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VK RV Rao Chair Lecture

The Development of Development Thinking
Ravi Kanbur *

Introduction

Itisan honor and apleasureto givethispublic lecture asthe V.K.R.V. Rao
Chair Professor at the Institute for Social and Economic Change. V.K.R.V Rao is
widely recognised as a leader in development thinking and development policy,
and | have chosen as my topic “The Development of Development Thinking.” In
thislecture | would like to examine the evolution of thinking on development and
development policy, with aspecial focus on economicissues, inthelast fifty years.
In particular, | would liketo explore theinteraction between ideology and experience
in determining the course of economic thinking and policy on development.

Let mestart by clarifying my approach.

First, I will not be discussing the entire history of development thinking. |
am not going as far back as Kautilya, or even as far back as the development
thinking that underlay the Indian independence movement. There are already many
excellent studies of thesetopics, and in any case talking about them would take me
well outside my areas of expertise. Rather, | will focus onthelast fifty years—from
themid 1950’still now. Perhaps abetter titlefor thistalk might havebeen“ The Last
Fifty Yearsof Development Thinking.”

Second, although thislectureisbeing givenin Indial will draw mainly on
the development experience of other parts of the world, including Africa, Latin
America, East Asiaand Eastern Europe. The development of devel opment thinking,
aswe shall see, has been influenced by alarge and varied set of experiences, in a
range of countries around the world.

Third, 1 will focus primarily on economic issues and the thinking of
economists. The reason for thisissimple. | am an economist and although | try to
engagein interdisciplinary dialogue, my expertiseisin economicsand | will stick to
what | know best.

ThelLast Fifty Years: A SimplePeriodisation

Picking, rather arbitrarily, 1955 as a starting point, it might be useful to
think very roughly in terms of three phases: 1955 to 1980; 1980 to 2000; and 2000
onwards. Let me emphasisethat thisisonly avery rough periodisation to organise
exposition. | recognise as well as anybody that history does not evolve quite as
neatly asthat, and that there are considerable continuities. Nevertheless, asimple
schema may prove useful for our purposes. | want to look at the evolution of
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Applied Economics and Management, and Professor of Economics. Thisisthetext of a
public lecture delivered at the Institute for Social and Economic Change, Bangalore, on
June 10, 2004, during histenure as V.K.R.V. Rao Chair Professor at the Institute.
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development thinking and policy in these three phases, and consider the relative
influence of ideology and experiencein thisevolution.

To begin at the beginning. But of course there is no beginning since any
starting point has its own antecedents. The 1950s and 1960s represent the high
water mark of the statist model of development. But the hold of this model on
development thinkers and policy makers owes much to the ideological debates of
the half-century beforethisperiod. Therise of Fabian socialismin Britain, whichin
turn influenced a generation of freedom fighters from British colonialismin Asia
andin Africa, wasitself in the shadow of therise of the communist central planned
system as an alternative to free market economies. The economic disasters of the
1930sin Europe convinced many that the liberal market system caused misery for
the masses, and was not even successful in its own terms. In the 1950s and 1960s
the Soviet Union and Eastern Europe stood asan exampl e of asuccessful alternative
to the economic structures of the former colonialists. Not surprisingly, thiswasthe
economic model that was aspired to by most newly independent countriesin Asia
and in Africa. Latin American countries had been independent from their colonial
masters, Spain and Portugal, for quite sometime. Their struggle, rather, wasseen as
onefor economic independence from US market forces. Many of the same methods,
in particular state ownership and control of industry, and control of trade, were
used. As East Asia emerged from the Korean War, US influence remained strong
militarily and politically, but a recognisably statist model was followed, in South
Koreaand Taiwan.

It isworth noting that the precise nature of the statist model varied from
country to country, depending on its specific circumstances.

—InIndiathe 1950s and early 1960s saw planning model sthat emphasised
overall growth and investment, and then in the 1960s and 1970s direct interventions
on redistribution and direction of economic activity to benefit the poor. Trade
restrictions and industrial controls intensified over this period.

—In South Korea and Taiwan the state directed credit to favoured
industries (it “ picked winners") but, especialy in the 1970s and through into the
1980s, it measured success and conditioned support on export success. The South
Korean experiment in heavy chemicalsin the 1970s, which was brought to an end
when it proved unsuccessful, was contrasted with the experience in Indiaand in
Africa, wherelack of success seemed to occasion more subsidy and more support.

—In addition, in South Korea, like Taiwan and Japan but unlike Latin
America, land reform had led to arelatively equal land distribution, and there was
continuing emphasis on widespread basic literacy and education.

—In Latin America, Brazil epitomised the model of state supported
development of heavy industry, leading to high growth but increasing inequality in
the 1960s, which in turn led to state interventions with distributional objectivesin
mind, for example, price support for basic foods for the urban poor.

—And China, of course, had its own variant of statism, which included
theexcesses of the* Great L eap Forward” inthe 1950sand the“ Cultural Revolution”
inthe 1960s.
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So this was the picture in the 1950s, 1960s and 1970s. What happened
then? Thelate 1970sand early 1980swereaperiod of considerable economic turmoil
in the world economy. Two oil price shocks (“OPEC I” in 1973 and “OPEC 11" in
1979) werefollowed by aninterest rate shock inthe early 1980s—theriseininterest
rates brought about by vastly increased US borrowing to finance a ballooning
budget deficit. These shocks had generally severe effects on devel oping countries—
even the oil price exporters had to cope with the increased interest rates. Several
Latin American countries went into debt default. This included Brazil, but also
Mexico, an oil exporter. African countries did not have exposure to commercial
debt, but were severely affected on the trade side, and began borrowing heavily
fromofficial financiers. Countriesthat did not gointo afull- blown crisis, likethose
in South and East Asia, were nevertheless adversely affected by these global
trends.

Immediately after this period of turmoil, one began to see aweakening of
adherenceto the statist model. | will examinethe causalities presently, but note that
as a factual matter many countries began to reduce government intervention in
various sectors of the economy.

—African countries, particularly thosein Eastern and Southern Africabut
also countrieslike Ghanain West Africa, beganto liberalisetheir foreign exchange
markets. Over aperiod of 10 years, from themid 1980sto the mid 1990s, therewasa
transformation in these markets. The so-called black market premium for foreign
exchange disappeared into insignificance. Again in Africa, many trade barriers
began to be lifted and some start was made in the direction of disposing of loss
making state enterprises.

—InLatin America, the debt crisisof the early 1980s brought on what was
known as “the lost decade”— a period of low growth and low progress on social
indicators. But there was episodic movement on the policy front. There would be
periods of macroeconomic stability (for example in Brazil in the mid 1980s) but
instability would set in again.

—In South Korea, there were some readjustments and reconsideration of
support for previously favored industries.

—~EveninIndia, wherethe common narrativeisthat economicliberalisation
beganin 1991, it has been argued by Rodrik and Subramaniam that attitudesto the
private sector began to berelaxed, in small but discernibleways, inthe early 1980s.

—Thenthereis China, which beganitsperiod of liberalisation, especially
intheagricultural sector, inthelate 1970sand early 1980s.

—And finally thereisthe example of Vietham. A mere decade or so after
defeating the preeminent capitalist power of our time, Vietham began to liberalise
and open out is economy, and began to encourage and actively seek foreign direct
investment.

Thus weakening adherence to the statist model of development gathered
pace during the decade of the 1980s. In the case of the former Soviet Union and
Eastern Europe, thefall of the Berlin Wall in 1989 and the end of communist party
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rulein Russiain 1991 ushered in asrapid and as complete areversal from the statist
model as has been seen anywhere. Almost overnight, these economies abandoned
central planning and state direction and began to navigate the turbulent waters of
the market-oriented world. But here again, there are variations. First of al, not all
these economies were totally centrally planned. In some, like Poland, significant
sectors had been | ft relatively free. And these same economieshad a“ memory” of
market economics, which had been the rule only forty years earlier. It is now
recognised that overall, the so-called “transition economies’—the economies in
transition from communism to capitalism—had aterrible decade in the 1990s, in
terms of growth and human devel opment. Therewere considerablevariationsaround
thisaverage. But thefact remainsthat in thelate 1980sand early 1990sthe movement
away from state led devel opment policies continued apace.

Even in the less dramatic setting of hon-communist countries, the late
1980s and the 1990s showed major movements:

—InMexico, the Salinas Presidency signed the North American Free Trade
Agreement, and launched a series of domestic and external sector liberalisations.

—In Argentina the Menem government liberalised trade, introduced
privatisation even into the social sectors, and sought to assure macroeconomic
stability by guaranteeing currency convertibility at afixed rate.

—In Brazil the Cardoso government over a period of 8 years maintained
macroeconomic stability and attempted to attract Foreign Direct Investment (FDI).

—In Ghana, Zambia, Senegal, Mali and many other African countries,
newly elected governments maintained the liberalised foreign exchange markets,
and pressed ahead with privatisations and trade liberalisation.

—Even in South Africa, the African National Congress, which had taken
power after toppling the evil of apartheid, soon began to talk in terms of
macroeconomic stability and opennessto external trade and FDI.

—In Asia, China extended its liberalisations from the domestic to the
external sector, leading to aboomin FDI.

— And, of course, in 1991 India embarked on what many claim to be a
decisive break from the post-1ndependence consensus of state direction of industry
and commerce, and towards a more market and externally oriented development
strategy.

I will presently discuss the development outcomes of these policy shifts
in the 1980s. For now, let me continue the narrative into the new century and the
new millennium. Already in the 1990s, concerns were being raised about some of
the market-oriented policies that seemed to be the fashion of the times. The East
Asian financia crisis in 1997 was preceded by the Mexican crisis in 1994 and
followed by crisesin Russiaand Brazil in 1998, Turkey in 2000 and Argentinain
2002. Countriesthat had not opened out their financial marketsto the same extent
as South Korea, Hong Kong, Taiwan, Maaysiaor Thailand, namely countrieslike
India, China and Chile, weathered the 1997 crisis and subsequent storms much
better. The moment the crisishit, Malaysiaabandoned capital market opennessand
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introduced temporary short-term capital controls. Many have argued that because
of thisit did not suffer as deep arecession in thecrisis.

Thefinancial crises brought to the fore concernsthat the market oriented
reforms of the 1980s and 1990s might not necessarily be delivering even in their
own terms, in terms of growth and productivity, and even when averages were
improving, inequalitieswere on theincrease. On averages, we are of course aware
of the spectacular improvementsin growth performance of Indiaand Chinaduring
thisperiod, aswell asfor some African countrieslike Ghana. The Indian and Chinese
stories have been discussed more fully by others, elsewhere. But these stories
have to be set against worse growth performance for Africa, Latin America and
Eastern Europe as awhole, and the dramatic reversalsin East Asia after the crisis.
If wetake population-weighted country performance, of courseIndiaand Chinawill
dominate the outcome. But if we take each country as an unweighted observation,
average growth rates in devel oping countries were lower in the period 1980-2000
than in the period 1960-1980. In addition to these results on poor economic
performance on average, increasing inequalitieswithin countries have been causing
concern, even in successful countries like India and China and in East Asia, let
aloneinthetransition economiesandin Africaand Latin America. Electoral results
indifferent countries have confirmed this concern, whether it isthe election of Lula
as President in Brazil, the election of a wave of former communists in Eastern
Europe, or asin India, where surely some part of the recent electoral results must
have to do with increasing inequality in the era of reforms.

TheEvolution of Development Policy: | deology or Experience?

Therenowned economist John Maynard Keynes, whowasV.K.R.V. Rao’'s
teacher in Cambridge, once famously said that the power of economic ideas in
influencing economic policy is greatly under-appreciated. What he actually said
wasthefollowing:

“The ideas of economists and political philosophers, both when they are
right and when they are wrong, are more powerful than is commonly
understood. Indeed, the world is ruled by little else. Practical men, who
believe themsel vesto be quite exempt from any intellectua influences, are
usually the slaves of some defunct economist...l am sure that the power
of vested interests is vastly exaggerated compared with the gradual
encroachment of ideas.... But, soon or late, it isideas, not vested interests,
which are dangerous for good or evil...”

In the extreme version of this view, then, practical policy is a ave to
shifting ideol ogies, moving thisway and that as fashions or beliefschange. Thisis
perhapstoo extreme aclaim, but | would not dispute aless extreme version of this
position, that all of us approach policy questions with preconceptions and
frameworks. In this sense, surely, ideas and ideol ogies shape the way we view the
orld and design economic policy for the world.
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However, | want to make an obvious complementary point, that frameworks
change, eventually, when faced with theresults of experience. | fed surethat V.K.R.V.
Rao, and Keynes himself, would subscribe to this interplay between ideas and
experience. On another famous occasion, when Keynes was accused at a public
meeting of inconsistency between what he was saying at the meeting and what he
said five years ago, Keynes retorted, “When the facts go against my proposition, |
changemy mind—what, Sir, do you do?’ Thisdial ectic between ideasand experience,
between frameworks and outcomes, is central to the way development policy has
evolved and continues to evolve.

The 1950s were the start of cold war rivalry, which was as much about
ideasasabout territory. Two campsfaced each other, militarily aswell asideologicaly.
Viewed in this light, the adoption of the tenets of central planning and a statist
model of development by devel opment thinkers and policy makers might well be
seen asthetriumph of oneideology over another. However, as| argued at the start,
the development thinkersand policy makersof fifty yearsago weregreatly influenced
on the one hand by the perceived failures of capitalism in the West, and on the
other, by the perceived successes of central planning in the communist East. |
would therefore arguethat it wastheinterpretation of thisexperiencethat led them
to develop their ideas of planned development as the former colonies became
independent.

It is similarly tempting to interpret the shift to market orientation in
development policy and thinking inthe 1980s asanideological victory. After all, the
1980s saw the emergence of Thatcher in Britain, Kohl in Germany and Reaganinthe
United States. With this shift in the G7 countries, it is argued, the International
Financial Institutions also started to espouse a“market fundamentalist” ideology.
They thenimposed their programmes of “ structural adjustment” on hapless countries
in the developing world, which had no choice but to accept, given their heavy
indebtedness. With the collapse of the communist system in Eastern Europe and
the former Soviet Union the triumph of the West was complete. The distinguished
social scientist Francis Fukuyama even went so far as to proclaim “the End of
History”, meaning by this that all significant questions had been settled once and
for al, and Western free market democracies had triumphed.

Thereisof courseagrain of truth in this narrative emphasising the power
of ideas and ideology. But | believe that it masks the experiential basis of the
changesin development policy in many countries. At the extreme, few would deny
that the central planned system in Eastern Europe and the Former Soviet Union
system eventually failed to deliver at least part of what it had promised—higher
economic productivity and growth, compared to the market system. It provided a
safety net and redistribution, but inequalities, though hidden, were nevertheless
present in theform of benefitsto the nomenklatura. And, moreover, environmental
disasters were caused and created. Thus the system failed precisely where it was
supposed to work—in correcting market failures. In Chinait led to major calamities
for the population, including the Great Famine of the 1950s, perhaps the biggest
faminein human history.
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In less extreme settings, central planning and the statist development
model did not deliver high growth in Indiain the 1960s and 1970s, and did not
deliver much in the way of poverty reduction either. In Brazil it delivered high
growth but did not mitigate historical inequalities. In Africa, it did not manage to
diversify the economy out of dependence on primary commodity products. At the
sametimein East Asia, where statism was combined with some elements of market
likediscipline, therewere high growth rates.

It is not surprising, then, that after a quarter of a century or more of
experiencewith the statist model of development, thinkersand policy makerswere
ready for a change. As Keynes might have said, when the facts didn't fit the
proposition, it wastimefor achange of mind. The change of mind wasnot ideological .
What wasideological was how sharply it changed. Suddenly, inthe 1980sand early
1990s, in the mai nstream devel opment discourse we seemed to go from asituation
where the state could do no wrong to one where the state could do no right. The
presumption became that the state should be “rolled back”. It was a question of
“roll back first and ask questionslater.” The pendulum swung too far the other way.
That it began to swing the other way was the due to experience. That it swung too
far the other way was due to ideol ogy.

Of course this swing too far in the other direction was bound to meet its
own come-uppance as the force of ideology met the force of experience. | have
already touched on this part of the evolution, which brings us right up to the
current time. Let me give you five concrete examples of cases where the rush to
markets |ed to problemsin the last decade or so.

1. When the communist state collapsed in Eastern Europe and the former
Soviet Union, the new state was| eft asthe owner of industry and natural resources.
The question was one of transition from this position to one where ownership was
primarily in the hands of private entities. Therewere two possibletrajectories. One
was agradualist path, building capital market institutions along the way, with the
state releasing control as appropriate. The other was the path of immediate
privatisation of all assets, in the faith that the capital market institutions would
emerge spontaneously. The latter approach was followed, with disastrous short—
and long run consequences that are with us today. Asset inequalities have
skyrocketed, with a small humber of individuals and groups controlling the vast
bulk of thewealthin Russia, for example.

2. Throughout the 1980s, and the early 1990s, there was considerable
pressure on devel oping countries from the International Financial Institutions and
fromthe G7toliberalisetheir external capital accountsand to allow foreign financia
institutions to operate inside the devel oping countries. Thiswas partly because of
pressure from Western financial institutions looking for business. The ideological
basis of it was that freer movements of capital increase global efficiency, since
capital movesfrom low return environmentsto high return ones. This proposition,
which can be debated even for physical capital (foreign direct investment), is
problematic for financial flows because of their volatility. Chile, the poster child for
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market economics, had had capital controls for a while, in the form of taxes on
inflows that were then taken out rapidly. But capital account liberalisation and
internal financial liberalisation were pushed hard and successfully by the G7 and
thelFls. Whenthefinancia crisesof thelate 1990sand early 2000s came, the voices
of those who had counseled caution began to be heard. One does not hear quite
much these days from those who touted the virtues of free financial flows. And
when one does, they are always couched in terms of a long-term objective, to be
attempted after sufficient depth has been achieved ininternal financial markets.

3. By the 1980s, the Zambian maize marketing parastatal had become a
byword for inefficiency and corruption. Farmers carried their maize long distances
to purchasing points which, if they were open, would sometimes pay them in the
form of “chits’ to be cashed at abank, to which the farmer then had towalk another
long distance. Of course much maize went missing from the warehouses, and
politicians often used these astheir private granaries. The statist model seemed to
have failed. There were two possible options. One was a political economy based
reform that would improvethe responsiveness of the organisationto farmers' needs,
and gradually bring in private traders and reduce the role of the state marketing
board. The other was to immediately dismantle the organisation, leaving the field
clear for the private traders, in the faith that the trading operations would develop
quickly in response to market demand, and farmers' needs would be served. The
second option was chosen, and the results were disappointing to say the least.
Trading operations took quite awhileto get going, leaving most farmers stranded
in terms of selling their maize. Even in the long run, farmers in remote areas, and
these were the poorest farmers, were still left with inadequate trading networks.
Farmerswerenow at the mercy of the onetrader truck that would passby in several
days. Thistrader would obviously have tremendous bargaining power and would
offer alow price, which thefarmer would have no choice but to accept. Thusit turns
out that despite all their problems, the maize marketing board's purchasing points
provided a safety net of sortsto farmers, and afixed pricethey could rely on. This
was hot recogni sed in the headl ong rush to amarket based sol ution. But the problems
are recognised now, after the event.

4. Argentina introduced a currency board, pegging the Argentinean
currency to the dollar. This draconian measure, which many advised against, was
part of a“ dream package”’ of macroeconomic stability and market oriented reforms
that made Argentinathe darling of thefinancial markets. The convertibility guarantee
ledto aboomin capital inflows. It was hoped that the guarantee would also “ tiffen
the sping” of Argentinean policy makersto hold down the budget deficit. But what
had not been allowed for isthat the budget processis a political one that first and
foremost responds to the needs and interests of Argentineans, not of international
financial markets. A mgjor problemin Argentinaisregiona imbalance, and thefiscal
deficits of the provinces began to balloon out of control as a complex game was
played between center and provinces and within provinces. Of course, this could
not go on. In the struggle between domestic politics and international financiers,
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domestic politics won and Argentina suspended convertibility. It went into a
prolonged period of economic and political turmoil andisonly now, slowly, emerging
fromit.

5. Inthe 1980sand early 1990s, Indonesiawas considered to beamiracle
economy, one with high growth and declining poverty. This success was seen as
flowing from outward oriented and market friendly economic policies. Indeed,
Indonesia had high growth rates, and measured poverty fell throughout the 1980s
and 1990s. But some parts of the economy were getting ahead faster than others.
Inequalities began to increase, between ethnic groups and between regions,
particularly from the late 1980s onwards. When the big crash came with the East
Asiacrisisin 1997, and Indonesiawasvul nerableto the crisisbecause of itsrelatively
open capital account, the gains of an entire decade were wiped out in one full
swoop. But, equally importantly, the resentments that growing inequalities had
built up spilled over into the streets: the ethnic minority suffered rapeandkillingsin
an orgy of rioting by the disaffected majority community. Today, as Indonesia
struggles with becoming a functioning democracy, inequalities created in the past
are a constant burden.

Note that | have not mentioned the latest general election resultsin India
inmy list of five examples. Thisispartly because| do not have sufficient expertise
directly on Indiato speak authoritatively about it. It isalso becauseit istoo early for
analysts to have come to interpretations of the result based on serious academic
analysis. What | know about the result is what most others know, based on
newspaper discussions and columns. There are those who have jumped on the
result as an indictment of the reforms. And there are those like my predecessor as
V.K.R.V. Rao Professor, Arvind Panagariaya, who have argued that the resultsreflect
an anti-incumbency factor rather than an anti-reform factor. Thosetaking thelatter
view, point to the significantly higher growth rates in the period of reforms. To
those who question whether the benefits of higher growth have trickled down to
the poor, they respond that in fact the data show that they have. Despite the
controversy surrounding the data, and despite the available aternative estimates,
the consensus now is that measured poverty has indeed come down during the
1990s. But it isworth noting that inequalities have increased—across states, across
rural and urban areas, and acrossindividuals. Thisis also accepted asaconsensus.
And, asin any policy reform process, some people will indeed be hurt—there will
be losers as well as winners. In view of all this, my tentative conclusion is that
surely the consequences of the reform processin Indiawill have had some effects
on the el ection outcomes, although the exact nature and magnitude of these effects
aretill to befully charted.

WhereDoesthis Evolution L eave Us?

Asdiscussed, thelast fifty years have seen twistsand turns of devel opment
thinking and policy. But the oppositions and conflicts in the last fifty years were
relatively smple. Wewent from market orientation (beforethe second world war), to
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statism, to market orientation. Arewenow infor asimilar wild swing of the pendulum
asthe problems of thelast swing to the market are manifesting themselves?| do not
believe so. | want to arguethat we are entering amore complex phase of devel opment
thinking and policy, driven by the experience of the last decade or two.

A key feature of this experience has been the variability of performance,
on economic growth and poverty reduction in the last two decades. For the same
degree of economic reform, for the same degree of rolling back of the state, different
countries have experienced vastly different growth performance. A forthcoming
World Bank Report on the “Lessons of the 1990s’ quantifies this proposition, but
the qualitative examples | have given, the contrast between the macro successesin
Indiaand Chinaand the macro failuresin Africaand Eastern Europe should givea
flavor of this argument. This variation does not give comfort to either side in the
state versus market debate. Rather, what it saysisthat country specificities matter.
The same amount of trade liberalisation can have very different impacts on exports
depending on quality of infrastructure in the country. Privatising a state owned
utility can have very different impacts depending on the quality of regulatory
ingtitutions. The benefitsof liberalising the capital account depend on the preexisting
depth of theinternal financial markets.

Moreover, while economic growth isthe sine qua non of poverty reduction,
the same rate of economic growth has been translated into very different rates of
poverty reduction, depending on structural inequalities, as the work of Martin
Ravallion and others has shown.

A key factor underlying this variation in performance, in growth and in
poverty reduction, is the performance of institutions, broadly defined—political,
social and economic. The role of ingtitutions in economic development has of
course been discussed in the past fifty years. Indeed, Douglas North won a Nobel
Prizein economicsfor hiswork on institutions and economic history. But it would
befair to say that only in thelast decade or decade and half that it hastruly become
prominent in economic policy debates, thanksto the work of economistslike Dani
Rodrik or Daniel Kaufman.

Thus, aswe emerge from the latest swing of the pendulum between state
and market, the question is no longer the simple one of state versus market, but of
the appropriate combination of these two, taking into account the historical
specificities of each economy and society. Adding to the mix isathird sector which
is neither state nor market but civil society, broadly defined. Of course this sector
has always been present, although it can be argued that it hasgrown in thelast fifty
years as amediator and an alternative to the other two sectors. Certainly analysts
have become more aware of it, as have policy makers. All the discussion of social
capital that has developed in the last ten or fifteen yearsis amanifestation of this.
And policy makers have been reaching to civil society to help implement their
programmes. So in fact the problematic for development thinking isto understand
development interms of the development of and interactions between state, market
and civil society (also sometimes known as “the third sector”) within a specific
historical and socio-political context.
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Given where we have come from, and given where we are, what are the
sorts of questionsthat devel opment thinkers, development practitionersand policy
makerswill havetotackleinthenext decade or two? L et me giveyou three categories
of questions.

1. What exactly isthe boundary line between state and market? Accepting
that it went too far in the direction of statismin the 1950s and 1960s, and accepting
that some of the shiftsin the other direction since 1980 have been too drastic, how
areweto think of therelative domains of thetwo? It isnow generally accepted that
commercial and production activitiesarebest | eft to market entities, suitably regul ated.
But this still leaves open the question of how to regulate. Moreover, in the social
sectors like health and education, while there is general acceptance that primary
education and primary health care should be provided publicly, how far up into the
secondary and tertiary sectors should state responsibility go? What is the nature
of asuccessful public-private partnership in the social sectors?

2. How can public sector institutions be made more responsive to public
needs? In democracies, governments change when el ectorates are dissatisfied with
their broad policies. But many institutions of public servicein devel oping countries,
most of them set upin the statist period, continueto beineffective or dysfunctional .
One simple answer seems to be to disband these ingtitutions, like the Zambian
maize marketing board. But, asthat experienceillustrates, it isnot so straightforward
asthat. If thereisto be disbandment then it has to be a phased disbandment which
protects the services that these institutions do indeed provide, despite all their
problems. But the alternative of improving service through monitoring and control
must also be explored.

3. How can civil society be made more effectivein transmitting the views
of the public (and especially the poor) to the government, in ensuring that
government programmesfor the poor reach the poor, and that the rights of the poor
are protected? There is a wide range of civil society organisations, some very
successful in achieving development objectives, others not so successful or even
downright harmful to the development process. What can policy do to encourage
thefirst type and discourage the second type of civil society organisation? In order
to answer this question, however, we have to answer the prior question of what
accounts for the success of some civil society organisations and the failure of
others. Thisis an important ongoing research question.

The questions asked above are not new. In fact there is already a large
body of research on these questions, much of it dating from thelast decade, although
it has only really scratched the surface. My purpose in stating these questionsisto
show that the devel opment of devel opment thinking, and of development policy, is
not going to be quite so straightforward in the next fifty years asit has been in the
last fifty. Thelast fifty years have been marked by an al out battle between thetwo
frameworks, onefundamentally statist and the other, fundamentally market oriented
in nature, without much attention being paid to country and historical particularities,
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and to any institutions outside the state and the market. These two frameworks
have dominated the discourse, and as experience has shed doubts on one, it has
been displaced by the other. But we have gone through this cycleat |east once, and
itisnow clear, at least to me, that the same cyclewill not, cannot, repeat. Wearein
an erawherethe principal thrust of research questionsand policy discourse will be
the three cornered balance between state, market and civil society, informed by
historical, political and social factors, with therole of institutions center stage. The
old style battleswill no doubt continue unabated for awhile. Indeed, we are seeing
these battles right now, in the debate on the interpretation of the recent Indian
election results. However, slowly but surely, the new agenda will impose itself—
one can aready seeit happening in the global context.

All of thismeansthat the devel opment of development thinking will bean
exciting and challenging enterprisein the coming decades. I, for one, welcomethis
challenge.



