and that of the country at the
international level. It is necessary to follow the specific stipulations of WTO and their
implications to the state as well as the country while negotiating with the WTO and
finalise the Agreement on Agriculture. These measures are suggested in the context of
the state.

I mmediate Points of Action

Participation of the State in Policy Discussion at the Centre; request for funds on
EXIM policy;

Priority commodities for the state needing particular attention;

Specia safeguard measures and Phyto sanitary measures,

Utilisation of bound duty to our advantage;

Domestic price advantage,

Green Box Measures,

Establishment of anodal agency; and

Special studiesto be initiated.

Specific Pointsfor Consideration

* The liberalisation of non-agricultural sector is welfare augmenting for the
agricultural sector as compared to the total liberalisation scenario.

e It is essential to create a balanced view and proper mind-set for internal
reforms to alleviate the probable ill effects of the process. Elaborate planning
and formulations have to be taken up in order to adjust to the emerging
situation.

e Some of the support measures like crop insurance, drought-proofing
expenditure etc., should be considered. These will have welfare augmenting
effect on the sector and may not inflate the Aggregate Measure of Support
(AMS).

e It is essentia to establish a nodal agency at the state level to deal with the
emerging dSituations and continuously monitoring the state’'s role in
international trade.

» The State agency should ensure horizontal integration across departments
within the state and vertical integration with the central agency.

* Marginaisation of agricultura holdings necessitates cooperative or corporate
agriculture by providing quality seeds and inputs. Such policy steps should be
taken with full participation from the farmers.

* The spice derivative industry has been facing non-tariff barriers under Sanitary
and Phyto Sanitary Measures. It is essentia to argue the case of these
commodities effectively.

» Indian coffeeis also likely to face the situation of orchratoxin contamination.
It is necessary to work on both economic and technological fronts to confront
the problem.



* Specid attention may have to be paid to the environmentally fragile zones like
Northern Karnataka in order to derive benefits under WTO provisions.

* Seed industry in Karnataka is becoming strong in the recent past. It is felt that
agro-processing and seed industry need full encouragement to participate in
the world market.

* The export performance in the sericulture sector needs to be watched
carefully. The state can take best advantage in floriculture, sericulture, poultry,
oil-seeds and agro-processing sectors. Investment should be directed towards
these sectors.

e The continuance of state trading enterprises in a relatively uncertain market
will be of great significance. Such exercises must be continued and this will
help to act as buffer between the domestic market distortions and international
market demand.

e The declaration of tariff rates should be more transparent and must be decided
in consultation with the state governments, especially for those states, which
have the concerned products as their major produce.

3. Karnataka’'s Agriculture: A Submission to Farmers Commission
R S Deshpande

Karnataka State has a typical combination of large share of its area under
drought-prone category and a well-diversified agricultural sector. Severe climatic and
infrastructural constraints inhibit the development process of the state. Despite these,
the state has recorded an enviable growth performance in the recent past. The State
has not only performed better in the industrial sector but also showed clear signs of
surging ahead in the agricultural sector too. In addition to the proverbial IT sector,
horticulture, floriculture, food processing, and other allied agricultural activities have
contributed significantly to the growth performance of the sector despite some failures
in the crop sector. In an aggregate appraisal, the state has always performed above the
national average in most of the sectors and especially so in agriculture. This success
should be attributed to the policy makers in keeping a vigil over the bottlenecks and
achieving higher growth despite severe limitations. Thus the Karnataka model of
development is typica in its content of overcoming severe limitations and encashing
on the comparative advantages across sectors. Under the severe shadow of natural as
well as production constraints, its achievements can be termed as exemplary — but the
question of these benefits percolating to the bottom of the economic classes calls for
further analysis.

Karnataka State faces threefold challenge in the current growth-oriented
environment. The agro climactic situation of the state divides the state into a large
number of agro climatic zones. The crop patterns as well as cultivation practices differ
across these zones. More than that, resource endowments availability and delivery
system of inputs differ across these zones. Even directing public investment towards
agricultural development across regions has not yielded the desired results to merge
the differences in developmental initiatives across these regions. Broadly, one can
group these regions into five zones according to the agrarian and agro-ecological
systems, namely: the Bombay-Karnataka northern zone, the Hyderabad-Karnataka
northern zone, southern dry zone, southern irrigated zone, and western coastline.
Among these regions, the unirrigated plateau zone of northern Karnataka and that of
southern Karnataka are the main lagging regions of the state. Even in terms of



investment from public and private sources, these two broad regions have remained at
the lowest rung. Therefore, failure to make investments or initiate investment in the
rural areas of these two regions has caused impediments to growth. In the absence of
the data on region-wise investment, we cannot conclude about the exact failure. But
sensing the acuteness of the problem, the state of Karnataka has taken initiative in
constituting a committee to investigate into regional imbalances across the state. It is
expected that this committee will bring out a report highlighting the requirement for
initiating these in areas in the mainstream growth. The recommendations have to be
graded to concentrate at various levels of development in the lagging regions of
northern Karnataka.

Most important challenge that the state faces presently is to facilitate private
investment in the backward areas of the state. While initiating such schemes, it is
essential to understand the resource endowments and competitive advantages of these
regions to participate in the mainstream growth pattern. Hitherto, agriculture has been
considered as the only aternative to bring these regions into mainstream growth.
Unfortunately, the climatic and weather patterns do not support agricultural growth,
and weather induced instability continues to inflict misery on agriculturists.
Therefore, the growth culture has to be created even in the allied agricultural sectors.
Horticulture development, especially the dry land horticultural crops, has proved to be
apromising alternative. In the recent past, it has been observed that horticultural crops
have been picking up both in terms of area as well as productivity in these regions
despite the climatic constraints. The state government is taking sufficient initiatives to
boost horticultural development in these regions. These efforts are, however,
concentrated on the individual farm households. Contracting of horticultural crops to
a consortium of small and marginal farmers with an assurance to provide them proper
marketing facilities will go a long way in bringing this group of farmers into the
mainstream development process.

The second major impediment that causes the challenge for the State
government is the availability of funds to initiate agricultural and rural development
schemes in the fragile regions. Therefore, it is required that private initiatives can be
taken either in terms of corporate farming or bulk purchase and marketing facilities.
The requirement of investment in the backward regions can also be met by siphoning
the excess savings from well-endowed regions to the deserving backward areas. This
can be achieved by floating low interest investment bonds to be purchased by the
private contributors from developed regions of the State. Development boards
specialy set up to guide the process of development of these regions can take
initiative in this respect. We have analysed the mgor challenges and responses
required in the state.

Major Challengesfor Agricultural Growth
Policy Challenges

Threatened stagnation in agricultural growth; possibility of decelerating yield growth;
low value added in agricultural sector; fast approaching optima on the technological
front; large proportions of rainfed/dryland area; marginalisation of agricultural base;
inadequate growth in public and private investment; regiona disparities; inadequate
safety nets; and conflicting growth versus environmental options.

Responses Suggested



Locating growth in the emerging growth inducing crops/ sectors; removal of
marketing bottlenecks and enabling remunerative price situation; investment boosting
in R and D sector; technological options and diversification of economic base; group
initiatives and arresting the process through institutional options; attracting private
investments in the sunrise sectors; locating sub-sectors with new growth options;
prudent regional allocation of growth inducers; revamping and redesigning the safety
net programmes, effective delivery; resolving the issues amicably and reducing the
intensity of negative externalities

There are a few major impediments to growth in the agricultural sector of
Karnataka viz., the lagging northern Karnataka regions dominated by drought-prone
area coupled with low private capital investment. Regional disparities, therefore,
became quite sharp in the face of failure of initial investments in these regions.
Agricultural sector of Karnataka is also facing impediments in the form of growth
initiatives in the post-harvest processing as well as value additions in the production
process. These impediments are emboldened by regional imbalances, frequent
drought conditions and inefficiency in managing irrigated agriculture. The vision
therefore, would require concerted efforts towards removing the regional imbalances
in growth by promoting private as well as public initiatives in value addition focussed
on the post-harvest sector and picking up growth leads from the allied agricultural
sector to participate pro-actively in domestic and world trade. We can clearly see that
the prices of agricultura commodities have not kept pace with the Consumer Price
Index for Agricultural Labourers (CPIAL). The prices of meat, wheat, rice and oils
have shown similar growth trends. That indicates the net welfare loss for the farmers
growing other commodities. We have also looked into the Farm Business Income
series computed from the Commission on Agricultural Costs and Prices (CACP) data
and when compared this with the CPIAL, it clearly shows that the Farm Business
Income did not keep pace with CPIAL, and the gap between the two is widening fast.
That brings forth the point that those farmers as a group have been losing on the count
of welfare and by the operations of the market forces alone but largely due to state
policies. The trend needs to be reverted if we allow the Directive Principles of State
Policies embodied in the Constitution of Indiato protect this vulnerable section. In the
crop production sector, the phases of growth and stagnation indicate that we are likely
to confront a technological bottleneck in the coming decade as the yield rates have
been reaching close to the technological optima. That would require placement of
growth in the non-food crop sector, without neglecting the food security issues.
Oilseeds, pulses, sugarcane, maize and other millets are the crops that need to be
attended to on technological aswell as trade fronts.

4. Evaluation Study of Feed and Fodder Development under the
Centrally sponsored Schemesin Karnataka

M J Bhende, R S Deshpande and P Thippaiah

Introduction

Livestock provides livelihood to landless, whereas it helps to augment farm
income for farming households. Livestock has a unique place n the farming system as
it functions both as complementary as well as supplementary farm activity. Most of
the cereals, pulses and oil seed crops provide valuable feed and fodder in the form of
crop residue/byproducts. Over time, traditional method of grazing of animals in the
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open has declined and the fodder becomes scarce item on account of various reasons.
Large gap exits between the requirement and the actual availability of feed and fodder
at the national level. The deficiency in feed and fodder is more conspicuous in arid
and semi-arid regions. To reduce shortage of fodder, the Central Government has
initiated two schemes, i) Setting up of regiona stations to grow fodder seeds and
distribute to states; and ii) “ Assistance to States for Feed and Fodder Development” to
supplement efforts of State Governments in this sphere. Under the later scheme, the
Central assistance is provided to states to supplement their efforts for development of
fodder to support livestock economy. The government of Karnataka assigned the task
of evaluating the Centrally sponsored feed and fodder schemes to the Institute for
Socia and Economic Change, Bangal ore with the following objectives:

Objective:

e To assess the effectiveness of al the schemes in improvement of fodder
production

 To estimate fodder requirements in the livestock sector in a medium term
perspective

* To evauate the fodder development process and locate the growth inhibiting
factorsin fodder sector and

* To suggest ways and means to make the schemes more effective and serving the
objectives set forth.

M ethodology

The study used secondary as well as primary data. The secondary data were
collected from the Department of Anima Husbandry and Veterinary Services,
government of Karnataka and Annual Reports of various schemes operating in the
Department of Fodder Development. The land use pattern at the district level from
1990-91 to 2000-2001 and Livestock Census from 1961 to 1997 have been collected
to analyse the trends in area available for grazing and projection of fodder
respectively.

The required data were collected from 11 livestock breeding centres/farms,
beneficiary households and villages by canvassing pre-tested structured schedules and
questionnaires. We also held discussion with the officials of the livestock breeding
farms to ascertain the constraints faced by them in implementation of schemes and
suggestions for effective implementation of various Central Schemes (CS)/Centrally
Sponsored Schemes (CSS) of feed and fodder devel opment.

Findings and Suggestions

About the Livestock Farms

e The number of cows as well as bulls on the farm has declined drastically due to
change in priorities and objectives. Now the emphasis is on collection of semen

for artificial insemination instead of supplying purebred stock to farmers for
breeding purpose.
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The total areawith the state livestock farms ranged from 55.64 ha at Khillar Cattle
Breeding Centre, Bankapur to more than 13,500 ha with the Amrutmahal Cattle
Breeding Farm at Ajjampura.

The cultivable area ranged from 249 per cent of the tota area on
Amrutmahalkaval farm, Ajjampur to 88 per cent of the area on the State Livestock
Breeding and Training Farm, Hessargatta.

Proportionate area under fodder was the highest (78 per cent) on Livestock
Breeding Farm, Dharwad and the lowest (1.02 per cent) on Ajjampur farm.

Seed production activity on most of the farms is confined to South African Tall
Maize. Only 4 to 5 per cent of the seed produced have been used on the farm and
the rest was distributed to farmers in the form of minikits.

Distribution of root dlips of perennial grass to farmers which hovered around 14 to
15 lakh till 2000 drastically declined from 2001 onwards (less than 5 lakh).

Feed and Fodder Development Programmes

Most of the Central Schemes and Centrally Sponsored Schemes of fodder

development are implemented in the state since 1993-94 by the State Department of
Anima Husbandry and Veterinary Science on the State Livestock Farms as given
below:

Strengthening of State Fodder Seed Farms,
Establishment of Fodder Bank

Establishment of Silvipasture System

Grassland Development including Grass Reserves
Enrichment of Straw and Cellulosic Waste and
Distribution of Minikits (fodder seeds)

Implementation of CS/CSS and Utilisation of Funds

The government released about 52 per cent of the allocations during the period
1995-96 to 2002-2003. Moreover, the actual expenditure incurred was less than
the amount released resulting in huge unspent balance under some of the schemes.
It isinteresting to note that the State government took on an average more than 36
days to 47 days to approve the proposals of the State Department of Animal
Husbandry. While, the Central government took 127 days to 245 days to accord
sanction to the proposals sent by the State government.

The grants / financial assistance provided under the specific CS/CSS were not
spent as per the guidelines of the schemes

Though the scheme like development of silvipasture system has provision for
watering of plants and hiring of watch and ward staff, none of the farms followed
this and ultimately the saplings planted withered due to water stress and also
destroyed by stray animals.

The pits and trenches were dug for planting fodder trees under the silvipasture
scheme but the saplings were never planted
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e The area on the farms which was developed under grassland development scheme
has not been maintained properly and wild growth and bushes occupy the area

e Theinputsmaterial supplied under the Enrichment of Straw and Cellulosic Waste
was not as per the guidelines stipulated for the scheme. Though the scheme has
provision to provide labour wages for chaffing of hay but these were disbursed
rarely.

e The demand (requirements) is derived through the available norms as well as
based on the field data collected from the househol ds.

* The demand and supply gap is about 15 percent of the availability during 2005-06
which widened to 20-30 percent range by 2010-11. It is sharper in the green
fodder and concentrates.

Suggestions

* Theland, which can not be, managed by the farms particularly lands with the sub-
centres of Amrutmahal Kawal can be developed into social forestry/forestry by
involving people from the nearby villages and the local NGOs.

e There should be some mechanism to evaluate the performance of the farm/farm
manager and the government should fix the responsibility for the failure of
schemes.

e If not all, at least important positions like agricultural officer/agricultural assistant
need to be filled up so as to streamline fodder production.

e The guidelines provided for implementing the schemes should be strictly
followed.

* The schemes like Kisan Van and Gram Van under the development of silvipasture
system and development of grassand and grass reserves schemes can be
implemented in a better way by involving the loca NGOs and people's
participation as in the case of watersheds.

» Growing fodder can be encouraged by introducing contract farming as practiced in
the case of registered fodder seed growers.

» Development of crop varieties having fodder component should be encouraged
along with crop diversification for maintaining fodder security for animals.

» Develop new technologiesto grow fodder under rain-fed conditions.

5. Agricultural Input Subsidiesin Karnataka: Quantum of Subsidies
to SC/ST Farmers

M Mahadeva

One of the greatest challenges that India faced during the late seventies and
early eighties following the severe drought in the preceding years was the adoption of
new agricultural production technology for which the farming community was not
prepared owing to its huge capital requirement. As a consequence, India, realising the
need for increasing agricultural productivity adopted the strategy of input subsidies
that are being provided to the farmers explicitly and implicitly with two prominent
intentions. One, to meet a part of the cost of input and the other, to facilitate access to
inputs to the disadvantaged farming groups. Under explicit subsidy, inputs like high
yielding or improved variety of seeds, agricultural implements, plant protection
chemicals and equipments are being supplied at subsidised rates. Under implicit
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subsidy, which is hidden in nature, the prices of such inputs have been kept lower than
their economic costs. While receiving such subsidies the users are always under the
impression that they are paying towards such subsidies without being aware of the
fact that these inputs are under-priced or the prices that they have paid was less than
their costs. Therefore, it goes without saying that the factor (fertilisers, water,
electricity, credit and others) costs have been under-priced deliberately to protect the
farmers from their high costs in the market and to increase adoption of new-
technology.

At the state level, there have been a number of schemes to provide subsidies,
in general and input subsidies, in particular to the farming community. These schemes
range from providing quality (certified) seeds (wheat, paddy, cotton, maize, ragi,
paddy, bajra, jowar, sugarcane etc.) to educational tour of the farmers to expose them
new practices of cultivation both within the state or in any part of the country.
Equipment for sowing, cultivation, plant protection, micro protection material, quality
cultivation, bio-fertilisers, seed treatment are being provided to the most
disadvantaged farmers. Insurance premium is provided to the companies on behalf of
the vulnerable farmers. That apart, bio-pesticides, weed pesticides, neem pesticides
are provided besides supplying green leaves for compost making in the state.

There are four types of studies available on agricultural subsidies beginning
from estimation of subsidies, subsidy policy, impact of subsidies to beneficiaries of
subsidies. With regard to the last issue as to who benefits from subsidies, though the
policy makes no discrimination about the users of subsidies but at the implementation
level, it has been clearly identified that only affluent farmers have garnered the
benefits facilitated by their large holding size. These farmers have obviously captured
alarge shareinirrigation, fertilisers and other subsidies. However, though the issue of
cross-sectional (by social groups and by farming holdings) impact of input subsidy is
very crucial under different agro-climatic conditions none of these studies had
attempted to examine the issue. In fact, such an analysis would have helped not only
policy correctionsif there were any flaws in the implementation but also helped better
targeting of input subsidies. Even, the study of Deshpande and others which is a
comprehensive study at the state level did not attempt to study the cross-sectional
impact of input subsidies. In view of the need for such an analysis, the study was
initiated. Following are the specific objectives of the study.

Objectives

(i) Toexaminethe utilisation pattern of subsidies by different categories of farmers.

(i) To assessthe share of SC/ST farmersin the total amount of subsidies used.

(ilf) To analysethe overal effect of differencesin the levels of input subsidy used by
various categories of farmers on crop pattern, cropping intensity, adoption of
improved technology, input use, crop productivity and returns.

M ethodology

The study has covered both direct and indirect input subsidies largely based on
the field data. One district from each of the two different agro-climatic regions was
selected to administer the questionnaire. Levels of irrigation being the principal
criterion for the selection of the field area, Shimoga and Gulbarga were selected.
Shimoga recorded the highest area under irrigation with 49.74 per cent of the gross
cropped area as against 11.08 per cent in Gulbarga the lowest in the entire state. On
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the basis of availability of different categories of SC/ST cultivators, villages were
carefully selected in consultation with field level departmental functionaries. In all,
primary data were collected from 200 farmers representing all sizes of farming, from
each district representing 100 farmers from SC/ST categories and the remaining 100
farmers from other communities. Similarly, on the basis of the proportion to the total
number of farmers and farming sizes, the farmers were selected on stratified sampling
method. Thus, this analysis is based on the responses of 8 marginal farmers (29 per
cent), 60 or 34.5 per cent small, 41 or 20.5 per cent semi-medium, 27 or 13.5 per cent
medium and 5 or 2.5 per cent of large farmers spread across two different study areas.

Recommendations

Given the challenging socio-economic conditions of the farming community,
on the one hand, and the long term goals of both eradicating poverty and achieving
higher living standard in the rural areas, on the other hand, it is necessary to continue
the existing incentive based production in the agricultural sector. That apart, the fiscal
incentives have yet to ensure food security among the vulnerable groups in the
agricultural sector. Added to this, continuous monsoon failure not only jeopardised
agricultural activities in general, but increased food insecurity among the marginal
and small farmers, in particular. Therefore, any attempt to withdraw the existing fiscal
incentives available to the agricultural sector and withdrawal of input subsidies would
only further marginalise the farming communities, in general, and SC/ST farming
families, in particular, as most of them are subsistence level cultivators. Thus, in order
to realise the long cherished dream of improving the living standard of the farming
communities in rura areas, the ongoing input subsidies should not only be continued
but also enhanced if possible. But, at the same time, mere continuation of the existing
input subsidies alone do not bring about the needed change and ensure equity in
distribution. Targetting need to be focussed to ensure that these subsidies benefit only
the vulnerable farming families. Also, it is the need of the hour to protect the interest
of the farming communities in the dry areas as it is clear that the existing scheme of
subsidies has protected largely the interest of irrigated areas than dry areas. Following
are some of the specific recommendations made in this direction.

1. Given the high level of illiteracy and ignorance about the subsidy schemes among
the farming communities, awareness programmes highlighting the various fiscal
incentives available for the agricultural sector, in general, and input subsidies, in
particular, need to be organised. Every village panchayat should be made to
disseminate information with the help of village level officia machineries. It must
also be ensured that the Agricultural Department at the block level deposits all
such information in every village panchayat office for further dissemination.

2. Among the magor problems faced by SC/ST farmers, uncertainty, difficulty in
accessing and the inadequate inputs of the subsidy components are important.
Long distance and high prices had also been noticed. In order to put an end to
these problems the existing fair price shops should be made use of as outlets for
the distribution of input subsidies. Such a proportion would also increase the
business volume.

3. The existing bias in the implementation of input subsidies, especially indirect
subsidies towards irrigated areas need to be narrowed down in order to ensure
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equity. All the agricultural needs of families in the dry areas need to be assessed
and met. Such a strategy will go a long way in ensuring the vulnerable and the
most deserving families to improve agricultural production and productivity thus
facilitating them to cross the poverty line and improve their quality of living.

4. Since most farmers belonging to SC/ST communities are marginal and small, who
always cultivate first to meet the food requirements of their families, they should
be given additiona incentives to encourage them to go beyond this subsistence
farming and produce for commercial purposes.

6. Floriculturein Karnataka: Performance, Problems and Prospects
P Thippaiah

Karnataka ranks first in the country in the production of traditional and modern
flowers. However, within the state, the performance is uneven. The small and marginal
farmers engaged in the sector have not benefited much due to various congtraints. The
database for floriculture is aso very weak. There is hardly any comprehensive study to
examine all these issues in the state. Therefore, an attempt is made here to highlight
these factors with a view to suggesting appropriate measures for tackling the problems of
growers and improving floriculture.

Objectives of the Study

The present study has examined the following broad objectives:

 To anayse the trends in area, production and yield of floricultural crops in
Karnataka.

e To study the infrastructura facilities available for floriculture development in
Karnataka.

e To study the trends in traditional (domestic) flower market and modern markets
(international markets).

» To study the socio-economic conditions of flower producers.
e To estimate the income and employment generated from floriculture.
» Toidentify the problems faced by growers; and

e Tosuggest policy measures for the healthy growth of the sector.

M ethodology

The study anayses various issues relating to both modern as well as traditional
floriculture. But focus is on traditiona floriculture as it is more predominant in the state
in terms of area and production and is also dowly adapting to modern technology. The
study has used both secondary and primary data to examine various issues. For primary
data, Bangalore Urban district having highest area under floriculture was selected. A
cluster of 13 villages in Bangalore North taluk (6 villages) and Bangalore East taluk
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(7 Villages) were selected for choosing 56 sample farmers. The details on various
issues of floriculture were collected for the reference period 2001-2002 through
structured schedules.

Findings of the Study

The area and production of floriculture both in India and Karnataka increased over
aperiod of time. In India, floriculture grew at the rate of 6.91 per cent in area and
12.84 per cent in production between 1993-94 and 2001-2002. Whereas in
Karnataka, it recorded an annual compound growth rates of 8.84 percent in area
and 9.53 per cent in production between 1980-81 and 1999-2000. Karnataka's
growth rate in production is much ahead of the national rate. Floriculture in
Karnataka is concentrated in Bangalore urban, Bangalore rural, Mysore, Kolar and
Dakshina Kannada districts. The differentials in endowments, climate, demand,
irrigation and marketing facilities are mainly responsible for large variations
across the districts. Generally, it is believed that increase in per capita income,
levels of developmental urbanisation and irrigation facilities lead to increase in the
area, demand for and consumption of flower products. But the available data
reveals a mixed relationship in Karnataka. Bangalore urban and rural, Mysore,
Shimoga and Bellary districts support this view. Whereas, the other districts do
not support this view.

On the export front, the state exported 54 million stems in 1998-99, which has
increased to 58 million stems in 1999-2000. In value terms, it was Rs.37.73 crore
worth of flowers in 1998-99 and Rs.45 crore in 2000-2001 accounting for 34 per
cent of the total exports of the country in 2000-2001. A large proportion of these
products are exported to Amsterdam, Germany, Italy, United Kingdom,, Australia,
Japan, and the Middle East. Realising its importance and export potential, both
state and central governments have created specialised institutions such as
National Bank for Agricultura and Rura Development (NABARD), Nationd
Horticultural Board (NHB), Agricultural and Processed Food Products Export
Development Authority (APEDA) which are extending financial / marketing
infrastructure to the development of floriculture

Although marketing of flowers is taking place in all districts of the state, bulk of
this is concentrated in Bangalore City, which handles 60 per cent of the state
trade. The unorganised Krishnargjendra Market and well-organised flower auction
centre of KAIC are handling the sale of flowers.

The household characteristics of the sample households revea that the average
family size is 6.60 persons per family. The proportion of working population is
59.76 percent of the total household population. Among the sample growers the
Vokkaliga community is found to be dominating. The Tigala caste supposed to be
engaged in floriculture activity traditionally has not emerged as a major caste.
Majority of the farmers have taken up this activity due to the proximity to the
market, low cost of cultivation, and maintenance and good price for the produce.
Among the sample beneficiaries, the average size of landholdings per household is
1.43 hectare. Although farm families derive income from various sources, the
proportion of income derived from horticulture is higher accounting for 58 per
cent of the total family income.

The economics of production and input used vary across different flowers. The
establishment cost per hectare is highest in case of rose followed by tuberose.
Similar is the situation in their operation /maintenance costs. The net returns of
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rose over the variable costs and fixed costs are Rs.2.14 lakh/ha and Rs.2.23
lakhs/ha, respectively and for crossandra it is Rs.1.13 lakhs over variable cost and
fixed costs and Rs1.25 lakhs over variable costs. The lowest return is in case of
marigold. The employment generation in growing different flowers also follows
the same pattern of variance. Most of the labour force is used for harvesting of
flowers.

The overal wastage in floriculture works out to 0.28 per cent of total production,
which is dlightly higher than the household consumption of 0.34 per cent and the
rest 99.43 per cent of the production is marketed. A maor proportion is sold to
commission agents/ wholesalers accounting for 99.50 per cent. Only a small
proportion (0.50 per cent) is sold to the customers or retailers who after adding
value market them in various places.

The prospects appear good for floriculture in the state. Emerging trends in area,
production, exports, expert opinions on floriculture development, the visible
changein life styles of people, rapid urbanisation, increase in levels of income and
the growth of IT sector and demand from various segments for flowers are
testimony to this. There are also some threats to the sector from other countries,
which enjoy similar climatic conditions but produce world-class flowers. The
proposed international flower auction centre near Bangalore and the removal of
quantitative restrictions (QRs) are likely to affect both traditional and modern
flower markets. Unless, the quality of both traditiona and modern flowers and
infrastructure facilities are improved, India may not benefit from liberalised trade
regime.

Policy Recommendations

The yield levels of flower crops are low and the concentration of areais restricted
to afew districts. Efforts are needed to increase yield levels by providing technical
guidance and improved plants and seeds to avoid concentration of flower
cultivation in a few districts by extending extensive services to other districts for
undertaking floriculture.

Data on state flower exports as well as financia assistance to this sector given by
APEDA, NHB, and NABARD institutions are inadequate. A separate body at the
state level like APEDA is required to compile and publish data to overcome this
problem.

A substantial proportion of the flower production is being sold outside the regular
market namely Krishnarajendra Market due to lack of adequate space. These sales
are not taken into consideration while arriving at total salesin the city. Therefore,
a separate market yard may be established for traditional flowers on the lines of
KAIC flower auction centre, which is handling modern flowers in a systematic
way.

The farmers depend on bore wells for irrigation but the fast depletion of
groundwater levels may force many of the farmers to quit floriculture. To save
them it is necessary to provide financial assistance for purchase of sprinkler and
drip irrigation systems for better management of water.

The farmers lack adequate and cheap mode of transport and proper roads for quick
marketing of flowers. The market information and other infrastrucural facilities
are also very weak. These facilities have to be provided to the villagers, which not
only help the flower growers but also for the overall development of the villages.
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Simplification of the cumbersome quarantine and time-consuming procedures at
airportsis necessary for quick clearance of modern flower exports.

The modern flowers are traded across several countries in the world. However, a
major proportion of flower exports are being sent to European (EU) countries.
These countries are levying higher import duties, which push the cost of exports
and thereby reducing the margin of exports. To help the exporters and growers,
pressure should be brought on the EU to reduce the high rate of import duty on
modern floriculture exports.

The modern floricultural units are caught in a debt trap due to exorbitant rates of
interest and many of them are unable to withstand this. Banks need to convert 50
per cent of their loans to individuals as equity shares so that they can become
viable in coming years. Waiving of accumulated interest and reducing rates of
interest from 18 per cent to 10 per cent is essential.

The air flights for transport of flowers to Western markets (Europe and America)
and Eastern markets are limited apart from being inadequate in terms of space for
flower consignments in these flights. Adequate and direct flights with enough
space should be arranged to over come this.

Many of the entrepreneurs depend on the expert opinion of foreign countries at a
high consultancy cost. This has quite often eroded not only the resources of the
units, but also yield levels which can be overcome by providing them the required
expert guidance at arelatively lesser cost by the Horticulture Department.
Individual arrangements for exports increase costs and risks. To address this, all
the growers-cum-exporters should collectively arrange for flight services as done
in Israel where marketing of flowers is directly undertaken by cooperatives and
marketed under a single brand.

To reap remunerative returns, the role of middiemen should be curtailed while
sending the flower consignments to Amsterdam for auctioning. Instead direct
export to those countries where auction system is not prevalent should be
encouraged. Far East, East Asia and Southern Europe are some of the countries
favourable for this system.

At present, roses are the major export items, which face competition from Kenya
and Columbia and other countries. Farmers need to be encouraged to cultivate
other flowers such as carnations, gladiolus, anthuriums and lilies, which fetch not
only higher prices in the international market but also greater demand, since many
countries do not grow these varieties.

7. Good Governance and Poverty Alleviation:
A Study of SGSY Programme

D Rajasekhar, K G Gayathri Devi, Sachidananda Satapathy

Introduction

Guided by the new thinking on 'good governance, the policy makers

emphasised that Sampoorna Grama Samvruddhi Yojana (SGSY) programme is
different from all the earlier programmes. SGSY, which seeks to enable the people to
participate in the programme, is being implemented by the central government all
over India since 1999. It primarily aims to promote self-employment among women
and men, enable them to cross the poverty line and seeks to organise the rural poor
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into self-help groups (SHGs) through the process of social mobilisation. The SHGs
are expected to mobilise savings, have linkages with banks, panchayati raj institutions
and line departments and collectively decide the economic programmes to be
undertaken by the members. The SGSY emphasises asset building, employment and
income generation among the poor, but with a difference. Community orientation of a
programme, group-based approach, implementation and monitoring by gram
panchayats are its chief and unique traits. The programme seeks to initiate the
processes such as participation, accountability and transparency for successful
implementation. The progranmme aso ams to establish close linkages with
decentralised institutions, and achieve the development outcomes through good
governance principles of participation, transparency, accountability and linkages.

Objectives and M ethodology

Against this background, the study examines the extent to which the SGSY
programme has incorporated the good governance principles such as participation.
Specific objectives of the study are to analyse the processes followed in the formation
and consolidation of groups, the participation of members in savings contribution and
borrowings from the groups, and linkages between SGSY groups, and banks and the
gram panchayats.

The household data used in this study pertained to 19 SGSY groups located in
Betul and Chattarpur districts of Madhya Pradesh. In addition, data were also
collected from the representatives of SGSY groups, grama panchayats and staff of line
departments. In al, data were collected from 147 households having membership in
SGSY groups. The households were randomly selected after obtaining a list of
membersin the SGSY groups.

Summary of Findings

Any intervention on poverty alleviation requires a thorough understanding of
the processes that generate poverty. In other words, poverty alleviation interventions
will have good chances of success if they are designed on the basis of situation and
needs of the poor. Thisimpliesthat SGSY programme, as per the design, should have
enlisted the participation of the intended target group not only in the analysis of
situation but also assessment of needs. The needs cover the formation of groups,
composition of the group, formulation of rules and regulations, etc.

The above implies that social mobilisation is an important pre-requisite before
the group is formed. The intended target group should be provided with al
information on the programme, objectives, activities and the intended outcomes. The
study shows that social mobilisation process suffered due to fixation of target in the
formation of groups, and inability to train the facilitators and the difficult conditions
existing in the villages.

Participation of the people was not widespread in severa areas like the
formation of group, formulation of rules and regulations, meetings and savings
contributions etc. In addition to widespread poverty, systems and procedures adopted
in the groups, lack of incentives, inappropriate design and interference from village
elite/ influential persons are al the other inhibiting factors. The limited participation
of the people in the programme meant that the performance of the group was affected.
Further, this also led to the tendencies of elite capture.
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The evidence shows that the proportion of actual to mandated number of
meetings was less than 100 per cent in a large number of cases. This reflects the
inability on the part of the facilitators, and representatives to hold the meetings as
decided by the group. Once the groups were ‘formed’ to meet the target, the
facilitators from government departments did not give much emphasis on
strengthening of groups as there was inadequate follow-up by higher officials due to
problems of limited staff and lack of resources for mobility. The facilitators were also
not trained in the consolidation of groups. In addition, the formation process was
based on raising of expectations. When the facilitating staff from the government
departments could not fulfil the expectations, they did not have face or courage to
meet the members. The attendance in meetings was also affected due to problems of
limited livelihood opportunities, inconvenient meeting time, etc.

Limited participation in savings contribution meant that members did not have
sufficient savings to borrow for meeting urgent consumption credit needs, and for
production. Small amounts of savings also meant that the vulnerability remained the
outstanding problems for the poor. The differential amounts of savings contributed by
members and savings linked to credit together implied that those having better
economic capacity to save were in an advantageous position to borrow from the group
and corner the benefits. Thisalso impliesthe *€elite capture’.