Keeping Our Cities Clean: Urban Solid Waste
Management in Karnataka

M adhushree Sekher®
Abstract

This paper broadly examinesthe process of municipal waste management
inour cities, focusing onthesituationin Karnataka. The paper isreflective
in nature, drawing on acase study of solid waste management processin
Bangalore. It highlightsthe characteristic of municipal waste generated,
the management practices involved and the stakeholders in the refuse
collection and disposal services, and thereupon attempts to identify
future interventions to strengthen the delivery of public municipal
services. The paper argues that much more needs to be understood if
ingtitutional pluralism in local government is to become an effective
development strategy.

Introduction

Urban solid waste management (SWM) is a major challenge facing
governmentsin developing countries. However, viewed from the global context,
limited attention has been bestowed on waste management in these countries,
especialy on the need to develop an integrated approach such that it is both cost
effectiveand efficient. In India, too, the situation is no different. With about 17 per
cent of the global population and a staggering urban population of about 27 per
cent of the country’s total population! (World Bank 1998), urban SWM in India
representsaformidable challenge. The situation assumes more serious proportions
if we consider the fact that while the country’s overall annual population growth
rateisabout 2 per cent, the estimated urban popul ation growth rate is much higher
- around 3.5 per cent per annum (World Bank 1998).

Although thereisdearth of preciseand reliable dataon waste generated in
the country because of non-availability of suchinformation at the municipal level,
itisofficialy estimated that the country generates about 30 million tonnes of urban
solid waste annually? (GOI 1998). The per capitawaste generation in Indiavaries
between 0.1 kilogrammes and 0.6 kilogrammes per day, with an average of 0.33
kilogrammes (Bhide 1990). It isalso estimated that the per capitawaste generation
inatypical Indian metropolitan city isexpected to increase by 1.33 per cent per year
(Shekdar et al 1991). According to a survey conducted by the Central Pollution
Control Board (CPCB), the present annual solid waste generation in Indian cities
has increased from 6 million tonnes in 1947 to 48 million tonnes in 1997 and is
expected to increaseto 300 million tonnes per annum by 2047 (CPCB 2000). Thiscan
be mainly ascribed to excessive urbanisation and the resultant slumming of the
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cities. Atthesametime, thereislarge difference between urban and rural levels of
waste generation and, al so between larger and smaller urban centres, which reflect
the economic extremes existing within Indian society (WHO 1991). Thelarger cities
are centres of major economic activity, reflected in the prosperity and the culture of
consumerism among the residents and also greater waste generation.

Solid waste may be categorised according to its source as— (@) domestic
solid waste, (b) commercia and industrial solid waste, which is bulky but not
hazardous; and (c) hazardous waste from industries and hospitals, and also to
some extent from househol dsthat require special handling. The waste composition
varies significantly across different areas within an urban centre, such as between
residential, commercial/market and industrial areas. Also, asin most low-income
developing countries, urban solid wastein Indiahas high content of organic matter
that amounts to anywhere between 30 and 75 per cent of total generation
(Venkateswaran 1994). But, the percentage of luxury waste-material such as paper,
plastic, metalsand glassislow (Bhide and Sundaresan 1984). Besidesthe fact that
generation of more luxury waste material s is associated with economic prosperity,
as observed in developed countries, another reason for its low content in the
municipal wastein Indiacan bethe fact that traditionally such waste materialsare
segregated at source for reuse, starting from the households where it is either
reused or sold to the kabadiwallas (itinerant waste buyers [IWB]).

Givenitshigh organic content and moisture, waste disposal and processing
are important in waste management practices in India. It is argued that the best
method for disposing garbageisby composting or in sanitary landfills (A ppaswamy
1994). However, themost common practiceinthe country isdumping at siteslocated
around the city that are generally uncontrolled dumps. Dumping isalso carried out
illegally on private farmlandsin the city vicinity. One reason for thisisthe lack of
landfill space in the cities. Often, siting plans for potential landfills are strongly
opposed by residents in the surrounding locality which causes complications.

The challenge of waste management in our cities and townsis addressed
by various agencies. The responsibility of collection, removal and disposal of
garbage from public placesin urban areas and maintenance of dumping grounds,
however, comes under the purview of thelocal municipal body which isthemain
formal stakeholder involved in the governance of SWM servicein our cities. Itis
estimated that 10 to 40 per cent of the municipal budget isutilised for SWM (Bhide
1990). Yet, itisgenerally argued that the Indian waste management system isstarved
of resources when the demands of increasing urbanisation are taken into account
(Shekdar et al 1992). Other actors like private organisations that are engaged in
waste collection and processing works (for example, compost making) , and informal
recycling system are also actively involved in the country’s waste management
process. Their presence in the delivery of SWM servicesin the citiesis, however,
dependent on the operation of the municipal body (Sudhir et al 1996).

The services provided by the municipal authority are, for the most part,
inefficient. It is estimated that, on an average, 30 per cent of the disposed solid
waste are left uncollected (NIUA 1989). This is beside the point that, as in most
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developing countries, thereis an active informal network in the country that exists
asaparalel system and contributes significantly to the overall waste management
process in the cities. Comprised of waste pickers, itinerant waste buyers and junk
dealers, the quantum of waste recovery by this informal sector is placed in the
range of 6 to 7 per cent to around 15 per cent of waste generated (Bhide 1990).

To address the problem of SWM in the country, the Ministry of
Environment and Forest (MEF), Government of India, has brought into force the
Municipal Waste (Handling and Management) Rules, 2000. This specifiesthat the
primary responsibility to manage SWM in the cities will now rests on urban local
bodies (ULBs). It also provides for the collection, segregation, storage,
transportation, processing and safe disposal of municipal solid waste, excluding
hazardous waste. The management of hazardous wasteis under the purview of the
Hazardous Waste Management Rules, 1989, the Biomedical Waste (Handling and
Management) Rules, 1998, and the Batteries (Handling and Management) Rules,
2001. However, though these rules emphasi ze environmental ly sound management
of municipal solid waste, it iswith regard to their enforcement that questions are
raised. Due to their nature and type of regulations to ensure compliance with the
delivery norms listed in the rules and aso due to the inadequate information for
monitoring providers, more oftenitisacase of ruleviolation.

Karnataka Scenario

Waste Flow in the Cities

The status of urban SWM in Karnatakais no different from the national
scenario. Being one of the more urbanised states in the country with about 237
towns and urban agglomerations (as per 2001 Census), and an urban population of
about 34 per cent as compared to the national figure of about 27 per cent, the
problem of SWM is equally grave in Karnataka. According to the State of the
Environment Report and Action Plan 2003 (GoK 2004), on an average, 40to 50 per
cent of the total municipal waste in the state is generated in the six municipal
corporations of Karnataka (Table 1).

Besides, amajor proportion of the waste generated in the urban centres of
the State remain uncollected, as evident from a survey carried out by the
Infrastructure Development Corporation (Karnataka) Limited (iDeCK) in 2003 (Table
2). The per capita waste generation in the urban centres varies between 0.16
kilogrammesand 0.67 kilogrammes per day, whichissimilar to the national picture.
Asmentioned earlier, whilediscussing the national scenario, variationsinthewaste
generated in the urban areas of the State can be attributed to their urbanisation with
the bigger cities producing more municipal waste than the smaller places.

Bangalore Case Study

A case analysisof waste management practicesin Bangal orecity, studied
as aproxy for similar urban centres (Sekher 1998; Beukering et al 1999), throws
specific insights about waste generation and composition in cities. From afield
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survey® carried out in the city it was estimated that Bangalore generated about
3,613 tonnes* of solid waste per day, with commercial establishments being the
major contributors accounting for about 39 per cent of the total, while households
contributed about 18 per cent (Table 3). Thewaste generated by variousinstitutions
located in the city accounted for only about 4 per cent. Although industries® also
generated a significant amount of solid waste, it was evident that most of thiswas
high quality recyclables and, was recovered for recycling and reuse. Only a small
per cent found itsway into the city waste stream. Reflecting the national scenario,
the city’s solid waste aso largely consisted of organic and other biodegradable
matter — about 43 per cent of the total generation (Table 4). Comparatively, the
percentages of recyclableslike paper, glass, plastics, metals, cardboard/packaging
material and rubber, werelower (36 per cent).

Of the total waste generated in Bangalore, the study showed that about
1,451 tonnes of waste per day got collected in public dustbins located at different
points in the city. While waste pickers recovered 312 tonnes of waste from the
public dustbins (PDB), 939 tonnes of waste from PDB was collected by the
municipality (either by itself or private contractors) and dumped in open spaces
and on roadsides outside the city. Remaining 200 tonnes of PDB waste (mostly
comprising of vegetablewaste from markets) were directly sent to large composting
units such as Karnataka Composting Development Corporation (a government
concern) and private unitslocated in the city for composting. The analysis showed
that about 245 tonnes of waste per day was dumped or burnt by the generators
themselves (gone/ unaccounted waste). This included debris and unorganised
waste that remained uncollected in the city (Table 5).

The case study also reveaed that about 65 per cent of the total waste
generated in the city was collected for recovery® (about 2,329 tonnes per day).
While 722 tonnes per day was reused, the remaining went for recycling (Table 5).
Agentsinvolved in the collection and recovery process were waste pickers, IWB,
middlemen, the municipality, and recycling units (both small and large). Whilethe
three agentsin the informal sector and the municipality were directly involved in
waste collection activities, the waste was processed by the recycling units which
received the recyclable waste from both middlemen and municipality. Inaddition,
community based organisations (small recycling units) collected 56 tonnes of waste
directly from househol dsfor composting. Thewaste recovered for recycling through
middlemen and waste pickers accounted for about 40 per cent of the total waste
generated (1,139 tonnes per day and 312 tonnes per day respectively). The
middlemen accumulated recyclables from the consumers and IWBs. The waste
pickers took their collection either to the middiemen or sold it directly to small
recycling units in the city. The contribution of the waste pickers in the informal
waste recovery processin the city needs specia reference. Although exact figures
were not available, based on available data, the study estimated that there were
roughly 25,000 waste pickers whose average per capita collection was about 15
kilogrammes per day. Collecting about 312 tonnes of waste per day, the waste
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pickers recovered about 21 per cent of the 1,451 tonnes of waste that went into
public dustbins.

However, it needs to be mentioned that the waste that flows into the
public dustbins is mixed waste, often containing household hazards like glass
pieces, batteries, polythene bags, etc. Itsimpact isserious givenits potential harmful
characteristics. More worrying isthe fact that hospital waste also gets mixed with
municipal wastein the public dusthins. This problem has also been highlighted in
the State of the Environment Report and Action Plan 2003, which says, “ ... about
oneto two per cent of biomedical waste gets mixed with municipal solid wasteinthe
community bins’” (GoK 2004:135). Given theextent of scavenging at the dump sites,
this is a dangerous trend.

Solid Waste Management (SWM) Practices

SWM encompassesthe range of activities, such as— (i) prevention, either
by reducing the content of waste or by reusing it; (ii) recycling the waste into
secondary raw material or as a source of energy; and (iii) disposal through land-
filling. However, the redlity is quite different from these environmentally sound
options. A major problem regarding urban SWM pertainsto the collection of waste
generated. Although, door-to-door collection has been introduced in some cities
of Karnataka (Bangalore and Mysore), amajor portion of the waste generated gets
collected in public dustbins and the waste that reaches disposal sites is usually
mixed, containing plastic, glass, metalsetc., aswaste segregationisnot practisedin
most of the urban areas (GoK 2004). Moreover, alarge quantity of waste that gets
deposited in the public dustbins remains uncollected (Tables 1 and 2). Besides, the
waste collected from the public dustbins is mostly disposed by either dumping in
an uncontrolled manner in some open space or it is burnt in the open air causing
high levels of pollution and environmental damage.

Regarding domestic waste collection, the NSS 54" Round estimates (NSSO
1999) show that in Karnatakait was mainly the household memberswho themselves
took the household garbage and dumped it in acommon dumping spot away from
the house from where the municipal authoritiesgenerally made arrangementsfor its
removal (Table 6). Three-fourth of the urban households surveyed in the state
reported that they resorted to this method of garbage disposal. Though collection
of garbagefrom householdsby local municipal authoritiesformed the other important
method of waste removal, the practice of door-to-door collection was limited.
According to the State of the Environment Report and Action Plan 2003, the practice
was mainly existing in Bangalore and Mysore, with the bulk of the waste from
households still getting collected in community bins or a common dumping spot
(GoK 2004).

The NSS 54" Round estimates (NSSO 1999) al so throw light on wherethe
domestic refuse, after collection, istaken to for disposal in the citiesin Karnataka.
Thepicturethat emergesisequally grim. About 80 per cent of the urban households
reported that the domestic waste was mainly disposed indiscriminately at some
common dumping spot — a community dumping spot/dusthin, or any other
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convenient spot in the neighbourhood. Considering the fact that the waste has
high organic content and is unsegregated, failure or inadequate collection can
result in seriousthreat to public health. Availableinformation in thisregard shows
that little progress has been made.

Most of the urban localities in the state do not have appropriate dump
sitesto dump the garbage and to compost it. 1n some cases, municipal land isused
for the purpose and in some other cases government land in the city outskirtsis
used (Table 7). Since the capacity of such dump sitesis inadequate in relation to
therequirement (Box 1), incitieslike Bangal ore, itiscommon for themunicipality to
dump garbage in open spaces and on roadsides in the city outskirts. However, as
of November 2003, 220 urban local bodiesin Karnataka had identified landfill sites
and applied for authorisation, of which 192 received authorisation from the Karnataka
State Pollution Control Board (GoK 2004). It isto be now seen how this devel opment
changes the situation in the cities.

Box I: Projected Requirement of Land for Dump Site(Composting) and
Landfill Sitefor theNext Tenyears.

As per the guidelines given in the national manua on Municipal Solid
Waste Management, published by the Government of India, Ministry of
Urban Development in May 2000, the requirement of land for dump sitesin
selected cities of Karnatakais asfollows:

City Arearequired for dump Arearequired for
Corporation site (composting) (acres) landfill site (acres)
Bangalore 1125 129600
Mysore 130 11.910
Belgaum 8.0 7.040
Mangalore 130 12.950
Gulbarga 8.0 6.216
Hubli/Dharwad 13.0 12.950

Landfill arearequired for Bangaloreis129.6 acres(AusAid 2001). Likewise,
requirement for other cities has been calculated.

For the efficient management of the solid waste, infrastructurefacilitiesfor
storing, transporting and dumping the garbage are needed. The general impression
isthat the number of dustbins provided is inadequate considering the quantity of
waste generated and, these aretypically of R.C.C. with capacities varying between
54010 1,100 litreswhich aredifficult to maintain (KUIDFC 2003). Inastudy carried
out by theIngtitutefor Social and Economic Change, Bangalore (Aziz et al 2002), it
is stated that discussions with citizens also brought out the point that public
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dusthins were often not located at the right places because of which, in many
cases, the garbage got thrown in the vicinity and around the dustbins and not into
them.

Asfor transport vehicles, municipalities either own or hirelorries/trucks,
tractors, tippers and tricycles of different capacity. The general complaint among
municipal authoritiesisthat the number of vehiclesavailablewith themiswoefully
inadequate to the task of transporting garbage to the dump site. |f one does an
exercise relating to the quantity of garbage generated in the urban area with the
number of vehiclesin functioning condition that are with the concerned urban local
body, and analyses it by the capacities and trips that can be made in a day, this
complaint appearsto be genuine (Aziz et al 2002). Dataabout the number of public
dusthins and transport vehicleswith some urban local bodiesin Karnatakaisgiven
in the Table 8 as an indication of the ground reality.

Regarding thework force employed for SWM, the situationisdifferentin
different city corporations. Generally speaking, the number of health workersand
Pourakarmikas (waste pickersworking for the UL Bs) employed by the municipality
is estimated in terms of the load of work in the municipality (collecting municipal
garbage and disposing it, and also cleaning the open and underground drains and
municipal urinals). But, traditionally, the practice is to deploy the work force
according to thecity population. Itisnow accepted in Karnataka, vide Government
of Karnataka Circular No. HMA/118/MNM/17, dated June 30, 19977, that for a
population of 500 in the city there should be one Pourakarmika. However, the
ratio between the workforce and the popul ation varies between cities (GoK 2004).
For instance, in Bangalore, for every 301 personsthereisone health worker, whereas
inGulbarga, itis631 personsfor one healthworker (GoK 2004). Table 9 presentsthe
number of Pourakarmikasworking vis-a-vistherequired number. Itisevident that
the number of these workers falls short of the desired number in the cities under
reference. The overall gap in respect of thefive citiesis 46 per cent, thus pointing
to thefact that the municipal administrationsare functioning under severe constraints
with regard to their workforce (Aziz et al 2002).

Stakeholdersinthe Refuse Callection and Disposal Services Themain stakeholders
in the urban SWM process are the waste processors (all agents directly active in
waste processing — that is, service producers) and waste generators (al agents
generating and consuming services provided by the waste processors):

» The waste processors consist of waste pickers, itinerant waste buyers,
middlemen like junk dealers and wholesalers, the urban local body, and
various recycling units, both private and government. While the first
three agents congtitute theinformal network, the othersareformal agents®.

» Thewaste generating categories comprise mainly of four types of agents,
viz., households, commercial establishments (markets and hotels),
institutions (offices, educational institutions and hospitals), and industries’
(large, mediumand small).
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While thethree agentsin theinformal sector and the municipality are directly
involved in the waste collection activities, waste processing is done by recycling
unitsthat receive recyclablesfrom the middlemen and the municipality. Among the
agentsinvolved in waste recovery process, the contribution of waste pickersin the
waste recovery process needs specia reference. Although, exact figures are not
available, in the Bangalore case study it was estimated that there were roughly
25,000 waste pickers in the metropolis whose average per capita collection was
about 15 kilogrammes per day, accounting for the recovery of about 21 per cent of
the waste that went to the public dustbins (Beukering et al 1999). It isthus obvious
that, though existing on asubsistence basis, the waste pickersformed asignificant
conduit in the waste recovery process.

However, aslaid downinthe KarnatakaMunicipal Corporation Act, 1976,
keeping thecity cleanistheresponsibility of civic administration. But, themunicipal
bodiesal one cannot perform thisactivity. The SWM process hasvariousdimensions
that requireinvolvement of the private, the non-government and theinformal sectors.
This necessitates cooperation and co-ordination among various agents, rather
than an insular approach, for better management of urban waste.

One problem often observed is the multiplicity of agencies dealing with
SWM services. InBangalore, for instance, besidesthe Municipal Corporation, the
other agenciesinvolved are Bangal ore Water Supply and Sewage Board (BWSSB),
The Metropolitan Region Development Agency (BMRDA), and the Karnataka
Urban Infrastructure Development and Finance Corporation (KUIDFC). Because
of these, gaps and duplications can be observed in the provision of service and
planning (Aziz et al 2002). For example, bothBMRDA and Bangal ore Devel opment
Authority (BDA) have jurisdiction over the BDA area although BMRDA was
constituted with a mandate to look after larger areas. Further, sewerage service
provisionis handled by BWSSB, but thisis not coordinated with the BMC which
also has the responsibility relating to drainage and SWM. With regard to slum
upgradation, thisresponsibility is split among different agencies with no common
line of direction for the development of slums as aresult of which these areas are
very badly serviced.

Often, itisthestruggle between local and state-level paliticsthat influences
thedelivery of SWM services, or for that matter any other public service. Whenthe
Bangalore Agenda Task Force (BATF) was congtituted in November 1999 to provide
an opportunity to public-private-partnership, the Bangalore Mahanagara Palike
(BMP) with the support of BATF launched the ‘ Swachha Bangalore’ programme.
Through door-to-door solid waste collection system, this programme targeted to
bring cleanliness in the 128 Health Wards' in the city that are managed through
Pourakarmikas of the Corporation. The BATF managed to get pushcartsto collect
door-to-door garbage costing Rs. 5,500 a piece. But now, with the new government
in the State going slow on the fate of BATF, the continuation of such apartnership
isdependent on thewill of the political |eadership and the clout commanded by the
civic leadership (in the case of BATF, the czars of Information Technology on its
governing board, constitute an important component of the civic leadership). On
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the other hand, the Bangal ore Mahanagara Palike, today, does not have an annual
maintenance contract in place and the net result is that many of the pushcarts are
lying around with broken wheels and parts missing (Times of India, Bangalore 27
July 2004).

Concluding Remarks

Considering the present rate of waste generation in Karnataka, it is
estimated that by 2011 the projected municipal waste generation will be about
7,424.8 metric tonnes per day (GoK 2004). While only about 9 per cent of the
recyclable material (plastic and paper) isrecovered dueto non-segregation of wastes,
itishoped that thiscan beincreased to 15 per cent by 2010 by practising segregation
(GoK 2004).

It is thus obvious that urban refuse collection and disposal service need
toreceivepriority infutureefforts. Thepriority areasthat need to be addressed are:

» Inadequate municipal service

» Unscientific disposal system

» Lack of civic awareness/waste management | eading to unsegregated waste
generation and disposal

» Existenceof an extensiveinformal network driven mainly by market forces
and functioning at subsistence level

» Insufficient capacity for waste processing, particularly organic wastes
which are abundant.

» A small market for recycled waste products and poor marketing of these
products.

As of now, very little concerted effort has been made in this direction.
Considering that a number of marginal and poor sections are active in the process
asinformal labour, any strategy to strengthen the waste management service needs
to benefit the society as well as allow for income generating opportunities to the
poor along itsroute. No amount of urban planning will translateinto reality unless
the government takes the required initiative and makes the necessary inputswhich
do not have to be only financial. The BATF initiative on the part of the state
government was apositive step in thisdirection. However, as matters stand today,
itsfuture isin doubt.

Some strategies as al'so measures and intervention required have been
suggested here to address the problem of urban solid waste management: Box 1.

Though a number of innovative SWM experiments are under way in the
country, these are basically location-specific viable options after an analysis and
identification of the local problem areas (Sekher 2001). However, while the
experiments complement and supplement the efforts of the municipal authority in
managing urban waste, the government needs to take the required initiative and
make necessary inputs available to evolve aframework for an integrated approach
that will coordinate all theinsular initiatives. To that extent, the state hasarole.
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Box I1: Strategiesand M easuresfor SWM
Strategies Measures Interventions
1 2 3
1. Increasingwaste * Createpublic awareness ¢ Useof mediaand newspaper
segregation through * Role of NGOs/CBOs

source separation
. Strengthening institutional
interventions through

public-private partner-
ships

B Increasing wasterecovery

v. Popularising reuse practices

¢ Increasing NGOs' involvement
and encouraging community
participation

¢ Privatisation of municipa solid
waste systems

« Integrating the contributions of
informal sector, particularly
waste pickers contributions,
in the process of waste removal
and recovery

« Developing and strengthening
regulatory mechanisms,
especially relating to hazardous
waste

« Enhancing capacities of waste
processing and recycling units

«  Government itself setting an
example
« Educating public

Facilitating collection from
source

Strengthening the municipality
SWM system by increasing its
resources (levying taxeson related
services) and its authority by
giving it policing powers to
prevent public littering and
ensuring public conformity to
civic regulations.

Policy changesin the urban local
government allowing for interface
with the non-government and
private organisations
Recognised community represen+
tation in the municipal solid
waste system (formation of
Resident Welfare Association or
area committees with people’s
representation)

Official policy for door-to-door
collection either under the
municipality, or a community
organisation, or through private
initiatives

Government policiesfor provid-
ing facilities and exemption to
therecycling unitsto enable them
to increase their production and
to sell their products at a
competitiveprice

Writing down this in the
government’s purchaserules
Advertisementsin popular medig
about recycled productsto and
assistanceto NGOsto demongtrate
in the community

Source: Sekher 2001
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Tablel: Municipal Sold Waste Gener ation Per Day in six City Cor por ationsof

Karnatakafor 2002
City Population Waste Waste Per Capita
(2002) Generated Collected Waste*
(Tonnes/Day) (Tonnes/Day) (Tonnes/Day) Generated
(Grams/Day)

Bangalore 5,882,162 2,500 1,400 425.0
Mangalore 551,701 250 200 453.1
Hubli/Dharwad 801,442 250 200 311.9
Mysore 794,677 230 183 289.4
Belgaum 516,155 120 100 232.5
Gulbarga 452,944 120 100 264.9
Total 8,999,081 3,470 2,183 386.0

Source: GoK 2004.

Table2: MSW Generation in Sdect Citiess'Towns

ULB Name Population Total Amount of Total Amount Per Capita
(2004) M SW Generated of MSW Generation
Generated Per Day Collected (Grams)
(Tonnes/Day) Per Day*
(Tonnes/Day)

Hospet 1,63,284 60.75 35.3 372.05
Hassan 1,16,628 50.70 36.0 434.72
Gadag 1,54,849 65.70 35.4 424.28
Bidar 1,72,298 51.06 45.0 296.35
Chitradurga 1,22,549 50.00 20.3 408.00
Bhadravathi 1,60,392 52.00 45.0 324.21
Bellary 3,17,000 90.00 62.0 283.91
Davanagere 3,63,780 180.00 130.0 494.80
Mandya 1,31,211 35.00 25.0 266.75
Gangavathi 93,249 35.00 18.0 375.34
Channapatna 63,561 25.00 20.0 393.32
Ramanagara 79,365 30.00 20.0 378.00
Maddur 26,456 7.00 6.0 264.59
Arasikere 45,160 14.00 135 310.01
Belur 20,225 8.00 6.0 395.55
Holenarasi pura 27,018 12.00 10.0 444.15
Ullala 49,862 16.00 16.0 320.89
Alur 6,133 1.00 1.0 163.05
N.R. Pura 7,441 5.00 1.0 671.95
Shringeri 4,253 150 15 352.69

Source: Table prepared from SWM data provided by the Infrastructure Development
Corporation (Karnataka) Limited (iDeck), Bangal ore (data coll ected during 2003-
04).
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Table3: Source-wise Generation of Solid Wastein Bangalore(TonnesPer Day)

Stakeholders Volume Per centage
1. Housecholds 650 18.00
2. Commercial establishments 1,456 39.00
i. Markets 369 -
ii. Hotels 1,066 -
3. Ingtitutes 128 4,00
i. Hospitals 20 -
ii. Offices 15 -
iii. Educational Institutions 92 -
4, Industries 1,399 39.00
Total 3,633* 100.00

Source: Beukering et al 1999.

Table4: Physical Composition of theWaste Generated in Bangalore
(TonnesPer Day)

Composition Per centage Share of The Waste That Goes
to Public Dustbins (Per centage)
Glass 29 0.24
Plastic 6.7 0.48
Paper/cardboard 16.5 312
Metal 15 0.05
Rubber 9.9 0.0
Organic waste 334 55.12
Other biodegradable 9.2 192
Hazardous hospital waste 20 1.06

Miscellaneous (old clothes, gunny
bags, coconut shells, debris, etc) 17.9

Source: Beukering et al 1999.
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Table 5: RefuseCallection and Disposal, and Agentsinvolved

Tonnesper day

Total Waste Generated 3,633

1. Waste collected by Municipality/ Private
contractors from public dusthins and dumped 939

2. Waste collected by Municipality/ Private
contractors from public dustbins and

used for composting (sent to large composting units) - 200
3. Waste recovered by waste pickers from public

dustbins - 312
4. Waste collected by CBOs directly from

households for composting - 56
5. Waste traded for recycling

(middiemen & IWB) - 1,139
6. Reused waste - 722
7. Uncollected (unorgani sed waste) - 245

Source: Adapted from Beukering et al (1999).