The analysis on participation of members in credit activities and undertaking
of income generation activities (IGA) shows that the programme has not succeeded in
generating viable and locally suitable IGA. In both homogenous and heterogeneous
groups, it was the influential groups of households, which cornered the benefits. But
most often, the loan amount is invested into the already existing economic activities.
For those who really thought of starting a new 1GA, there were problems of skill
acquisition and supply of inputs like raw materials. In the absence of linkages
between the groups, the GP and the line departments, collective mobilisation of
people to identify economic activities was not even attempted.

Thus, participation meant cost for the poor. The SGSY programme has had
limited success in explaining the benefits of the programme to members, and
convincing them that benefits would outweigh the cost of participation. The net result
was a vicious circle of low participation leading to still lower participation, which
eventually, led either to dismally low levels of participation or exit of members from
the programme and defunct of the groups.

The analysis of linkages among key development actors showed that there was
a considerable bureaucratic control upon the entire implementation process. Although
theory places heavy emphasis upon state and society linkages as being excellent
catalyst for development, and despite the programme envisaging it in principle, it has
not yet successfully achieved. Complementarity is expected to enhance sustainable
synergy and development. However, the field data does not prove al this. First of all,
it appears to be premature to expect the decentralised bodies to undertake the task of
establishing linkages with banks and other institutions. The PRIs themselves are not
yet established firmly and independently as democratic bodies with power suitably
devolved. The functioning of the groups is not the least transparent and have
encouraged sufficient criticism and led to suspicions about their accountability.
Although SGSY is open to all, our sample consists of only women's groups. In away,
this has shed light on certain special challenges for women's groups, given their low
literacy levels, restrictions on mobility and feminisation of poverty.

To sum up, the design of SGSY programme is good as it seeks to further
decentralisation and good governance principles. However, the programme
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implementation suffered on account of a number of problems such as inadequate
functional assignment, inter-governmental transfers leading to disincentives and
unfavourable conditions for the income earning through micro-finance initiatives.
Thus, bureaucratic attitude, limited decentralisation, lack of minimum devel opment of
areas and people contribute to inability to follow good governance principles and
decentralisation for income earning through employment generation.

8. Roleof Local Organisationsin Women Development and
Empowerment: A Study in Karnataka and Madhya Pradesh States,
India

D Rajasekhar, B P Vani, K G Gayathri Devi

The ingtitutional landscape for women development and empowerment in
India is noted to be dense with organisations undertaking similar functions at the
district level and below. In this context, the questions often raised in the design of
women development and empowerment projects are: which type of local
organisations undertake what functions better, and what factors contributed to the
different levels of performance. These questions are addressed in the study with data
collected from 71 villages in four districts in Karnataka and Madhya Pradesh (MP)
through a survey and participatory rural appraisal methods. The Local Organisations
(LOs) found in these villages were formed by development projects of the World
Bank (RWDEP, widely caled as Swa-Shakthi), line department (Stree-Shakthi in
Karnataka and SGSY in MP) and NGOs. The projects adopted the strategy of micro-
finance as an instrument of development and empowerment of women. By initiating
the micro-finance and other activities in these organisations, the projects aim to
improve and sustain access to credit among poor women for meeting their
consumption and production needs, and resources from the line department and local
elected bodies.

Which Type of LO Undertook What Function Better?

The functional assignment to different organisations at the district level
without adequate support in terms of policy and resources led to inability of these
organisations to undertake the functions mandated to them, and hence, the conclusion
is, no duplication. The policy implication is that before functions are assigned to
different organisations in the design of developed projects, scanning of the policy
environment is necessary. Further, the organisation entrusted with the function of co-
ordination should have constitutional mandate to the political, administrative and
fiscal powers to undertake this function meaningfully. In the present context, the
local elected bodies have such a mandate, and hence, they should undertake this
function.

The presence of 3-4 institutionsin the same sector at the district and block
levels led to conflict and antagonism. The policy suggestion is that while different
organisations are to be assigned different functions based on advantages and capacity
in the short-run, there is a need to identify an organisation (local decentralised body in
this context) which has the constitutional mandate to address issues relating to women
empowerment in the long-run. The development projects should make adequate
provision to support such an institution in terms of assets, capacity building and
policies.
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Institutional landscape at the village level was not overcrowded. The total
number of LOs under all the programmes in avillage ranged from one to twelve in the
selected states with the mode being 3 in Karnataka and 2 in Madhya Pradesh. It is not,
therefore, true that the villages were flooded with the SHGs, as has been widely
believed.

The LOs undertook only the basic functions of formation of groups,
providing savings and credit services, conflict resolution and monitoring. The
development functions (improving the participation and involvement of the poor in
structures that control the resources and wider decision making processes) were not
undertaken due to limited decentralisation, livelihood related constraints and social
obstacles, notwithstanding that these functions were the key to achieve the socio-
politica empowerment of women. Thus, village level LOs did not frequently and
fully undertake functions aimed at collective action for women development and
empowerment. The performance of the functions was good only in the case of
basic functions, and varied acrossthe L Os of different types.

The support organisations were the line department in Stree-Shakthi and
SGSY programmes, and NGOs for the LOs initiated by Swa-Shakthi and others. The
NGOs were more likely to undertake the functions of building the capacity of the
members in savings contribution, proper utilisation of benefits and information
sharing. They tended to perform better in the support functions as compared to the
line departments.

Factors Associated With the Development Outcomes.

Different LOs possessed different asset endowment (human, material and
organisational), and were engaged in different types of processes. There was aso
variation in the development outcomes of equity (access to savings and credit
benefits), effectiveness (achievement of project objectives) and sustainability
(organisational and financial features of LO sustaining benefits stream). Assets
(barring financial) and processes were not associated with the development outcomes.
The organisational rules did make a difference to the development outcomes, if they
were followed in the LOs. The study found an association between the assets and
processes, and contextual factors. The linkages with the banks were positively
associated with assets and the development outcomes. The linkages with the gram
panchayats, line departments and other LOs have had a mixed impact. The evidence
strongly suggest that village characteristics, socio-economic homogeneity and socio-
economic position of the members influenced the development outcomes due to the
following:

The projects were not uniformly successful in forming groups in the needy
villages due to poor targeting, resource constraints, and compulsions to work in
contiguous villages. Notwithstanding the theoretical and empirical findings that the
small and homogenous groups were advantageous for undertaking micro-finance
activity for women empowerment, the groups formed under the programmes were
heterogeneous and large due to target chasing, lack of technical capacity, etc. This
had considerable negative influence on the undertaking of functions, initiation of
processes and achievement of development outcomes.
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Incentive structure to the staff favoured the inclusion of better off among the
poor. The target chasing together with the programme reliance on monitoring
indicators such as regular savings and borrowing influenced the staff to focus on those
households, which could contribute regular savings and borrow credit. This suggests
garnering of benefits by 'elite within the poor'. The members belonging to such
households actively participated in the group activities. A significant proportion of
the office-bearers in both the states were pursuing high income earning non-farm
activities, and milch animal rearing. They actively participated in savings
contribution, borrowing and undertaking expanded/ better economic activities. Such
households pressed for bank linkages. They also contributed larger amounts of
savingsif they were confident about obtaining the bank loans.

The study, thus, reviews the assumptions behind the strategy of women’'s
development through the creation of LOs. The logic of government and international
aid agencies has been that if LOs are assigned development functions, provided with
adequate assets and helped to initiate processes, they will achieve the development
outcomes despite the adverse environment in which interventions have been made.
The finding that this did not take place implies that the efforts aimed at the minimum
development of villages (roads, education, amenities and income generating
opportunities) should precede or accompany the strategy of women development and
empowerment through the LOs.

9. Roleof Local Organisationsin Water Supply and Sanitation
Sector: A Study in Karnataka and Uttaranchal States, India

D Rajasekhar, Veerashekharappa

In recent years, the participation of people in implementation and maintenance
of water supply sources in al the government programmes has been emphasised.
Further, as part of decentralisation process, the organisations at the district level and
below have been entrusted with the responsibility of both creating and maintaining
water supply and sanitation works. The emergence of several organisations in
providing drinking water has given rise to the questions concerning the relative roles
between these local organisations (LOs) during the design and implementation of the
programmes. Against this background, this study aims to analyse two research
guestions, "which type of LO undertake what functions better”, and "what factors
contributed to the different levels of performance”, with the help of data collected
from four districts in Karnataka and Uttaranchal states.

Which Type of LOs can Undertake Which Function Better?

The sample LOs at the village level were initiated by the programmes of line
departments, local decentralised government and the World Bank. LOs undertook
only basic functions relating to the provision of timely and adequate water, and
capacity building in the proper use of water and making regular contributions. The
Jal Sansthan in Uttarancha did not undertake even the basic function of providing
timely and adequate water. Many LOs formed by different programmes did not
undertake the devel opment functions, needed to improve the quality and sustainability
of services, due to limited political, administrative and fiscal decentralisation, and
lack of enabling environment.
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The functional performance varied by LO types. The village conditions had
considerable influence on the functional performance. The performance was poor in
villages with larger proportion of SC/ST households, and good in developed villages.
The social capita in terms of larger number of total civil society institutions positively
influenced the functional performance. The education of office-bearer has had a
positive influence on the functional performance. The quality of linkages between
LOs, on the one hand, and gram panchayats, line departments and other organisations,
on the other, had a positive influence on the functional performance.

The LOs, in the process of implementation, were aided by support
organisations such as gram panchayats, line departments and NGOs in the different
programmes. Gram panchayats did reasonably well in Karnataka despite the fact that
the framework for them to undertake these functions being not very conducive. The
line departments in Karnataka and Uttaranchal (Jal Sansthan) did not do very well
either in undertaking of support functions or performance in them. Although NGOs
did very well in most of their functions relating to supporting Village Water Supply
Cooperatives (VWSCs), their performance in building the capacity to have linkages
with the other development actors was not good due to lack of framework for such
linkages. Their performance was aso adversely affected by the limited tenure of
staff, more accountability to the project offices, and flaws in their identification and
selection.

Variation in Development Outcomes

Different LOs achieved different levels of success in development outcomes.
The local organisations achieved outstanding success in providing drinking water to
the rural households. Further, the World Bank projects made it possible for 40 to 58
percent of the households across the states to access water within 10 meters — which
meant the source was located either at home or very close to home. This was,
however, not the situation in the case of households depending on water supply
sources provided by the line departments and local elected bodies. The quantum of
water accessed by each household member was between 20 and 40 litres in respect of
most of the households. The households were able to draw more water even during
the summer, and this reflects largely the ability of the source to provide larger
quantum of water when it was most needed by the rura households. There were,
however, differences across the LOs in their ability to provide sufficient water.

Effectiveness outcomes were good in the case of water supply and poor in the
case of sanitation benefits. The latter was due to inability to fulfil the expectations
raised in the pre-feasibility studies and poor implementation. The former was more
related to the pre and post interventions by LOs, and not directly related to absolute
levels of deprivation.

Inability to collect user fees meant that the financial sustainability has been an
outstanding issue. The possibility of obtaining resources from the government
towards the maintenance of water supply meant lack of incentives for the LOs to
provide qualitative services and mobilise resources from users. Lack of participatory
processes among users in the case of all LOs implies that the long-term institutional
sustainability is suspect notwithstanding incorporation of legal and constitutional
provisions towards the same.

Despite huge investments on water supply in the sample villages towards
water supply, the drinking water problem was termed as serious to very serious by a
majority of the gram panchayats in Karnataka, and quite a few in Uttaranchal. An
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important reason for terming the problem as serious was that the source from which
water supply was drawn was drying up and/ or was unable to provide sufficient water.
This partly reflects the faillure of the LOs to undertake functions aimed at
augmentation of water resources, and partly the limitation of the strategy of water
supply provision through local organisations.
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What Factor s Influenced Development Outcomes?

The assets (human, financial and organisational) and processes (participation,
transparency and accountability) partialy explained the variations in development
outcomes of equity (receipt of water supply and sanitation benefits), effectiveness
(achievement of forma project objectives) and sustainability (organisational and
financial features of LO sustaining benefits stream). The quality of linkages between
the LOs, on the one hand, and gram panchayat, line departments and other community
based organisations, on the other, positively contributed to the development outcomes.

The contextua factors (village, LO and household characteristics)
significantly influenced the development outcomes. The dependence of water supply
schemes on depleting groundwater resources and natural streams and absence of any
investment on rejuvenation of groundwater resources meant that the sustainability of
the source itself is an outstanding problem. Faced with the situation of inability to
provide water on account of depleting groundwater resources and design flaws, the
response of LOs was to encourage household connections at the expense of public
sources as the concerns of financial sustainability dominated the thinking of LOs.
This resulted in the provision of private household connections in all the sample
villages. Thisaso had adverse impact on the equity in the distribution of scarce water
to the poorer sectionsin the village.

The study reviews the assumptions behind the strategy of providing basic
services through LOs. In the context of water supply and sanitation, the main
functions are wise use of scarce water, reducing the deprivation levels to the poor and
sustaining the functioning of vibrant institutions representing the poor. In varying
degrees, the LOs could not succeed in these basic functions in the context of
unfavourable contextual factors (lack of basic amenities, illiteracy and depleting
natural resources including the groundwater) and the demand perspective becoming
the dominant paradigm.

The Discussion on Factors Influencing Development Outcomes has the Following
Conceptual and Policy Implications.

e« The characteristics of the resources and physical characteristics will have
significant bearing on the collective action. If water supply sources are connected
to the more reliable groundwater and natural resources such as natural streams and
springs, the collective action in the form of participation in the planning, making
capital contributions and payment of user fees is more likely. The defects in the
programme and implementation design adversely affect the participation of people
in the programme and these also have an adverse impact on development
outcomes of effectiveness and sustainability, which, in turn, influenced the range
and composition of functions undertaken by the LOs. In situations of this kind,
the LOs find it extremely difficult to undertake the development functions, and
even basic functions.

* The characteristics of the resource and physical features of the water supply
sources will have adverse impact on the effectiveness, and this will, in turn, lead
to changes in the composition of the user group if demand perspective is the
dominating paradigm. The inability of water supply sources to provide sufficient
water on account of depleting natural sources and groundwater resources resulted
in changes in such a manner that the private sources (with the characteristic of
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excludability) gained prominence at the expense of public sources (with the
characteristic of non-excludability). Thisimplies that the users were increasingly
those who could afford the private sources, and hence, changes in the composition
of user group.

* The inability on the part of the poor to express and secure their interests reflects
the lack of or failure of institutional mechanisms. The institutional features of
having small, homogenous and vibrant groups in the programmes on the delivery
of basic services are, therefore, very important to represent and secure the interests
of the poor.

* The imposition of user fees is problematic if the private and public sources co-
existed in the same locality with the possibility of alternating between the sources.
Further, the community oriented programmes combining demand perspective
cannot afford to commit flaws in the design and implementation of water supply
and sanitation activities, if they are serious in the mobilisation of user charges
from the community.

The central role to the local elected bodies has been assigned not on the basis
of their current capacity in participatory planning and implementation. The policy
suggestion that local elected bodies should undertake key functions relating to water
supply and sanitation has been made with the assumption that everyone concerned
with development will strive for those policy and programme changes at the state
level envisaged for these bodies in the 73 Constitutiond Amendment. The
implication is, therefore, that the local elected bodies do not currently have good
policy framework for political, administrative and fiscal decentralisation
notwithstanding that efforts in this direction have been going on in a State like
Karnataka for the last two decades. If such aframework is provided, the study results
indicate that, it is reasonable to hope that they will be in a position to undertake the
functions relating to water supply and sanitation.

10. Role of Local Organisationsin Water shed Development:
A Study in Karnataka and Uttaranchal States, India

D Rajasekhar, D V Gopalappa, Madhushree Sekher

The policies and progranmmes of the Indian government on watershed
development activities support the entire livelihood system of the people (including
the poor and women) residing in ecologicaly fragile zones, emphasise participatory
approaches and involve different types of organisations in the implementation. With a
plethora of organisations at the district level and below, and the assignment of
functions to these different organisations, questions relating to the relative roles
between these organisations during the design and implementation of watershed
programmes have been raised. Against this background, the present study has been
taken up to assist in improving the organisational design of decentralised
interventions.

The main objective of the study was to find answers to the questions "which
type of local organisations undertake what functions better’ and "what factors
contributed to the different levels of performance’. The study was carried out in 69
villages in five districts in Karnataka and Uttaranchal, and collected data from 78
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village level loca organisations (LOs) with the help of a survey and participatory
rural appraisal techniques. The LOs covered in the study formed part of projects
initiated by Karnataka Watershed Development (KAWAD) programme, Integrated
Watershed Development Programme-Hills I (IWDP- Hills Il), and programmes of
Desert Development Programme (DDP), Drought Prone Area Programme (DPAP),
National Watershed Development Programme for Rainfed Areas (NWDPRA) and
Joint Forest Management (JFM) initiated by the line departments.

Which Type of LO Undertook Which Function Better?

The functions assigned to the organisations involved in watershed
development at state, district, block and village levels followed the logic of which
type of organisations was best suited to undertake what function better. Two or more
organisations at the state and district levels were assigned the same functions of
information sharing, monitoring, implementation and conflict resolution. Since some
of these functions enjoy scale economies, it is tempting to conclude that there was
duplication of functions. However, functiona overlapping had been recognised in
Uttaranchal and attempts were underway to bring convergence. So when it came to
actual function, efforts were already afoot to bring convergence. In Karnataka, the
functions were duplicated by KAWAD programme, established as a special and
different organisation, and the line departments. However, given the differences in the
functions and implementation style, KAWAD as an experimental project and cross
learning that took place between KAWAD and other programmes, it suggests inter-
governmental competition leading to overal improvement in the watershed
programmes in the state. Thus, it is difficult to conclude that there was duplication in
assigned and actual functions.