Table6: Distribution of Householdsby Arrangement for Domestic Garbage

Removal (Urban)
M ode of Garbage Removal Per centage of Households
Local (municipal) authorities 204
Private arrangement among residents [ 4.8
Household members [T 70.3
Other arrangements 111 45

Notes. * A group of residentsin an areahas made arrangementsfor garbage clearance
(neighbourhood residents associations - NRAS)
(M0  Household dumped garbage in a common dumping spot away from the
house, which may not be a public dustbin
0  Removal of waste by non-government organisations
Source: NSSO (1999)
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Table7: Number of Dump Sites- City-wise (Notified and Un-nctified)

SI.  Centre No.of Legal Areaof Distance No of Illegal Quantity of

No. Name Dump Site Legal from the Dump Site Wastein
Dump Site City (kms) Dump Site
(in acres) (Tonnes/ day)

1 Bangdore  Nil* 0 0 N.A** 370

2. Belgaum 1 8 2 1 N. A.

3. Gulbarga 1 15 2 N. A.

4. Hubli 2 28 3 1 N. A.

Dharwad 10 3
5. Mangalore 1 70 15 Nil 200
6. Mysore 1 4 5 Nil 183

Notes: 1) N.A=Notavailable;

2) * According to aGovernment Order No. RD 126 LGB 94, dated 11.11.1994,
nine landfill sites have been leased in by the BCC. However, these are not
being used due to local opposition and litigations.

3) [ Dumped on the city outskirts (16-27 kms.)

Source: City Corporations, Respective Cities

Table8: Infrastructureand Manpower of Select UL Bs

(in Numbers)
SI.No. Nameof ULB Public Dustbins  Vehicles
1 ulla 40 1
2 Tumkur 450 6
3 Ramanagara 150 2
4 Channapatha 65 2
5 Mandya 560 6
6 Maddur 74 1
7 Kundapur 100 2
8 Hassan 1,560 7
9 Kolar 350 6
10 Chickmagalur 150 5
1 K.G.F 129 8

Source: KUIDFC (2003).
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Table-9: Actual Number of Pour akar mikasand Their Desired Number

Name of the Estimated Desired Actual Percentage
City Population (in Number of Number of  of Gap
Lakhsin 1998) Pourakarmikas Pourakarmikas
Bangalore 50.00 10,000 5,504 44.96
Mysore 7.58 1,516 863 43.07
K.G.F. 2.65 530 306 4227
Robertsonpet 175 350 125 64.29
Shimoga 259 518 388 25.10
Bijapur 2.30 460 176 60.74

Source: Aziz et al 2002: 7.

Notes

1 Out of 1,027 million (or 102.7 crore) population of India, as per Census 2001, 742
millionlivedinrural areasand 285 million in urban areas comprising 72.2 per cent and
27.8 per cent of the population respectively.

2 Unofficialy, theestimateis put around 60 million tonnes of waste generation annually.

8 For the purpose of data collection, a limited sample survey was carried out for some
stakeholdersand, wherever possible, available datawere used. It needsto beemphasized
that thisexercisewasmorein the nature of abenchmark survey, taking into consideration
all the stakeholdersinvolved in the city’s waste management process and extrapol ating
the data collected to give a picture of the whole city (For details, see, Beukering et al
1999).

4 Various estimates put the total waste generated in Bangal ore between 2,000 to 2,500
tonnes per day. In this study, the estimate of 3,613 tonnes per day is mainly because
industrial waste (approximately 1,400 tonnes per day) was also taken into account as
a component of the total urban solid waste generated in the city.

5 In this study, other types of industrial wastes such as sludge, effluents, etc., have not
been taken into consideration as the focus is on urban solid waste. Only solid waste
generated by the industries has been considered.

5 Thehighlevel of 65 per centisrather deceiving. Part of the compostable waste materials
collected by the municipality is delivered to the farmers around the city who useit to
enrich their soil. This may be considered as a form of composting, as done in this
analysis. Otherwise, it can be considered asaform of disposal. In that caseit should
be subtracted from the recycled portion.

7 Quotedin KSFC 1996: 136.

8  Thisdivisonisarbitrary. Informal stakeholdersaregeneraly thosewho arenot registered
with the municipality and do not pay tax. For anumber of recycling plantslocated in
Bangal orethischaracteristic also holds. Moreover, they often employ informal 1abour.
However, since amgjority of the recycling plants are registered, they are grouped as
part of the formal sector.

9  Accordingto the Bangal ore Urban District Industrial Directory published by the District
Industries Centre, Bangal ore, Government of Karnataka, industries are broadly grouped
aslarge, medium and small.
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10 Bangalorecity has 100 administrative wards. These have been divided into 277 Health
wards for functional convenience. Of these, 147 Health wards, including two markets,
are under private contract system of cleanliness. The remaining 128 Health wards are
managed through Pourakarmikas.
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Managing Water Resources in India:
A Synoptic Review

V. Ratha Reddy”
Abstract

Thisreview paper attemptsto bring together variousissuesin the light
of recent developmentsin theirrigation sector management inIndia. The
paper emphasises the need for an integrated approach for water
management and governance. Different governance structures are in
operation depending on the nature of the water source. For, surface
water mostly comes under state ownership/management while
groundwater is managed mainly by private people. State, market and
civil society have equal rolein water governance. State should allocate
and protect the entitlements of the people (especially the poor), the
market should conserve resources through reflecting the scarcity value
of water, and civil society should adopt the roles of service, advocacy
and innovation. Inequity in the distribution of water is the cause of
conflict. While it is difficult to avoid conflict altogether, it can be
minimised through prioritisation of the resource distribution. Drinking
water should be given highest priority inthe context of allocating water
for different uses. Similarly, scarcity regions should be guaranteed with
minimum levels of water in the case of regional alocations. Of the
different sources, groundwater distribution is more iniquitous. Thisis
mainly dueto the bundling of water and land rights and lumpy nature of
capital requirements for groundwater exploitation. Discussion on legal
aspects of water rightsis crucia. De-linking of water rights from land
rightswould go along way in addressing the equity issuesin groundwater
distribution. Allocating rights to the community under the supervision
of PR institutions could be afeasible option in this regard.

Introduction

Judicious management of water resources is among the critical policy
issues across the continents. The need for action in this direction is growing by
day, as countries and communities across the globe are increasingly experiencing
water stressin various contexts. Water stress often leadsto civil strife and conflict.
The conflictscan betraced from microlevel to global level. The conflictsrangefrom
killing of own brother over irrigation water, district collectors coming to blowsfor a
sharein canal water (AP), to the Cauvery dispute between Tamil Nadu and Karnataka
and the Paragodu controversy between Andhra Pradesh and Karnataka. At the
global level, whilewater conflictsarewell knowninthe Middle East, sharing of river
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watersbetween Indiaand Bangladesh isapotential conflict situation. These conflicts
are expected to be more frequent in the future due to the increasing pressure on the
resource. | ncreasing inter-sectoral competition between agriculture and other users
(i.e., drinking water, industry) is adding to the complexity of managing both surface
and ground-water resources. These conflicts are the cumulative effect of gross
neglect and mismanagement of water resources over the years. For, the problemis
not dueto absol ute shortage of water, but due to the absence of proper mechanisms
for conservation, distribution and efficient use.

I rrigation devel opment and management assumes paramount importance
in the agrarian economies like India. For, in these economies irrigation consumes
more than 70 per cent of the water utilised and continue to face shortagesin terms
of quality aswell asquantity. Water scarcity isresulting in regional inequalitiesand
political turmoil. In other words, water, especialy irrigation, has become the great
divider across the communities and regions. Though genuine natural or
environmental factors explain such a division, policy induced ill management of
water isat the core of water stressand conflicts. In order toimprove the management
practices various policy measures such as ingtitutional approaches and market
mechanisms have been suggested®. Often, in theliterature, either of theseissuesis
emphasised to the neglect of the other. Similarly, partial approach in the case of
resource management isalso common. That is, canal irrigation, tank irrigation and
groundwater irrigation are often dealt separately?. While the integrated water
resource management (IWRM) isaright stepin thisdirection, approachestoirrigation
management arefar from integrated.

In the absence of such an approach ‘ water security’ would remain adistant
dream. Water security means that “people and communities have reliable and
adequate accessto water to meet their different needs, present aswell asin future,
areableto take advantage of the different opportunitiesthat water resources present,
are protected from water rel ated hazards and havefair recourse where conflicts over
water arise” (Soussan 2002). Such water security ensures equity and sustainability.
In the context of scarcity, alocation of water should be governed by optimality
rather than productivity. For, optimality combineseconomic aswell associd benefits.
Water security is indispensable for addressing inter and intra-regional as well as
inter-household inequalities in growth and development and sustaining the
ecological balance. In fragile resource regions environmental degradation is seen
as a cause of household food insecurity and as a consequence of water insecurity.
That isfood security islinked to water security through environmental degradation
inthese regions (Reddy 2002a).

Inthis paper, an attempt has been made to bring together variousissuesin
thelight of recent devel opmentsin theirrigation sector management in India. This
paper begins with a brief presentation of the development and degradation of
irrigation sector in India followed by all examinations of the effectiveness of
institutions in the context of recent developments and viewing water governance
from the demand side. The paper winds up with a discussion on some of the
important aspectsthat need attention in future for judiciousirrigation management.
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Irrigation: Development and Degradation

The huge and growing public investments (about Rs. 1,556,250 millions,
from 1950-51 to 1999-2000) over thelast five decades do not reflect the expansion of
area under public irrigation systems. Major and medium irrigation received about
two-thirdsof the total sectoral investments. While area under public canals more
than doubled, its sharein the overall irrigation declined from 34 per cent to 31 per
cent (Table 1). Theareaunder tank (another public source) declined both in absolute
and relative terms. On the other hand, areaunder well irrigation, whichisaprivate
source, recorded five-fold increase over the years. Presently, well irrigation isthe
singlelargest source of irrigation accounting for 34 million hectares and 59 per cent
of the share in the total irrigated area. These imbalances in water resource
development are resulting in resource degradation.

Thisis mainly due to the imbalance in the distribution of and access to
water resources across regions. Within the surface systems canal irrigation has
been the most favoured sector to the neglect of minor systems such as tanks.
Interestingly, most of the tanks are located in the fragile resource regions, where
groundwater isthemajor source of irrigation. Theinter-linkages or complementarity
between these two sources coupled with the policy neglect have resulted in
ecological problems, equity and sustainability of water resources. As the number
of wellsand tubewells multiply by year, water tables go down at afaster rate. Asa
result, failure of the wells in drought-prone areas has become very common in
recent years. Infact, thefailure of the well-linked indebtednessisidentified asone
of themain reasonsfor farmer’s suicides, asthe costs of groundwater depletion are
quite substantial (Reddy 2002b). While the groundwater board i dentifies about 2-3
per cent of the 7,063 blocksin the country asoverexploited, the problemisseverein
some states like Tamil Nadu, Madhya Pradesh, Uttar Pradesh, Maharashtra,
Rajasthan, Gujarat, Punjab, Haryana, Karnatakaand AndhraPradesh (Singh 2002).
Inastudy of six states (Gujarat, Haryana, Karnataka, Punjab, Rajasthan and Tamil
Nadu), it is observed that between 1989 and 1995, the proportion of dark blocks had
increased from 16 per cent to 26 per cent (Selvargjan 2001). In Punjab and Haryana,
about 50 per cent of the blocks fall under the dark category.

The situation of over-extraction and the resultant environmental
degradation isthe consequence of lack of appropriate and adequate policies (policy
failure) for managing the subsurface water resources. Hitherto, groundwater policies
areon thelines of encouraging overexploitation. These policiesarein the nature of
providing incentives for groundwater development such as subsidised credit and
subsidised power or diesel/kerosene. While these policies helped in promoting
groundwater development in the regions where groundwater development was
below the potential, they led to overexploitation of the resourcesin fragileresource
regions. Onthe other hand, no attemptswere made (at the policy level) to strengthen
the natural resource base in terms of replenishing the water table. On the contrary,
groundwater development is seen as a substitute for tanks, which are the main
agents of replenishment. In this regard the State has become a mere spectator, as
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this process has conveniently shifted the financial burden to private people. This
hasresulted in the concentration of public fundsin the endowed regions (especially
in the canal commands) depriving the fragile resource regions.

Thefirst victimsinthisprocessare small and margina farmers. Theimpact
of resource degradation on these farmersis in two ways. Firstly, while small and
marginal farmers dominate the ownership of wells, in general, and open wells, in
particular, medium and large farmers dominate the ownership of bore wells. Asa
result of degradation, amajority of these farmershavelost or losing accessto water,
as most of the open wells have dried up. That is, these farmers are denied their
genuine share in the common pool resources. Secondly, one of the interesting
observationsin recent years (Reddy 2002b) isthat, borewell technology isbecoming
cheaper making it size (owned land) neutral, though the process may be dow. Asa
result, thesefarmersare a so investing substantial amount of money on borewells.
Such investment becomes unviable in the event of well failure. Besides, the poor
quality of technology at lower costs is resulting in high maintenance costs and
uncertainty in water supply. It is observed that groundwater markets will take care
of the equity problemsto alarge extent (Shah 1993). But, evolution of water markets
ispossibleonly inthe regionswhere ground-water isavailablein sufficient quantities.
Markets do not evolve when there is not enough water to share or sell (Reddy
2001). Thisistruein many regions where groundwater markets do not operate, as
the available water is not enough to irrigate the well owner’sland.

Even the recent policies in water management have failed to take the
needs of theseregions or farmersinto account. For instance, groundwater istotally
left out of the purview of the water user association legislation in Andhra Pradesh
and other states. There are no efforts to integrate well and tank irrigation at the
policy level. While water user associations are found to be effective in the canal
commandsthey are not serving the purpose in the case of tank irrigation though 80
per cent of the associationsare for tanks (Reddy 2002b). Unfortunately, thereareno
policies so far that address the equity and management aspects of groundwater.
Although there are regulations on groundwater exploitation they are inadequate
and ineffective. Thiscallsfor ashift in the policy from supply side management to
demand side management, from populist to economic, from convenient to efficient,
from engineering toinstitutional, from centralised to decentralised and from fractured
tointegrated approach. That is, water policies should aim at integrating all sources
of water in the regional context rather than treating them in isolation. Demand
management is equally, if not more, important, especially in the context of scarce
resources, as the supplies are limited. Demand management helpsin efficient and
sustainable use of the resources when compared to supply regulation.

Sustaininglrrigation I nstitutions

Despite ever increasing budget allocations towards major and medium
irrigation, funds available for operation and maintenance (O and M) areinadequate
resulting in poor maintenance of the systems, unsatisfactory service and ecological
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problems. Whilethetail-end regions are facing severe water shortages due to poor
maintenance of distributary systems, head reaches are having water-logging and
sdinity problemsdueto poor drainagefacilities. Theviciouscircle of low alocations
to O and M, poor service, declining areaunder irrigation, low yields and incomes,
low recovery of irrigation charges and low allocation is common in all the Indian
states (Raju et al 2000). It is often argued that participatory institutional approach
iseffectivein addressing theissues at hand (for areview, see, Reddy 1998). Often,
these impressions are based on small-scale experiments managed by committed
non-governmental organisations (NGOs), but arefound to bedifficult and costly to
replicate. An alternative is the scaling up of the institutional arrangements by
formalising the institutions through state legislation.

During the second half of 1990s, anumber of statesin Indiatransferred the
irrigation management responsibilitiesto Water User Associations (WUA) or private/
NGO contractors (Table 2). Out of seven states that have transferred, five have
followed the WUA model. Theinitiative hascome mainly from the government. In
most of the cases, full transfer of powers hastaken place asfar astheresponsibilities
areconcerned (O and M; water distribution, fee collection, etc.,), whileonly partial
transfer has taken place in the case of assessment, assured water supply, etc.
However, the effectiveness of theseinstitutional arrangements needsto be assessed.
But, the early indications are that these institutions are bogged down with
bureaucratic control in the absence of full transfer of powers. Their sustainability
appearsto be abig question mark in the absence of financial support from outside.
Thisis mainly due to the reason that these institutions are not allowed to become
financially self-sufficient, as the financial control is still in the hands of line
departments. Asaresult, in most of the casestheseformal ingtitutionshave remained
very small in scale, passive and their performance is nowhere comparable to the
informal ones. Thisistrue even in the case of AndhraPradesh (AP), where WUASs
are promoted through legislation on alarge scale.

While some of the early studiesindicate the positive aspects of the WUAS,
most of them raise questions on the sustainability of the programme once the
external funding dry up (van Koppen, Parthasarathy and Constantina 2002; Raju
2000; Jairath 1999; Brewer et al 1999; Naik and Kalro1998). A detailed study
(Parthasarathy and Joshi 2001) of WUA slocated in three different regionsof Andhra
Pradesh reveal that their performance had only a limited success in terms of
participation aswell asimpact. It was observed that amajority (51.5 per cent) of the
househol ds were not even aware of WUAsthough there were variations acrossthe
regions. Participation levels were very low. The highest participation was in the
WUA election, which stood at 7 per cent, followed by R and R work (5.8 per cent),
motivation (2.5 per cent), etc. Only about 17 per cent of the households contributed
labour as their share. And most of this contribution came from small farmers and
tail-end farmers. Only 13 per cent of the households participated in the annual
general body meetings. A mgjority of the tail-ender farmers attended the meetings
when compared to head reach farmers despite greater awareness of WUASs among
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the latter. This clearly indicates the absence of general awareness and interest
regarding the WUAs though participation among the committee membersis quite
high. In comparison, theimpact of participation dueto the WUAsismarginal . Only
two per cent of the sample househol dsreported increasein the areaunder irrigation.
This poor performance of WUASs has been observed even in the case of Gujarat
wherethe process had been initiated by NGOswith Government support on asmall
scal e (Parthasarathy and Joshi 2001).

While corroborating with the above observations, another study on AP
WUASs (Reddy and Reddy 2002) indicated that informal or socialy embedded
institutions were more effective than the formal WUAS. The reason being that
informal institutions reflected commitment and cohesion, as they were evolved
from within the system. More importantly, they were flexible in adapting to the
changing situations. On the other hand, formal institutions were rigid and rule
bound. In the case of informal institution, equity in water distribution was taken
care of through rotational systems. Independent third party supervision mechanisms
were in place to safeguard the effectiveness of the system. Proper incentive and
disincentive structureswere designed to support rule compliance. No such systems
are present in the case of formal WUASs. Under the present circumstances, the
WUAS cannot guarantee equity, especially under scarcity conditions. Why should
everybody co-operate for the benefit of the few?

Self-sufficiency and resource strength are central to the sustainability of
institutions. The formal institutions are yet to generate their own funds, while
informal ones have succeeded in generating surplusfunds. Lack of proper devolution
of powersto local level is hindering the progress in this direction in the case of
formal ones. Transfer of powersand responsibilitiesto the WUAsat the minor level
should be done effectively though in a phased manner. Only under such
circumstances can innovations at the community level become possible. Hitherto,
the WUASs have been entrusted with responsibilities without any rights.

A number of studies havetried to explain the causes of poor performance
of WUA through identifying the factors that characterise successful WUASs (for a
detailed review of studies, see, Meizen-Dick et al 1997). These studieshaveidentified,
among other factors, social capital, group size, homogeneity, |eadership, operational
rules, etc., as important factors in explaining the success stories. The existing
collective action theories are based on these success stories. Moreover, they have
not helped much in formulating policies for effective participatory irrigation
management (PIM). It is observed: “Currently dominant institutional-economic
modelsfail to grasp the cultural specifics of irrigation as social practice and are a
poor guide to the meanings and mativations of local institutional development”
(Mosse 2003: 287). Whilethe evolution of PIM may depend on policy support and
external funding, its sustainability critically hinges on the effective support from
the palitical networksand irrigation bureaucracy. “ PIM cannot becomeareality nor
become self sustaining without restructuring of state irrigation departments...
However, theirrigation bureaucracy isunlikely toinitiate such achange. Therecord
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of last 20 years standing against it.” (Singh 2000: 698). Historically, WUAs are
political institutions (Mosse 2003), local leaders compete for control over these
institutions, asthese new institutionstend to be financially stronger. The situations
do not vary much between resources (irrigation or watershed development) or
locations (Tamil Nadu or Andhra Pradesh) (M osse 2003; Reddy 2003). AsBardhan
puts it, “In most poor countries, there are massive costs of collective action in
building new economic institutions and political coalitions, and in breaking the
deadlock of incumbent interests threatened by new technologies’ (2004:481).
Therefore, evolving, sustaining and replicating WUASs or PIM are not easy given
the socio-cultural and political dynamicsin countrieslike India.

Groundwater Management

As far as institutional approaches to water resource management are
concerned, groundwater is a neglected area. None of the PIM studies discussed
above deals with groundwater management. In fact, groundwater does not find a
place even in the constitution and the consequent acts or tribunals fail to take
comprehensive view of water resources (lyer 2003). Groundwater rights are
customarily attached to land ownership, hence, ground-water management istotally
left to the private initiatives. Despite the requests from the Central Ground Water
Authority to regulate groundwater use, the response from the states is very poor
(lyer 2003). Of late, overexploitation of groundwater has become amatter of concern
for the Ministry of Environment and Forests rather than to the Ministry of Water
Resources.

Approach to the development of groundwater needs to be specifically
addressed. In recent years, independent South Africahas brought out water Policy
that dealscomprehensively with groundwater management (GOSA 1998). According
to this policy; where groundwater users are in conflict or the environment is
threatened, sensitive areas may be declared where notice of intentionto drill will be
required. Groundwater use must be carried out in the context of an adequate
catchments management plan, based on an understanding of the sustainable yield
of thelocal groundwater sources. In sensitive areas, approval of drilling may thus
include operating conditions to protect other users as well as resource itself.

These policy changes are fostered with appropriate institutional
arrangements and legal framework. In the case of groundwater, the problem is not
dueto the absence of property rights per serather it is due to mis-allocation of the
rights. Here, property rights are not allocated equitably though they fulfil al the
aspectsof property rights (universality, exclusivity and transferability). Universality
means that all the common resources should be ownable. In the present context,
water resources are ownable (in de facto sense at least) but by a few individuals.
This distortion, in turn, is resulting in appropriation externalities. Therefore, the
policy should promote equitable distribution of these rights let alone deciding on
the permanency of therights.
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In the Indian context, theriparian systemisclassbiased, especially inthe
groundwater regions. Therefore, policy changes should be in the direction of
delinking water rights from land rights. The response to such issues at the policy
level ishostile at the best. Often, theideais brushed aside saying that it is difficult
or impossible to achieve such an objective. China abolished private water rights
along with land reformsway back in 1949 (Vai dyanathan 1999). The experience of
South Africainimplementing such adifficult programmethrows somelight so that
we can moveinthat direction. Whilethe contexts are not comparable one can think
of such an approach in a limited way. Applying the concept to groundwater
management in India can be a starting point. Moreover, it would be effective in
bringing equitable and sustainabl e allocation of resources. Appropriateinstitutional
arrangementsand legal framework should bein placeto addressthisissue. Besides,
thetransaction costs are high for implementing and monitoring. In this context, the
high transaction costs out-weigh the benefits because they are compared against
zero benefits, asgroundwater does not have an economic value, especially fromthe
policy point of view. If groundwater isvalued economically then the benefitsfrom
such an approach will out-weigh the transaction costs.

Another way to deal with groundwater is to bring it under the net of
ingtitutional reformsinwater resources. Groundwater should betreated asacommon
pool resource and the rights should be community based rather than on land
ownership based. The pani panchayat model of providing water rights even to
landless (Deshpande and Reddy 1991) would go a long way in managing
groundwater in a sustainable and equitable manner. Promoting community tube
wells on large scale, especially in the drought-prone areas, should be the starting
point. Thesewells should be backed by water repleni shing mechanismsof rainwater
harvesting through percolation and other tank systems. In the fragile resource
regions, these investments should largely come from public sources, as these
investments would be meagre when compared to the investments that have gone
towards the devel opment of large and medium irrigation projects.

Further complexities arise in groundwater management, asiit is closely
linked with other policieslike power policiesand grain policies. Sofar, groundwater
isregulated through supply regulation of electricity rather than fixing the electricity
charges appropriately, thanks to the widespread power shortages. Though this has
helped in checking the degradation in the short-run it is not areal solution in the
long-run. Subsidised power prices would further aggravate the process of
environmental degradation. Therefore, economic pricing of el ectricity with proper
monitoring facilitieswould be more appropriate. The recent spurt in politica populism
across states has brought back the free power regime, which isaregressive stepin
the long-run. Similarly, the policy of support pricesisnot only biased in favour of
water intensive paddy and wheat but also sans any economic rationality and triggers
theracefor groundwater exploitation.

Such policiesresult in groundwater mismanagement causing irreversible
environmental damage. The resulting negative externalitiesimpose enormous socia
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costs. Though we have regulatory mechanisms to control overexploitation of
groundwater they are grossly ineffective. Recent initiatives such as watershed
devel opment programmes addressthisaspect indirectly, asit integrateswater bodies
devel opment with the watershed development only in alimited way. Theseinitiatives
as well as some of the local initiatives like neeru-meeru (water-you) in Andhra
Pradesh attempt to addresstherecharge (supply side) issuesrather than management
issues. The latest initiative in Andhra Pradesh isthe introduction of ‘Water, Land
and TreesAct of 2001' (GOAP2001) which isan attempt to integrate theland, water
and plant resources for a sustainable resource management. This Act makes the
registration of all the wells mandatory. And the new wells are expected to take
permission from the authorities. The state has the right to close down the existing
wellsif found causing damage to environment or other uses. Thislegidativeact is
important to the extent of checking overexploitation of the resources. But, it fals
short in addressing the equity issues. Management of groundwater resources
requires effective ingtitutional arrangements fostered with legal and legidative
support and needs long-term planning and process. Hence, it escapes the policy
attention, which often looks for quick fixes to the problems. According to
Vaidyanathan, “Social myopia can be countered only by publicising and dinning
into the public’s ears the experience of such (over-exploited) areas, their
conseguences and the extreme importance of taking collective action to regulate
use in the long-term interests of the community and its succeeding generations’
(1999:.171, italicsmine).

Irrigation Gover nance: L ooking from theDemand Side

One of themain reasonsfor the poor performance of irrigation sector isthe
philosophy of supply side management hitherto followed, to the neglect of demand
management structures, by policy markers. Unless the demand regulationisgiven
dueimportancein thewater resource planning and management, it would be difficult
to meet the demands of theincreasing population, either in terms of water or food,
in the event of increasing water shortages coupled with mounting financial
constraints. Demand regulation includes conservation of water, enhancing the
productivity of water, etc., by following appropriate price policies and adopting
technologies fostered with suitable legislations and institutions.

Water Pricing

Water pricing has become hackneyed and ritualistic in the Indian context.
Everybody supports but nobody implements. While some progress has been made
inthe case of domestic (urban) water, very littleisbeing donein the case of irrigation
(especialy canal) water. Eveninthereforming stateslike AndhraPradesh very little
isdoneinthisdirection. Artificially kept low water pricesfail to provideany incentive
toimprovethe systems, technically or ingtitutional ly, asthe economics of transaction
costs go against it. Present prices do not even cover the O and M costs in many
cases. The main bottleneck isthe political will to take hard decisions.
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Often pricing policiesarethwarted with an excuse of lack of willingnessto
pay for irrigation water. Contrary to this general belief, farmers are willing to pay
substantially higher prices for improved water supplies (Reddy 1998). Therefore,
willingness to pay is not a bottleneck for charging higher prices. In fact, it isthe
willingness to charge, which is the main obstacle. Therefore, pricing of water on
cost basis is essential because it not only helps in resource generation but also
results in efficient usage of water and discourages wastage of water. It is often
observed that the decision-makers, in the event of resource constraints, opt for
permitting shortages and all ocating water by non-price means of supply regulations
when the existing capacities are on the verge of full utilisation. Though this has
becomeanormin most of the devel oping countries, supply regulationisconsidered
to be a unsatisfactory permanent policy.

However, under the existing institutional arrangements pricing on cost
basis may not lead to sustainability of theirrigation systemsin terms of efficient
allocation of water or financid viability. For, inthegiveninstitutional set up, recovery
ratesarevery low (ranging from 27 to 70 per cent acrossthe states) and it isunlikely
that higher water rates would lead to better recovery. In fact, recovery rates have
declined in Andhra Pradesh after the hike in water rates (Reddy 2003). Pricing
policies need to be fostered with institutional changes at all levels. Devolution of
powers to WUAS, in terms of assessment and fee collection, would help in
addressing the problem to alarge extent. Thiswould pave the way for volumetric
pricing. For this, irrigation departments need to be reformed and the powers of
collection of water charges should be taken away from the revenue department.