The village level LOs undertook only basic functions of providing watershed
benefits, enhancing the capacity of members to make regular contributions and proper
use of watershed benefits and monitoring. They, however, did not undertake the
devel opment functions needed for securing and improving the livelihoods of the poor
for two reasons. First, the framework for undertaking development functions (such as
lack of significant political, administrative and fiscal decentralisation in local elected
bodies) was not conducive, and second, since the programmes were not strictly
watershed in nature and meant for the poor, the need for undertaking such functions
was not felt.

The performance of the functions varied across the LOs of different types. The
functional performance was influenced by the village and LO characteristics. This
finding has the following conceptual and policy implications. i) The functional
performance was good in villages with larger proportion of poorer households, and
this does not support the common perception that the incidence of the poor in avillage
came in the way of the performance of functions; ii) the positive and strong
association between functional performance and size of the group goes against the
widely held view that smaller groups achieved good functional performance. This
implies that the dynamics in the study LOs (undertaking activities beneficial to the
better off in the name of watershed programme) was different as compared to the
others; iii) good performance by LOs having linkages with local decentralised
government and line departments leads to the policy suggestion that linkages among
development actors are essential.

Gram panchayats in both the states neither undertook watershed-related
functions nor succeeded in them. The data on expenditure pattern on sample
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panchayats in Karnataka, regarded widely as the forerunner in decentralisation, show
that negligible amount was spent on watershed activities.

The support organisations were NGOs for KAWAD groups and line
department in the case of the other LOs. The support organisations especially NGOs
undertook the basic functions of formation of groups, management and monitoring
and aso did well in these functions. The performance of the line departments in
undertaking the function varied; very good in the case of afew basic function, and not
so good in training, providing capable staff and ensuring accountability. Uniformly
across the programmes and states, the support organisations did not perform well in
the functions of organising meetings with the government to obtain assistance for
members, training on the selection and success in right technology and crops, linkages
with gram panchayats and information sharing.

There was no duplication in the functions at the state and district level
organisations. This was also true at the village level LOs because the number of
watershed groups was only one for a village or watershed area. Thus, there is no
support to the widespread belief that villages were flooded with LOs duplicating the
watershed activities.

What Explainsthe Development Outcomes?

A significant proportion of LOs formed by IWDP |l and KAWAD did not
extend equal access to monetary benefits, and some households benefited from high
value watershed activities more than the others in the same group. The household
perceptions on changes in the access and productivity of resources differed across the
LOs, and were in genera influenced by the type of activities on which most of the
resources were spent by a LO. Most of the LOs belonging to KAWAD programme in
Karnataka spent donor funds on private activities, while those belonging to IWDP 11
on horticulture, minor irrigation and soil conservation. The minor irrigation worksin
the context of IWDP villages meant lining of irrigation channels, while soil
conservation works related to arresting the course of rivers and channels. This has the
following implications: First, the watershed approach, in strict sense of ridge to valley
approach, was not followed. Second, the villages selected, such as those already
having irrigation, were redundant for watershed interventions.

The variation in the development benefits received should be, therefore,
explained in terms of what activities received importance under watershed
programmes. While the activities undertaken by KAWAD groups in Karnataka, to
some extent, helped to improve water table, increase cultivable land, introduce new
crops and increase income, those undertaken in Uttaranchal did not have any such
impact. More importantly, the access to fodder and fuel-wood did not improve in
both the states as the resources spent on these activities were meager. This implies
that the LOs formed under all the programmes did not take the concerns of the poor
into account.

The sustainability potential was relatively better in KAWAD because of the
existence of mechanisms to take care of staff salary, larger quantum of development
fund and the presence of SHGs to represent and secure the interest of the membersin
sofaras watershed development programmes were concerned. However, lack of 'ridge
to valley approach’ raises serious issues relating to the sustainability of the resource
itself.

The activity preference across the LOs was, to a large extent, influenced by the
contributions. The well-off farmers needed certain type of activities to be undertaken.
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Under the framework of beneficiary contribution having important say in the activity,
the well-off farmers contributed more and also obtained more from the groups. This
was, thus, a case of ‘elite capture’, which had negative impact on the processes that
the LOs had to engage in.

These development outcomes were significantly associated with village, LOs
and household characteristics. Equity, effectiveness and sustainability outcomes were
poorer in villages with larger proportion of SC/ST and poorer households, and better
in developed villages. They tended to be better in larger and economically
heterogeneous villages. The households were likely to be positive in the fulfillment of
expectations and achievement of benefits if they belonged to upper castes, owned
larger landholdings and contributed larger amounts towards watershed activities. The
strong association between contextual factors and development outcomes could be
explained by the contributions that the farmers have to make towards watershed
activities.

The study, thus, reviews the assumptions relating to strategies of watershed
development through LOs. A positive association between assets and processes and
contextual factors suggests that the instruments through which LOs sought to bring
about poverty reduction were better utilised by the groups in the developed villages
(in terms of roads, amenities, education, etc.). The positive association between
devel opment outcomes, on the one hand, and village and household characteristics, on
the other, indicate that the LOs would perform well in better-off villages, and in the
case of better-off farmers. These indicate that some critical minimum devel opment on
amenities, education, etc., either should precede or accompany the watershed
devel opment through LOs.

11. Quantitative AnalysisIn Federal Finance: From Theory to Policy
Formulation

Hemlata Rao

The book entitled, “Quantitative Analysis In Federal Finance: From
theory to Policy Formulation” basically deads with application of quantitative
techniques in the analysis of three major issues in federal finance namely the Vertical
Fisca Imbalances (VFI), Horizontal Fiscal Imbalances (HFI) and the methods of
Federal Fiscal Adjustment to reduce these fiscal imbalances. Initial allocation of
powers and functions between different layers of government gives rise to VFI while
diversity and disparity factors, differential needs and resource potential of the
constituent states in a federation lead to HFI. These imbaances are sought to be
corrected through federal fiscal transfers. In fact it is here that the need for adoption of
clear principles, criteriaand right quantitative methods arise.

This book examines and explains various quantitative techniques, their theor-
etical relevance, and application in federal fiscal policy formulation. The quantitative
techniques and their uses are illustrated with the help of actual data. Use of datais only
for illustration and not for drawing any policy conclusion

In this book, various quantitative techniques used in the literature on federal
finance for assessing the extent of VFI, the degree of centralisation/ decentralisation,
HFI, relative levels of development, extent of poverty, taxable capacity and tax effort,
tax elagticity and buoyancy, fisca need are critically examined. When the federd
government draws a plan of assistance many times it becomes necessary to forecast the
resources and expenditure need of the lower level as well as of the federal government.
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This study examines various methods of forecasts and illustrates the methods with actual
data. In order to understand the various concepts and criteria of fiscal adjustment, the
application of quantitative analysis is preceded by theoretical discussions. The methods
are applied and illustrated with the actud set of data taken mainly from the Indian
federation. In some cases data are taken from other Federations a so.

Any change in the end result owing to wrong selection of a quantitative
technique or specification error or due to data deficiency can change the relative
positions of the federating states in terms of receiving federal assistance and tax
shares. This in turn may cause failure of fiscal adjustment schemes in achieving the
objectives of equity and efficiency. These are critically brought out in the study.

12. WTO Agreementsand Small Scale Industriesin Karnataka
State: An Explorative Study of Current Policy Issuesand
I nterventions, and Future Policy Options

M.R. Narayana

This study has explored the economic aspects of current policy issues and
interventions, and future policy aternatives, for the small-scale industries (SSIs) in
Karnataka State, as they are related to the WTO agreements.

The major objectives of the study were as follows: i) Analyse the recent
growth, productivity and competitiveness of SSlIs, classified according to major
industries’commaodities in both modern and traditional sectors in Karnataka State. ii)
Anayse the WTO agreements and their specific provisions, which had economic
bearing on the scope and functioning of SSIs in the State, classified according to
major industries/commodities in both modern and traditional sectors. iii) Identify the
nature of economic adjustments, which were formulated and implemented for
different sectors’commodities under SSIs in the State. iv) Highlight the role of
government, in general, and policy of reservation to SSIs, in particular, in the context
of changing economic and business environment. v) Explore the nature and
composition of domestic and international competition of the SSIs, especialy as a
consequence of WTO agreements. vi) Explore the impact of economic adjustments on
inter-district and rural-urban variations in the distribution of units and investment of
SSlIs in the State by different investment slabs. vii) Suggest specific measures for
capacity building to ensure compliance with WTO provisions and for improvements
in technology, quality and standards of products, infrastructure, and market
information for enhancing the competitiveness of SSIsin production and exports. viii)
Suggest ways and means of building a database on SSIs in the State for monitoring
the impact of WTO-related adjustments on a continuous basis.

M ethodology

This study, which was empirical in nature, covers the entire Karnataka State,
both registered modern and traditional manufacturing SSIs. The methodology
comprised (a) scientific collection and analysis of data and (b) interactions with the
stakeholders.

The database was both from primary and secondary sources. Primary data
were collected from a random sample survey of 373 SSIs in the State. For inter-
regional analysis, the sample SSIs were classified under three regions, namely, (i)
Bangalore Urban region comprised the unitsin Bangalore Urban district; (ii) Northern
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and coastal Karnataka region comprised the units in Dharwad, Hubli and Mangalore
while the (iii) Southern Karnataka region comprised the units in Channapatna,
Hosakote, Kunigal, Hassan, Mysore, Chitradurga, Kolar and Tumkur. Secondary data
were collected from the Department of Industries and Commerce (DIC) and, from
other departments of both State and Central Governments. In addition, the researcher
had access to the data obtained through the Department’s random sample survey
2000-01 of registered working, sick, closed SSlIs. All these primary and secondary
data were described and analysed using ssimple descriptive statistica methods and
econometric techniques.

The DIC also facilitated interactions with the stakeholders of the SSIs, such as,
industry associations, experienced industrialists, commercial bankers, top-level policy
makers and professionals. These interactions were in the form of participationsin and
presentations for the Sectoral Consultative Advisory Meeting in respect of SSIs
(Chaired by the Commissioner of Industrial Development, and Director of Industries
and Commerce); and Policy Level Task Force/Committee on WTO at the Government
level (Chaired by the Principal Secretary, Department of Industries and Commerce).
In addition, the methodology and initial results were presented in few conferences and
seminars (within and outside the ISEC) to €licit professional comments and
suggestions.

Major Findings

*  WTO agreements had implications on all SSIs, whether or not they were in export
and/or import trade. No agreement under the WTO was inherently discriminatory
against SSIsin the State.

e Agreements under WTO were of both general and sector-specific relevance for
SSIs. Agreement of Textiles and Clothing (ATC) was of specific relevance for
textiles and garment sector; Agreement on Sanitary and Phytosanitary Measures
(SPM) was for food processing industries; and Agreement on Technical Barriers
to Trade (TBT) was for engineering, electronics, electrical and handicraft
industries. However, Agreements on Trade Related Intellectual Property Rights
(TRIPS), Subsidies and Countervailing Measures (SCM), Anti-dumping, Trade
Related Investment Measures (TRIMS), Rules of Origin, Pre-shipment Inspection,
Customs Valuation, and Import Licensing Procedures were of general relevance
for different sectors. From the viewpoint of the State Government, the most
important WTO agreements for SSIs were related to a) grant of subsidies,
concessions and incentives; b) measures of protection from domestic and global
competition; and c) promotional and regulatory measures for trade-related
investment activitiesin the State.

e Under the national economic reforms and the WTO regime, SSIs have been
undergoing a transition from “protected-growth regime’ to “competitive-growth
regime”’. Consequently, the institutional support and policy measures adopted
were aimed at increasing growth of SSIs through strengthening and enhancing
their competitiveness. This was evident in the Government of Indias
Comprehensive Policy Package in August 2000 for SSls and Tiny Sector and also
the Government of Karnataka's New Industrial Policy 2001-2006. Thus, the
approach and contents of the Central and State level policies since 1995 have been
responsive to the requirements of SSIs under the WTO regime.

* Removal of reservation policy has been relevant under the WTO regime, because
of its inconsistency with the implementation of Open General Licensing (OGL)
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policy for SSI sector. Thus, dereservation policy has been introduced by the
Government of Indiainthe WTO era. In principle, the SSlsin the State have been
affected by the dereservation policy for readymade garments, silk products,
processed food products, leather goods, engineering goods, handicrafts, and
electronic components.

Under the WTO, negotiations for greater Market Access for Non-agricultural
Products (NAMA) have been focussed on reduction/elimination of import tariff
and non-trade barriers. These negotiations have been relevant for manufacturing
SSIs in the State. At the Cancun Ministerial Meeting, seven products were
proposed for mandatory tariff reductions: electronics and electrical goods, fish and
fish products, footwear, leather goods, motor vehicle parts and components,
stones, gems and precious metals, and textiles and clothing. Since these measures
would have exposed domestic SSIs in these sectors against import competition,
the proposal was not welcome by the SSIs as they were not prepared to face such
an import competition.

Productivity was considered as an important determinant of competitiveness of
SSIs. In terms of gross output and gross value added per employee, productivity
was relatively higher in electronics, chemical and pharmaceuticals, engineering
and electrical industries, and lower in textiles and garments, food products and
handicrafts. Higher productivity sectors showed higher total original investment
on plant and machinery per employee. This implied that the capital investment
was a key determinant of productivity. Productivity by size of investment in plant
and machinery showed that the gross output per employee was highest in the
investment size between Rs.5 lakh and Rs.25 lakh. In terms of gross value added
per employee, the highest productivity was evident for the units with investment
size of more than Rs.25 lakh. Thus, larger investment size had a positive impact
on the productivity of sample SSIs. A comparison of cost competitiveness of SSIs
in Karnataka with select Indian states showed that SSIs in Southern region of the
State were non-competitive in labour cost. Further, from the econometric
estimations, impact of capital-labour ratio and material inputs was positive and
highly significant on labour productivity of SSIs. In terms of magnitude, the
impact of material input variable was the largest. In addition, payment of higher
taxes and experience with delayed payments had negative impacts, while
awareness of labour laws had a positive impact, on the labour productivity of
SSls.

Perception of SSIs on the impact of quality, quantity and cost infrastructure, and
quality of business environment was captured on competitiveness in regard to
transport, market information, credit, power, water, telecom and technology
upgradation facilities. The evidence revealed the extent to which their
competitiveness was affected by lack of these factors. @) Forty four percent of
units due to poor and high cost transport facilities; 45 percent of units for lack of
market information; 82 percent of units due to poor credit facility; 78 percent of
units due to high cost and low quality of power supply; 35 percent of units due to
high cost and low quality of water supply; and 84 percent due to low technology.
b) Long delay was experienced by sample SSIs in getting credit sanctioned from
banks, getting tax and duty-drawbacks, getting temporary and permanent
registration, clearances for exports, permission for expansion and diversification,
power and water connections, and clearance from pollution control board. Many
of these delays were attributable to the bureaucracy in the departments in both
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Central and State Governments, which in fact were responsible for reducing the
business environment and competitiveness of SSIs.

Total number of ISO certified SSIs was equal to 310 or 0.10 percent of total
registered SSIs in 2002-03. The scope of industries covered by the incentive
scheme for 1SO certification was heavily concentrated in engineering goods
industries, electrical, electronics and information technology industries and
chemicals, drugs and pharmaceuticals. In terms of location, 83 percent of these
SSIs were located in Bangalore Urban district, which reflected the lack of
widespread adoption of certification norms under the WTO regime.

Exploration of the sector-specific implications of WTO agreements from
engineering, electronics, electrical, chemical, textiles and garments, food
processing, handicraft and plastic industries showed that the GATT, TBT, TRIPS
and TRIMS were the most widely known WTO agreements by SSIs in the State.
In addition, of the trade policy measures under the WTO regime, introduction of
OGL or remova of Quantitative Restrictions (QRs) was aso widely known.
However, generally the impact of these trade policy changes on one's own product
in exports or imports was not known to the SSls.

An analysis of the extent of closure, and reasons for closure and sickness, of SSIs
in the State since 1995 showed the following. Of the closed units, a) 30 percent
were in Bangalore, 40.7 percent were in non-Bangalore urban areas, and 29.3
percent were in rural areas; and b) 24 (or 33) percent were closed during 1991-95
(or 1995-2000). Obviously, the largest number of closures was in the post-reform
and post-WTO period. Sickness was high among SSIs: i) whose proprietors were
non-graduates; ii) which manufactured for domestic markets rather than export
markets; iii) whose employment size was less than or equal to 25 employees in
genera and 5 employees in particular. Further, closure and sickness were also
higher among SSIs, which were located in private places and industrial clusters
than in government-constructed industrial estates and areas. The common reasons
for closure and sickness were escalation in project cost, labour problems,
marketing problems and non-receipt of payments from the buyers.

Multiplicity of institutions and variety of data collection were evident for the SSis.
These data were not consolidated for policy purposes. Data gaps existed in regard
to performance indicators, factors influencing competitiveness, and compliance
cost of WTO agreements. Thus, impact of WTO agreements on SSIs had not been
monitored and evaluated in the State.