Similarly, groundwater a so should be brought under pricing mechanism.
While cost based power tariff isuseful in checking overexploitation, adding scarcity
rent of water to the tariff would be more appropriate. A pre condition for thisisto
minimise the risk and uncertainties in groundwater and power availability. Large-
scale publicinvestmentstoward replenishing mechanismslike renovating traditional
tanks, rainwater harvesting structures, etc., are necessary. Theseinvestments could
be cross-subsidised from the revenues generated in the canal command areas.
More importantly, institutional arrangements such as making groundwater a real
common pool resource and exploiting it on acommunity basisarecritical for equitable
distribution and sustenance of the resource.

Technologies

Technologies are often given little importance in the demand side
management of irrigation water. Thisis mainly because of the reason that the area
covered under water saving technologies is negligible. One reason for thisisthe
distorted water tariff structure (Repetto 1986). Of |ate, more and more areaisbeing
brought under these technologies in order to tackle the scarcity conditions. The
most important among the irrigation water saving technologies are sprinkler and
drip irrigation techniques, also known as micro irrigation systems. Of late, these
technol ogiesare spreading to more number of cropsinstead of limiting to horticultural
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crops. In Gujarat, farmersuse microirrigation systems on various cropslike wheat,
bajra, maize, groundnut, cotton, castor and vegetables apart from a number of
horticultural crops (Kumar et al 2004) while drip systems are used even on water
intensive crop like sugarcanein Maharashtra (Narayanamoorthy 2003).

Itisestimated that microirrigation systems save 48-67 per cent interms of
water, 44-67 per cent in terms of energy and 29-60 per cent in terms of labour.
Farmers have also reported low incidence of pest attack, reduced weed growth,
improvement in soil quality and increased yields. As aresult, net incomes have
increased substantially. Farmers are interested in investing on their own without
any subsidy (Kumar et al 2004). Cost-benefit analysis of drip irrigation in
Maharashtrahas reveal ed high economic viability for banana, grapes and sugarcane
(Narayanamoorthy 1997 and 2004). The economic viability seems to hold good
even in the case of small-holdings of just one hectare (Narayanmoorthy 2003).
Despite the high economic viahility the spread of these technologiesislimited due
to high initial cost and lack of awareness. The rationale for subsidies on these
technologiesis valid not only for spreading of these technologies but also due to
the reason that socia returns are far in excess of private returns accruing to drip
investors (Dhawan 2000). Besides, there is need for strong extension support for
better adoption rates (Narayanamoorthy 2003).

Water Rights

Provision and clarity in water rights are expected to result in efficient use
of water. Water rights are seen from many perspectives, viz., riparian, federalist,
formal law, civil society, stakeholder, human rights, environment and economics
(lyer 2003). Whilethe best way to deal withistheintegration of al these perspectives,
how to go about israther difficult. Right to usewater istied to the ownership of land
along rivers and groundwater aquifers. As a result, common pool resources are
used as private property. Thisis the root cause of the problems related to equity
and sustainability. Rights on water are not clearly defined giving scope for
indiscriminate exploitation. The existing riparian rights, though provide natural
right on water to the people, they thwart the main objective of equity and
sustainability. On the other hand, water rights from economic perspective would
adversely affect theinterests of those whose ability to pay islow. Thereisaneedto
find a middle path that would ensure equity and sustainability of water resources.
Therecent water policy of South Africaisan interesting casein point.

South Africa (SA) has effectively abolished the riparian system as it is
racially biased (GOSA 1998). In SA, the state has becomethe custodian of all water
bodies in the country. No ownership of water is allowed. Only water rights to
individuals/ firmson afive-year contract basis (to amaximum of 40 years depending
on the use) are allocated by the state. However, water for basic needs and
environmental sustainability is given asaright. All other useswill be subject to a
system of all ocation that promotes optimality for achieving equitable and sustainable
economic and social development. This would have an important bearing on the
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equity, sustainability and efficient use of water, as water allocations keep altering
users and uses across locations depending on the scarcity conditions.

ManagingIrrigation: TheWay Ahead?
Enhancing the Supplies

Supply side management continuesto be the main instrument at the policy
level despite its shortcomings. Of late, two issues are in the forefront regarding
provision of water to the scarcity regions. These are inter-linking of rivers and
rainwater harvesting. Theinter-linking of rivers project ismacro level initiative of
linking up Himalayan (14) and Peninsular (16) rivers costing roughly Rs.5,60,000
crores (lyer 2003). On the other hand, rainwater harvestingisamicrolevel low cost
method of water conservation. Cost effectiveness, political and ecological feasibility
of large-scalewater supply or augmentation (river-linking) projects need thorough
scrutiny. In this context, the river linking proposal is termed as ‘mirage’ (lyer
2003:318). Moreover, the proposal islikely to create conflicts among the statesin
India and with our neighbours like Bangladesh. While big projects cannot be
avoided in the long-run, small and local options should be given priority in the
short-run. Utilisation of availablewatersfrom within the state should be given first
priority. Innovativeinstitutional arrangements such as multi-stake holder approach
could play acritical role in sorting out inter and intra state problems. Local level
augmentation of the resource is possible through rainwater harvesting, watershed
management and conservation. Judicious planning and implementation of these
programmes could yield substantial gainsin enhancing water availability in most of
theregionswhere average annual rainfall isabove 500 mm. Alternatives need to be
explored inthe case of low rainfall and rain shadow regions. Onesuch aternativeis
the water saving technologies. These technologies need to be popularised and
promoted through proper incentive mechanisms and extension support. Cloud
seeding is also being tried on alarge scale in these regions though the results are
not very clear.

Public-Private Partnership

Thebottom linefor water management is privatisation of water resources
or commodification of water. While there is no clear agreement in this regard,
privatisation of water, especially sources, would have seriousimpact on the poor.
Eveninthe absence of privatisation, the poor are paying morefor water. Therefore,
asfar ashasic requirement (drinking water) is concerned, water should betreated as
asocial good. However, the rich depriving the poor, often corner the benefitsfrom
the social good. Here, the state should ensure and protect the entitlements. In the
case of other useslikeirrigation, industrial, and environmental uses, privatisation
can help improve the situation through enhancement of the financial viability. In
these cases water can be treated as an economic good. The third option is the
middle path, i.e., private-public partnership in water resource management. This
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approach is expected to integrate the good aspects of social and economic goods.
However, acautious approach isrequired given the strident nature of the resource.
Understanding the nature, structure and process of such partnership (adopted
mainly in the developed countries) and its adaptability to the Indian context is a
pre-condition for adopting such an approach.

The Dutch model illustrates the relevance of different types of public-
private partnership in water sector and who should participate. But, water utilities
in the western countries are different, both in form and functions, from those in
countrieslike India. Theimplications obviously are manifold but vitally influence
the methodsfor raising resources. Besidesthe differences, there have been attempts
by government departmentsin Indiatowards enlisting private participation aswell
asinraising money for initial and working capital expenses such asNarmadaBonds
issued by Sardar Sarovar Narmada Nigam (Corporation) Limited, Gujarat. It is
interesting to observe that even in the Netherlands, one-third of the Water Boards'
budget comes through loans every year. Even in the other two-thirds component,
pollution tax appears to be important. In a country where pollution laws arein a
nascent stage but not integrated to water management institutions there is no
immediatelogical case onwhich an argument can bemadefor anintegration. Similarly,
“who benefits pays and also have a say” model has equity dimensions in small
holder dominated agriculture. The equity aspects need to beresolved in an amicable
manner.

Governance

Who will govern the resource is a major issue to be addressed. Different
governance structures arein operation depending on the nature of the water source.
For, surface water mostly comes under the state ownership / management while
groundwater is managed mainly by private people. State, market and civil society
have an equal role in water governance. State should alocate and protect the
entitlements of the people (especially the poor), market should conservetheresource
through reflecting the scarcity value of water and civil society should adopt the
roles of service, advocacy and innovation. All the three should work in tandem
rather than in aconflicting manner. In some casesall of them may complement one
another. Therole and responsibilities of Panchayati Raj (PR) institutionsin water
management should be clearly understood. Often responsibilities are given to PR
bodies without allocating financial resources.

Inequity in the distribution of water is the cause of conflict. Conflict is
pervasive mainly due to historical reasons, i.e., some regions are endowed with
riversand others are not. Whileit is difficult to avoid conflict altogether, it can be
minimised through prioritisation of the resource distribution. Drinking water should
be given highest priority in the context of allocating water for different uses. Similarly,
scarcity regions should be guaranteed with minimum levels of water in the case of
regional allocations. Giventhefact that ‘ water islife’, provision of ‘right to water’
would go a long way in safeguarding ‘right to life' and right to food'. Of the
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different sources, groundwater distribution is moreiniquitous. Thisis mainly due
to the bundling of water and land rights and lumpy nature of capital requirements
for groundwater exploitation. Discussion on legal aspectsof water rightsiscrucial.
De-linking of water rights from land rightswould go along way in addressing the
equity issuesin groundwater distribution. Allocating therightsto community under
the supervision of PR institutions could be afeasible option in this regard.

Tablel: Changesin Net Irrigated Areaunder Different SourcesAll-Indiafrom
1950-51 — 1999-2000

(In Million Ha.)
Year Canals Tanks Ground- Other Total Net Gross
Govt. Private Total water  Sources  Irrigated Irrigated
Area Area
1 2 3 4 5 6 7 8
1950-51 7.2 11 8.3 3.6 6.0 3.0 20.9 22.6
(34.4) (5.3) (39.7) (17.2) (28.7) (14.4) (17.6) (17.2)
1955-56 8.0 14 94 44 6.7 22 229 25.6
(34.9) (6.1) (41.8) (19.2) (29.3) (9.6) 17.7)  (17.4)
1960-61 9.3 12 10.5 4.6 7.3 2.4 24.7 28.0
(37.6) (49 (42.4) (18.5) (29.5) (9.6) (18.6) (18.3)
1965-66 9.9 11 11.0 4.3 8.7 25 26.3 30.1
(37.6) (42) (41.2) (16.1) (33.1) (9.1) (19.3)  (19.9)
1970-71 120 0.9 12.9 41 11.9 23 311 38.2
(38.6) (29 (41.4) (13.2) (38.2) (7.3) (221)  (23.0)
1975-76 13.0 0.9 13.9 4.0 14.4 24 345 43.2
(37.7) (26) (40.3) (11.3) (41.4) (7.0) (24.3)  (25.3)
1980-81 14.5 0.8 15.3 3.2 17.7 2.6 38.8 49.6
(37.4) (1) (39.4) (83) (45.6) (6.7) (27.7)  (28.6)
1985-86  15.1 05 15.6 3.0 20.8 2.7 425 54.0
(35.5) (12) (37.0) (7.4) (49.0) (6.7) (30.2)  (30.4)
1990-91 16.9 0.5 17.4 3.0 24.7 2.9 48.0 62.2
(35.2) (1.0) (36.3) (6.3) (51.9) (6.0) (33.6) (33.5)
1995-96 16.6 0.6 17.2 31 29.7 35 53.4 71.3
(31.1) (11 (32.2) (57) (55.6) (6.5) (37.6) (38.1)
1999- 17.6 05 18.1 2.7 33.6 29 57.2 76.3

2000 (30.8) (0.9) (31.6) (47) (58.7) (5.0) (405)  (40.2)

Note:  Figuresin parenthesisin columns 2 to 7 are relative sharesto net areairrigated.
Figuresin parenthesisin columns 8 and 9 are respective percentages to the net and
gross sown areas.

Source: Modified and updated from Vaidyanathan (1999). Data for the recent years have
been obtained from the Statistical Abstracts of India (various years).



Table2: Irrigation Management Transfer in India

State WUA Organisation Transferred Respobsibilities Water Supply Water Distribution
Andhra Three tiers: 1) Village O and M below the outlet - Assured water supply through Full power including
Pradesh (outlet) WUA, 2) WUA Maintenance of the distributary WUASs punishing the rules-
(1995-96) for distributary channel Collection of govt. irrigation breaker
command 3) Project fees.
Committee.
Bihar Two tiers: 1)Village Distribution to outlet on the No power Full power including
(1995) (outlet) WUA distributary punishing the rules-
2) WUA for distributary Maintenance of the distributory breakers
channel command of over Collection of govt. irrigation
10,000 ha. fees.
Haryana Outlet level WUAS O and M below the outlet No power Responsibility but limited
(1994-95) Collection of govt. irrigation or no power of
fees punishment.
Maharashtra Contact (Cooperative WUA O and M with the WUA area Assured water supply through Full power including
(1995) for minor canal about 500 ha)  Payment of volumetric fee contract punishing the rules-
to the agency breaker
Gujarat Contact (Cooperative O&M with the WUA area. No power Full power including
(1995) WUA for minor canal Payment of volumetric fee punishing of the rules-
about 500 ha.) to the agency breaker
Tamil Nadu Three Tiers: Outlets WUA, Maintenance within the WUA Influence over water supply Responsibility but
(1994) WUA at 500 ha. Level, area, advise on operations at through IMCS limited or no power
System level Joint al levels through WUASs and of punishment
management (JMC) JMCs
Kerala Three tiers: Outlet WUA, Advice on operations at all Influence over water supply Responsibility but
(1995) branch canal IMC, System levels through IMC through JMCs of punishment limited or no power

level Joint management (JMC)

(Contd..)
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State Maintenance WUA Finance State fee Transfer means
(6) @) ® C)
Andhra Full responsibility for maintenance  Full: powers to collect fees and Paid by individual farmers  Incentives, Govt. initiation.
Pradesh within WUA area spend funds but not to set water through WUAS based on Not decided fully.
(1995-96) fees area assessments.
Bihar Full responsibility for maintenance  Partial: powers to collect fees and Paid by individual farmers ~ Not decided
(1995) within WUA area and spend funds but not to set water through WUAS based on
fees area assessments

Haryana Full responsibility for No power over finances Paid by individual farmers ~ Not decided
(1994-95) maintenance within WUA area through WUAS based on

area assessments
Maharashtra  Full responsibility for Full: including power to set and Paid by WUAs to state Incentives, NGO's initiation
(1995) maintenance with WUA area collect water fees and spend funds based on volume of water and publicity

used
Gujarat Full responsibility for maintenance  Full: including power to set and Paid by WUAs to state Incentives, Govt. initiation,
(1995) within WUA area collect water fees and spend funds based on volume of water NGO’s initiation and

used publicity
Tamil Nadu Full responsibility for Partial: powers to collect fees and Paid by individuals to state = Govt. agency
(1994) maintenance within WUA area spend funds but not to set water fees through land-tax
Kerala Full responsibility for Partial: powers to collect fees and Paid by individuals to state  Govt. agency
(1995) maintenance within WUA area spend funds but not to set water fees through land-tax

Source: Brewer, J. et al 1999.
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Notes

1 There is an overlap between institutions and markets as water markets are also
institutions. Here, market mechanism means pricing and other instrumentslike, pricing,
property rights and public-private partnership rather than water markets per se.

2 Though these studies have helped in understanding the specificities in detail and also
provided immense policy directions, they undermine the complementarity between the
three types of irrigation.

8 This section mainly draws from Reddy and Dev 2003.
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Impact of Income Inequality on Economic Growth:
The Case of Taiwan and Policy Implications

YuHsing’
Abgtract

Inthispaper, aclassical K-L production function augmented with human
capital and technological progress to estimate the effect of income
inequality on economic growth in Taiwan has been employed. The
generalised autoregressive conditional heteroskedasticity (GARCH) and/
or ARCH models have been applied to estimate regression parameters.
Theresearch findings suggest that ahigher Gini coefficient deteriorates
economic growth. When measured by the ratio of the highest fifth's
income to the lowest fifth’s income, the negative relationship between
inequality and economic growth is also confirmed. Other results are
consistent with the economic theories: growth in employment, human
capital investment, and R and D spending all contributing to economic

growth.

Introduction

The phenomenal growth of Taiwan has slowed down in recent yearsasa
result of the Asian financial crisis, burst of the economic bubble in Japan, global
recession, increasing international competition, and soaring labour costs. Despite
the overall economic hardship, a few entrepreneurs have managed to succeed in
information technology, internet industry, and other niche fields, and have made a
good fortune. The large family-owned conglomerates have also maintained their
market dominance and have continued to expand and generate enormous profits. In
contrast, unemployment has worsened, wage differentials between skilled and
unskilled workers have increased, demographic patterns have changed (with more
single parentsthan in the past), and investment outflows and businesses emigration
to Chinahave accelerated. Thesefactorsappear to widenincomeinequality. During
1990-2001, the Gini coefficient increased by 4.5 per cent from 0.312t0 0.350, and the
ratio of top fifth’sincome to the bottom fifth’sincome rose by 23.36 per cent from
5.18106.39. The oncefabled East Asian miracle with rapid economic growth and
exceptionally high equality (the Gini coefficient at 1972 was 0.27) seemstoenter a
different phase of economic devel opment.

This study attempts to examine the impact of rising incomeinequality on
economic growth in Taiwan, and then provides policy reference. The highlightsare
listed asfollows: Onthe model framework, it incorporates human capital input and
technological progress into the classical capital-labour production function. On
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measuring incomeinequality, the Gini coefficient isfirst considered, and then the
regression is iterated using the ratio of the top quintile to the bottom quintile
household income to see whether the procedure would yield different results. On
capital stock measurement, capital growth is replaced by the investment-output
ratio multiplied by the marginal product of capital. This substitution is necessary
dueto the absence of datafor capital stock. On selecting the econometric instrument
for analysis, the generdised autoregressive conditional heteroskedasticity (GARCH)
or ARCH model isapplied to see whether the error variance depends on the size of
past squared errors and past error variances.

LiteratureSurvey

Snower (1998) cites three common causes of income inequality as
deindustrialisation, globalisation, and skill-biased technological change.
Deindustrialisation refers to the structural shift from the declining low-wage
manufacturing sectors to the rising high-wage service sectors, which leads to
unemployment and rising inequality. Globalisation or trade tends to depress the
return of low-skill workersand rai sesthereturn for the high-skill ones, whichworsens
the income distribution as suggested in the factor proportions trade theory.
Technological progress servesto improvethe productivity and return of the skilled
rather than the unskilled workers.

In astudy on monetary policy and poverty, Romer and Romer (1998) find
that anincreasein the unexpected inflation rateimproved income equality, anincrease
inoutput and inflation variability worsened inequality, adeclinein the unemployment
rate reduced poverty rate, and monetary policy could help the poor. They argue
that monetary policy aimed at price and growth stability would benefit the poor in
the long-run; though the impact of expansionary policy on poverty reduction was
only temporary. However, their research did not confirm that the Gini coefficient
was correlated with the unemployment rate.

Furman and Stiglitz (1998) confirm that unemployment and income
inequality were correlated, and there existed avicious cycle of highinequality and
high unemployment. However, they find that income inequality might be neither
the cause nor the result of growth. Lindback (1998) proposes severa policies to
reduceincomeinequality ranging from augmenting minimum wageswith apayroll
taxesreduction to providing vocational and educational training for lessproductive
workers. He notes that the vocational programmesin the private sector were more
cost-effective. Heal so indicatesthat some socia welfare programmes might reduce
worker’s incentives and the impact of poverty-reduction programmes might vary
across countries.

Dimelisand Livada(1999) examinetherel ationship between businesscycles
andincomeinequality for theU.S., the U.K., Italy, and Greece. Their findings suggest
higher output reduced inequality inthe U.S. and the U.K., but increased inequality
inGreece. Inaddition, the poor suffered morefrom high unemployment, but gained
from highinflation.
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Jao (2000) reportsthat the Taiwanese government had increased thewelfare
spending substantially over the years in an attempt to reduce income inequality.
Balisacan (2000) showsthat economic growth had hel ped the poor in the Philippines,
but the benefit of growth was not evenly distributed. Shari (2000) reports that the
New Economic Policy in Malaysiareduced incomeinequality inthelate 1970s, but
the reversal of deregulation, liberalisation, and privatization had led to higher
inequality sincethelate 1980s. Asra(2000) findsthat economic growthin Indonesia
reduced poverty in the last 20 years, but the Gini coefficient failed to show aclear
trend of incomeinequality.

Leung (2001) finds that as the coverage of socia insurance reduced,
productivity, output growth rate, and income inequality all increased. Anincrease
insocia insurance coverage, however, did not guarantee an improvement inincome
equality. Acemoglu and Robinson (2002) claim that growth did not necessarily
follow a Kuznets curve: growth and might lead to either an “autocratic disaster”
with low output and high inequality, or an “East Asian Miracle” with high output
and low inequality.

The Model

Extending the works of Jao (2000), Basisacan (2000), Shari (2000), Asra
(2000) and others, area output (Y) model is constructed to include major input
factors such as labour employment (L), capital stock (K), technology (T), human
capital (H), andincomeinequdity (1Q).

Y=F(,K,T,H,IQ) (1)

Let the productionbeasimplefunctionof L, K, and T. Totally differentiate
the production function and divide it by output Y, then the output growth rate
equation is obtained.

Y aY /Y _ L aY _K aY /Y T
_ov/ L 2N o 2

Y aL/L L 9K Y oT /T

Theimpact of capital stock growth on output growth isreplaced by the product
of margina product of capital and investment-output ratio (3 (1Y), since capital
stock datafor Taiwanisnot available. Next, enter human capital aridincomeinequality
measure into the equation for growth rate. We obtain equation (3) for estimation.

GY=BGL+BIY+BGT+BH+BIQ €

% = GY =thegrowth rate of real GDP,
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% = GL =the growth rate of labour employment.

T .

? = GT = the growth rate of technological progress.
M =3 =thelabour input elasticity of output.
oL/L !

oY

— =[ =themargina product of capital.

oK 2

aY / Y

oT /T = [33 = the technology input elasticity of output.

Iy = £ =theratio of investment spending to output.

Thesign of S, isdetermined by the rel ationship between incomeinequality
and economic growth. Furman and Stiglitz (1998) identify four plausible channel s—
savings, imperfect information and agency costs, fiscal policy, and social or political
stability. Though therich tended to save more, the empirical result onrising income
inequality and aggregate saving wasinconclusive. Segmented markets and imperfect
information often plagued a society with uneven distribution of income. Asymmetric
information lead to the principal -agent problem and high agency cost, and resulted
into a widespread economic inefficiency and slow growth. Under the pressure of
rising incomeinequality, governments might pursue amore progressiveincometax
policy to redistribute wealth. However, such policy might hinder capital accumulation
and economic growth. Or therich and the powerful might lobby for lowering thetax
rate and government spending. If income inequality continued to worsen, social
unrest and political instability would occur, which strained the growth.

In analysing macroeconomic data, one may observe that variance of the
forecast error depends on the size of the previous disturbance. Thus, we select the
GARCH mode instead of theusua time-seriesmodels. The GARCH mode employed
can be expressed as:

_ m 2 n
VitPor 2 Fifeit 2 0 Vio (4)
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Itindicates that current error variance V, is afunction of past squared errors &€ t"‘_i
and past error variances V,;- Note that if QJ. =0, equation (4) reducesto an ARCH
model.

Empirical Results

The samplerunsfrom year 1981 to 2001. Datafor R and D spending prior
t0 1981 were not available, and the most recent figures of incomeinequality werefor
year 2001. Datasources came from the 2003 Taiwan Statistical Data Book, published
by the Council for Economic Planning and Devel opment and the Social Indicators,
published by the Directorate General of Budget, Accounting, and Statistics in
Taiwan. Per cent of population with a high school diploma aged 15 or older was
selected to represent human capital, denoted by H. Technological progress (GT)
was expressed as the growth rate of R and D spending. The Gini coefficient took
values between zero, representing compl ete income equality, and one, representing
completeinequality. An alternative inegquality measure wastheratio of the highest
fifth's income to the lowest fifth's income, denoted by HFLF. GDP, investment
spending, and R and D spending were measured in millionsof NTD (New Taiwan
Dallars). Employment is expressed in thousands.

The GARCH (1,1) model isapplied first. Theresultshave been outlinedin
Table 1. As shown in the variance equation, the coefficients of lagged squared
residuals and lagged residual variance are significant at the one per cent level.
Because the Durbin-Watson statistic of 2.09 islessthan thecritical value of 3.439 (4
—d =4 -0561) at the one per cent level, the null hypothesis of no negative
autocorrel ation cannot berejected. All the coefficientsare significant at the one per
cent level. The sign for the Gini coefficient is negative and significant, suggesting
that an increase in income inequality is detrimental to the economic growth. If the
Gini coefficient increasesby 0.01, real GDP will decline by 1.61 percentage points.
The signs for the coefficients of other input factors areas are expected. Based on
the estimates, a one percentage point expansion in labour employment would lead
to 1.58 per cent of real GDP growth, and one percentage point increasein R and D
spending would lead to 0.079 percentage points of growth. The marginal product
of capital is estimated to be 0.545. Moreover, if percent of population with ahigh
school diplomaaged 15 or older risesby 1 percentage point, real GDPwould grow
by 1.23 percentage points.

As a comparison with the GARCH model, the results from the OLS
regression are outlined in Table 2. Asshown, all coefficients are significant at one
per cent except that the coefficient of GT issignificant at the 10 per cent level. The
values of the coefficients are similar to those obtained from the GARCH model.
However, based on the log-likelihood function, Akaike information criterion, and
Schwarz criterion in selecting a model, it appears that the GARCH estimation is
more appropriate than the OLS. Mg or reasons are that the OL S does not consider
autoregressive conditional heteroskedasticity, residual varianceislikely to be biased,
and hypothesis tests are invalid.
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The results using the ratio of the top fifth's income to the bottom fifth’'s
income (HFLF) have been presented in Table 3. The ARCH (1) model is chosen
because the coefficient for the lagged squared residuals is significant, but the
coefficient for thelagged residual varianceisinsignificant. Asshown, the coefficient
of HFLF is negative and highly significant. However, the values of the estimated
coefficients for some variables are different from those in Table 1. These results
suggest that different measuresfor incomeinequality do affect the empirical resuilt.

Table 4 compiles statistics for the latest Gini coefficient and the annual
economic growth rate during the 10-year period for eight countries in East Asia.
Thedataweretaken from the I nternational Monetary Fund and the World Bank. As
shown, the Gini coefficient rangesfrom alow of 24.9in Japanto ahigh of 46.1inthe
Philippines. Taiwan's income inequality ranked the third lowest among these
countries. The annual economic growth rate ranges from alow of 2.28 per centin
New Zealand to a high of 9.94 per cent in China. When we regress the economic
growth rate on the Gini index with the sample of eight countriesincluding Taiwan or
seven countries excluding Taiwan, the coefficient of the Gini index has a positive
sign and is insignificant at the 10 per cent level. It suggests that when a cross-
country sampleisemployed in empirical work, the outcome may be different from
the result using atime seriesfor an individual country.

Policy Implications

The empirical results from testing the Gini coefficient suggest that
improvement in income equality may contribute to the growth of the Taiwanese
economy. Therefore, economic policy should target on human capital formation,
labour employment opportunities, business investment prospects, assistance to
single-parent households, and income equality.

1. Human capital formation policy

Traditionally, governments are inclined to pursue a redistributive policy
to solve the problem of incomeinequality, i.e., relatively high taxation for therich
versus subsidies and low taxation for the poor. Policymakers, however, need to
know how large the trade-off is between taxation and economic efficiency, and how
high taxation affects the investment behaviour of therich.

An alternative is a policy on promoting formation and equal distribution
of human capital. The Taiwanese government had quite alegacy on improving the
quality and equality of human capital in the past, and that paved the road to the
country’seconomic successand socia equity. Recently, however, thereare concerns
on the quality of education and school funding after deregulation of the education
sector. The Ministry of Education of Taiwan should safeguard itsrolein setting and
monitoring national educational standards, reviewing occupational needs, and
financing schools to avoid uneven distribution in the opportunities and quality of
human capital. With a more equal distribution of human capital, not only greater
growth and efficiency, but also greater equality can be realised.
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Other related issues include higher education and training programmes.
Institutes of higher education in Taiwan should be more responsive to the demand
of labour market by preparing students with adequate career skills. Training
programmes need to promptly adapt to structural shift of the economy, e.g., the
current programme should focus on information technol ogy.