Major Policy Recommendations

The State Government has an essential role to play in the context of policy making
on international trade issues under the WTO. This calls for three future steps. a) a
closer partnership of the State Government with the Central Governments on
promotion, co-ordination and integration of policies for international trade for the
SSls; b) recognition of inter-relationships between the elements of globalisation,
national economic reforms and WTO agreements to formulate strategic State level
industrial policy to maximise the gains from trade and growth for the SSlIs; and c)
focus on strengthening and enhancement of competitiveness in all promotional
policies of the State Government for the SSls.

A baanced approach to development of both traditional and modern SSlIs is
essential to accomplish the objectives of increasing production, employment,
investment, exports and utilisation of local resourcesin al sectors and regions.
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Dueto vertical and horizontal interdependency between small scale, medium scale
and large scale industries in the State, balanced development and enhancement of
competitiveness of the industrial sector as whole needs to be strengthened for
enhancing the competitiveness of SSIs under the WTO regime.

Awareness of WTO agreements, along with promotional trade and industrial

policies and programmes of the Central and State Government, should be
effectively givento all the SSIs. Thiscallsfor new and innovative activities of the
KCTU-WTO Relay Centre. (a) Assessment of impact of WTO on all trading and
industrial activities and disseminating the outcome of these assessments in
Kannada language. This would meet the requirements of trading and industrial

units, which are located in remote corners and interiors of rural areas, and whose
proprietors are less educated and less proficient in English language. (b) Drawing
expertise from export promotion councils to create and enlarge awareness on
WTO-related matters for non-members of the councils. (c) Establishment of
professional linkages with the sector-specific WTO sub-committees in industry
associations and arrange for co-operative sharing of the benefits of associations
activities with SSIs in the State; (d) Bringing together the available expertise on
WTO from the universities in general and professional education and in institutes
of higher learning and research for technical guidance and collaborations as well
as for the benefit of sharing their policy and scientific research with the SSIsin the
State. (e) Effective use of information technology for continuous dissemination of
information and awareness on WTO-related opportunities and challenges for SSIs
in the State. (f) Special awareness programme on the need for 1SO certification
and specia assistance, in addition to existing financial support, in required paper
works.

The State Government should take initiatives for creating awareness of mandatory
global quality standards and requirements, and set up testing or laboratory
facilities at global standards in regions with a heavy concentration of SSI
producers and exporters in the State.

Unit cost of production in SSIs can be partly reduced by the State Government in
the following five ways. (i) improving the available quality and quantity of all
industrial infrastructure facilities; (ii) reducing the price of publicly provided
infrastructure facilities; (iii) reducing both State and local taxes on both inputs and
final products; (iv) reducing the burden of delay in administrative sanctions and
clearances; and (v) subsidising a part of the compliance cost of SSIs under
different WTO agreements in the form of research and development (RandD)
expenditure, as public expenditure on general R & D is WTO-compatible under
the Agreement on SCM.

Many of the reserved items for SSIs have been gradually dereserved, and the SS
products have been put on OGL. In addition, textiles and garments are under the
quota-free trade regime which have been most exposed to competition. Hence,
special measures are needed to enhance their national and globa competitiveness.
The State Government should introduce special export incentives and subsidies
for the textiles and garment sector, as India is not prohibited from using export
subsidies because her per capita national income is less than US$1000 per annum.

A policy reconsideration for present investment limit to define SSIs is needed.
This needs policy autonomy for the State Government to fixation of the
investment limit, or to adopt alternative criteria, to define a small-scale industry in
the State. A reconsideration of definition of SSIs should go a long way in
increased capacity for production, removing limitations on expansion of capacity,
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expanding economies of scale in production, exposure to vertical competition and,
above all, encourage entry decisions by firms on economic considerations (e.g.
profits, export earnings etc) under the WTO regime.

» Dataon SSlIsfrom different institutions should be consolidated. Data on live, sick
and closed units should be continuously updated. This consolidation helps in
building a Data Bank on SSIs in the Department, which shall be of immense use
for continuous monitoring of performance of SSls and for construction of indices
of competitiveness (e.g. index of labour productivity or index of industrial
production for SSIs) by sectors and regions. The Directorate of Economics and
Statistics in the State should be involved for the initial steps in the setting up of
the Data Bank for the SSIs. The data from the Third All- India Census of Small
Scale Industries 2001-02 should form the basis for construction of this databank.
The results of this Census should form the benchmarks for subsequent monitoring
and evaluation of SSIsin the State.

e A separate study should be undertaken in the State on: (&) estimation of
compliance cost and its impact on competitiveness for SSIs; (b) opportunities for
the SSIs in general service sectors as well as in knowledge-based industries, such
as, information technology (IT) and IT enabled services. (c) linkages between the
small scale, unorganised and informal enterprises; and (d) importance of natural
and induced cluster development for enhancing and strengthening of
competitiveness of SSIs, under the WTO era.

13. Consumer Demand for Telecom Servicesin Karnataka and Goa
M.R. Narayana

This report makes an in-depth empirical analysis on the access and usage
demand for BSNL's telecom services by household and institutional subscribers in
Karnataka and Goa. The specific objectives of this study were to: (a) analyse social,
economic and demographic characteristics of consumers which influence the demand
for basic and value added services; (b) project demand for basic and value added
services based on the background characteristics of consumers; (c) analyse the impact
of changes in demand for telecom services on the economic growth in rural areas; (d)
derive the impact of value added services on basic telephone services; and (e) draw
implications for effective competitive policy for BSNL in the provision of basic and
telecom servicesin rural and urban areas of Karnataka and Goa states.

Database

The database for this study was both primary and secondary. Primary data
were collected from a sample survey of telephone exchanges, current subscribers and
current non-subscribers of telecom services in both Karnataka and Goa. Because of
ingtitutional differences, different sample designs were developed and implemented
for Karnataka and Goa. In total, 81 (or 4) sample exchanges, 1100 (or 200)
subscribers and 1100 (or 200) non-subscribers were selected by simple random
technique in Karnataka (or Goa) State. Secondary data were collected from official
publications of Department of Telecommunication (DoT) at the national level,
Directorate of Economics/Planning and Statistics at the State level, annual reports of
Karnataka Telecom Circle (KTC) and Goa Telecom District (GTD). In addition,
unpublished data were collected from records in sample exchanges of KTC and GTD.
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Moreover, policy information and basic data on development of telecom sector, as
available from the websites of the Department of Telecommunications, BSNL or
Corporate Office, Telcom Regulatory Authority of India,(TRAI) KTC and GTD were
used in this report.

M ethodology

The study has distinguished the demand for telecom services between access
demand and usage demand. The access demand was distinguished between the
individual or household access demand and aggregate access demand. Throughout,
the focus of analysis of these demands was on (a) the socio-economic and
demographic characteristics of household demanders in rural and urban areas; (b)
pattern of awareness and current/probable utilisation of telecom services (i.e. basic,
value added, broadband and mobile services) by household subscribers and non-
subscribers in rural and urban areas; (c) estimation and prediction of socio-economic
determinants of access and usage demand for telecom services; and (d) projection of
access demand for households, based on their socio-economic characteristics.

For the estimation of determinants of demands for telecom services, different
models were used. Binary Logit Model was used for the estimation and projection of
probability of household access demand for telecom servicesin rural and urban areas.
Panel data models estimated the aggregate access demand, where the dependent
variable was a measure of teledensity at the revenue district level. In the same way,
panel data models estimate the aggregate usage demand, where the dependent variable
was the total number of metered calls at the telecom district level.

Major Findings

(1) The description of primary data showed the consumers low awareness of
telecom services including phone-plus-services, value-added services and
broadband services, and poor knowledge of social and economic uses of these
telecom services. Consequently, low subscription to these services was
evident in the sample survey results. In addition, subscription to mobile
services was low, and probable subscription in future, among the current
subscribers of landline was not remarkable, especially due to lack of
appreciation on its uses and cost.

(i)  The estimation results of the Binary Logit Model showed that, of all the socio-
economic and demographic characteristics, income and location of friends and
relatives in local call area had positive and significant impact on the demand
for telecom services in Karnataka State. This result was found to be invariant,
if the sample were separate for rural and urban Karnataka. In case of Goa
State, income and education (especialy, higher education) variables had
positive and significant impact on the demand for telecom services, in both
pooled and separated samples.

(ili)  The single most important variable that influenced the demand for telecom
services in both Karnataka and Goa was income of the sample households.
Thus, income variable was focussed in predicting the demand for telecom
services in both the States. The predictions showed that, given the average
income, family size and age of households, and if the household was female,
belonged to SC or ST, working in tertiary sector occupation, having higher
education, income tax payee, belongs to nuclear family, and having majority
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(iv)

(v)

(vi)

(vii)

(viii)

of friends and relatives in local call area, the probability of subscribing to
telecom services was equal to 0.808 (or 0.825) in Karnataka (or Goa) State.
Other things being equal, with a 10 per cent increase in average income, the
probability of subscribing to telecom services was equal to 0.812 (or 0.828) in
Karnataka (or Goa).

For Karnataka State, aggregate access demand was determined and predicted
by growth of institutions, such as educational institutions, health institutions,
financial institutions, social welfare institutions and industrial institutions. In
total, the estimation of panel data models included 45 sub-groups of
institutions. The estimation results showed that, of the institutions, educational
institutions were the most important determinants of aggregate access demand
for telecom services in Karnataka State.

For Goa State, the relationship between levels of telecom development and
economic development determined the aggregate access demand by sample
taluks. Using data on 55 indicators at the taluk level, and by using Rank Score
technique and simple correlation coefficient, this study found that economic
development in general, and education development in particular, were the
most important determinants of aggregate access demand for telecom services
in Goa State.

Impact of telecom development (either in terms of teledensity or total number
telephones) on economic development (as proxied by per capita income) in
Karnataka State was estimated by panel data models, using the district level
data. In al the estimations, the impact of different telecom variables on
economic development was found to be positive and statistically highly
significant.

The estimated determinants of aggregate usage demand for telecom servicesin
Karnataka State offered evidence for the impact of changes in per capita
income, share of tertiary sector in State income, benefits of network and call
externalities, and implicit price of telecom services.

Using the average monthly expenditure on telecom services of sample
subscribers by telecom districts in Karnataka State, an initial and indicative
explicit price effect on aggregate usage demand for telecom services was
estimated. The results showed that, if the price of telecom services was
increased, such that the monthly telephone bills went up by one per cent, and
other things being the same, the usage demand for telecom services was
reduced by about 0.5 per cent in low capacity exchanges and by about 0.2 per
cent in high capacity exchanges. However, these results are merely indicative
and tentative.

Major Policy Recommendation

For Improvementsin Demand for Telecom Services

* Increase awareness of services, knowledge on the usefulness of services, and
information on cost/price of services.

e Attainment of higher economic development in general, and higher development
of tertiary sector (especially, education sector) in particular, for increasing the
aggregate access and usage demand for telecom services.

e« As increase in income of the people is a consequence of overall economic
development as well as its wide distribution, growth-cum-equity strategy for
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development shall go along way in improving future demand for telecom services
in the State.

e Initial evidence on price effects is negative on aggregate usage demand for
telecom services in Karnataka State. Hence, upward price revisions may not be
attempted from the viewpoint of increasing demand for telecom services.

For Improvementsin the Provisioning of Telecom Services

* Periodic and practical training at the level of DEs, SDEs, JTO and linemen to
spread the awareness on the nature and quality of services, especidly in rural
aress.

* Introduction of a new incentive structure and better working conditions for field
level staff, especially at the JTO and linemen level is essential to motivate towards
new learning and to face the new challenges of modern technology and
competition based on performance indicators and personal services

« Strengthen and expand aggressive marketing strategies to retain the current market
share and to increase future market share of telecom services, especially in mobile
services, by professionalisation of marketing department.

* Village Public Telephones (VPTs) have no important role to play in the context of
expanded telecom services in Goa State. Thus, they can be converted like any
other telephone in a government office.

» Sanchar Sevek Programme has made a promising beginning to boost the demand
for telecom servicesin rural Karnataka, which can be given atry in Goa.

» Given the usefulness of VPTs, they need to be strengthened in future in rural
Karnataka

e Avallable data on revenues should be shared with researchers and public for
scientific analysis of policy implications, such as, impact of tariff changes on
usage demand both at the aggregate level and at the disaggregate level of services.

e Advance cable planning in anticipation of demand is essential to virtually
eliminate the pending cases.

* The concept of ‘Gramaphones is not practiced in both KTC and GTD. If
permissible, the concept can be tried in Karnataka and Goa states on an
experimental basis based on the experience in Andhra state.

14. Spin-off Effectsof Industrial Incentivesin Kar nataka:
A Study of Mega Industrial Units

K Gayithri

The recent practices of the state governments in India of encouraging
industrial investment by way of offering various financial and fiscal concessions have
made the system very complex and expensive to the state exchequers. In view of the
scarcity of resources at their disposal to give away any direct doles to the industrial
units, the governments have been sacrificing the revenue due to them from the
manufacturing activities in the form of sales tax, entry tax, purchase tax, etc. These
practices have been resulting in lot of distortions and the government is not in a
position to keep track of the extent of revenue loss caused by such concessions. In
fact, athough these concessions to the mega units have been enjoying such
concessions in the state for the last decade or so, there is no exact account of the loss
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of revenue to the state exchequer let alone accounting for the benefits that have
accrued to the state, which is unfortunate. While there can be no second opinion on
the importance of promoting industrial development of a region, the strategies
adopted to pursue it is a subject that needs to be reviewed and evaluated from time to
time.

Objectives

The present study aims at addressing some of these issues in the context of
mega industrial investments (Rs.100 crore and above) in Karnataka. The overall
objective of the study is to examine the spin off effects in terms of the economic
benefit such as employment, investment and demand creation. It is also important to
examine whether such benefits are commensurate with the cost incurred in promoting
industrial investment.

In the present study, an attempt has been made to analyse the behaviour of
industrial investment, employment generation from the manufacturing sector by using
the secondary data published by Government of Karnataka and Annual Survey of
Industries, a publication of CSO. This has helped us to draw some inferences
regarding the benefits of industrial develoment in Karnataka as compared with other
industrially advanced states and also the state’s behaviour over a period i.e., before
and after the introduction of incentives for the mega units.

In addition, the present study has been able to contribute to the understanding
of effects of salestax concessions on the state’ s sales tax revenue performance. Thisis
certainly an improvement over the prevailing situation, in view of the fact that, the
exact loss of revenue to the state exchequer has not been precisely estimated so far. It
was possible to get an accurate estimate of year- wise revenue loss from the year
1993-94 and study the distribution of the concessions by various divisions and the
units. This dataformed the basis for further analysis.

The present study has also attempted the tracking of exact revenue loss to the
state government caused by the concessions to the mega industrial units in the state
during each of the financial years after 1993-94 and also study its distribution by
various divisions and products.

Summary and Conclusions

The results reveal over time a substantial increasein the loss of revenue to the
state government. This, however, does not reflect the entire loss of revenue to the
government, as there are also many other large and medium industries and the small
industrial units that have enjoyed similar concessions during the last decade. Hence,
we have a strong reason to believe that this could be an important factor among many
others in the decline that has occurred in the buoyancy of the sales tax revenue during
the last decade as compared to that of 1980-81 to 1990-91. In addition, to the sales tax
revenue loss, the state has also lost considerable revenue on account of liberal
concessions offered by the government under stamps under registration charges. The
government does not estimate the cost.

Regarding the benefits that have accrued to the state on account of such
industrialisation, we are currently not in a position to quantify benefits accruing from
each of such investments due to the short time at our disposal, but, we have made a
comparison of the industrial growth in Karnataka vis-a-vis some industrially advanced
states and state’ s own performance during the reform phase as against the pre-reform
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phase. The results reveal that while Karnataka state has been in a position to attract a
few industrial units with huge investment, it seems to have occurred at the cost of
employment and balanced regional development. Employment generated from the
large and medium industry has in fact had a decline even in absolute numbers
between the year 1998 and 2003. Thisis a cause of serious concern. Capital intensity
of the industry has increased considerably. The governmental policy of encouraging
new investment by way of giving fixed investment based concessions seemsto bein a
total contradiction to the employment promotion policy of the government. In
addition, there has been a problem of excess capacity creation by the industrial units.

Going by the nature of new investment that has taken place in the state in the
last decade and its distribution in the state, it appears that the concessions offered are
largely redundant. This is in view of the fact that largely new resource based
investment has occurred in the resource rich regions like Bellary, Gulbarga, Dakshina
Kannada and Uttara Kannada. These units possibly could not have come up in any
other regions other than their resource base, as transport cost would be enormous
otherwise. All the other mega units that are non-resource based have come up in and
around Bangalore and Mysore which are endowed with better infrastructure facilities
and also could offer other disadvantages such as proximity to markets agglomeration
economies, availability of skilled manpower, access to various governmental
departments etc. For these above reasons neither of these two categories of investment
needs to be wooed by way of offering such expensive concessions. Government is
justified in providing the required infrastructure, however, not by losing large revenue
in schemes such as concessional stamps and registration charges and electricity tax
exemption.

It has been opined by a majority of the units that have been located in these
resource rich regions that the main factors that have guided the location of their firms
is the local resource base and the availability of raw material. No doubt, they have
graded the sales tax concessions also as very essential but it is surprising to note that
some units have not been in a position to utilise even one third of the available
concession amount. There are problems due to lack of parity among the investment,
rate of tax and tax concessions. Rate of tax on declared goods like steel is very low,
while the investments are highly capital intensive. Under such circumstances,
complete utilisation of the concession is difficult giving room for various
disingenuous methods by the units to utilise the concessions in full. Such practices
have become easy to adapt in view of the fact that some of the tax-exempt enterprises
are part of a bigger non-tax exempt enterprise and this has given room for inter-
company transactions and avoidance of sadles taxation. Inter-state competition
enhanced the bargaining strength of these units and helped them maximise benefits by
setting up expansion unitsin anumber of states. Thus, for the nation as awhole, while
the additional; investment may not have been substantial; revenue loss has certainly
been very large.