2. Social welfare policy

Rising unempl oyment undermines economic growth and worsens' income
inequality, and the poor, in particular, are more at risk of being trapped in
unemployment. The poor, unlike therich, do not have the meansto improve their
human capital and job prospect when unemployed. Furthermore, they are at a
greater risk of socia disintegrationincluding crimeand family breakup. The equality-
oriented policy, therefore, should aim at the poor with objectives to provide them
work incentives and opportunitiesfor human capital improvement. To nameafew,
optionsinclude atax benefit plus housing subsidy for thelow-incomeworkersand
avocational school with internship system for the unemployed.

The minimum wage for workers should be raised to at |east the subsistence
level. “Equal pay for equal work” policy needsto be implemented to reduce wage
differentials between genders.

The Taiwanese government currently has one-time six-month unemployment
compensation policy. There are talks on more benefits in the light of the recent
severe recession. A more generous programme certainly improves the income
distribution, but its impact on job seeking incentive, the reservation wage, and
wage bargaining behaviour should be carefully weighed.

Onan average, earnings of single parentsarelessthan half theincome earned
by familieswith two parents. Thus, single-parent households are morelikely tofall
into lower quintiles of income groups, and children growing up in such an
environment arelikely to betrapped in aviciouscycle. In Taiwan, there hasbeen a
significant increasein single-parent househol ds since the 1990s, and it contributes
torisinginequality. To copewith theissue of changing family structure, policymakers
could make childcare subsidy and tax credit available for single parents. A long-
term approach, however, is to emphasise on human capital formation in single-
parent househol ds, such as subsidising a working mother with schooling children
and offering preferential access to education.

3. International business policy

For an economy the size of Taiwan, a close tie to the global market,
especialy China, ispivotal. Itsinternational business policy should be pragmatic:
focuson facilitating companiesin market expansion, establishing effective channels
to handle disputes, and providing insurance against risks. The Taiwanese
government needs to evaluate and clarify its current trade and investment policy
provisions on China, expedite the direct transport policy with China, and abolish
businessrestrictionsthat are detrimental to economic growth of Taiwan. By alowing
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for greater factor mobility, the economy will benefit from improved business
efficiency, job creation, and repatriated investment income.

Summary and Conclusions

This paper employs an augmented production function to examine the
trade-off between incomeinequality and economic growthin Taiwan. The GARCH
or ARCH modé is chosen for empirical analysis. Empirical evidence strongly
supportsthat rising inequality, as measured by the Gini coefficient, indeed impairs
economic growth, and its impact could be significant. With the application of the
alternative HFLF inequality measure, however, the relationship between income
inequality and economic growth becomes inconclusive. One explanation may be
that the Gini coefficient recordstheincome distribution of the whole economy, but
the HFL F targets the richest and poorest groups only, leaving out the entire middle
class. Other findings indicate that growth in employment, investment spending,
human capital, and technology all contribute to economic growth. Although similar
results are obtained from the OLS, the residual variance is biased and hypotheses
tests are likely to be invalid because the OLS fails to address autoregressive
conditional heteroskedasticity in time-series data.

Policy implicationsrelate to human capital, social welfare, labour market,
and international business opportunities. At issueisto emphasise on human capital
formation and even distribution as the long-term objective, while thoroughly
weighing the cost and benefit of a redistributive policy for the short-term.
Policymakers should be mindful about social welfare spending as it involves
economic inefficiency.
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Tablel: GARCH Regression with GINI

Dependent Variable: GY
Method: ML - ARCH (Marquardt)
Sample (adjusted): 1982 2001
Included observations: 20 after adjusting end points
Convergence achieved after 21 iterations
Bollerslev-Wooldrige robust standard errors & covariance
Variance backcast: ON

Coefficient Sd.Error z-Statistic ~ Prob.
GL 1.577936 0.115192 13.69834 0.0000
Y 0.545496 0.031159 17.50697 0.0000
GT 0.079183 0.021428 3695338 0.0002
H 1.230183 0.047447 25.92775 0.0000
GINI -160.9841 3.047144 -52.83116 0.0000

Variance Equation
C 0.660132 0.385134 1.714031 0.0865
ARCH(1) 1.008475 0.362649 2.780859 0.0054
GARCH(1) -0.529777 0.141289 -3.749592 0.0002
R-squared 0.893661  Mean dependent var 6.771752
Adjusted R-squared  0.831629  S.D. dependent var 3.122409
S.E. of regression 1.281218  Akaikeinfo criterion 2.855231
Sum squared resid 19.69822  Schwarz criterion 3.253523
Log likelihood -20.55231  Durbin-Watson stat 2.090036
Table2: OL SRegression with GINI

Dependent Variable: GY
Method: Least Squares
Sample(adjusted): 1982 2001
Included observations: 20 after adjusting end points
Variable Coefficient Std. Error t-Statistic ~ Prob.
GL 1.680002 0.372166 4514127 0.0004
Y 0.498422 0.105049 4.744651 0.0003
GT 0.096765 0.051068 1894834 00776
H 1.254380 0.197834 6.340578 0.0000
GINI -160.56M 28 2467048 -6.508296 0.0000
R-squared 0.900234 Mean dependent var 6.771752
Adjusted R-squared 0.873630 S.D. dependent var 3122409
SE.ofregression  1.109971 Akaikeinfo criterion 3.258862
Sumsquaredresid  18.48052 Schwarz criterion 350779%
Loglikelihood - 27.58862 Durbin-Watson stat 2.305803
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Table3: ARCH RegressonwithHFLF
Dependent Variable: GY
Method: ML - ARCH (Marquardt)
Sample(adjusted): 1982 2001
Included observations. 20 after adjusting endpoints
Failuretoimprovelikelihood after 35 iterations
Bollerslev-Wooldrige robust standard errors & covariance
Variance backcast: ON
Coefficient Std.Error z-Statistic Prob.
GL 0.552856 0418108 1.322280 0.1861
Y 0.317366 0.084491 3.756196 0.0002
GT 0.109826 0.049101 2.236745 00253
H 0.596586 0175214 3404897 0.0007
HFLF -4.390677 1.259856 -3.485063 0.0005
Variance Equation
C 2.406193 1032166 2.331209 0.0197
ARCH(1) -0.159599 0.084613 -1.886223 0.0593
R-squared 0.735959 Mean dependent var 6.771752
Adjusted R-squared  0.614094 S.D. dependent var 3.122409
S.E. of regression 1.939682 Akaikeinfo criterion 4.197426
Sumsquaredresid  48.91077 Schwarz criterion 4545933
Loglikelihood -34.97426 Durbin-Watson stat 1.935760
Table4: Gini Coefficientsand Economic Growth Ratesfor Selected East Asian
Countries
Gini Index Growth Rate

(In Per centages)
Australia 3H.2 326
China: Mainland A7 9
China: Hong Kong 434 6.90
Japan 249 366
Korea 316 562
New Zealand 362 228
The Philippines 46.1 285
Taiwan, ROC 350 541
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How to Identify Rural Poor? An Alternative
Approach

B. Sambi Reddy”
Abstract

Thispaper delineates aset of non-monetary indicatorsfor identification
of rural poor households through the scientific method ‘ Discriminant
Anaysis' . An analysisof the NSS household databrings out adifferent
set of indicators with varying degrees of discriminating power for the
selected five states. This paper suggestsafeasible, reliableand aternative
approach through which 85 - 90 per cent of the poor householdsin rural
areas can be correctly identified as poor.

Introduction

The policy makers and administrators are looking for an alternative
approach to identify the rural poor households in India. Evauation studies of
different Poverty Alleviation Programmes (PAP) conducted by various organi sations
point out the presence of non-poor households in significant proportion among
the set of beneficiaries, whereas many of the poor households are excluded from
the scheme. The Expert Group (Planning Commission 1993) on estimating the
proportion and number of poor also expressed that the income criterion adopted by
theimplementing agencies (DRDAS) to identify the poor inrural areas‘ may suffer
from reporting biaswhich ariseswhen it isknown to form the basisfor identifying
the beneficiaries for Government assistance'.

Eminent scholars and the Government of India (GOI) are making effortsto
evolve a suitable aternative approach other than income/expenditure criteria to
identify thered poor householdsfor poverty aleviation and safety netsprogrammes.
The GOI in 1982 set up aWorking Group to evolve an acceptable methodology to
identify the poor through criteriaalternativeto per capitaincome/ expenditure. The
Working Group suggested a new methodology with a list of household
characteristics and the suggested methodology was tested in a field study of
Maharashtra during 1982-83. With the help of ‘Discriminant Analysis' a set of
indicators was selected and the application of which the indicators revealed the
existence of misclassifications to the extent of 35 per cent. Scholars
like Rao et al (1998) made attempts in this direction, wherein they suggested
involvement of the local bodies in scrutinising the households among equals for
consideration of IRDP assistance. They identified a set of indicators, assigned

Faculty Member, Centre for Quantitative Techniques, NIRD, Hyderabad —500 030.
Thanks are dueto the anonymousrefereefor his'her valuable comments. Thanksare also
dueto Prof. R. Radhakrishna, Director, IGIDR, Mumbai, for his valuable comments and
suggestions on an earlier draft. However, normal disclaimers apply.



206 Journal of Social and Economic Devel opment July-Dec. 2004

scores and derived acomposite score. However, in afield study it was discovered
that the suggested approach was not freefrom bias. Chakrabarti et al (1996) examine
alarge set of basic minimum needsindicatorsasan dternativeto income/ expenditure
criteria. But, they concluded that their approach supplemented the ‘monetary
criterion’ but wasnot found to be an alternative. Rao and Mary (1986) aso attempted
‘Discriminant Analysis' to classify selected householdsinto poor and non-poor on
the basis of a set of households' indicators in a study of Tamil Nadu. However,
their set of indicators was not proved to be an aternative due to the existence of
high proportion (40 per cent) of misclassifications. Reddy (2002) while assessing
poverty in different sections of population using NSS data for the year 1993-94
developed an innovative methodology to identify the poor in rural areas. He
examined the deprivation level s of the poor and non-poor and devel oped anew tool
viz.,, ‘Index of Deprivation (ID)’ as an alternative criterion to identify the poor
households. His analysis indicated that the targeting (exclusion and inclusion)
errorswould be minimized in different poverty zones/ statesthrough his|D approach
and thereby improved the efficacy of poverty alleviation/ safety netsprogrammes.

TheMinistry of Rural Development, GOI hashbeen periodically organizing
a survey/census (BPL Census) for identifying ‘Below Poverty Line' (BPL)
households in rural areas for targeting various poverty alleviation schemes. The
BPL Census conducted before 1997, followed household income approach for
classifying ahousehold under one of the two categories, viz., BPL or APL (Above
Poverty Line). But, under the BPL 1997 Census methodology, if the per capita
monthly household expenditure was less than the Planning Commission’s poverty
line, the household was classified as poor, otherwise, not.

In the context of the Tenth Five-Year Plan, all the States and UTs were
asked to conduct BPL 2002 censusfollowing the criterion suggested by the * Expert
Group on Identification of Households Below Poverty Line'. The Expert Group
identified 13 non-monetary household characteristics/indicators and assigned
scores(0,1,2,3,4) to every householdin respect of each of the 13identified indicators.
The total score for each household was to be arrived at, by simple aggregation,
which was used as the basis for identification and sub-categorisation of poor
households. The issue was widely debated and some scholars even questioned
the basis for selected indicators and assigned scoring pattern (Sundaram 2003).
Thefield-based case studies found large-scale variationsin the cut-off points used
in identifying a BPL household and a large number of real poor households were
excluded fromthe BPL list (Jain 2004).

The methodol ogy to befollowed and the set of indicatorsto be considered
in identifying the poor should bei) acceptable to the locals; ii) that one should be
ableto collect thedatawith minimum efforts; andiii) that the datashould be verifiable
for reliability. Theinvolvement of local bodieslike PRIsinidentifying the deserving
poor households cannot depend on the impressions or views expressed by a few
individuals. They should also be in a position to scrutinise the information on
households' indicators, while identifying the deserving disadvantaged groups. A
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composite index or a set of indicators should be able to serve the purpose of
identifying the real poor households.

Inview of the above, thereisaneed to evolve an aternative methodol ogy,
other than monetary criteria, toidentify the poor for poverty alleviation/safety nets
programmesinrural areas. The purpose of the present study isto evolveacriterion
to select appropriateindicators, which differentiate the poor from non-poor (better-
off) from a set of known household characteristics. For this, a ‘ Discriminant
Analysis isapplied to classify householdsinto one of thetwo groups, viz., ‘ poor’
or ‘non-poor’ on the basis of a set of identified non-monetary indicators. This
approach / methodology is recommended only when it is proved that the
misclassification of ‘poor into non-poor’ (exclusion errors) and ‘non-poor into
poor’ (inclusion errors) categoriesare at minimum.

Data Base

The present study analyses the 50" Round NSS household consumer
expenditure data for the year 1993-94 (July 1993 — June 1994)2 The household
socio-economic characteristics, viz, i) possession of employment and income
generating assetslikeland, irrigation and cattle; ii) housing condition - like structure
of house, floor type, sanitation and drinking water supply facilities; iii) social status
— source of energy for cooking and lighting, mobility of household members and
participation in poverty alleviation programmes; and iv) household characteristics
like caste, occupation, family size, number of children etc. are related to the per
capitaexpenditure. Thefollowing household characteristics/variables® have been
considered in classifying a household into one of the two distinct groups viz.,
‘poor’ and ‘ non-poor’.

. Sizeof operational land holding (Ha.)

: Irrigated land owned (Ha.)

: Possession of milch/draught animals

: Type of structure of house owned

: Floor type

: Type of latrine possessed (if any)

: Primary source of drinking water

: Overall condition of the house

: Primary source of energy for cooking

: Primary source of energy for lighting

: Mobility of household members by train/bus
. Accessihility of household to PAP

: Social status (caste)

: Type of household (occupation)
:Family size

: Sex of the head of household

: Child/adult composition of household
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Approach

The following five states (one each from five geographic regions), viz.,
Gujarat (Western), Kerala (Southern), Madhya Pradesh (Central), Uttar Pradesh
(Northern) and West Bengal (Eastern) were purposively selected for the present
study. The officia state-specific poverty lines were used to classify a household
into one of thetwo groups, viz., poor (BPL) and non-poor (APL) - Gujarat: Rs.202.11,
Keraa: Rs.243.84, Madhya Pradesh: Rs.193.10, Uttar Pradesh: Rs.213.01 and West
Bengal: Rs.220.74 per capitaper month at 1993-94 prices. Household (qualitative)
characteristics were quantified by assigning ascore between 0 and 4 in the present
analysisasdetailed in Table 1.

The percentage distribution of households of each indicator/variable was
derived and compared between ‘poor’ and ‘non-poor’. The means and SDs of the
values or assigned scores of the variables between the two groups were computed
and tested for itssignificant difference with the help of statistical t-test. Irrespective
of their significancelevels, al theindicators considered wereincluded in computing
discriminant coefficients and the number and proportion of misclassified cases. In
the step-wise discriminant analysis procedure, the unimportant variables were
automatically excluded from themodel.

Discriminant Function Analysis

Thefirst step in Discriminant Analysisisto select variables and casesto
be included in the computations. The dependent variable is a classifying group,
measured as an integer, and the number of independent/explanatory variables
measured on ratio scale/assigned scores should be less than the number of cases.

Predicting a household as ‘poor’ or ‘non-poor’ given the household
characteristics and identifying the variables/ indicators which helpsto classify a
household into one of the above two groups are the important issues to the policy
makers, administrators and academicians. ‘ Discriminant Analysis' isan appropriate
tool to classify ahousehold into one of the two groups (BPL/APL categories) for a
given set of household characteristics. The functional form of linear discriminant
model issimilar to multiplelinear regression equation.

D=Bg+B X +BX,+BX + .. +B X_

The Xsarethevaluesof p-explanatory / independent variables measured onratio

scale or assigned scores (see Table-1) and Bs are the coefficients chosen so that
the values of discriminant score D, differ as much as possibl e between the groups.
Based on the (un-standard) discriminant coefficients, it is possible to calculate
discriminant score for each case (household). Using the discriminant score, it is
possible to obtain arule to classify a household into one of the two groups. The
technique used in the present discriminant analysis (SPSS Discriminant) is based
on Bayes rule.
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The probability that a case (household) with a score of D belongs to

group ‘i’ isestimated by

P(Gi/D)=P(D/Gi) P(Gi)/ 3 P(DI/Gi) P(Gi))
where, i takes the value “1" if the household belongs to BPL category and “2”
otherwise. A caseis classified, based on its discriminant score D, in the group for
which the computed probability* is the largest.

The fitness of the modd is tested with the help of chi-sgquare test for
establishing its significance. The standardised discriminant coefficients help to
know the relative importance of the variables and to measure their discriminating
power in theclassification of households. The percentage of casesclassified correctly
is often taken as an index of the strength of the discriminant function, just asR?in
multiple regression analysis. Like in multiple regressions the step-wise (forward /
backward) procedure can be adopted for inclusion / exclusion of an independent
variable, which depends on its contribution to differentiate between the groups.

SimpleClassification Functions

Fisher (1936) has suggested that the classification should be based on
linear combination of the discriminant variables, which maximises the group
differences, whileminimising variation withinthegroups. Separatelinear discriminant
function for each group, called Fisher’s*“ classification functions’, hasthefollowing
form:

H =b+b X +b X +b X + +b_X

92" "2 Tg3 3 9" p

where g isagrouping variable, and g=1, if it is assumed that a household belongs
to BPL category, and g=2, otherwise. The computed functional value H, is the
(discriminant) score for group g and bs are a set of coefficients obtained for each
group. A caseis assigned to the group for which it has the largest discriminant
score (H_ value). This approach can be used directly for classifying a case
(househofd) into one of the two groups, i.e., BPL or APL category.

Justification for thelnclusion of Variables

Productive assets like land, irrigation and animals either owned or
possessed are needed for generating employment and income at the household
level inrural areas. The percentage distribution of (sample) households and the
average values/ assigned scores show the existence of significant variation between
the poor and non-poor in all the five states chosen from five geographical regions
of India.

Housing being one of the basic minimum needs of afamily, theinformation
on owning a house, structure of the house, the floor type and amenities possessed
such assafedrinking water, sanitation, electricity are some of theimportant indicators
to classify a household into poor or non-poor. The type of fuel used for cooking
and lighting also reflects the economic status of a household. The qualitative
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nature of housing conditions and the amenities possessed are quantified by
assigning scores as detailed in Table 1.

The NSS data shows that poverty is concentrated among weaker sections
ST/SCs and labour class (agricultural and non-agricultural labourers). Artisans
and marginal farmersalsofall under poverty stricken groupsthough at lessintensity.
Accordingly, households have been assigned appropriate scores for both the
variablesin the present exercise.

Themohility of family membersby train/ busfor economic or education or
socia purpose during the last month and their participation in any one of the
government sponsored programmeslikei) IRDP, ii) Employment schemesand iii)
PDS, indicate their ability to participate in public programmes. The existence of
variation between the poor and non-poor is measured in terms of the number of
activities they participated.

Thefamily size, thefamily composition (child-adult ratio) and sex of the
head of the household influencethe family decision making, participationinworks
and per capita income / expenditure. But, the per capita expenditure is the sole
criterion generaly followed to classify a household into poor and non-poor.
Appropriate scores are al so assigned to the above variablesin the present exercise.

The means and standard deviations (S.Ds) for BPL and APL households
for each variable are computed separately and statistical t-test isapplied to test the
existence of mean difference between the two groups. The computed means, SDs
for BPL and APL category of households and t-ratios have been presented in the
Annexure for al indicators considered (before assigning codes in the case of
guantitative variableslikeland, family size and proportionsin the case of sex of the
head of the household). From the Annexure, it can be seen that the computed t-
ratios indicate many of the variables/ indicators considered and show significant
statistical variation in their mean differences/proportions between the poor and
non-poor at one per cent level. Among the 17 variables considered, the three
variables measured in scores, viz., 1) possession of animals (Gujarat and U.P), 2)
primary source of drinking water (Keralaand W.B.), and 3) sex of the head of the
household in Madhya Pradesh are found to be insignificant. However, al the 17
variables have been retained in the present step-wise (forward) Discriminant
Analysis. The step-wise ‘Discriminant Analysis procedure adopted scrutinises
theset of variables/ indicators considered and arrives at aminimum set of indicators,
which maximisesthe correctly classified cases and minimisesthe misclassifications/
errors.

Discussion of the Results

The linear discriminant function model fitted is found to be significant
when judged on thebasis of chi-squaretest for statistical significance. The computed
chi-square valuesin al the five states indicate that the indicators included in the
discriminant function differentiate the groups at one per cent significance level.
However, the number and type of indicators included in the discriminant function
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arenot thesamein al five states. Of the 17 househol ds characteristics considered,
eight households characteristicsin Gujarat, 11 each in Keralaand Madhya Pradesh,
14 in Uttar Pradesh and 13 in West Bengal are found to be worth consideration as
indicators to classify a household under one of the two groups, viz., ‘poor’ and
‘non-poor’. The standardised discriminant coefficients and the percentage
discriminating power® of the indicators / variables included in the discriminant
function have been presented in Table 2.

Gujarat: By examining the magnitude of standardised coefficients, it can be seen
that the source of energy for lighting, i.e., el ectricity makesthe greatest contribution
(25.9 per cent) among all thevariablesincluded inthemodel. Thefamily size (25 per
cent) and child-adult ratio (18.4 per cent) are the next in rank order, which also
contribute to alarge extent in discriminating the poor from the non-poor. Therest
of thefive variables, which have been included in the model are of lessimportance
whoseindividual discriminating power islessthan 8 per cent.

Kerala: Thefamily size (26.0 per cent), sourceof energy for lighting (14.2 per cent)
and mobility (13.8 per cent) arethefirst three important indicators which together
contribute to about 54 per cent of the total discriminating power. The interesting
point to be noted is that the sex of the head of the household is included in the
model, whileexcluding the‘ caste’ factor fromit.

Madhya Pradesh: Thefamily size (20.2 per cent), caste (14.6 per cent), occupation
(13.5 per cent) and child-adult ratio (12.4 per cent) together contribute about 60 per
cent of thetotal discriminating power. The next important indicators are mobility
and energy for lighting, whose contributionisgreater than eight per cent individually.
Uttar Pradesh: Theimportant fiveindicatorsare: i) family size (19.6 per cent), ii)
mobility (15.5 per cent), iii) household occupation (9.6 per cent), iv) child-adult ratio
(8.9 per cent), and v) electricity (8.6 per cent) which together contribute about 62 per
cent of thetotal discriminating power of thefitted linear model. The next inthe
rank order areirrigated land owned and animal's possessed.

West Bengal: Family size(19.6 per cent), child-adult ratio (13.3 per cent), occupation
of the household (13.3 per cent) and mobility (11.5 per cent) together contribute
about 58 per cent of the discriminating power of the function fitted. The income
generating assets like possession of animals, size of land holding and irrigation
emerge as next important indicators to classify a household under one of the two
groups.

Selection of Important Indicators

From the foregoing discussion of theresults, it may be seen that the family
size emerges as the most powerful indicator to classify a household under one of
the two groups, viz., ‘poor’ or ‘non-poor’ in all five states. For a given family
income, asthefamily sizeincreasesthe per capitaexpenditure decreases—whichis
the criterion used in classifying a household under BPL or APL category. The
economic variables: i) operational land holding in the states like Madhya Pradesh,
West Bengal and Keralg; ii) irrigated land owned in Uttar Pradesh, Gujarat, West



212 Journal of Social and Economic Devel opment July-Dec. 2004

Bengal and Madhya Pradesh; and ii) possession of animals in Madhya Pradesh,
Kerala, West Bengal and Uttar Pradesh may be useful to classify ahousehold under
one of the two groups. But, their discriminating power is not to the extent of
expected level. Thelow levelsof discriminating power of income generating assets
possessed might be due to lack of management skills by the poor households.

Contrary to expectations, the condition of house has not emerged as a
good indicator to identify apoor household. Theindicatorslikethe structure of the
house in Uttar Pradesh and West Bengal, floor type in Gujarat and Kerala, the
possession of latrine in West Bengal, Kerala, Uttar Pradesh and Madhya Pradesh
areincluded in the discriminant model. However, their contribution together isless
than 10 per cent in any state. Though the source of drinking water supply isincluded
only in one tate, viz, Uttar Pradesh, itsdiscriminant power isminimum. Thisclearly
shows that the entire village may be provided with protected drinking water
irrespective of their economic status or neglected completely. In other wards, one
hasto identify the problem villagesto tackle ‘ drinking water supply’.

Among theindicatorsexamined here, the fuel used for cooking contributes
the least in two states, viz., Uttar Pradesh (2.1 per cent) and Madhya Pradesh (2.6
per cent), whileitisexcluded fromthe model in other threestates. Thetwoindicators,
viz., theusage of dectricity for lighting and mobility of family membersby bus/train
for socio-economic purposes have been found to be important household
characteristicsto classify it under non-poor inal five states. Also, their discriminating
power to classify a household has been found to be high compared to many other
indicatorsincluded in the model.

‘Caste’ hasbeen afactor found to be one of the most important indicators
in Madhya Pradesh, though it has no relevance in Kerala. Household occupation
significantly contributesin all thefive statesin identifying apoor household. The
resultsclearly indicate that family composition, i.e., thechild-adult ratioisarrived at
as apowerful indicator to classify a household under poor in al five states, while
the sex of the head of the household has got marginal relevancein three states, viz.,
Kerala, Uttar Pradesh and West Bengal.

Proceduretoldentify Rural Poor Households

Asmentioned earlier, identifying real poor householdsinrural areasisone
of the important tasks of policy makers and administrators for the effective
implementation of anti-poverty programmes. The purpose of present Discriminant
Analysisisnot only to suggest aset of indicators, but also to suggest an alternative
procedure to identify rural poor households. The Fisher’s classification function
coefficients can be used directly to classify a case (household) under one of the
two groups, viz., ‘poor’ and ‘ non-poor’.

Given the household characteristics, one can assign a score for each
discriminating variable as given in Table 1. Table 3 presents the estimated linear
classification function coefficients of theidentified set of discriminating variables/
indicatorsfor the selected five states. For each case (household), two discriminating
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scores, viz,, H, for Group-1 using BPL coefficients and H,for Group-2 using APL
coefficients can be computed by simple arithmetic calculations. For a given
household, if the computed H,>H,,, then that particular household is identified as
‘poor’, otherwise, ‘non-poor’. This procedure has been tested for all (50" Round)
NSS rural sample households in the selected five states. The proportion of
misclassified cases computed using Fisher’s classification coefficients (weights)
presented in Table 3 and Bayes' rule have been found to be the same.

Misclassifications

Table 4 presents the percentage of misclassified households, i.e., the ‘ poor
households classified as non-poor’ (exclusion errors) and ‘ non-poor households
classified aspoor’ (inclusion errors). Among thefive states, the proportion of total
(errors) misclassified number of cases has been found to be minimum in West
Bengal (24.6 per cent) and maximum in Madhya Pradesh (29.9 per cent). Through
“discriminant’ approach, the proportion of total errors/ misclassificationslikely to
be committed will belessthan 30 per centinall five states. I1n other words, with the
selected set of indicators more than 70 per cent of the households can be correctly
classified. But, the proportion of exclusion errorsare found to be on the higher side
ranging from 25.5 per centin Gujarat to 27.7 per centinKerala.

Classifying apoor household, particularly the poorest among the poor, as
non-poor is more serious than classifying a non-poor household as poor. The
distribution of misclassified BPL households by the intensity of poverty, i.e., the
poorest, ultra poor and moderate poor has been presented in Table 5. From the
table, it canbe seenthat in al five states, most (70 - 84 per cent) of the misclassified
BPL householdsbelong to ‘ moderate poor’ category and anegligible proportion of
households belong to the poorest of the poor.