The present policy of Government of Karnataka in providing the infrastructure
support is good. Nevertheless, the huge costs associated with it such as Stamps and
Registration duty concessions and electricity tax concessions need to be withdrawn.

Hence, there is a need to carefully review the strategy of promoting industry in
the state.
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15. Karnataka Public Enterprise Reform Programme (2000-2003)
M eenakshi Rajeev and Paramita Dasgupta

Introduction

Decision making during a period of transition in the phase of reforms, has to
confront several types of problems. Two major concerns arise here are pace and range
of reforms and their political feasibility. These issues are crucial when we speak of
public sector reforms in India. Liberalisation process in India began with the opening
of its domestic market to foreign investors at the same time simplifying the complex
industrial licensing system. However, the reforms of the public sector units were not
addressed for obvious reasons. The employment reduction that privatisation would
bring about was unacceptable at the political front. However, as the dramatic rise in
budget deficit and the adverse baance of payment sumounted, successive
governments, both central and states, were forced to contemplate various measures to
pruning the expenditure. In the process, the idea of disinvestment in the public sector
enterprises (PSEs) slowly got accepted even to the leftists with some reservations.

Comparisons of the state and central PSEs by different performance indicators
reveal that in general state PSEs are less efficient than the central PSEs. Unlike the
central PSEs, which are managed by professionals specialised in the field, state PSEs
usually are managed by bureaucrats who are transferred frequently, disrupting any
growth oriented long-tem planning. Furthermore, given the precarious fiscal situation
of most of the states, the urgency of PSE reforms assumes significance.

The beginning of the year 2002 has seen some concrete reform measures
concerning the state PSEs in Karnataka. The state has in fact come up with precise
policy prescriptions for reform and the implementation process was taken up.
Following the move of the central government, the state of Karnataka, aso
established the Department of Disinvestment as the nodal agency to carry out the PSE
reform programme. One of the interesting features of this new initiative is to identify
enterprises for privatisation not with the criterion of profit but on basis of the type of
activities that the units are engaged in (commercial/non-commercial etc.). Decision to
close anumber of enterprises was taken and government order issued to that effect for
the respective enterprises. Disinvestment has been planned for many other PSEs also
but the actual process is yet to commence. Closure of an enterprise has a negative
impact on the employees, who become jobless immediately and therefore it was
necessary to put in place appropriate safety net programmes.

Objectives and M ethodology

Given this background the study has been designed with the following
objectives:

* Toreview the reform policies undertaken by the state government in recent times.

* To work out an estimate of the actual financial burden on GoK arising from a
selected set of enterprises. The estimations were necessary to establish that
decision making merely on the basis of balance sheets would be misleading.

* To examine the current status of the employees who have opted to retire under the
voluntary retirement scheme (VRS). The state government has initiated a training
programme to help these employees to seek aternative employment opportunities
and we intend to study here the impact of this programme.
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The study is based on secondary data analysis and also on the primary survey
of the employees who have come under the VRS.

Major Findings

Karnataka established a wide industrial base as early as the 19" century itself.
The State played a significant role in the industrial development of Mysore even in
the colonia period. The Dewan of Mysore, Sir M.Visvesvaraya began with the
popular phrase ‘industrialise or perish’ in 1912 and therafter played a crucial role in
developing a strong industrial base in the state. At present the state of Karnataka has
the highest number of PSEs in India. By the end of March 2003, the state had 90
PSEs. However, many of the state enterprises, which were once flourishing, later
turned to be perennial loss makers.

Findings:

* Anin-depth analysis of few selected enterprises reveals that financial loss to the
GoK is much higher than the loss incurred by the respective enterprises as shown
in their published balance sheets. This is due to conversion of unpaid loans to
equity, waiving unpaid interests etc. It also reveals the actual financial loss to GoK
incurred by the so-called profit making companies.

e From our field survey it is revealed that over employment is the most important
reason for inefficiency. This has also come out from the econometric analysis of
the secondary data. Our field survey divulges lack of autonomy to management
and frequent political interventions as other crucial reasons for failure to record
profits.

e In this milieu, the beginning of the year 2002 has seen some concrete reform
measures aimed at the state PSEs in Karnataka. The Public Sector Restructuring
Commission was formed in 2000 and its recommendations have been considered
carefully. In 2002, the state had drafted precise policy for reform and the
implementation process. One of the interesting features of this new initiative as
mentioned earlier is to identify enterprises for privatisation not through profit
criteria but on the basis of the kind of activity that the enterprise is engaged in
(commercial/non commercial etc.).

If in a particular sector where there is dominant presence of private
entrepreneurs then the ‘market failure’” argument does not hold good. There may be
some public enterprises which are profit-making like the Karnataka Soaps and
Detergents Ltd. However, given the fact that there are a large number of private
players in this segment, it is generally perceived to be that ‘government has no
business to do business' in this sector. Furthermore, our econometric analysis of
secondary data reveas that the performance (measured in terms of profit and
turnover) of the commercial public enterprises is no better than the other PSEs
namely, development enterprises.

» For public sector reform, whether it is closure or disinvestments, retrenchment of
labour becomes essential and the VRS s initiated for this purpose.



e Inthe 3 year period 2000-2003, 4,000 people have opted for VRS, and the average
payout towarcs this has been placed at Rs.350,000-400,000. This is about 2.5
times the annual pay of the retrenched workers and compares substantially better
than similar payments made in other Indian states and developing countries. The
GoK has already spent over Rs.275 crore on VRS payments for employees in
PSEs included in phase | of reform. Another Rs.500 crore is required for making
VRS payments in the remaining commercial PSEs. Training programme (saf ety
net) to rehabilitate labour is also initiated by GoK.

« Employeesin the age group 50-53 constituted the highest share of those accepting
VRS. It was the highly skilled employees who opted first.

* Most workers retrenched through VRS are seeking alternative employment;
nevertheless preference for self-employment is low due to the perceived risks
involved. Our survey reveals that about 68 percent of the employees are seeking
new jobs.

e Most retrenched employees are unaware of social safety net programmes initiated
by the GoK. The few who attended these awareness programmes were not
convinced about its utility, but made suggestions to improve the effectiveness of
the same.

16. Rationalisation of Entertainment Tax in Karnataka State
Maathai K M athiyazhagan
Introduction

Entertainment Tax (ET) is charged at all places of entertainment, where
admission is by ticket. It is not an important source of tax revenue in Karnataka as it
contributed just less than half a per cent of the total State’s own tax revenue during
2002-03. Notwithstanding, its contribution to State’s own tax revenue, declined from
3 per cent in 1987-88, to 0.39 per cent in 2002-03, and is not elastic in nature. Though
the rate of ET has been high (i.e., currently 70 per cent) over the years, the revenue
collected from ET is not significant in the State on account of its low base, and the
concessions and exemptions given for Kannada films. It can also be argued that lower
tax revenue may be due to the failure to collect taxes, which are due. Therefore, to a
large extent, the desired level of tax revenue in the State may be achieved only by
capturing the tax revenue lost due to the ineffectiveness of tax administration or by
curbing tax evasion or by increasing the tax base. In this context, there was a need for
adetailed study in terms of factors determining ET in the State.

Key Objectives. The genera objective of the study is to provide a rationalisation of
the ET in the State. The specific objectives are: to review the administrative system of
the ET; study the factors determining the ET; analyse the financia implications of
uniform ET in the State and to find out tax evasionin the ET.
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Data Source and M ethods

Various documents and reports of the government on ET in the State,
important factors determining ET, and the number of entertainment units, total
audiences, total tax enforcing authorities, and components or sources of ET have been
gathered. A Multiple Linear Regression Model has been used for this anaysis. A
framework for estimating ET evasion in the State was also designed by adopting a
simple method by considering the difference between the entertainment tax revenue,
that is due from the cinema theatres operating at full capacity, and actua collection of
ET from them. For this purpose both primary and secondary data were collected.
Various annual reports of the Finance Department, Handbook of Satistics, of
Directorate of Economics and Statistics, Government of Karnataka provided the
secondary data. The primary data are basically from the focus group discussion with
the ET officers, theatre owners, film producers and distributors.

Major Findings and Suggestions

The magor findings have been summarised in terms of administrative
difficulties, size, growth and trend pattern, factors of determinants of ET, evasion of
ET, and the implications of the uniform rate of ET for Karnataka.

As for the administrative difficulties, firstly it was found that effective tax
collection was constrained because i) no appointed ET officer in respect of any area
under the Karnataka ET rules of 1959 in Clause (g): ii) enforcement of ET Act is
rendered ineffective because of the dual control i.e., the licensing authority of the
entertainment units with the Revenue Department of the State while enforcement of
the ET Act is by the Office of the Commercial Taxes; iii) no power for ET officer to
impose fine on the guilty; iv) limited manpower and v) the meagre amount of revenue
collected from ET.

The differential ET rate for amusement and recreation parlours, which is
highly discretionary, provides room for misuse whereby the admission rates can be
kept below the stipulated amount of Rs.250/-. Amusement and recreation parlours in
Bangalore City and important towns are other important sources of ET. The other
component of ET is the additiona tax levied on the basis of admission and the
cinematography shows. The tax on admission is eventually paid by the customers and
Is a contributing factor for the high cost of the cinema admission tickets. It deters the
lower income people who are the major patrons of theatres. Thistax in terms of shows
is not applicable to Kannada, Kodava, Konkani or Tulu films. Discussion with ET
officers reveals that the cinema theatres have misused the facility by screening non-
Kannada movies in the theatre and claimed this benefit of concession. It is another
important cause for low ET tax collection from the theatres. The additional tax on
cinematography shows, which differ in terms of population size of the areas, also
gives room for misuse of the provisions. Once again this problem is accentuated
because of dual control as mentioned earlier.

There is no rationale in fixing the monthly tax rate for video shows across the
three locations, viz, municipa corporations, cantonment boards and municipal
councils. Moreover despite the taxation being progressive across different locations,
the revenue generated is very low. Thisis due to the low level of tax rate considering
the growing number of video shows. The exemption allowed for non-conducting of
shows s also misused.
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The criterion for the determination of the monthly tax for cable TV operators,
based on the number of connections may tempt the Cable TV operators to evade tax
by paying only for less number of connections aided by their improper maintenance of
accounts.

The ET revenue of neighbouring States like Tamil Nadu, Andhra Pradesh and
Maharashtra is three times higher than that generated in Karnataka. In fact Tamil
Nadu with similar geographical size of Karnataka is generating higher ET revenue.
Further none of these neighbouring states are giving any concessions or exemptions to
filmsin their respective state languages.

Cinema theatres being an important source of ET revenue, have been rising
over the years particularly from the permanent category in Karnataka. The estimates
from regression results indicate that there is a positive relationship between the total
number of theatres in Karnataka and revenues generated from ET albeit insignificant
at the desired statistical significance level. It accounts that every one per cent change
in the total number of theatres in the State leads to a two per cent change in the
revenues collected from the ET. Therefore, growth of cinema theatres is very
important to achieve higher revenue from ET Karnataka.

Another important determining factor of the ET in Karnataka is its rate, which
at 70 per cent is relatively higher. The estimate of the regression results confirms that
lower ET rate leads to higher revenue in Karnataka State and further, every one per
cent change in the reduction of ET rate leads to 6 per cent increase in the total revenue
from ET in the State.

An analysis of expected ET revenue from different cinema theatres reveals
that about 82 per cent of the sample cinema theatres considered in Bangalore city has
paid, on an average, only 6 to 8 per cent of their expected ET. This low collection of
ET may be due to higher ET rate of the State, because of the chain effect i.e, higher
the ET rate, lower will be the people visiting and consequently lower will be the
capacity of the cinema theatres filled leading to lower ET collection. Further, finding
it extremely difficult to sustain their business as also manage their huge operating
expenses with the low earnings, a large number of theatres tend to evade ET. Thisis
reflected in the results which indicate that only 18 per cent of the sample theatres paid
10 to12 per cent of ET against their full capacity.

ET revenue collection and its evasion for 2002-2003 and 2003-2004 at 70
percent was analysed and some hypothetical situation on the capacity utilisation at 4
levels of capacity i.e., full, 75 percent, 50 percent, and 25 percent was aso arrived at.
The potential revenue shows a declining trend with progressive declining capacity
utilisation. As for the ET tax evasion, the estimates indicate that the volume of ET
evasion in Bangalore City was lower in 2003-04 over 2002-2003. The absolute ET
evasion at full aswell as at other levels of capacity was also lower in Bangalore City.
The data analysis however, confirm the widespread ET evasion. Thisis also true when
the impact of differentia entertainment tax rate on tax evasion and tax revenue
collection was studied. However, it aso suggests that ET evasion has gone down with
the reduction in the rate of ET from 80 per cent to 70 per cent in 2001-02 and 2002-03
respectively. Again the 10 per cent reduction in ET rate, resulted in nearly 11 per cent
reduction of ET evasion for the full capacity utilisation of seats of sample cinema
theatres in Bangalore City. People tend to evade paying tax, when the ET rates are
high. It supports the theoretical idea explained by famous “Laffer Curve’ analysis.
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Implications of Uniform Rate of ET in the State

This study also examined the implications of the proposal for an uniform ET

rate in India and also the suggestion to reduce the ET to 45 per cent as prescribed by
the Sub-Committee on the Development of Entertainment, Ministry of Information
and Broadcasting. Estimations suggest that the reduction of ET from 80 per cent, 70
per cent would reduce the tax evasion by Rs.1.99 crore in Bangalore City. So further
reduction to 45 per cent which is the uniform rate would apart from curbing evasion
would a'so increase revenue in Karnataka.

Suggestions

There is astrong need for the rationalisation of ET rates to mitigate the difficulties
in tax administration and its collection, enforcement of ET Act, as aso to curb the
widespread ET evasion in the State. It is suggested to opt for a single ET rate
without any additional and service taxesin the State.

It is suggested to adopt an optimal ET rate of 45 per cent in the State. This may
lead to reduction of ET evasion and boost the revenue from ET, provided there is
an effective enforcement of ET Act.
There is a need to remove the exemption of ET rate for Kannada, Konkani or Tulu
films for not only curbing the widespread ET evasion but also to promote and
develop Kannada films in a positive manner. Indeed, it is a sensitive issue in the
State.

It is also necessary to remove other taxes like additional taxes on admission, and
additional taxes on the cinematograph shows in the event of adoption of the
optimal ET rate of 45 per cent. Eventually the State may have only one ET rate of
45 per cent. This should be an acceptable equation to Kannada films or producers
and their associatesin the State.

There should not be any difference in ET rate in terms of urban and rural divide.
The rates for other entertainment units except the cinemas can be retained and
continued with the changes suggested in the respective sections.

The study also observes that the definition of the term ‘entertainment’ is very
narrow and gives scope for corrupt practices. The definition of the term
‘entertainment’ should also incorporate another clause in the Act related to any
entertainment activity entertaining a group people, who are not classified in the
Act, hasto pay ET in the State.

There are lots of live-band groups coming up especialy in the city area in the
State which should be regularised in the State and brought under the ET Act.lt is
suggested that a huge monthly lump sum be imposed on these kinds of
entertainment activities. Of course, it can be another significant source of revenue
out of ET in the State in future.
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17. Profession Tax Base: A Study in Karnataka State

M Devendra Babu

Introduction

Taxation is an important source of revenue for the States in India. The States
derive their powers to raise tax revenue directly from the Constitution. Tax on
Professions, Trades, Callings and Employments (as Profession Tax) is one among
many congtitutionally provided tax sources of the States. Entry 60 of List-1l of
Schedule-VI1 of Article 276 empowers the States to levy tax on Professions, Trades,
Callings and Employments. Further Article 276 (2) of the Constitution puts a ceiling
on the tax amount to be collected which is presently at Rs.2500 per annum on any
individual professon or an ingttution. It is a direct tax levied on the
persong/institutions engaged in the above activities. State Government itself can levy
this tax by adopting an appropriate Act within the limits set by the Constitution or it
can deligate the powers to levy the tax to the local bodies either fully or partially.

Objectives of the Study

In this background, a detailed study was undertaken to explore the possibilities
of increasing the revenue from Profession Tax (PT) in Karnataka State with following
broad objectives.

a) To study the growth and pattern of PT revenue in Karnataka State

b) Suggestions for increasing revenue from PT.

c) Suggest methods for moving to an advalorem rate linked to income up to
the ceiling under the PT, and

d) To identify the new base particularly in the service sector that could be
brought under PT net.

In order to address the above objectives different approaches were adopted.
First, the existing professions/activities brought under the PT, the number of slabs and
rates, exemptions given have been reviewed. Further, discussions were held with the
officers of al the six divisions of Bangalore to identify their problems and
suggestions. Again, various departments such as Information and Bio Technology
Department of Karnataka, the Central Excise Department, which collects service taxes
and the Income Tax Departments, were consulted to identify new professions/services
especially under service sector alongside the Directories and Reports. The analysis
was based on both qualitative and quantitative information. The latter consisted of
secondary sources of information.