An attempt has al so been made to minimise the misclassification of poor
households as non-poor, so as to see that the deserving poor should not be
penalised by denying an opportunity to be identified for government assistance.
In the Fisher’s classification rule, al those households for which the computed
H,>H,, they areclassified aspoor. If werelax thisclassificationrule, say if H, >k H,
(where k=0.995, 0.99, 0.98 and 0.95) then the household is classified as ‘poor’,
otherwise, as‘non-poor’. When therelaxed ruleisapplied, it is observed that the
number and proportion of misclassified cases of ‘poor’ into ‘non-poor’ declined,
whilethe other category of misclassificationsincreased when the assigned k -value
declined. Table 6 presentsthe percentage of misclassified ‘ poor households' under
‘non-poor’ (andtotal errorslikely to be committed) for different valuesof ‘k’. If we
assume that the proportion of misclassified poor householdsistolerableat 10 - 15
per cent level, the suggested Fisher’s classification rul€e/criterion, i.e., H,>k H,,
differsfrom state to state as shown in the last column of Table 6. At the suggested
criteria, the proportion of misclassified poor households (exclusion errors) ranges
from 11.9 per centin Keralato 13.8 per cent in West Bengal. Also, thetotal possible
errors likely to be committed have been found to be minimum in West Bengal
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(29.5 per cent) and maximum in Gujarat (43.8 per cent). It isalso noticed that when
the Fisher’s rule is relaxed, the proportion of households to be identified as poor
increases mainly due to the inclusion of non-poor households (inclusion errors).
However, thelist of householdsidentified as poor by this discriminant method (at
the village level) may be placed for further scrutiny before a committee of
knowledgeable persons / Gram Sabha for the deletion of wrongly classified non-
poor households.

Conclusions

Anattempt hasbeen madein thisarticleto suggest aset of non-monetary
indicatorsto identify thereal poor householdsin rura areas. Through ‘ Discriminant
Analysis’ approach the indicators (household characteristics), which make
significant contribution in classifying a household under one of the two groups,
viz., ‘poor’ or ‘non-poor’ have been identified. The number and type of indicators
so arrived at are not the same and vary between states depending on the socio-
economic culture of the people. The discriminating power of the set of indicators/
variablesincluded in the discriminatinat analysis variesfrom state to state. The set
of indicatorsidentified can be measured with little effort and itsreliability isverifiable.
The suggested set of indicators minimises the misclassification errors, which are
lessthan 30 per cent. Through this approach the proportion of misclassification of
‘poor’ households as ‘non-poor’ can also be reduced to the desired permissible
level, say 10 to 15 per cent. The present analysis suggests an alternative, feasible
and reliablecriteriato the policy makersand administratorsfor adoptionto identify
poor householdsin rural areas for poverty aleviation and safety net programmes
that arebeing implemented inrural aress.



Tablel: ScoresAssigned tol ndependent Variables

SI. Variable Score Assigned
0 1 2 3 4
1  Size of operational land (Ha.) Nil Up to 1.00 1.01 - 2.00 2.01 - 4.00 4.00+
2 Irrigated land owned (Ha) Nil Up to 1.00 1.01 — 2.00 2.01 — 4.00 4.00+
3 Animals possessed (milch/draught) No animal One milch or One milch and One milch and a —
draught one draught pair of draught
4 Structure of the house No house Katcha Semi-pucca Pucca —
5  Floor type No house Mud, bamboo, Brick, lime stone, Mosaic tiles —
wood, plank cement
6. Possession of latrine No latrine Service type Septic or flush — —
7. Primary source of drinking water No supply Tank, pond, canal, Well, tube well, Tap —
spring hand pump
8. Condition of the house No house Bad Satisfactory Good —
9. Primary source of energy for cooking No cooking Firewood, coal, Kerosene Gas —
dung cake
10. Primary source of energy for lighting No arrangement Kerosene, oil Gas, candle Electricity —
11. Mobility of family members by train/bus
(Economic, education, social purpose) No Any one purpose  Any two purposes All purposes —
12. Availed PAP/Safety nets scheme None One only Any two All three Rich
13 Socia group (caste) — ST S Others —
14 Type of household (occupation) Labour Artisan Cultivation + Cultivation+ Others
(Agriculture and irrigation<1.00Ha irrigation>1.00Ha
non-agriculture)
15. Family size (No.) 10 and above 8-9 6-7 4-5 Upto 3
16. Sex of the head of the household — Female Male — —
17. Family composition (child-adult ratio) No adults Children>adults Children=adults Children<adults
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Table2: Standard Linear Discriminant Function Coefficients— Selected States

S.No. Variable Gujarat Kerala Madhya  Uttar West
Pradesh  Pradesh Bengal

1. Xl: Operational land holding — 0.10 0.18 — 0.11
(39 (6.7) (4.1)

2. X : Irrigated land owned 0.14 — 0.10 0.18 0.12

’ 61) @) 62 (@4

3. X : Possession of milch/ — 0.16 0.18 0.18 0.17

dr3aught animals (6.3) (6.7) (6.2) (6.3)

4. XA: Type of structure of — — — 0.17 0.12

house owned (5.8) (4.4)

5. XS: Floor type 0.18 0.19 — — —

(7.9 (75

6. XG: Type of latrine possessed — 0.12 0.07 0.09 0.14

(if any) 47 (26) (31) (52

7. X : Primary source of drinking — — — 0.05 —
w;ter .7

8. X : Overall condition of the — 0.16 — 0.14 0.11

hguse (6.3) (4.8) (4.1)

9. Xg: Primary source of energy — — 0.07 0.06 —
for cooking (2.6) (2.1)

10. Xm: Primary source of energy 0.59 0.36 0.22 0.25 0.12

for lighting (25.9) (14.2) (8.2) (8.6) (4.4)

11. Xn: Mobility of household 0.13 0.35 0.23 0.45 0.31

members (5.7) (13.8) (8.6) (15.5) (115)

12. Xlz: Accessibility of — — — — —
household to PAP

13. X : Social status of the 0.13 — 0.39 0.17 0.16

héfjsehol d (caste) (5.7) (14.6) (5.8) (5.9

14. X : Occupation of the 0.12 0.14 0.36 0.28 0.36
héﬁsehold (5.3 (5.5 (13.5) (9.6) (13.3)

15. X : Family size 0.57 0.66 0.54 0.57 0.53
” (25.0) (26.0) (20.2) (19.6) (19.6)

16. X : Sex of the head of — 0.13 — 0.06 0.09

thg household (5.1) (2.1) (3.3)

17. X : Child/adult composition 0.42 0.17 0.33 0.26 0.36
oflzhe household (18.4) (6.1) (12.4) (8.9 (13.3)
18. Chi-squarevalue 468.1* 499.2* 1257* 2283* 1511*

Note: Figures in parentheses indicate the percentage of the discriminating power of the
variable,
* Significant at 1 per cent level.
*— indicates not included in the model.



Table 3: Fisher’sClassification Function Coefficients- Selected States

Description of the Gujarat Kerala Madhya Pradesh Uttar Pradesh West Bengal
Variable BPL APL BPL APL BPL APL BPL APL BPL APL
Const. -13.2 -19.9 -280  -349 -23.7 -294  -831 -90.2 -49.9 -57.3
X,: Operational landholding — — 0.12 0.31 0.73 0.86 — — 0.68 0.94
X, Irrigated land owned -0.66 -050 — — -1.15 -1.06 -0.72 -050 -1.39 -1.16
X, Possession of milch/draught — — -0.50 -0.14 1.76 2.07 — — 041 0.84
animals
X,: Type of structure of house — — — — — — 2.03 2.26 0.61 0.81
X, Floor type 0.97 1.29 254 2.87 — — — — — —
X, Type of latrine possessed (if any) — — -0.81 -0.62 -4.56 -4.33 -5.00 -481 -215 -1.86
X,:Primary source of drinking water ~ — — — — — — 2221  21.39 — —
X, Overall condition of the house — — 0.73 0.93 — — 2.13 235 135 152
o Primary source of energy of — — — — 21.06 21.39 1083 11.03 — —
cooking
X, Primary source of energy for 1.68 254 1.08 153 147 171 0.04 0.39 1.60 1.83
lighting
X, Mobility of household members  2.60 291 210 2.62 0.49 1.00 0.16 1.09 0.28 0.93
X Social status (caste) 2.98 3.19 — — 2.67 316 1258 13.02 5.79 6.13
X, Occupation of the household 0.40 0.51 0.70 0.80 1.26 157 1.02 1.28 1.62 2.00
X, Family size 231 3.00 477 5.63 2.68 3.18 3.66 4.16 4.37 5.03
X .o Sex of the head of the household ~ — — 1148 1185 — — 2970 3000 3190 3234
X,.: Child/adult composition of the  3.40 412 4.99 5.30 292 3.38 1.68 204 271 334

¢
=g

household

BPL: Below Poverty Line

APL: Above Poverty Line
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Table4: Proportion of Errors Misclassified Cases

(In Percentages)
SNo State Exclusion Inclusion Total
Errors Errors Errors
1 Gujarat 255 251 252
2 Kerda 217 283 282
3 Madhya Pradesh 266 316 299
4 Uttar Pradesh 261 305 290
5 West Bengal 259 240 246

Table5: Number and Proportion of Misclassified BPL Households,1993-94.

State Poor est Ultra Poor Moderate Misclssified

Poor BPL cases
1. Gujarat 2 (22 16 (17.2) 75 (80.6) 93 (100)
2.Kerala 2 (15 38 (27.7) 97 (70.8) 137 (100)

3. Madhya Pradesh 7 (1.4) 109 (22.3) 372 (762) 488 (100)
4. Uttar Pradesh 17 (2.1) 222 (272) 577 (70.7) 816 (100)
5. West Bengal 4 (1.0) 59 (153) 323 (837) 386 (100)

Notes:
The poorest: Households with monthly per capita expenditure (MPCE) less than 50
per cent of the state specific poverty line.
Ultra poor : Households whose MPCE lie between 50 per cent and 75 per cent of the
state specific poverty line.
Moderate poor: Households with MPCE greater than 75 per cent of the state specific
poverty line, but below poverty line.
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Table6: Proportion of Misclassified Poor Households- Alter native
Criteria
(In Percentages)
State Criterion to Classity a Household as Poor
H,>H, H,>995H, H>99H, H,>.98H, H,>95H, Suggested

1

1. Gujarat 255 23.1 214 192 121 H>095H,
(25.2) (26.9) (286) (31L5)  (438)

2.Kerda 277 234 188 119 04 H>0.98H,
(28.2) (30.3) (331 (398  (68.9)

3. Madhya 26.6 23.1 195 132 19  H,>0.98H,

Pradesh (29.9) (315) (331) (384)  (562)

4. Uttar Pradesh  26.1 134 55 05 Nil  H_>0.995H,
(29.0) (34.5) (4L7) (562)  (65.3)
5.WestBengd ~ 25.9 19.0 138 6.9 03 H>0.98H,
(24.6) (26.6) (295) (371  (60.7)

Note:- Figuresinthe parenthesesindicate percentages of total (errors) misclassified cases.



Annexures: Means, S.D.sand t-Ratios Between M ean Values/Scor esof Poor and Non-Poor : Selected States

SN Vaiable Gujarat Kerala M.P.
BPL APL t-Value BPL APL t-Value BPL APL t-Vaue
1 X : Operational land holding 0.78 (1.40) 2.03(4.34) 5.4+ 0.04 (0.24) 0.18(60) 4.8 152 (229  3.13(4.79) 13.6*
(inHa)
2 X :Irrigated land owned (in Ha.) 0.29(.87) 087 (185 5.2* 0.02 (.22) 0.08(47) 2.9 0.32(1.07)  1.10(2.80) 11.6*
3 xi:PomOn of milch/draught 0.66 (64) 067 (.62) 04NS  0.20 (43) 0.34(52) 55* 0.57 (.62) 0.76 (.60) 11.3*
animals
4 X :Typeof structure of house 176 (.78)  2.14 (.87) 7.7% 1.95(.82) 2.39(89) 9.9 1.92 (.62) 2.03 (.69) 6.1*
owned
5 X :Typeof floor 1.04(38)  1.39(.79) 8.4* 1.35(.57) 1.74(69)  11.7* 0.99 (.25) 1.08 (.41) 8.3*
6 xz: Type of latrine possessed 0.04(28) 033(73) 7.4 0.68 (.67) 111(74)  11.6* 0.02 (.17) 0.10 (.41) 7.6%
(if any)
7 X :Primary source of drinking water 2.28 (57)  2.38 (.58) 3.0¢ 2.05 (.40) 205(42) 015NS 200(0.34)  205(0.32) 5.9%
8 X: Overall condition of thehouse ~ 1.78 (71)  2.04(.97) 4.8 1.73(.83) 227(1L0) 11.1* 1.88 (.71) 2.09 (.84) 9.2*
9 X" Primary source of energy 1.04(26) 1.25(.64) 6.2 1.00 (.12) 1.20 (.62) 7.2¢ 1.00 (.11) 1.03 (.26) 5.3*
® for cooking
10 X :Primary source of energy 1.78(94)  2.50(.86) 143 170 (.95) 236(93) 14.1* 1.71(.97) 2.12(.99) 145
° for lighting
11 X : Mobility of household 0.72(54)  0.83(56) 3.5 1.18 (.73) 1.52 (.81) 8.3* 0.23(.42) 0.39 (.50) 11,7
* members
12 X : Accessibility of household 1.04(20) 1.05(.23) 0.23 1.03(.33) 100(38) 131 0.91 (.80) 1.08 (.90) 6.6%
2 toPAP NS NS
13 X : Socid status of the 215(89)  250(.79) 7.5 2.80 (.45) 290(34) 55 1.94 (.90) 2.40 (.82) 18.7*
* household (caste)
14 X : Occupation of the housshold ~ 1.16 (1.57) 1.87 (157) 7.9 1.08 (1.54) 177(L6) 8.7* 108 (122)  1.87 (129) 21.7*
15 X Family size (No. of persons) 6.3(235) 5.1 (2.55) 8.1* 5.4 (2.19) 4.4(1.8) 9.7* 5.7 (2.48) 5.2 (2.95) 5.9+
16 X Proportion of Female .044 .058 2.43* 0.236 217 2.06* .054 .056 1.27 NS
* " headed households (p)
17 X : Child/adult ratio of the 107 (58)  1.08(.62) 115 246 (.77) 267(62) 6.2¢ 2.22 (.87) 2.58 (.71) 16.3*
household
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Annexure: Means, S.D.sand t-Ratios Between M ean Values/Scor es of Poor and Non-Poor : Selected States

SN Variable U.P. W.B.
BPL APL t-value BPL APL t-value
1 X : Operationa land holding (in Ha.) 0.73 (1.25) 1.45 (2.26) 16.6* 0.24 (0.43) 0.67 (1.02) 15.6*
2 X% Irrigated land owned (in Ha.) 0.56 (0.99) 1.25 (1.92) 18.7* 0.09 (0.26) 0.35 (0.73) 13.3*
3 X’:Possession of milch/draught 0.28 (0.51) 0.26 (0.48) 21 NS 0.33 (0.53) 0.53 (0.56) 11.4*
animals
4 X : Type of structure of house 1.82 (0.77) 2.18 (0.86) 19.7* 1.39 (0.73) 1.87 (0.88) 18.1*
owned
5 X : Type of floor 1.02 (0.23) 1.14 (0.42) 14.0* 0.97(0.30) 1.20 (0.50) 16.1*
6 X Type of latrine possessed 0.05 (0.25) 0.21 (0.56) 14.9* 0.13 (0.39) 0.55 (0.80) 19.2*
6 .
(if any)
7 X : Primary source of drinking water 2.01 (0.25) 2.05 (0.31) 5.2* 2.04 (0.31) 2.04 (0.27) 0.43 NS
8 X" Overal condition of the house 1.86 (0.69) 2.16 (0.78) 17.9* 1.60 (0.82) 2.07 (0.91) 16.9*
9 x% Primary source of energy for 1.00 (0.08) 1.06 (0.35) 9.6* 1.00 (0.10) 1.03 (0.28) 4.4*
¢ cooking
10 X : Primary source of energy for 1.19 (0.59) 1.58 (0.91) 21.4* 1.06 (0.35) 1.44 (0.83) 16.9*
10 . .
lighting
11 X : Mohility of household members 0.23 (0.44) 0.54 (0.61) 25.3* 0.43 (0.57) 0.78 (0.68) 17.3*
12 X' Accessibility of household to PAP 0.90 (0.90) 1.15 (1.08) 11.3* 1.03 (0.44) 1.02 (0.43) 0.40 NS
13 X*: Socia status of the household 2.64 (0.50) 2.81 (0.42) 17.1* 2.36 (0.71) 2.60 (0.60) 11.8*
13
(caste)
14 X : Occupation of the household 2.42 (1.24) 3.08 (1.20) 24.6* 1.71 (1.02) 2.67 (1.37) 24.0*
15 X Family size (No. of persons) 6.1 (3.0) 5.6 (3.4) 7.3 5.6 (2.2) 5.1 (2.6) 7.3
16 X' Proportion of Female headed .084 .073 3.94* .081 .069 3.34%
* " households (p)
17 X : Child/adult ratio of the household 2.15 (0.90) 2.51 (0.78) 19.4* 2.07 (0.88) 2.60 (0.71) 21.3*

Note:- Figuresin parenthesesindicate standard deviations

* Indicates significant at 1% level. NS - Not significant.
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Notes

1 For details, see, Williams (1980), Procedure DISCRIMINANT in SPSS Package.

2 The50" Round NSSHousehold dataavail ablein CD-ROM S have been analysed. However,
only sample household characteristics of selected states (Gujarat: 2,219, Keraa: 2,555,
M.P: 5,313, U.P: 9,010 and W.B: 4,480) have been used in the present analysis.

3 Three other important variables, viz., economic dependency, levels of education and
health status of a household have not been considered in the present analysis due to
measurement difficultiesinvolvedin the NSS data.

In the present exercise, while computing the probability, the prior probabilities of thetwo
groups have been assumed equal.

5 The discriminant power of the variables has been taken as the ratio of the standard
coefficient of the variable to the sum of the absolute values of the coefficients of the
variablesincluded in the discriminant model. The variablesincluded and the sum differs
from state to state.
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Community Banks, Credit Supply and Rural
Economy

Samson E. Edo
Abstract

In this paper, the contribution of community banks (CBs) to the supply
of credit in the rural areas of Nigeria has been investigated by using
appropriate model and estimation technique. The results reveal that the
contribution of CBs is not significant as compared with other major
suppliersof creditintherural areas, such as conventional banksand state
credit ingtitutions. This poor performance of the banks may be attributed
to severd factorsincluding limited number of banks, weak capital base,
diversion of funds, non-repayment of loans, among others. Asamatter of
policy, the regulatory ingtitution of the community banking system can
improve the performance by applying appropriate measures to the
problems that have been identified in the study. An enlarged and well-
managed community banking system, operating in an enabling environment,
isexpected to make more meaningful contribution to the supply of credit
intherural aress.

I ntroduction

In the last two decades, most developing countries have experienced a
phenomena growth in the number of financia ingtitutions that provide credit to the
rural poor (Economic Commission for Africa 1998). In addition, there has been a
corresponding increase in the number of non-governmental organisations (NGOSs)
that integrate credit for the poor into their programmes. These developments have
tended to enhance the supply of credit in the rural areas, thereby ameliorating the
problem of limited access to productive resources. It is generally agreed that credit
facilitiesfor micro-businessintherural areasisanecessity for theeconomic progress
and socia well-being of the people, but opinions differ on the best strategy to
encourage a steady and substantial flow, at least to aleviate the level of poverty. A
majority of the opinions seem to favour the intervention of government, instead of
depending on privateinitiative to provide the needed credit for rural upliftment. This
opinion is expressed in several studies, some of which include Idemudia (1993),
Oyaide(1987), Aliu (1994), Ehigiamusoe (1997) etc.

The government of Nigeria responded initially to this challenge by
articulating the rural banking programmein 1977, which could be classified asthe
first major attempt to foster rural devel opment through improved accessto banking
services. Under the programme, the urban-based commercial bankswere required
to set up rural branchesin designated locations, within agiven time-frame. Most of

Department of Economics, University of Benin, Benin City, Nigeria
Email: samsonedo@yahoo.com
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the commercia banks were reluctant to comply with the directive, for the smple
reason that rural branches were unprofitable ventures. Thus, the laudable rural
banking programmefailed to realiseits objective of taking banking and credit services
totherura poor. Following thisfailure, the government went into direct participation
by establishing the Peoples’ Bank of Nigeria (PBN) in 1989, which was aimed at
providing financia servicestotherural dwellersthrough awide network of branches.
The PBN started operations in 1990 by opening branches across the country and
providing loansto alarge number of beneficiarieswho were engaged in agriculture,
manufacturing, commerce, transportation, etc. After aperiod of nine years (1990-
1998), it started to experience serious problem of non-repayment of loans, and this
again led to the failure of the government to sustain the provision of credit to the
rural dwellers. However, afew other credit ingtitutions established by the government
for this purpose recorded more impressive performance than the Peoples’ Bank of
Nigeria(Ogwuma1993: 61).

At thetime government commenced direct participationinrural banking, it
also gave approval for the establishment of community banks (CBs), which were
owned and operated by members of the rural community. The CBs were meant to
encourage savingsand credit cultureamong rural dwellers. At theend of the second
quarter of theyear 2001, the number of such banks stood at 451, including afew that
weregranted licenceto operatein urban areas. In order to standardisethe operations
of the community banking system, aregulatory body known as National Board for
Community Banks (NBCB) was put in place by the government to oversee the
system. The NBCB issued operating licencesto CBs, together with amatching loan
of N500,000 (half amillion naira) to enablethem commence operation. The matching
|oan was repayabl e over amaximum period of fiveyearswith six monthsmoratorium,
and no dividend could be paid out to shareholders until the marching loan had been
completely repaid. They operated like the conventional banks by accepting deposits
and providing credit to rural dwellers, but unlike the conventional banks, they were
prevented from having branch network.

The CBshavebeenin operationin Nigeriafor fifteen years (1990-2004), and
on the basis of this, they can be considered ripe enough to warrant a study of their
contribution to the supply of credit intherural areasvis-a-visother major suppliersof
credit, such asthe conventional banks, state credit ingtitutions and Non-governmental
Organisations (NGOs).

Resear ch | ssue and M ethodology

A spate of criticisms hastrailed the operations of community banks since
the commencement of operationin 1990. A large proportion of these banksusethe
funds mobilised from small saversin the rural areas to execute projectsin urban
areas, which is anegation of the objective for establishing them (Ogunleye 1994).
Furthermore, they channel the hard-earned savings of rural dwellersinto thevaults
of commercial banks based in the cities, thus using the resources of the rural poor
to finance the conspicuous consumption of the urban class. These and other



\ol. 6, No. 2 Edo: Community Banks, Credit Supply and Rural Economy 225

activitiesseemto haveimpeded their effortsin providing credit for rural devel opment,
hence they need to exercise great prudence in the management of the fundsat their
disposal (Dabai 1999: 1).

Inthelight of the foregoing criticisms, we attempt to investigate the role of
these banks in the supply of credit in the rura areas. More specificaly, this study
tests the null hypothesis, which states that community banks have not contributed
significantly to the supply of credit in the rural areas of Nigeria. The hypothesis
represents a consensus opinion that has not been empirically authenticated. We,
therefore, proceed to do that by formulating and estimating amodel that showstheir
contribution to the aggregate supply of creditinrurd aress, rel ativeto the contributions
of the conventional banks, state credit institutions, and Non-governmental
Organisations (NGOs). The estimation has been carried out, by using econometric
techniques. A brief account of the Nigerian rural economy, which has agriculture as
its major economic activity, has also been undertaken

TheRural Economy of Nigeria

Therural economy of Nigeriais predominantly large, with agriculture as
the main source of livelihood. More than 80 per cent of the rural labour forceis
engaged in peasant farming, which contributes closeto 50 per cent of grossdomestic
product (GDP) of the country, and al so provides raw materialsfor agro-processing
industries. Most of the food produced is for own consumption, while cash
requirements are met from the sale of cocoa, groundnut, cotton, palm ail, or surplus
food. Cocoaand palm oil are produced mainly in the southern region of the country,
while groundnut and cotton are produced in the northern region. Nigeria attained
political independence in 1960, and up to 1970 the rural economy buoyed with
agricultural activities. The decade after 1970, however, saw a rapid decline in
agriculture as the petroleum and service sectors began to expand and dictate the
pace of growth of the national economy (Edo 2002: 337). This structural
transformation did not augur well for the rural economy, as it encouraged rural-
urban migration and de-population that considerably reduced economic growth
rate of the country-side below the national average. Asat 1985, an estimated 96 per
cent of the core poor in Nigerialived in the rural areas, plagued with diseases and
high mortality .

In the same manner it happened in some developing countries, especially
in Africa, the devel opment strategiesin Nigeriafailed to stem the declining trend in
economiclifeof therural areas. Theyearsof political turmoil aggravated the situation
in three major respects. First, the government’s ability to extend infrastructure to
therural areaswas severely curtailed asmany states of the country becameisolated
fromthe centre. Second, with declineininfrastructure, accessto credit wasimpaired,
which negatively affected effortsat modernisation of agriculture. But, probably the
most seriousfactor wasthelack of capacity of political leadership at thelocal level
to mobilise people for the purpose of developing the area.
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The provision of financial services is constrained in the rural areas by
high cost of intermediation, poor knowledge of the socio-economic environment,
and the scattered micro nature of rural enterprises. The inability of the banks to
reach the rural population both for disbursement and recovery, and therigid terms
and conditionsfor agricultural lending, have minimised theimpact of formal financia
institutions on the rural economy. In recent years, a number of new private banks
have been established, but this has not been able to reduce the urban bias of
banking services. Commercial banksare|located almost exclusively in larger urban
centres, though over 80 per cent of the population liveinrural areas. Sequel tothis,
the government continued to establish morerural credit schemes, tofacilitate afair
distribution of fundsin the area, but they failed to achieve this short-term objective.
Instead, they became asource of cheap loansfor politiciansand government officials
that were never repaid. Thelong-term objective of the credit schemeswasto reduce
poverty by enabling rural dwellersto engage in income generating activities, with
emphasis on artisans, women, youth, and the disabled. In principle, the schemes
were meant to provide seed money for the peopleto embark on sustai nable productive
ventures, which were in some cases implemented through local government
institutions and non-governmental organisations (NGOs). The credit schemeshave
gradually tended to become mereextensions of political patronagewiththerevolving
fund provision necessary for their sustenance often lacking.

A few other institutions have tried to bridge the resource gap in the rura
areas by providing rural households with direct financial assistance, advice and
market information, on a regular basis. These are essentially cooperative societies
and NGOs. As experience from Bangladesh shows, these ingtitutions have good
access to grass-root infrastructure and a comparative advantage in rural finance
operations because of low overheads and transport costs. Furthermore, they adjust
to suit rural needs, and have aconsiderablerural biasin lending activities (Jain 1996:
79). However, theseinstitutions have serious human and financia resource constraint
that tend to limit the range of services offered.

Cooperative societiesarerelatively old institutionsin Nigeria. They grew
out of the need to mobilise farmers and ensure prompt delivery of products to the
market, high quality of the products, and to limit farmer exploitation. Gradually,
some cooperative societies becameinvolvedin financial intermediation intherural
areas to raise the level of credit supply. They have adequate knowledge of local
environment, while abroad membership enablesthem to engagein lending, relying
on peer pressure for loan recovery. As a result, they generally have lower
intermediation cost than the conventional banks, and have thus become important
intherural financial structure. They aremostly constrained by political interference
and inability to access funds from other sources.

The past decade has seen a sharp increase in the role of local and foreign
NGOsinrura development in Nigeria. The most innovative ones have been ableto
designtheir ownrural development programmesand have thus been complementing
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the efforts of government and banks. A number of them are at present engaged in
the execution of various rural development projects, while others are providing
credit totherural population. Inthe absence of banking facilities, they have served
as an alternative means of linking rural households with conventional banks and
government credit schemes. The activitiesof NGOsare also constrained by limited
availability of donor funds, but a few of them have developed the capacity to
survive on their own funds, although there has been considerable duplication of
effortsin their operations. The success of any credit programme, to alarge extent,
may, therefore, depend on its capacity to mobilise funds needed to finance its
operations (Graham 1992: 1233).

Thereaso exist avariety of informal and unregulated financia activitiesin
the rural economy of Nigeria providing credit to the people. These include the
lending and borrowing activities of professional and non-professional
moneylenders, private finance organisations, rotating savings and credit
associations (ROSCAS), traders, landlords, households, etc. These informal
transactions are somewhat difficult and complex to document. Nonethel ess, existing
evidence suggeststhat the activities of ROSCASs predominate. Availableinformation
also revealsthat they account for 35—40 per cent of total credit intherural economy.
Again, the percentageratio of informal to formal credit averaged about 38 per cent
during the period 1980 — 2001. The average lending rate for theinformal financial
transactionsis also relatively high due to the great risk associated with them. The
transactions have some link with the formal sector by way of arbitrage and credit
policy. In the first case, some moneylenders in the informal sector recognise the
lending rate differential between the two sectors, so they borrow at low rate from
the formal sector and lend at high rate in theinformal sector, which providesthem
considerable profit margin. In this way, funds constantly flow between the two
sectors. In the second case, the informal sector responds to changes in credit
policy of theformal sector, which also affectsthe flow of funds between them. The
importance of informal financial activitiesin the rural economy has continued to
grow, and the policy-makers are exploring ways of integrating them into the formal
sector of the economy

Finally, the formal and informal financial activitiesin the rural areas of
Nigeriahave sofar failed to adequately providerequired fundsfor therural economy
to achieve sustainable growth and devel opment (see, Appendix 2). Over theyears,
the aggregate supply of credit to the rural areas has remained grossly below the
national development plan estimates of credit required to facilitate its growth and
development. This clearly creates resource gap that needs to be reduced, and it is
on this basis that the introduction of community banks into the rural financial
structure became imperative.
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Profile of the Community Bank in Nigeria

The NBCB (1992) defines community bank asafinancia ingtitutionthat is
self-sustaining, owned and managed by the community, or group of persons, for
the purpose of providing credits, deposit banking, and other financial servicesto
the members of the community, largely on the basis of their self-recognition and
credit-worthiness. It is a unit bank that is under the authority and regulation of a
statutory agency known as National Board for Community Banks (NBCB), and
prohibited from operating branch network.

The bank has multiple objectives. Firgt, it is meant to enhance banking
habitsintherural areas, aswell asgenerate credit from within the community for the
development of productive capacities. Second, it is expected to formalise the use of
communities as effective vehicles of rural change and national development. Third,
itisaimed at promoting rural economic activities such as agriculture, commerce,
cottageindustries, etc. Fourth, it also aimsat integrating asubstantial proportion of
theinformal financial system into the formal sector of the economy. These arethe
major objectives asindicated in the community banking code. Thebank is, however,
allowed to pursue other objectivesthat are seen to be particularly beneficial to the
community it serves. Based on the objectives of the bank, it performs several
functions which include acceptance of deposits, investment in suitable ventures,
provision of credit facilitiestoits customers, equipment leasing to assist customers
who are farmers, provision of other associated services, as well as non-banking
functionsthat could enhance devel opment of the community and alleviate poverty.

The minimum paid-up capital for thebank isN3 million (threemillion naira),
as against N500 million (five hundred million naira) for conventional commercial
bank. Therelatively small capital base explainsitsinability to meet transactions of
large magnitude. Besides, it indicates high vulnerability to financial distress, because
the low level of transactions may not adequately absorb operating losses of the
bank. The ownership and capital structure include the community development
association (CDA) which owns at least 30 per cent of the paid-up share capital,
while the remaining 70 per cent or less is shared among trade associations, social
clubs, corporate bodies, and individuals, al based in the community. No single
group or individual isallowed to hold more than 50 per cent of the share capital. The
number of promoting groups and individuals must not be less than 50 in number.
The CDA is the predominant group in the ownership structure, because it is the
organ of the community charged with the responsibility of facilitating devel opment
in such area, through interaction with government, organised private sector, non-
governmental organisations (NGOs), wealthy philanthropicindividual swithin and
outside the community, international agencies such as United Nations Devel opment
Programme (UNDP), World Health Organisation (WHO), and others that have a
focus on grassroot development.

Thebank isnot affiliated to the Central Bank of Nigeria(CBN), whichisthe
monetary authority of the country. Instead, it isallowed to maintain acorrespondent
relationship with commercial bank that carries out financial transactions on its
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behalf with the CBN. This relationship is established through a legal agreement
between the two parties. The community bank is, therefore, not privileged to enjoy
all servicesoffered by the CBN, especially the keeping of accounts and clearing of
inter-bank cheques. The bank isthus|eft with the only viable option of maintaining
aregular account with the correspondent commercial bank, to facilitatetheclearing
of cheques.

The policy making function of the bank rests with the Board of Directors
consisting of two active members of the CDA and afew others spread across the
shareholding groups and individuals in such a way that none of them has more
than one member. On the other hand, the management of the bank comprising paid
managers, carries out other routine duties. The lending rate charged by thebank is
a matter of internal decision by the bank, but it should not be lower than the
minimum rediscount rate of the CBN. The bank usually takes into account the
position of itscommunity in deciding what lending rateisbest for the circumstances
of itsoperating environment. Therateisgenerally low compared with what obtains
in the conventional banking system. The spread between the lending rate and
deposit rateisdonein such away that allowsthe margin to cover operational costs
and provide some profit for theinvestors. I n order to minimiserisks, the maximum
disbursement of loan for asingle individual isfixed at 10 per cent of the paid-up
capital of the bank. Whilst it is allowed for the bank to grant credit on the basis of
self-recognition and credit-worthiness, thisdoes not preclude request for collateral
security or guarantor’s commitment, hence the banks have increasingly adopted
thisapproach to minimisethelevel of risk intheir operations. Asmuch aspossible,
local dignitaries are involved as guarantors in the process of granting unsecured
credit. Thetarget clientsof thebank arerural farmers, traders, cottageindustrialists,
community project devel opers, etc.

Unlike the conventional bank wherein decisions are taken after passing
through several levels of management, the community bank has the advantage of
taking prompt action because of its simple decision making structure that involves
only afew managersand directors. Thisflexibility ispotentially good for the bank,
as opportunities can be identified and quickly converted to enhance growth of the
bank and the community.

A survey of the community banks by Anyanwu (1997: 1) reveals that a
bulk of their credit has so far been granted for commercia activities. In 1993, commerce
got 40 per cent share of thetotal credit, which increased to 43 per cent in 1994 and
46 per cent in 1995. On the other hand, agriculture had ashare of 18 per centin 1992,
which declined to 17.4 per centin 1993, 11.2 per cent in 1994, and 10.3 per centin
1995. Sincethen it has continued in this downward trend indicating that the banks
havefailed to give adequate attention to thisimportant activity that constitutesthe
economic mainstay of the rural areas (see, Appendix 2). Thisis an issue that has
greatly undermined the performance of the banks in the rural areas. In terms of
profit, the performance of the banks has also continued to exhibit downward trend
overtime, leading tofinancial distressin at |east 25 per cent of them, asat the end of
2001. Thistype of rural credit systemis, however, not unique to Nigeria, as most
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developing countries of the world have similar programmes that provide credit to
the rural dwellers and the poor.

Analytical Framework

Credit supply in the rural areas of Nigeria comes from several sources,
including Community Banks. In principle, the Community Banks encourage the
growth of micro businessesin therural areas by making additional funds available
for new investments and the expansion of existing ones. The other major suppliers
of creditintherural areasof Nigeriaare conventional banks, state credit institutions,
and non-governmental organisations (NGOs). The conventional banks which
include commercia banks, investment banksetc, are mainly private enterprisesthat
accept deposits and provide loans for productive use. By virtue of their functions,
they are obliged to provide credit to businesses in rural areas, although their
performance in this regard has been described as unimpressive (Ojo 1995). State
credit institutions are government financial schemes, which are established to grant
loans to small-scale businesses, especialy in the rural areas, in order to aleviate
poverty and reverse rural-urban migration. The major characteristics of these
institutionsinclude high level of inefficiency, corruption and poor rate of repayment.
Non-governmental organisations (NGOs) are also involved in the provision of
credit facilities to the rural poor. Most NGOs are funded by foreign donors, and
they have been playing an increasing rolein aleviating poverty in the rural areas.
They havewell designed mode of operation that islacking in state credit institutions,
but they have limited funds, which explains their inability to cover all rural areas
(Devarajan 1999). It follows from the foregoing discussionsthat aggregate supply
of credit torural communitiesin Nigeriadepends on four major sourcesasindicated
intheanalytical framework presented bel ow:

S=AC*B°M°N¢ @
where S = aggregate supply of credit in therural areas, A= autonomous supply of
creditintherural areas, C=community banks' supply of creditintherural areas, B
= conventional banks' supply of creditintherura areas, M= state credit institutions
supply of creditintherural areas, N = NGOs' supply of creditintherural areas, a=
coefficient of community banks' supply, b = coefficient of conventional banks
supply, ¢ = coefficient of state credit institutions’ supply, d = coefficient of NGOs’
supply. The coefficients are measures of the relative contributionsfrom individual
sources. To facilitate the estimation of the coefficients, model (1) may belinearised
and transformed, by taking logarithm of all the variables (aggregate and component
supplies). Since aggregate supply changes from timeto time, it is also appropriate
to reflect it by introducing alagged variable. We, therefore, re-state the model as
follows:

logS= logA + alogC + blogB + clogM + dlogN + elogS, + u 2
Apriorisigns. a>0 b>0 c¢c>o0 d>o0 e>o0
Where; S, = lag aggregate supply, and u = error term
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Model (2) states that the aggregate supply of credit to rural communities
depends positively on the contributionsfrom community banks, conventional banks,
state credit institutions and non-governmental organisation (NGOs). However, the
primefocus of thisstudy ison therelative contribution of community banks, which
isrepresented inthemodel by theapriori signa> o. In other words, how significant
isthis contribution to aggregate supply of creditin therural areas of Nigeria? This
issue is adequately addressed in the section that deals with empirical analysis.

Empirical Analysis

To determine the relative contribution of community banksto the supply
of creditintherural areasof Nigeria, model (2) isestimated, using quarterly datafor
the period 1991Q1 —2004Q2 (see, Appendix 4). The sources of datainclude Central
Bank of Nigeria(CBN), Federal Office of Statistics (FOS) and National Board for
Community Banks (NBCB), while estimation is done, by using the technique of
Ordinary Least Squares (OLS). A complementary estimation isdone using Newton
Raphson method, for the purpose of reducing the problem of serial correlation and
the bias of relying on only one method of estimation. The estimation results have
been reported in Tables 1 and 2.

Tablel: Egimation Resultsof theModel (OLS)

Regressor Coefficient t-value
A 40.21 0.94
C 0.05 107
B 0.17 2.6

M 0.32 3.01
N 0.09 0.93
S 0.21 3.02

1

R,=0.91, F-value=88.65, SEE =0.005, DW = 2.06, Durbin'sh=1.08

Source: Computer estimation (Microfit Software, 1991).

Theindicators on thelast row of Table 1 imply that the estimation results
do not suffer from serious econometric problems. More specifically, R? indicates
that all the regressors put together account for 91 per cent of variation in aggregate
supply of creditintherural areaswithin the given period. Furthermore, the F-value
is significant at the 5 per cent level, which implies that the aggregate supply of
credit maintained a relatively stable relationship with the regressors during the
period. The standard error (SEE) isinsignificant at the 5 per cent level indicating
that the estimation procedureisquite good. Although thereisalittle seria correlation,
as indicated by the DW and Durbin’s h statistics, it is not serious enough to bias
the results. To a large extent, therefore, the OLS results could be regarded as
dependable, hence, we proceed to analyse the relative contributions of relevant
variables.
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A careful examination of Table 1 shows that all the coefficients bear a
priori signs. Variable C has a coefficient of 0.05, which represents the relative
contribution of community banks to aggregate supply of credit in the rural areas.
Asthet-value of 1.07 indicates, this contribution is not significant at the 5 per cent
level. Inthe samevein, thevariable N hasacoefficient of 0.09, indicating therelative
contribution of Non-governmental organisations. Thet-value of 0.93 indicatesthat
it is not significant at the 5 per cent level. On the other hand, variable B has a
coefficient of 0.17, whilevariable M hasa coefficient 0.32. The coefficients represent
the relative contributions of conventional banks and state credit institutions,
respectively. Their corresponding t-values indicate that both contributions are
significant at the 5 per cent and 1 per cent levels respectively, indicating that state
credit institutions contributed more significantly.

The main finding in this analysis, however, is that the contribution of
community banksto aggregate supply of credit intherural areasisnot significant,
which implies acceptance of the null hypothesis. Instead, conventional banks and
state credit institutions made significant contributionsto aggregate supply of credit.

Table2: Estimation Resultsof theM odel (Newton Raphson)

Regressor Coefficient t-value
A 33.06 0.83
C 0.11 0.97
B 0.15 252
M 0.22 3.36
N 0.07 0.72
S 0.31 298

1

R?=0.93, F-value=94.91, SEE=0.004, DW =1.99

Source: Computer estimation (Microfit Software, 1991).

Theresultsin Table 2 represent aconsiderableimprovement on Table 1, as
seria correlation (indicated by DW) is ailmost non-existent. The other indicators
(R?, F-value and SEE) also indicate some improvement, and all the coefficients
satisfy a priori conditions, which require them to be positive. The contributions
from community banks and non-governmental organisations are again observed to
beinsignificant at the 5 per cent level, while the contributions from conventional
banks and state credit ingtitutions are clearly significant at the 5 per cent and 1 per
cent levels, respectively. From these estimation results, it is once more established
that the contribution of community banks to aggregate supply of credit in rural
areas is not significant, indicating acceptance of the null hypothesis. All things
being equal, the use of two estimation methods to arrive at the same conclusionis
aclear testimony that the community banks have actually failed to perform in the
rural areas.
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Policy Suggestions

The magjor finding of this study is that community banks in Nigeria has
madeinsignificant contribution to the supply of creditintherural areas. Thiscan be
attributed to several factorsthat can be identified through afield survey, whichis
beyond the scope of this study. Such factors are, however, contained in a survey
conducted by Manasseh (1999). First, thetotal number isinadequate to cater tothe
teeming population of the rural communities, because community banks are
prohibited from operating branch network. In addition, thelegal procedureinvolved
in the formation of community bank is long and cumbersome, such that some
interested community members opted to abandon the proposal and continue with
their communal system of money lending and borrowing. Thisis clearly shown by
the fact that as at the end of the second quarter of the year 2001, over 2,000
applications which sought approval to establish new bankswere still pending with
the National Board for Community Banks (NBCB). Second, the banks have
managerial constraints that impair credit supply, due to the poor quality of
management staff. Third, the capital base of the banks is relatively too low to
facilitate expansion and avoid financial distress. Four, the banks do not effectively
promote their services to the people, which have made a large proportion of the
community to be unaware of such services, hencefundsare not adequately mobilised
to provide credit for the people. Five, the bad debt syndrome in the banks has
continued to rise, because some community members are unable to repay loans,
thereby constraining the ability of the banks in providing credit. Other factors
includeinterferencein operations of the banksby local politicians, pervasivefraud
by some stakeholders of the banks, etc. Thetrend exhibited by some of the factors
isshownin Appendix 3.

Thereisthe need to address these problemsto enabl e the banks contribute
meaningfully to credit supply intherura areas. Asregardsthefirst problem militating
against the performance of banks, we suggest that more of the banks should be
licensed to operate, by reducing thetime-framefor approving new onesand allowing
them to open branches. To address the second problem, NBCB should design
appropriatetraining programmes for the management staff of the banks, to enhance
their skill in financial accounting, and encourage them to develop products that
would suit the needs of the rural communities. In respect of the third problem, the
NBCB should raisethe capital base of the banks so that they can expand operations
without running into financial distress. The fourth problem can be addressed by
encouraging management of the banksto advertisetheir productsto the community,
inline with the tradition of conventional banks. The fifth problem of bad debt can
be taken care of by mandating the banks to insure all assets and liabilities. The
management of individual banksor NBCB can address other problemsidentifiedin
the study, by using measuresthey deem appropriate for enhancing the performance
of the banks.

Finaly, thispaper brings out that an enlarged and well-managed community
banking system, in an enabling environment, will engender asignificant increasein
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the supply of credit inrural areas, which will, in turn, alleviate poverty and reduce
rural-urban migration.

Summary and Conclusions

This study attempted to determine the relative contribution of the
community banksto the supply of creditintherural areasof Nigeria. The study was
inspired by the persistent public criticisms of the banks, which were not backed by
empirical investigation. The focus of the study, therefore, was to empiricaly
investigate the assertion (hypothesis) that these banks had not contributed
significantly to the supply of credit in the rural areas of Nigeria. To this effect, a
model was designed and estimated to determine the contribution, relative to other
major suppliers of credit in the rura areas, which included conventional banks,
state credit ingtitutionsand non-governmental Organisation (NGOs). The estimation
resultsreveal that the contribution wasinsignificant, which wasin conformity with
the null hypothesis. The contribution of NGOs was also found to be very
insignificant, but the conventional banks and state credit institutions performed
well by making significant contributionsto the aggregate supply. Overall, the state
credit institution made the most significant contribution to the supply of credit in
therural areas.

The major finding of this study, which isthe insignificant contribution of
community banks, may be attributed to the problem of shortage in the number of
such banks required to cater to the teeming population of the rural areas, poor
management, the low capital base of the banks, lack of promotional activity, bad
debt syndrome, political interference, pervasive fraud, etc. These problems can be
addressed simultaneously by reducing the time framefor approving new banksand
allowing them to open branches, providing training programmes to enhance
managerial capacity in the banks, raising capital base, promoting services of the
banks in the communities, insuring assets and liabilities of the banks, as well as
other devices the management of the banks and NBCB may deem appropriate for
enhancing performance of the banks. Thereis no doubt that an enlarged and well-
managed community banking system, in an enabling environment, will significantly
boost the supply of credit in the rural areas, which is a sine qua non for poverty
alleviation and other forms of development.
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Appendix 1: Expected and Actual Credit Supply tothe Rural Areasof Nigeria(in
Millionsof Naira).

Year Development Plan Estimates of Actua Credit Supply to Credit
Credit Required for 6 Per cent the Rural Areas Credit Gap
Annual Growth Rate in the Rural Gap
Economy
1980 5,769.9 30.9 5,739.0
1981 6,662.6 325 6,630.1
1982 7,614.4 35.9 7,578.5
1983 9,443.9 44.2 9,399.7
1984 10,988.1 58.2 10,929.9
1985 12,521.8 114.9 12,406.9
1986 13,934.1 373.6 13,560.5
1987 18,676.3 492.8 18,183.5
1988 23,249.0 659.9 22,589.1
1989 23,801.3 3,721.1 20,080.2
1990 29,651.2 4,730.8 24,920.4
1991 27,692.6 5,962.1 21,730.5
1992 34,641.8 6,895.3 27,746.3
1993 23,348.9 6,091.4 17,257.5
1994 26,460.6 7,602.2 18,858.4
1995 27,768.9 8,659.3 19,109.6
1996 34,603.2 9,411.2 25,192.0
1997 37,648.7 13,158.6 24,490.1
1998 42,458.6 15,852.7 26,605.9
1999 30,667.6 12,792.9 17,874.7
2000 32,841.5 10,949.8 21,891.7
2001 35,649.6 13,993.1 21,656.5
2002 31,435.4 11,498.1 19,937.3
2003 33,928.1 13,406.5 26,521.3
2004 36,190.9 12,964.1 23,226.8

Sources: (i) Central Bank of Nigeria Statistical Bulletin/Annual Reports (several issues)
(ii) Federal Government Annual Budget Statement (several issues)
(iii) Federa Office of Statistics Annual Abstract (several issues)
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Appendix 2: Digtribution of Community Bank Loansto Some Rural Economic

Activities
(inMillionsof Naira).
Year Agriculture Commerce Food Processing  Transport Services
190 20.3 36.5 15.6 23.1
1991 26 39.8 18.3 25.0
1992 23.7 437 20.1 28.8
1993 123.2 280.0 69.6 68.4
199 125.3 461.2 82.7 152.3
19%5 141.2 626.7 86.0 173.9
19%6 146.2 658.3 773 175.2
1997 153.6 709.5 75.1 181.9
1998 166.1 775.9 68.3 183.6
1999 149.8 831.6 726 186.0
2000 150.3 926.1 75.2 191.2
2001 145.1 844.2 72.7 193.6
2002 140.2 850.1 80.1 195.0
2003 146.1 863.1 839 196.1
2004 151.2 880.2 81.2 198.2

Sources: Nationa Board for Community Banks Annua Reports (various issues).
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Appendix 3: Vauesof Selected VariablesInfluencing Community Bank’s Perfor-
manceinNigeria

Year Number of Total Capital Funds Bad Debts
Community Base (Millions Divertedto (Millions
Banks of Naira) Urban Areas of Naira)
(Millionsof
Naira)
1990 285 397.0 51.9 102.4
1991 306 406.1 54.5 118.4
1992 334 554.9 120.1 326.6
1993 611 266.2 310.7 491.4
194 902 2,111.6 355.0 354.3
19%5 745 1,178.8 655.0 254.6
1996 693 2,137.1 153.8 3904
1997 674 2,688.5 7131 318.9
1998 552 1,951.1 736.2 402.8
1999 531 7231 790.4 311.9
2000 498 626.2 801.3 556.2
2001 462 5725 856.2 580.1
2002 374 762.1 887.1 496.2
2003 355 505.1 1,006.3 511.9
2004 326 694.0 1,344.2 562.0

Source: National Board for Community Banks Annual Reports and Central Bank Bulletin



238 Journal of Social and Economic Devel opment July-Dec. 2004

Appendix 4: Quarterly Supply of Credit to Rura AreasinNigeria(in Millionsof

Naira).

Quarter Community Conventional State Credit NGOs  Tota Supply

Banks Banks Schemes (Including

Others)

1991Q1 812.3 12001 35101 420 5,618.6
1991Q2 916.2 18062 29151 419 5,703.2
1991Q3 977.1 18281 39406 306 58110
199104 9812 19%4.0 39832 382 5982.1
1992Q1 1,002.2 15526 35821 353 6,225.6
199202 14802 19662 31331 321 6,509.2
199203 16930 20189 30021 210 6,731.6
199204 17316 20023 31031 529 6,996.2
199301 18163 2066.2 26296 1032 6,728.5
1993Q2 18401 20981 26612 9%.6 6,596.1
1993Q3 19020 20669 25056 572 6,403.9
19934 19832 20612 22042 69.8 6,381.5
199401 22305 28740 12709 723 6,453.1
199402 23517 21451 22241 814 6,980.2
1994Q3 22989 20076 3006.2 0.2 7,509.0
199404 24569 21342 3121 931 79321
199501 26693 21028 31304 %.3 8,009.6
199502 28912 20191 33506 1025 8,563.0
1995033 2961 2907.3 23803 1069 8,741.9
199504 299%638 20628 36402 1083 8,982.5
1996Q1 28621 30771 31203 1101 9,117.3
199602 2,538 31000 34001 1129 9,591.9
199603 28103 30162 35128 1136 9,722.6
199604 26756 30957 40051 1162 9,970.8
1997Q1 31931 30069 40304 1120 103352
1997Q2 32629 4,001.0 41136 1005 114381
1997Q3 36845 45512 46003 1148 129603
1997C4 37691 45643 53708 1802 138619
199801 38117 50081 52052 1836 14,2283
199802 3,792 52209 56431 2021 14,9810
199803 38985 52965 6,450.8 2087 158632
190804 39373 50082 6,525.6 2131 159989
1999Q1 22971 49976 5460.3 2205 130031
1999Q2 2,7%0 36222 5304.1 2322 121023
1999Q3 28012 40861 43126 2409 11,7369
19904 28989 42343 55909 2363 129932
2000Q1 23665 30893 55203 2419 11,286.0

200002 27192 333%.2 3456.1 262 9,817.3
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Quarter Community Conventional State Credit NGOs Total
Banks Banks Schemes Supply
(Including
Others)
2000Q3 20221 308381 4,024.3 1981 10,266.1
200004 29716 3176.0 45182 2128 109849
2001Q1 2,002 4,006.0 4,2885 2009 11,205.7
2001Q2 28319 50719 51893 2225 13,3698
2001Q3 28182 50032 5126.1 1386 131658
20014 26162 50058 6,001.9 1345 138716
2002Q1 198380 50301 50224 1403 121830
2002Q2 1,7620 41803 5,060.3 1807 11,280.3
2002Q3 18173 4,000 40125 1321 10176.2
200204 18331 41069 5,688.1 2262 11,9733
2003Q1 1,7909 40815 6,1229 2108 121631
2003Q2 17513 50320 6,006.2 2313 13,0839
2003Q3 16050 5206.1 62,220.1 2629 133614
20034 1,7893 53128 6,411.2 3301 139640
200401 1565.1 44352 6,053.1 363 1243381
2004Q2 13262 4,006.8 6,198.9 42 12,0028

Source: National Board for Community Banks Annua Reports and Central Bank Annual
Reports (various issues).
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Book Reviews

Deb Kumar Bose. Essayson Environmental Economics. K olkata:
K. P. Bagchi & Company. 2004. Pp.107. Rs.200.

Thanks to the increasing interest in environmental economics, there is
also agrowing number of good books on the subject including texts. The book by
Professor Bose under review is awelcome addition to this growing literature and
contributes to further clarifying and improving our understanding the subject.
Though not strictly a text book as such because of its brevity, it is nevertheless
fairly comprehensive and presents an insightful bird's eye-view of environmental
issuesin relation to economics. The presentation islucid, charmingly simple, clear
and straightforward, with mathematical jargon kept to the minimum. Young students
who feel more confused than enlightened by complex and hefty tomes on the
subject, will find it refreshingly useful to read this book. It will enable them to
understand difficult texts better.

Professor Bose briefly reviewsthe development of economicsfrom Adam
Smith onwards mainly from the point of view of environment. Interestingly, he
observes that though Adam Smith laid stress on self-interest of individuals asthe
driving force behind the market system, he was al so aware of the limitations of the
market and left the State to take care of activities and issues that could not be
attended by the market. Smith was explicit about the role of the Statein protecting
thecitizensfrominjustice, and did not separate ethicsfrom hispolitical economy. It
was Neoclassical economics which not only separated the two, but also divorced
economicsfrom environment, and focussed only on the self-interest of individuals.
In the bargain, even the collective interest was ignored; at best it was a mere
summation of interests of individuals, and externalities were ignored. The attempt
of Neoclassical economics to add environment in the production function only
added to the confusion and did not help, according to Bose. Economics has now
become aware of the need to incorporate environmental concern in its analysis,
thanksto several perceptive economistslike Geogescu-Roegen. But Professor Bose
says that economic analysisis still not sufficient for policy decisions in dealing
with environmental problems, sincethere are seriouslimitsto economic accounting
of environmental costs and impacts.

This should no doubt make economists feel humble, but why economists
alone? Even on an extremely important issue of globa warming, there is such a
significant diversity of viewsasto make policy makers quite confused. Bose himself
discusses how one school of scientists, checking with the history of human
civilization from pre-history to recent periods, showed that cultureand civilization
which flourished during warmer periods were marked by decline during colder
periods, but another school denied that there was any such association. Bose's
own conclusion is that the costs of global warming far outweigh any local gains.

This pointsto the need for the economiststo devel op their skill and scope
toincorporate up-to-date information from other sciencesto cometo an assessment.
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Similarly, natural scientists need to come to grips with economic accounting and
assessment concepts and techniques. It is high time to devel op short-term courses
in economic concepts and methodology for natural scientists to facilitate this
process. The urgency of promoting increased openness and interaction between
sciences and social sciences can hardly be exaggerated. Unless scientists come up
with clear policy guidelines, politicians may feel free to adopt policies that are
decided mainly on the ground of short-term and local political compulsions, rather
than long-term collective interests of the community at large.