Growth and Pattern of PT Revenuein Karnataka

In Karnataka, Tax on Professions, Trades, Callings and Employments Act,
1976 came into force from April 1, 1976. The yield from PT during 1982-83 was
Rs.12.56 crore which went up to Rs.177.77 crore during 2002-03 (provisional). The
growth rate of PT over the previous years was above 20 per cent till 1993-94
declarated thereafter. In fact, the growth rate was negative during 1997-98. The
Annua Compound Growth Rate (CAGR) clearly unfolds that the growth rates were
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15.5 per cent during the eighties and 13.5 per cent in the nineties and 8 percent the
lowest, in the subsequent years. Again, the performance of Karnataka with regard to
thistax is below that of Assam, Chattisgarh, Madhya Pradesh, Maharashtra and West
Bengal.

Further, it isinteresting to note, that of the total PT revenue, bulk of it accrued
from salaried class i.e. 96 per cent and the remaining 4 per cent accrued from the
other professions. This highlights the fact that there has been a slow growth in the PT
yield in contrast to the growth observed in the service sector in recent years. Many
factors like coverage, slab system, rates, exemptions, non-inclusion of emerging
professions in the service sector, administration of the tax have contributed to this
situation.

Suggestionsfor Increasing Revenue From PT:

* Rationalisation of tax slabs

e Rationaisation in ceilings and exemptions

* Toidentify and bring those professionals avoiding PT through field survey
* Administrative Restructuring

e Awareness creation on the part of the PT payers

» Proper coordination with professional and business bodies

e Computerisation of PT.

* PT registration should be made mandatory in all professions and employers.

Methodsfor Moving to an Advalorem Rate System Under PT

The study after reviewing the pros and cons of switching over to advalorem rate
system found it administratively difficult to administer. The main hindering factors
are:

e Caelling limit imposed under Constitution
* Applicable only to the salaried class
* Generally applied in indirect taxation because of value addition at different stages.

New Basefor Increasing Revenue under PT

The study has identified a large number of new professions/services
particularly in the service sector for levy of PT.

18. Rural Water Supply: A Comparative Study of Gujarat and
Karnataka

K V Raju

Evolving appropriate systems, structures and policies for effective water
supply to rural areas has emerged as a key challenge for many state governments in
India. Traditiona arrangements through which rural communities secured their water
supplies — community and private wells, tanks, rivers — have gradually declined partly
with the spread of modernity and rising expectations and partly because of
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government efforts to deliver piped water supply. The rura water supply(RWS)
problem has two dimensions. One is of choice of appropriate infrastructure/institution
combine. The second is the issue of water-security through better planning and
management of water resources. There is however, limited availability of organised
literature on policy and design alternatives in RWS. Especially in Gujarat, there has
been growing hiatus between government agencies and civil society of what might be
the best approaches to meeting the RWS challenge. The government and donors have
been investing huge sums on building pipeline schemes and inter-basin transfer of
Narmada waters. This study is an attempt to contribute to the existing knowledge gap
in understanding and also the anaysis of issues from various dimensions. It
commences as the first lap in a multi-year enterprise, which will hopefully shed useful
light on the ongoing discussions on RWS policies and strategies.

The main focus of the study is to: @) analyse, through a survey of households
in Gujarat and Karnataka, how domestic water needs of rural households are actually
met, the real costs (monetary and non-monetary) of securing water supplies, and the
level of ‘water security’ enjoyed; b) analyse asymmetries in access of RWS amongst
households of different caste, class, wealth, political weight categories, and the extent
of vulnerability of poor households; c) analyse the performance of alternative RWS
systems —pipelines, tankers, panchayat water works, traditional community sources,
private sources — in terms of adequacy, reliability, water security, costs, quality and
other criteria from the perspectives of rural households;, and d) develop an overall
situation analysis for RWS in the two states along with a policy research agenda for
2004.

The study was supported by the International Water Management Institute-
TATA Programme. For Gujarat component, ISEC has collaborated with Dr. Keshab
Das, Gujarat Institute of Development Research, Ahmedabad.

Summary

The studies carried out over the last one year fall into two categories; @) Rural
water supply, and b) Peri-Urban and Urban water supplies. The studies covered two
states — Gujarat in western India and Karnataka in south India, both represent semi-
arid region of the country, for field observation based analysis, while macro picture
was captured from literature review and intensive discussions.

The RWS study is an attempt to understand the problems at various levels and
also from different dimensions. It has helped to explore aternatives in a given
context, understand generic issues and casua relationship for current situation.
Villages representing different agro-climatic zones were surveyed with specific focus
on water quality problems, groundwater depletion, coastal, sub-urban, politically
controversial, and villages where externa agencies worked with some success. A total
of 40 village level (20 each in Gujarat and Karnataka) case studies helped to
understand the field realities. Based on these case studies, an analytical report was
prepared focussing on, a) key approaches to rural water supply, b) users view
reflected in citizen report cards, ) the manner in which the perceptions of various
players affect, d) tracking of emerging trends, €) identifying major constraints, and f)
strategic options.

The peri-urban and urban water supply studies covered various aspects in a
given urban context and mapped out different dimensions of the growing complexity
of those problems. We carried out intensive studies as detailed below:
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a)

b)

Kolar, a small town with 100 per cent dependency on groundwater where 97
percent of its sources are non-potable. The 985 household survey across 31 wards
indicated that citizens get water ranging from 25-85 litres per capita per day. The
entire study was carried out in active collaboration with local city municipal
council. The study findings were presented in public forum, wherein all senior
officers of the government, elected leaders of the municipal council, and citizens
participated. Large-scale media publicity generated intense debate in the public
forum, which resulted in higher-level debate in the State Assembly. Finally the
state government, appreciating the research study, sanctioned Rs.50 lakhs to
resolve the problem. Now, the CMC wanted ISEC to help in preparing the action
plans and implementation strategies. ISEC is planning to involve local engineering
colleges and other organisations to prepare sustainable water supply plan for the
city, and to begin with in a couple of wards, where the councillors have shown
interest.

In another urban study, 710 households with borewells in Ward-39 of the
Bangalore Metropolitan area indicated that every tenth house has a borewell, and
in the residential layouts, every house has a borewell with a depth up to 600 feet.
We utilised local high school children for the household survey. In the study area,
dependency on groundwater is high, and being a newly developed area, older
habitations and new residential layouts compete for limited groundwater, till or
even after city piped water supplies came in. Levels of groundwater extraction,
financia investments by different types of users, power consumption levels were
captured. The study also looked at how in a couple of years, the borewell
associated assets have become non-performing, once piped water supplies started
and how poor planning and regulation affect both citizens and natural resources
sustainability in a growing city context.

It also attempted on a smaller scale to understand the groundwater contribution
and role of various players associated with groundwater in Bangalore Mega city.
Its preliminary findings were quite revealing to the citizens of Bangalore and more
so the agencies involved in urban water supplies. The study covered different
categories of groundwater extractors and users. It also mapped out roles of various
agencies. Other key dimension of the study was to focus on waste water
generation, its quality, impact along with flow with supportive evidence through
water samples test, and potentia for reuse, particularly from wastewater flowing
in Vrushabhavathi valley. Presently the city water supply and sewage authorities
are discussing our findings.

Findings

Ground water depletion will continue further unless more serious efforts are not
taken to solve the problem. Legal restraints have to be more stringent and clear.
Although Karnataka has passed the Ground Water Bill and taken the first step
towards regul ation, implementation is still not effective.

Quality problems and its effects on health are taking its toll in both Gujarat and
Karnataka. Deflouridation and desalinisation units have to be used more
effectively by creating awareness campaigns more intensely; else the objective
will not be met. Flouride in water will cause long-term harmful effects, which the
people have not realised. Need for trained personnel in maintaining and managing
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the treated water is a must. Location of the deflouridation plant should be placed
whereit is convenient for people to access, particularly in large villages.

e Co-ordination between the government, NGO’'s and the people in recharging
water which compensates the demand for water and also quality water by
supplementing through reviving the traditional resources and rain water harvesting
methods. Effective results in Gujarat on should be replicated more intensely in
Karnataka too. When people are involved and they see the positive effects, the
spread effects will not be stopped.

e Co-ordination between all the departments working on water resources need to
understand within themselves the objectives of respective departments and have a
common vision so that the problem will be covered from different dimensions.

* Water conflicts that arise mainly due to scarcity, following poor management and
untimely action can be solved with appropriate measures.

» Changing the perceptions of various stakeholders is important and there is need
for a common platform where the issues can be discussed and the approach by the
implementers should have sensitivity. Presumptuous actions without involved
people or involving the elite in the villages should be avoided, helping all sections
of society to voice their opinion. Training at all levels is necessary, inclusive of
the implementers about how they need to address the issue. Need for clarity about
their roles and how they have to perform their roles is important to avoid
preconceived notions among the implementers. It is imperative that people should
be involved and allowed to make decisions.

e Awareness creation needs to be promoted at all levels addressing various issues of
the problem and also researched. Popular practices adopted in states like Gujarat
can be replicated in other states also.

» Attacking the political interventions is a difficult task. They can be tackled by
increasing the awareness among the people regarding their rights to enable them
to fight for their genuine needs and rights. There is a need for transparency and
accountability at al levels by making the system effective where the information
and data should be made available at all time.

19. Institutionsfor Rural Infrastructure: Emerging Dimensions
A Case Study of Karnataka

K V Raju

Institutions play a critical role in the development and performance of rurd
infrastructure. This study is to empirically map how the nature of institutions affects
the productivity of rural infrastructure and thereafter delineate the basic principles for
an ingtitutional framework that can help raise the performance of rura infrastructure
services in a developing country like India. The study basically covered four elements
of rural infrastructure namely, a) roads, b) irrigation, c) power and d) tele-
communications.

The study has considered these components of rural infrastructure in terms of
institutions for (a) financing, (b) building, and (c) operating and maintaining with the
focus on how ingtitutions can improve the performance of rural infrastructure. The
focus was to discern the basic principles, which help certain types of institutions to
succeed, while others fail. In addition, the study also reviewed the type of
accountability and transparency achieved in new institutions; identified the change or
shift or the new roles and responsibilities of the new institutions and assess their
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performance since their inception. It aso brought out the rational for their
establishment, and how they in turn enabled the infrastructure to perform better.

To assess these dimensions of the infrastructure, case studies were carried out
in the selected states. It covered the extent of resource mobilisastion, changes
introduced in processes, process of monitoring the learning, modifications introduced
in accountability and transparency, key achievements, major constraints, and
suggested possible remedies. The study also focussed on policy framework, legal
framework and regulation mechanism for the current and future as well. The study is
based on areview of literature in the developing countries.

The output of the research report was disseminated through a) draft report of
the discussion at the policy level workshop for senior officials and for private firms,
b) discussion papers and journal articles, c) policy briefs, and d) research report/book
for wider diffusion.

This is a collaborative research study between the Institute for Socia and
Economic Change and the International Food Policy Research Institute (IFPRI),
Washington DC. Dr. K V Rau of ISEC and Dr. Ashok Gulati of IFPRI were the
project leaders.

Summary

Publicly provided infrastructure services have often delivered poor quality
services with inadequate coverage. Governments in many countries have begun to
allow private provision of infrastructure services to increase the efficiency levels and
to ease the strain on public finances. Change in technology has created conditions for
competition, in the energy and telecommunication sectors. Private provision is less
promising which is pronounced in the road and the water sectors. To encourage
private investment, two factors need attention:

» Political and regulatory reform as far as pricing is concerned.
* Enhance the credibility in the government’s new regulatory framework.

Among the reasons for private sector success has been the establishment of
appropriate and transparent regulatory structures. Governments have ensured greater
coverage of poor people by incorporating coverage target and by allowing flexibility
in the prices and quality. The regulation of private providers is possible in some
branches of infrastructure only, while a natural monopoly condition persist in other
branches. Building effective regulatory structure requires accounting for quality and
existence of supporting institutions. Flexibility in institutional design is called for, on
the part of the regulators or else there is a possibility of corruption there also. Cost of
infrastructure provision can be decreased by approaches like community participation.
Greater information flow between the users and providers of services can produce an
institutional design that serves the community better.

Rural infrastructure represents a substantial and growing component of World
Bank activities. Currently, over one-fifth of the World Bank rural sector lending is
spent on rural infrastructure. So, correct strategy is required for the provision of any
service, whether public/private goods or for single/multiple communities.
Decentralised decision-making combined with efficient service delivery is the most
conducive path, which can be followed.

The local private sector is often involved in al types of infrastructure service
construction or operation and maintenance, primarily as a contractor. Direct
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involvement is limited. At the micro project level, local communities are much closer
to the private sector than that of the government. Whether infrastructure is public or
private, the foremost consideration should be accountability, enforced through
transparency, open competitive bidding, incentives for performance, audits,
participation of sub-groups etc. Even though the above is followed in certain sectors,
it has not fully envel oped the segment or the other dimension is that the desired results
have not been reaped. Rural infrastructure programmes should be designed in such a
way that it taps the potentials of private sector, decentralised local governments and
community-based organisations. Government should restrict itself by providing and
developing the policy framework suitable for maximising the role of private sector
and the communities. While monitoring and evaluating the project, the link between
social capital and rural infrastructure should be traced.

Findings

e More funds and activities towards research and development are called for,
irrespective of the section of infrastructure. For the development of any field, new
vistas have to be expounded continuously at every stage. And for this, research
has to be undertaken systematically in order to catch up with the development
race.

» Information on infrastructure facilities needs to be pooled by a market committee,
which can give ready made information on the availability or dearth of particular
servicesin a particular village to the concerned, like local governing authorities.

» If any check is brought about as a measure, first step to be taken is to give the
same a legal status, so that it becomes mandatory and is also followed serioudly.
In cases where this is not done, the objective behind such a check goes into the
drain.

e Fiscal and monetary measures to encourage local production. For example, if
more number of Village Public Booths are aimed at, then the local government
should chart measures like provision of soft loan (lesser interest rates and longer
repayment periods), exemption from payment of tax during the infant stage of
establishment etc. which, would encourage the villagers to take such initiative.

» Streamline the procedures rather than to diversify, in order to plug in the
loopholes. Therefore it calls for smplification of steps within alimited frame like
the ‘single window clearance.’ For an approval when more stages are involved
this paves way for corruption and red-tapism. Therefore it, calls for curtailing of
the stages/steps, particularly for sanction of licenses and flow of funds from top to
bottom tiers.

» Time frame need to be inculcated for all projects along with a tight follow-up. A
specific goal should be staged for the respective project and for the respective
region and not ambiguoudly state like toe PMGSY stating that the rura regions
need to be linked up by 2012 (which is not amicro target at all).

* Improving the efficiency of the existing utilities to be considered rather than new
schemes/plants. Much botheration should be diverted on the qualitative aspect of a
particular service rather than to boast on the existence of the quantities of schemes
for a service/segment.

e« The success to achieve people’'s participation depends on the attributes of
leadership of the project/department concerned. The dictatorial, bureaucratic,
corrupt, non-transparent and non-committed leadership does not reap fruits in
favour of the people at large. So leadership is the topic of concern here.
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20. Urban Water Supply: A Compar ative Study of Bangalore and
Paris

G S Sastry

Water is a basic necessity and a minimum per capita litre per day is essential
for human existence. With rapid changes in several social, economic and
environmental characteristics demand for water has been increasing at an alarming
rate. This has led to the problem of water scarcity through out the globe and for
obvious constraints, the problem is more acute in developing countries. In this
context, there is ample scope for devel oping countries to learn the water management
experiences from developed countries in terms of technology, institution, pricing, cost
recovery, treatment and reuse of wastewater. The present study is such an explorative
one between Bangalore and Paris. The study is based on the research grant to the
author from the Sir Ratan Tata Trust (SRTT) research endowment.

In India, constitutional provision has been made under the state list to ded
with the water resources along with Central Provision under Article 242 of the
Congtitution. While, there is (are) no specific legidation to deal with the water
resources, one can find severa legidations on water quality. Of late, water has been
treated as an environmental resource and legislation on water pollution control was
enacted to deal with the problem. Subsequently, the policy statements such as, the
National Conservation Strategy and Policy Statement on Environment and
Development, 1992 and Policy Statement for Abatement of Pollution, 1992 were
adopted by the Government of India to treat water as environmental resource in the
country. Not withstanding the acute water problem, the Ministry of Water Resources
had adopted the first ever Water Policy in 1997 for holistic management of water
resource in the country followed by its revised and up-dated version in 2002. The
water resource was managed under the head “Irrigation and Power' under "Public
Works Department’ during the Colonia rule. Subsequently, after several institutional
restructuring, the Ministry of Water Resources was established in 1985 to manage the
water resource in association with the Ministries of Agriculture, Rural Development,
Urban Development, Environment and Forest, Industry and Power.

In France, the evolution of water policy began with the Act, 1898 dealing with
water rights by highlighting sectoral management of water. The subsequent Water
Act, 1964 promoted global management of water resources (distribution and anti-
pollution measures) and underlined the importance of water resources in managing
economic development. The unique feature of this Act is the establishment of water
agencies and basin committees for the management of water resources in the country.
Later, the Natura Protection Act, 1976; and the Fishing Act, 1984 also highlighted
the protection and management of water resources. The revised and updated Water
Act, 1992 promoted balanced management of water resources. At the national level,
the water management responsibility is shared by the Ministry of Environment,
Agriculture, and Public Works. An Inter-Ministerial Committee chaired by the
Minister for the Environment coordinates the activities of the water policy. While, at
the local level, mayors of communes (equivalent to village panchayets/urban local
bodies) are responsible for water supply and sewage disposal. Normally, communes
based on the existing privilege, delegate powers to private agencies for water supply
and sewage disposal, which is popularly known as Public-Private Partnership. This
model is very successful in France in particular and Europe in general.
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Bangalore with 6 million inhabitants gets 753 MLD of water per day from the
river sources Cauvery (683) and Arkavathy (70). Accordingly, the per capita water
supplied per day is 126 litres. Since almost 35.7 per cent of the total water received is
not accountable, the per capita liter consumed per day reduces to as low as 81 litres.
Almost, 56.5 per cent of the total water consumed is for domestic purpose followed
by the public stand post (31.7 per cent). The per capita water consumption by various
zones of the city highlights the equity problem in water supply. The cost of production
per kilolitre of water received for distribution is Rs 21.95(capital cost Rs9.91; revenue
cost Rs 12.04). While, the cost of production per kilolitre of water excluding the share
of unaccounted for water is Rs 34.15 (capital cost Rs15.42; revenue cost Rs 18.73).
However, cost recovery per kilolitre of supplied water is as low as Rs 11.64. The
major share of the revenue expenditure goes towards power charges (51.4 per cent)
followed by establishment (15.8 per cent). High share of power chargesis mainly due
to pumping of Cauvery water to the city from a distance of 98 kms to the height of
amost half akm for water distribution in the city. Piped water supply to and sewage
disposal from the city are being carried out by the Bangalore Water Supply and
Sewage Board (BWSSB), an institutional arrangement established by an Act of
Karnataka Legidation in the year 1964.The BWSSB has different water consumption
slabs and associated tariffs to meet the socia justice. However, frequent revisions in
the tariff structure, has nullified the cross subsidy benefit provided to the socially
disadvantaged consumers. The number of regular staff of the BWSSB is declining
rapidly thus posing serious challenge in carrying out the day to day activities of the
board. In this regard, higher share of establishment charges would imply larger
expenditure on the capacity building of the existing staff and hiring of services from
the other departments.

Paris City which was originally afishing village has along history which dates
back to 52 B C. In 2002, Paris had 2,135300 population and a population density
20,336. The peculiarity of the city of Paris has been to keep the area of the city
constant since Napoleon time. As a result, the area of Paris city was fixed at 34.5
square kilometers in 1784, which had remained constant till 1856. Again to allow
moderate expansion, the city area was refixed at 105 square kilometer in 1861, which
remains unaltered even to this date. However, Paris suburban area has been allowed to
grow rapidly. The high cost of living has led to decline of city population by 26.9 per
cent during 1921-1999 while; its suburban area has recorded very high population
growth of 196.6 per cent during the same period. Almost constant population size
associated with the area of the city has solved innumerable city management
problems.

The present study is restricted to the Paris city only. Paris has enough water
resource both surface and underground. Each source contributes 50 per cent to the
total quantum of water drawn for processing and distribution. The two main sources
are the rivers Seine and Morea and ground water in the environs of the city of Paris.
Every day aimost 1.3 million cubic metre of water is processed for consumption.
However, only 6,80,000 cubic metre is distributed to the consumers through natural
gravity. The per capita water supply to the Parisian per day is 250 litres. And water is
supplied through out the day. The share of unaccounted for water is 8 per cent. Water
distribution is through a centrally managed remote control system. Paris has dual
water system, one potable water and other non-potable water used for non-
consumption purposes.

In Paris, cost per kilolitre of water is 2.26 Euro (1 Euro = Rs 51.20). Thisisa
composite tariff consisting of charges like water supply, abstraction, pollution, waste
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water treatment and tax in specified proportions. This tariff is fixed based on the cost
of production and supply by the company and other levies and taxes imposed by the
water agencies and the government. As per the legislation, water supply and sanitation
service is the responsibility of the Mayors of Communes (urban /rural local bodies) by
recovering the total cost from the consumers. Entire Europe has adopted the principle
of full cost recovery and polluter pays principle. In fact, water management in France
is based on the prime principle "Water pays for Water'. The water supply service in
Paris is delegated to the SAGEP Company by the municipal corporation of Paris, a
case of public-private partnership. The study has attempted to draw policy implication
for efficient management of water resources in the country as well as in Bangalore on
the basis of French institutional structure.

21. Education and Development: An Inter-State Analysisin India
A S Seetharamu

Research and reflection in the 20" century have demonstrated that education
contributes to overal development of society and quality of life of the individual
households. But this is a highly generalised understanding. Systematic and research-
based information regarding the level/form/content/constituents of education that may
influence development or the constituents of development that may influence
education is still to be generated. In the absence of such information it is difficult to
set priorities in educationa planning and management and also realise efficiency in
education expenditures in such ways as they contribute to overall development efforts
of a region/State. This study intends to examine the inter-correlations among
developmental and educational variables as well as interaction effects among
variables with pronounced relationships. It aso reviews in brief the historical
evolution of thinking in regard to the place of ‘development’ in economics and the
space for education in development. There is also a review of educational
performance of maor States of India and the Indian State with respect to the
Congtitutional dream of Universalisation of Elementary Education (UEE), for the
period 1950 to 2002. The performance review serves as a backdrop for the analysis of
intercorrelations and inter-action effects.

Historical comparative analysis for treatment of data for the period 1950 —
2002 has been adopted. Spearman’s Inter-Correlation Matrix (ICM) Techniqueis used
for analysis of cross-sectional secondary data for the year 2001-2002. Twenty-eight
major variables and 79 sub-variables have been subjected to ICM treatment. Logic of
choice of variables has been discussed. The variables are classified under Efforts,
Constraints, Performance and Financial Capacity. Significant relationships are
subjected to regression analysis using SLRM technique. Cross-tabulations of data
have been made. Original datais used for interpretation.

Findings of the Study
By the turn of the 20™ century education got recognised as both having intrinsic
merit and as possessing instrumental values for the speed and efficiency of

devel opment process.

e The unfinished debate in regard to the relationship between education and
development is now centreing around the specifics. Specifics in education and
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development representing efforts, constraints, performance and financial capacity
form the subject of current debates regarding the relationship of these two major
interacting variables — education and devel opment.

Proportion of budget expenditures on education, by States (CUP), has no
significant relationship with any of the educational variables — under efforts,
constraints and performance.

Per capita budget expenditure on education (CUP) exhibited highly significant
relationship with per capita GDP (COP).

An interesting result is a negative and significant relationship between per capita
expenditure on education (PCEE) and proportion of female teachers in State
systems. Proportion of female teachersislow in backward States.

A cross correlation between proportion of femae teachers and enrolment of girls
reveals the same trend. Backward states spend less on every student, recruit more men
teachers and attract low enrolments among girls.

Backward States like Bihar, Uttar Pradesh, Orissa, Chattisgarh and Jharkhand are
caught up in a low equilibrium trap in regard to per capita GDP, per capita budget
expenditure on education, educational efforts and educationa performance.

Poverty in States is not significantly related to variables under efforts, constraints
and performance, except proportion of female teachers in independent higher
primary schools located mostly in big villages, small towns and other urban areas.
The proportion is as low as 23.6 per cent. Of course, proportion of female teachers
in schoolsis significantly related with girls’ enrolment.

Cross-correlation analysis of results reveals that clusters of variables are related
with poverty in States. They are pupil-teacher ratio (PTR), single teacher schools,
proportion of female teachers, toilets for girls in schools, non-enrolment of girls
and drop-out rates (DOR) among SC and ST children.

By and large Bihar, Orissa, Uttar Pradesh and Jharkhand appear to be caught up in a
more pronounced way in this web of relationships.

PCEE does not appear to bear significant correlations with infrastructure facilities
in schools. The variables with which PCEE bears significant relationships are
enrolments/ retention/literacy rates and PTR. Among them literacy is a major
variable which is prominent in its relationship with PCEE and many other
educational variables.

While the al-India PCEE is Rs.714.42, that of Uttar Pradesh, Orissa, Chattisgarh
and Jharkhand are, Rs.465.20, 500.39, 541.58 and 563.15 respectively.

It is observed that heavy drop-outs are in standards | to V. The chances that those
who join standard VI and drop-out before completion of standard VIII are very
less. The transition to VI from V itself is quite low, at 64.48 per cent for the
country. If 35 per cent children completed standard VIII in 1951, by 2001 this
percentage went up to 63 per cent.
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In effect 60 per cent of children [68-28 million] completed standard V as of 2001. Of
those who complete,36 per cent do not take a transit. That is, hardly 64 per cent of
those who completed standard V get into standard VI (cross-sectional data). Those
who complete standard V111 are 63 per cent. That is hardly 40 children of those who
join standard | completed standard V111I.

* Drop-out rates at | to V were higher than gross enrolment rates(GER) therein from
1951 to 1967. Then onwards with increasing enrolment rates and decreasing DOR,
the curve of GER crossed the curve of DOR. Such a transgression of GER over
DOR at the elementary | to VIII stage could take place only by 1983. Then
onwards, it has been a story of increasing GER and decreasing DOR except after
1993 when even GER began to slide as popul ation growth began to slide.

More than 60 per cent children are not able to move from standards V to VI in
Himachal Pradesn and Uttar Pradesh. States like Kerala, Tamil Nadu and
Karnataka are doing well in thisregard.

e Findings in regard to the relationship between indicators of development and
education revea that only three general/overall development indicators have
pronounced relationship (more than 4 significant values) with educational
variables. They are: population growth rate during 1991-2001 (a constraint
variable) — 5s values; per capita GDP at constant prices — 4s values and PCEE — 7s
values (financial capacity/proxy for development variables).

* Educationa variables, which are affected by development variables, are GERSs.
They are low in States, which spend less on education. Because of inflationary
pressure, their volume of expenditure is affected every year. Essentially the chief
educational variable that is affected is the supply of teachers to schools. States
with low levels of financia capacity also have high PTRs, larger number of one or
two teachers schools and schools having more than 100 students per teacher.

Conclusions

Problems, concerns and issues of EFA in India— that is full literacy and UEE
represent a BIG BULL. The States in India— GOI and the States therein — has to hit
the bull’s eye. Per Capita Educational Expenditure at Constant Prices represents the
bull’s eye. The direction in which the bull hasto be led after is controlled as follows:

e States need to maintain schools with adequate number of teachers. As of now,
there are large schools, schools with more than 100 students per teacher, in a
number of backward States.

* The proportion of female teachers also needs to be increased to attract girls to
schools.

e Population growth aso needs to be regulated so as to protect the school system
from constraints of numbers — demand for school spaces.

* The need for ‘good quality’ teachers — at the time of entry and during their period
of service — is a basic requirement. There is no need for a study to emphasise this
point.
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« States, which need intensive care in the coming years are: Bihar, Uttar Pradesh,
Chattisgarh, Jharkhand, West Benga and Orissa on a variety of educational
concerns.

22. Free Uniformsto School Children-An Evaluation
M D Usha Devi

Free uniforms to school children is one of the educational incentive schemes
provided by the Karnataka state under the Vidya Vikas Yojana (VVY) since 1985
with the intention of promoting vulnerable children’s participation and retention in
schools. The scheme essentially attempts to subsidise the private cost incurred by poor
parents towards provision of clothing facilities to school going children. Under this
scheme, one set of uniform materias is freely distributed every year to al categories
of children at the lower primary stage, girls and SC/ST boys (from the year 2003-04,
general category boys from class 5 to 7 are also covered) at the higher primary stage
and all categories of girls at the secondary stage. Thus, all girls studying in class | to
class X get this benefit. Over the years the scheme has not only expanded in terms of
cost and coverage, but also has undergone many changes in colour, quality,
measurement and mode of supply and delivery. It is against this backdrop the
Department of Primary Education, Government of Karnataka requested ISEC to
conduct an evaluation of the scheme. The study examined i) the spread of scheme in
terms of coverage across geographical regions and social segments; ii) the utility of
the scheme across class, stage and boys and girls; iii) the financial viability of the
scheme; iv) the perceptions of the beneficiaries, parents and stakeholders with regard
to the quantity, quality, timeliness of the material supplied and the benefits derived; v)
the nature of supply and distribution of material from the production centre to the
targetted beneficiary.

M ethodology

An evaluative survey design taking into account al the parameters identified
for the study has been employed. The norms of evaluation are based on the intended
objectives of the scheme as delineated in the TOR. Both quantitative data from
secondary source and primary data from the field are gathered through documentary
analysis and interview methods. A multi-stage stratified sampling design based on
geographical regions and educational development has been followed to select
districts, blocks, schools, students, parents and other stakeholders. The study covered
an overall sample of 8 districts, two under each of the four educational divisions, 16
blocks corresponding to the eight select districts, 160 schools, 800 student
beneficiaries, 320 parents of the student beneficiaries and 160 community
representatives.

Findings

From out of the total 53.77 lakh beneficiaries covered in 2002-03, had covered
50.52 lakh boys and girls at the primary stage and 3.25 lakh girls at the secondary
stage. At the lower primary stage, the overall coverage of general, SC and ST
category was approximately in the proportion of 7:3:1. The same at the higher
primary and secondary stage (only girls) were 6:3:1 and 8:1:1 respectively. Thus,
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although the coverage in totality suggests that the scheme has positively discriminated
the socially disadvantaged such as the girls, SC and ST, economic indicators such as
the income, father’'s occupation and the landholding of the sample student
beneficiaries reveal that the chances of non-poor getting this benefit increases,
particularly at the higher primary and high school stage. Therefore there is a need to
arrive at more appropriate criterion for purpose of social redistribution of the scheme,
particularly at the secondary stage.

The coverage of the scheme across the districts in the state reveals that there is
high concentration of the scheme in the North Karnataka and low literacy regions.
Considering both primary and secondary stages, most of the districts in this region
reveal coverage of more than 2.0 lakh beneficiaries in each district with Bijapur
district topping the list with highest coverage of over 2.5 lakh. Bijapur district also
distinguishes itself in securing top position in the state in terms of highest beneficiary
coverage at the overal primary (1-7) and lower primary (1-4) levels. In contrast,
Kodagu, a high literacy district reveals lowest coverage of 46,378. At the secondary
stage, it is the old Mysore region with Mysore district, having the highest coverage of
girls. Although, the spread and coverage of the scheme across geographical regionsin
the State seems to be justified as low literacy districts are targeted uniformly at the
primary level, the same does not appear to be true in case of secondary stage where
the scheme is found to target relatively higher female literacy districts.

Although, there is timeliness in transportation of cloth materials from the
suppliers to the block education offices (BES), the delivery and distribution of
materials to schools from the BES in some of the selected blocks are beset with
certain bottlenecks owing to absence of proper monitoring mechanism to check and
verify the adequacy of supply at the time of unloading. In 13 out of the 16 selected
blocks, the supply has not been done as per the indent of requirement. Both shortfall
and surpluses in distribution are observed due to lack of accurate estimation of the
required number and size of uniform sets in schools at the time of placing indent by
the BEO's office. The preparation of indent for uniform requirements appears to be
more of a mechanical and ritualistic compilation rather than a meaningfully conceived
exercise. Timely distribution of free uniform materials to students is noticed in over
61.0 per cent of the schools particularly in blocks such as Manvi, Devadurga, South
Karkala and Gowribidanur. Belated distribution by about a month is noticed in 27.5
per cent of the schools largely located in Hungund, Bagalkot, Bidar and Hanur blocks
and it was much longer in case of high schools (34.38 per cent) rather than that of
LPS or HPS (25.0 per cent).

Schools themselves seem to create very limited space for effective utilisation
of the free uniform by prescribing limited number of days in a week for wearing the
same. This is more so in high schools as they prescribe their own school uniforms.
Only 9 out of the 160 sample schools have made wearing VVY uniform mandatory
for al the six days in a week. All these are primary schools located in backward
regions such as Bidar, Humnabad and Hungund.

The scheme does seem to improve enrolment of both SC and ST boys and
girls at higher primary stage and for SC and ST girls at the secondary stage as
revealed by correlation values. However, the phenomenon of absenteeism, irregular
attendees, and out of school children is also noticed particularly at the higher primary
stage. It appears in Bijapur district, the scheme did not make the desired impact
despite or it was negative the district reporting the largest coverage as reflected in the
highest number of out of school children.
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There is discrepancy in both quantity and quality of material supplied between boys
and girls. Not only the quantity of cloth supplied to girlsin class 5 onwards was less
as against class 4 downwards, but the material supplied for high school girls for their
skirt was also of inferior quality. Girls felt shy and humiliated to wear the same and as
aresult there was poor utilisation. Parents, teachers and the School Development and
Monitoring Committee (SDMC) members were aso highly dissatisfied with the
uniform material supplied to high school girls.

23. Evaluation of ICDS Project in Karnataka
M N Usha

Integrated Child Development Scheme (ICDS) in Karnataka began as one of
the pilot projects in India during 1975-76 in the Taluk of T. Narasipura in Mysore
District. Since then there has been rapid expansion of the ICDS programme in the past
two decades.

Currently there are 185 projects functioning in 175 taluks in 27 districts of Karnataka,
but of which 166 are rural, 10 urban and 9 tribal projects and al projects belong to the
Central sector.

Objectives

To identify the factors that are,

e operating for successful implementation of the programme,

e examine the constraints faced by the functionaries involved in the ICDS
programme;

e study the impact of the package of services like Supplementary Nutrition
Programme (SNP), nutrition and health education, immunisation and other
services; and

« to offer suggestions and recommendations for the improvement of the programme.

M ethodology

A survey design was used to select (randomly) six hundred Anganwadi
Centres (which formed ten per cent of the total Anganwadi Centres at the district
levels) from ten blocks across five districts in Karnataka. These included Honnav