Misiting Professor M. V. Nadkarni
|SEC, Bangalore

Manoranjan Mohanty (ed.). Class, Caste, Gender: Readings in
Indian Government and Politics, Vol. 5. New Delhi: Sage
Publications. 2004. Pp.439. Rs.395.

Class, caste and gender have played a very prominent role in the history
of India. Many scholars attempted to understand the dynamics and interrelation
between these three concepts in the domains of polity, economy and society.
However, the fact remains that a comprehensive and thorough understanding of
them is elusive to scholars working on India. For various reasons, many scholars
have studied these three concepts in isolation from each other; the current book
under review isan attempt to fill the gap.

The book is part of aseries on Indian Government and Politics and has a
collection of seminal essays suiting contemporary times. It addressesthe dynamics
of interaction between class, caste and gender in terms of the prevailing socia
conflicts and political fragmentation in India. There is a growing democratic
consciousness among the masses, in general and the downtrodden, in particular,
resulting in aconflict with the existing power structures. This, inturn, isleading to
assertion of social identities politically, further fragmenting the palitics. On the
other hand, thereisagrowing similarity in the economic policies pursued by various
political groups. Thus, it is pertinent to understand the book under review against
this background.

The introductory essay by the editor, Manoranjan Mohanty, briefly
outlines the context of the book and argues that the complex interface between
class, caste and gender is linked with the manner in which Indian capitalism has
grown. Hefurther arguesthat the bulk of the poor belong to SC, ST, and OBC, with
women suffering the more. Hence, he seesthe study of theinterface of class, caste
and gender asvital in understanding poverty in acomprehensive manner. The book
is divided into three parts. Class Structure and the State; Caste Domination and
Political Power; and Gender Inequality and Social Change.

In the first article, “Caste and Agrarian Class: A View from Bihar”, by
Anand Chakravarti, in Part-l, illustrates how the traditional upper castes and the
newly emerging dominant castes that have access to resources exploit the poor,
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who also belong to the lower castes by birth. The case of Bihar is cited. Prabhat
Patnaik et al., inthe second article on Indian capitalist class and economic reforms,
analyse the changing character of the Indian capitalist class since the onset of
economic reforms. They also explain the reasons for the Indian capital supporting
new economic reforms, in spite of the benefits reaped from the earlier protection
regime. Sharit K. Bhowmik (“ The Working ClassMovement in India: Trade Unions
and the State”) argues that the trade union movement in India often collaborated
with the state and capital, apart from vehemently opposing both. He, further, laments
that the trade unions failed to shape the overall course of the struggles, as they
have been a derivative of party politics and thus functioned as mass fronts of
political parties rather than as autonomous organizations. They further failed in
integrating trade union movements with other questions like caste, gender, etc.

The inclusion of B.R. Ambedkar’s article, “Castes in India: Their
Mechanism, Genesisand Devel opment” in Part-11, published originally in 1916, in
this volume speaks of the relevance of Ambedkar’s approach to caste and the
persistence of caste problemin contemporary India. Inthisarticle, Ambedkar explains
how caste originated in India as a product of both Brahmanic social structure as
well asideology. The second article, “Caste in Modern India,” by M.N. Srinivas
(published in 1962), highlights the concept of the ‘dominant caste’ and how they
took to the new field of activity intheform of palitics. This, the eminent sociol ogist
argues, isafallout of the manner in which the British transferred political power to
the Indians. An overview of the dominant castes' behaviour and the subsequent
impact on the political process of the region covers aimost all the regions of the
country. The article by Rajni Kothari, “ Castein Indian Politics’ published in 1970
argues that a continuous churning process of the caste phenomenon is taking
place. This process, he attributes to the constantly changing electoral palitics,
economic development, cultural change and the evolving ethos of equality. Hefits
this argument into the dichotomy between tradition and modernity of the Indian
state.

D. L. Sheth's article, “Reservations Policy Revisited”, brings out the
unevenness of social representation in the state apparatus and makes a strong case
for reservation as a necessary step to rectify the longstanding social inequalities.
Kancha llaiah’s article highlights the Dalit consciousness by looking at the Dalit
strugglesin Andhra Pradesh in the 1980s in the light of two prominent incidents—
Karamchedu and Chundur. He argues that the two incidents have restructured the
entire political discourse in the state and the major political parties adjusted their
political strategy accordingly due to the widespread democratic protests and
consciousness. He also points to the comprehensive transformation of Dalits —
structureand culturelevels, combating feudal, capitalist and Brahmanic institutions
and ideas. The article, “The Language of Dalitbahujan Political Discourse,” by
Gopa Guru, traces the origins of the word ‘Dalit’ and its popular usage over the
Gandhian concept of ‘harijan’. The author points to the changing connotations of
theword Dalit and how it acquired newer ideological and political meaningsin the
course of social movements and policy debates.
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UmaChakravarti'sarticle, “ Conceptualising Brahmanical Petriarchy in Early
India: Gender, Caste, Classand State,” in Part-111 of the volume, throwslight onthe
need for ook afresh at our culture and history from afeminist perspectiveor for that
matter from the vantage point of oppressed people. Neera Desai and Maithreyi
Krishnargj, in their article, give an overview of the status of women in India by
assessing the performance of four decades of independence. Ilina Sen’s “Women
and People’'sMovement: A Spacewithinthe Struggle” looks at the linkages between
class and gender. “Gender Equality and Women's Agency” by Jean Dreze and
AmartyaSen, blame India s devel opment processfor discriminating and excluding
women in the spheres of education, health and other social opportunities. Thefinal
concluding essay by the editor arguesthat freedom from aparticular form of social
oppression isincompl ete without freedom from other forms of social oppression.
He argues that without recognising the interconnections among the dimensions of
power, the movementswill remain exclusive.

Thevolume offersnothing new in terms of scholarship, but isnevertheless
worth reading, asthe seminal essaysare put together. Thisagain largely showsthat
contemporary Indiais persisting with the same problemsthat it had in the past.

Ph. D. Fellow Patibandla Srikant
|SEC, Bangalore

Sanjeev Prakash and Per Selle(eds.). I nvestigating Social Capital:
Comparative Perspective on Civil Society, Participation and
Governance. New Delhi/L ondon: Sage Publications. 2004. Pp.315.
Rs.550.

The concept of social capital has been invented and reinvented several
timesever sinceitstheorisationinthe 1980s. Likewise, arange of methods hasbeen
used by social scientists to analyse social capital and political trust. Following
Bourdieu and Coleman, Robert Putnam gave a new perspective to the concept.
Social capital describes the pattern and intensity of networks among people and
the shared val uesthat arise from those networks. While definitions of social capital
vary, its main elements are citizenship, neighbourliness, trust and shared values,
community involvement, volunteering, social networksand civic participation. Civil
society is the vital capital for any society. With trust, reciprocity and proper
networking, a society energisesitself towards devel opment.

The book under review analyses the concept, causes and consequences.
It draws on experience from different societiesto present social capital in amanner
that departs from the previous conventional pattern. The contributors give an
account of the mechanism facilitating or obstructing the emergence of social capital.

In hisintroduction, Per Selle points out that social capital isembeddedin
aparticular organisational context becausethereisno commonality intheideasand
models of civil society prevalent across societies. Civil society has both anegative



\ol. 6, No.2 Book Reviews 245

and a positive impact on society. It becomes negative when transactions among
certain interest groups result in adverse consequences for other marginalised and
socialy excluded groups. Mario Diani holdsasimilar view of context specificity of
social capital, showing little evidence for generalised trust, whereas specific kinds
of associations may affect the levels of trust in the specific institutions.

Axd Hadenius, sharing Putnam’sviews, isconcerned with therel ationships
between peopl e and organi sations. Organi sations aggregateindividual preferences,
breed values, and generate identity for the members and the group as a whole.
Organisational existence at thelocal level makesit easier for ordinary peopleto be
aparty to the decision-making, thereby paving theway for the process of democracy
to occur. A strong pattern of organisational encapsulation can be athreat. Oneway
of minimising such a threat is by enabling institutions to function neutrally and
consciously, overcoming favouritism or discrimination.

A critical look at the arguments makes it clear that organisation is a
necessary but not a sufficient condition for social capital. If the organisations are
the beholder of the social capital then the question that arises is, how is social
capital originated by the organisation different from social capital, in general ?

Dietlind Stolle finds that the passive members of an association display a
significantly higher level of competence than non-members. Passive membersare
important for associations because they are the source of strength and legitimacy
that are essential in any democratic process. Associational lifeisthe crux of civil
society as it provides its members with the requisite knowledge, skills, and
opportunitiesto exert political influence. Although passive, associational life may
giveriseto asenseof belonging and commitment towards acause. However, not all
associations have the capacity for mutuality and co-operation. Associational life
makes people generous enough to appreciate each other, while at the same time
making them self-regarding and parochial. Group conflicts can have further
repercussions leading to ethnic conflicts and civil wars.

Paul Dekker arguesthat trust, norms, and networks, as hitherto perceived
by scholars, havelittle empirical foundation. He callsfor identifying characteristics
of groups and personality types that are more inclined to contribute to the
understanding of social capital.

Using Swedish data, Bo Rothstein argues that cross-country data do not
show any reliable correlation between general socia trust and trust in theinstitutions.
Ideas such astherule of law, fundamentdl rights, etc., inany statearerarely universal
either intheir construction or implementation. Rather, they arethedominant religious,
ethnic groups etc., of society and those who seek to advance their own self-interests
using the mask of other ideas. In such acase, the circumstances may not be congenia
for social capital to emerge. The government, therefore, needs to implement the
laws universally and neutrally such that social capital can be generated.

Douglas states that a high density of organisations can reinforce the
value-homogeneity within the social network of personshaving similar views. The
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writer has taken note of other forms of relationships as distinct from the ones that
are face to face. Locating the relationship between organisations and local
government, he argues that declining active participation may not necessarily lead
tothedemiseof social capital, for what isimportant isthe continued membershipin
local organisations and the continued capacity of such organisations to represent
theinterests of the peoplein society. Political institutionsinfluence social capital to
a degree that it becomes either beneficial or detrimental to democracy. Dietlind
Stollefindsin three Swedish regionsthat good experience at the local government
istransmitted to theregiona and national levelsaswell astheway generalised trust
isconstructed. The assumption hereisthat social capital isintimately related to the
local governments and regarded as one of the conditions of development.

However, afew loopholes stare at the readers here. Douglas holds that
declining active participation may not lead to the demise of socia capital, while
recognised circumstances continue membership in the organi sation as representing
theinterestsof the people. However, unlessmembersof any organisation are actively
participative, there is little scope for meaningful articulation, and aggregation of
their interests. So, the very objective of the organisation may not be fulfilled.
Likewise, Dietlind Stolle does not attach importance to affiliations by people with
political partiesand their ideologies. Evenif thelocal government led by aparticular
party plays an ineffective rolein the region, people may not lose their faith in that
party and its members acting on abroader or national level. Hence, the generalised
trust may not be atransmitted trust of the local experiences, asbelieved by Stolle.

Anirudh Krishna, on the basis of acase study in Ragjasthan, too arrives at
similar conclusions. Developmental performanceishighwhenthereisahighlevel
of social capitd, capableleaders, effectiveagency, and ahigh literacy level. Agencies
provide information to the rural people towards collective action and help them to
establish proper linkswith the stateingtitutions and the market. Following Bourdieu's
opinionon structural change as one of the important requirements of society for
devel opment, Gaute Torsvik notesthat social capital facilitatesthe use of information,
good will, and cooperation, and plays a positive role in decreasing the cost of
opportunities and enhancing the stakes for individuals. With regard to Anirudh
Krishna sview of theintimate rel ationship between social capital and devel opment,
it remains unclear how the development institutions or agencies help create social
capital. Besides, the indicators mentioned by the author for development are not
sufficient.

Tommy Tranvik, in the concluding essay, states that technological
developmentslead to drastic social changes. The Internet istransforming theworld
of communication and networking. It facilitatesthe‘top’ to reach thereal community.
Cyberliberterianism, the ideology of the Internet, holds that it is an inherently
democratic means of communication. Digital technology will change our notions of
community, revitalise civic society and contribute to the rise of social capital.

This book, in spite of certain lacunae, does shed light on different
dimensions of the concept of socia capital, defies Putnam’sargument on generalised
trust, asit findslittle evidence of the possibility of generalised trust in society. This
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volume has carried theargumentson social capital astep ahead fromits predecessors.
The book undoubtedly adds to the knowledge of social capital.

PhD Fellow Skylab Sahu
ISEC, Bangalore

Sunanda Sen, Trade and Dependence: Essays on the Indian
Economy. New Delhi: Sage Publications. 2000. Pp.316. Rs475.

Theprotectionist policy ininternational trade of the seventiesand eighties
could not generate the desired growth rates in the trade sector. This was clearly
reflected in the Forex reservesand the BOP problem at the beginning of the nineties.
As a sequel to the macro-economic events during the late eighties, international
trade assumed greater significance. It picked up further during the ninetiesfollowing
liberal trade policy reforms and emergence of WTO. But, prior to this eventful
decade, the trade sector went through a subdued debate about the contribution of
the sector to overall growth, and trade dependence of the economy under the
shadow of a protectionist policy. Thisbook is a collection of essays addressing to
the themes during those years based on Indid s international trade in the context of
dependence. These essays were written over along period starting with 1967 and
ending at 1994. Therefore, they provide an excellent reading for setting the
background of the current trade policy changesin India. One must understand that
these essays were written in the context that was far drawn from the present, but
till havealiverelevanceif oneallows someflexibility to the concept of ‘ dependence’ .
Understanding the constraint of time lapse, the author has revisited some of the
essays and tried to give afresh outlook to them.

India's trade policy has evolved through many stimulators that derive
support from the political changes in the country. Priorities set in the Five-Year
plans and the behaviour of domestic demand and supply were the major
determinants. The development model adopted (rather surfaced) had trade as
emerging more out of the surplus/deficit after satisfying the domestic demand.
Thus, protecting the domestic market wasthe main concern and import substitution
was the prime-protecting shield. The policy of import substitution presumed that
the production efficiency in the domestic sector would improve as a result of
industrialization through import substitution. Over-reliance on the policy of import
substitution and failing on the count of export promotion made us technologically
dependent vying for forex reserves and at the same time incurring international
loans. Up to the mid-sixties, the entire attention of policy makers was focused on
putting the house together due to destabilizing factors like China and Pakistan
Wars and severe droughts and shortagesin food sector. By the seventies, signs of
change were visible in the policy initiatives drifting away from the closed import
substitution to export promotion. Theinitiative came dueto various market dominant
factors.
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In this book under review, Sen discusses the fiscal and other incentives
including concessional measures relating to production and marketing of exports.
Thesewerelargely initiated during the seventies after the Export Policy Resolution
of the cabinet committee during 1970. That also set a tone for the possibility of
increasing export growth and thereby enhancing the efficiency intrade. During that
period three official Committees were appointed to look into the various aspects of
trade policy, [Alexander Committee (1978), Dagli Committee (1979) and Tandon
Committee (1980)]. These Committees suggested various export promotion measures,
whichincluded budgetary concessionsonimport licences, input price concessions,
freight credit for working capital, capital goods and raw material, direct cash
incentives to exporters and duty drawback in terms of exemption from taxes. The
recommendations offered by these three official committees were incorporated in
the subsequent long-term import and export policies of 1985-86 to 1990-91.

During March 1990, there were some changesinthisEXIM policy framework
due to the changes in political regimes. But, the general theme of liberalisation of
imports, especially of capital goods and raw materials, continued to be one of the
components. Among the policy measures, relaxation of licensing policy, foreign
exchange availability, reduction in cash margins of imports, introduction of EXIM
Scrips, the Specia Import Licence Scheme, relaxation in export control marked the
important steps. Export encouragement on the one side and import rel axation on the
other formed the maintheme of policy changes. Indicationswereclear that henceforth
the Open Generd Licence (OGL) list of importswoul d expand and thiswoul d enhance
exports through export-intensive imports. The move was clearly chalked out to
confinethelist of items under quantitative restrictions to anarrow range. Further,
thetrade policy that was earlier characterised only by short-term changesto combat
exigencies was turned into a long-term consistent policy. But it also raised an
important issue regarding the probable impact on the trends in export and imports
of such changes. Sen, in the ninth chapter, strongly argues the ineffectiveness of
export-link to import liberalisation on the count that such alink loses its purpose,
especialy with premium-based incentives to exporters, which are open to sharp
fluctuations.

Thefiveyear EXIM Policy underwent modificationsin theform of changes
in the licensing policies, aterationsin the list of items subjected to various trade
restrictions, customs duty modifications, and procedural changes and list of QRs
every year. The modifications to the Exim Policy declared by the Ministry of
Commerce between 1 April 2000 and 1% April 2005 werevery much intunewith the
requirements of the WTO. These also marked India's decisive steps towards
liberalisation and export-induced growth. For example, thedecision of setting up of
Specia Economic Zones (SEZs) like China. The existing Export Processing Zones
(EPZs) have been converted into SEZs. In order to boost the exports, the policy
called for theinvolvement of State Governmentsin the national efforts. The policy
changes during the nineties surely changed the context of ‘ dependence’ asit was
understood when the author penned some of these pieces. Now, dependence is
more contextual for the trading partners and the competitive nations.
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The book under review addresses many issues of importance from the
trade policy perspective. The author has reviewed the changes in trade policies
through the last four decades especially focusing on India’s trade dependence. As
stated earlier, thisisacollection of essayswritten over along period and ending at
1994 and therefore, misses the major events in the trade sector during the late-
nineties. In the first chapter, the author tries to grapple with the dimensions of
external economic transactionsfrom a conceptual framework and that stands asan
introductory chapter. Chapter two and three of the book deal with the balance of
payment situation during the eighties. Thisis an important and probably the sole
aspect responsible for policy changes that followed. The discussion includes the
dimensions of external economic transactions. Further, the author analyses the
balance of payment crisis during the early nineties elaborately and brings out very
clearly theimport dependence and theimport led GDP compression. In addition to
this, the sources of viability and vulnerability have been scrutinized in a quick
analysis and therefore, the results are not rigourous enough.

Short-term indicators of international liquidity do not capture the
developmental implications of international economic transactionsfor adevel oping
economy. Even the available long-term, analytical foraysfail to indicate whether
the flow of net external finance available to the country in each period provided
apparent inflow of real resources needed for development. Therefore, the real
transfers, as an adjunct to the devel opment process becomeinevitable. The author
states that deficit in goods, and not factor services may thus overestimate the flow
of real transfersfrom abroad. Sourcesof current earningshave, of late, beenrising,
relative to net current account deficits. This suggests an improved sustainability
ratio defined as the proportion of own earnings to borrowed funds in the external
accounts. Even though one agrees to these propositions in the context of time and
economic situation prevailing then, the sea change during the late nineties cannot
be overlooked, without which the arguments remain inconclusive.

Theyears preceding the decade of ninetieswere quite eventful interms of
the flow of private transfersto the country that had set in motion the future trends.
It was during these years that the countries’ debt stock rose significantly to more
than 40 per cent of the GDP by 1990-91. The potentia debt crisiswasthuswritten
very well on the walls by the year 1988-89. It isan interesting fact that the author
had predicted the oncoming crisisof ninetiesthrough her writingsthat had appeared
as academic articles during that period. However, the policymakers during those
years had neglected this academic piece to the detriment of the BOP situation. It
has been pointed out that the movement in credit ratings for India during these
years also reflected an apprehensive pattern, especially stickiness of the ratings
during 1992-95.

Foreign aid dependence was certainly an issue during the sixties and
seventies. It wasone of theimportant aspects discussed by most of theinternational
trade specialists then. But, the situation has taken a dramatic turn and if the events
of nineties provide a guideline, even the State governments are trying to compete
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with each other for getting their share of the aid cake. Initially, the author has
provided a conceptual frame, dealing with the gap models of foreign aid, and in
particular, dealing with the liquidity gap, which is relevant in the context of
institutional practice in loan tying. The author argues that liquidity or foreign
exchange gap can constrain growth in the borrowing economies. The financially
reclassification of India sbalance of payment isprovided in chapter six. Of course,
thisalso hasareferenceto the situation during the seventies. Empirical testsreveal
that India simportsduring that period wereresponsivetoforeign loans. The situation
intensified by the late eighties. The imports constituted mainly the goods of urban
consumption.

Finally, before closing the book, she has analysed the process of export
led growthin atypical two-sector model of growth. That hasits own limitations and
therefore, the results have to be carefully understood. She has attempted an
investigation into the possibilities of immiserising growth to set the guidelinesfor
policy implications. The impact of import dependence in the foreign exchange
constrained economy has been brought forth quite succinctly. Current reformsin
India's trade policy provide a starting point for chapter ten of the book and after
analysing the data, up to 1997-98, she concludesthat liberalisation, which aimed to
instill competitive efficiency in the economy thus failed to achieve a steady up
trend in exports. However, the import propensity has been increasing, moving up
fromaround six per cent to 9.8 per cent. The next two chaptersare out of placeinthe
book and deal with historical trends in Colonial dependence on trade. In
supplementing her arguments, on the theme that trade asahandmaiden of colonidism,
she has analysed the capital inflow data during the late 19" century, prior to First
World War. The chapter written in historical context has some relevance even
today but the author hasfailed to bring such relevancein the concluding part of the
chapter.

Thisbook isacollection on thethemeswritten by the author spanning the
period before liberalisation and essentially analyzing the situation prior to 1995.
These contributions are academically quite strong, but the arguments are dated
and one needs a hard search for current relevance of these arguments in the
contemporary context. However, | am sure that these will help any reader to
understand the historical background of the trade policy. These papers of the
author were well known earlier and the publisher has tried to put them together,
unfortunately without connecting properly and to any current themes. Therefore, it
serves as a very good classroom reading and a reference, than a policy feedback
materia.

Professor R. S. Deshpande
ADRT Unit, ISEC
Bangalore
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A.P. Thirlwall. Trade, the Balanceof Paymentsand Exchange Rate
Policy in Developing Countries. Massachusetts (USA): Edward
Elgar PublishingInc. 2003. Pp.177. US $25.

Thisbook isasynthesis of ideas and research that Professor Thirlwall has
been carrying onfor several yearson trade, exchange rate and balance of payments
with special referenceto their monetary aspects. The synthesisconnectstheauthor’s
ideas and research in time and with developmentsin the profession.

In total, the book is organized in five chapters: Trade and growth; Trade
and the balance of payments; Exchange rate systems and policy; What is wrong
with balance of payments adjustment theory?;, and A new International Economic
Order. To help thereaders, the author presentsasuccinct summary of each chapter
in the introduction. In a way, the summaries read like technical abstracts in
professional economic journals!

In essence, integration of balance of paymentsinto the theory and empirics
of international trade is attempted in the book. In the opinion of the author, this
integration “has a number of implications for important issues such as the
sequencing of trade liberalization, the role of the exchange rate in achieving
balance of payments equilibrium, the case for protection, for industrial policy,
and for the way in which theimportance of export growth isarticulated —not from
the supply side, but from the demand side by lifting a balance of payments
constraint on growth” (p.xii). These implications are of importance for rich and
developed countries as well as for poor and developing countries.  From this
viewpoint, the entire analysis in the book is relevant for policy discussionsin the
context of new international economic order.

Professional economists presume that the subject matter and focus of this
book should be subject to rigorous quantitative analysis to establish precise and
generality of results. Professor Thirlwall doesfull justiceto this presumption, but
in adifferent way. That is, he presents the final analytical results, drawn from
underlying quantitative economic theory, in a form and language that is
understandable and appreciable by both professional economists and non-
professional economists (e.g., policy makers and persons in trade, business and
industry). Thus, the book does not present itself as a pure quantitative theory of
monetary international economics. Or, asapureempirical international economics
with alternative estimations of monetary relationships and impacts with refined
data and techniques of estimation.

Current status of topic/s in each chapter is analysed with its historical
origins and evolution Thus, both historical and contemporary ideas and
developments are best captured and sequenced throughout the book. For instance,
Chapter 1 dealswith trade and growth. It startswith theimportance of tradefroma
historical quote from Alfred Marshall in 1890: “the causes which determine the
economic progress of nations belong to the study of international trade” (p.2). On
the static and dynamic gains from trade, the contributions of Adam Smith and
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David Ricardo to Helpman and Krugman, Grossman and Helpman, and to Wacziarg
arecovered. Inanalyzing the relationship between exports and growth, both supply
side factors (by Feder and Esfahani) and demand side factors (by McCombie and
Thirlwall, and Nureldin-Hussain) have been presented with equal importance. To
carry on this discussion further, the role of trade liberalization [i.e., “ending
discrimination within countries in favour of the production and consumption of
domestic goods”, or “elimination of all biases against exporting and
importing” (p.21)] is highlighted. A list of indicators for distinguishing trade
liberalization in terms of trade openness and orientation has been presented as
developed by institutions like the World Bank and International Monetary Fund,
and by scholars like Sachs and Warner and Edwards. Empirical studies based on
international data on these indicators by Dollar, Rodriguez and Rodrik, and others
lead to a general conclusion that “none of these countries could have grown as
rapidly asthey did without the rapid growth of exports. Apart fromtheexternalities
associated with trade and the encouragement of domestic and foreign investment,
they simply would not have had the foreign exchange to pay for all the import
requirements associated with rapid growth” (p.34). Thisconclusion supportsfree
trade and factor mobility as instruments for achieving rapid economic growth in
open and globalising economies.

On the whole, the book presents both theory and empirics of monetary
determinants and consequences of international trade in modern and reforming
economies. The blend has been achieved in the presentation of main theoretical
explanations and predictions, and empirics have been limited to highlighting the
evidencewith policy implications. Thus, the book isrelevant for students of applied
international economics, and trade policy makers and analysts in government,
financial institutions, trade, industry and business. Proponents of economic
globalisation will find this book as a source of analytical and empirical support to
arguefor further globalisation of all economies.

Professor of Economics M.R. Narayana
|SEC, Bangalore

Centre for Development and Human Rights. The Right to
Development A Primer. New Delhi: Sage Publications India Pvt

L td. 2004. Pp. 293. Rs 395

Theright to development (RTD) has been a much debated concept since
itsinclusion asahuman right by the UN in 1986. The debate is about whether it is
an individual or collective right, peopl€e’s or state's right and finally, whether it is
really aright or merely asummation of other human rights. The primer, by the Centre
for Development and Human Rights, introduces us to this controversial concept.
Main themes dealt within this book are delineation of the concept, a survey of
national and international legal -institutional framework and its application. A huge
task indeed, one might say.
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The first theme begins by mapping the conceptual framework of RTD.
Stephen Marks' introduction is crisp. Marks accomplishes the twin task of tracing
theevolution of thenotion‘ devel opment’ and human rightsapproach toit. Following
this, an elaborate discussion of the RTD concept informs us that it encompasses
not only the ‘ends’ of development but also the‘ means’ to achieving them. Such a
broader notion links RTD to governance concerns by bringing within its ambit the
principles of equity, non-discrimination, transparency, accountability, and
participation as essential elements.

The vector approach and ‘ Devel opment Compact’ are novel. The vector
approach to RTD projectsit asamulti-relational phenomenon, comprising diverse
rights. RTD issaid to berealized if any or al therightsimprove, while no other right
deteriorates, thereby demonstrating the interconnectedness of rights. The
Development Compact seeksto establish reciprocal conditionalities between donor
and receiving states for effective RTD implementation.

Therightsto food, education and health asimportant components of RTD
areexplained with referenceto their conceptual underpinningsin Chapter 3. Criteria
of evaluating these are availability, accessibility, acceptability and adaptability.
State’s obligations towards them and what constitutes their violation are sketched
briefly, as also the interdependence of these rights with other human rights. Legal-
institutional framework for the guarantee of human rightsin India, asdiscussed in
Chapter 4, encompasses the Consgtitutional provisions, role of the judiciary, the
Human Rights Courts, and the National Commissions on women, children and
minorities.

The coverage is extensive in Chapterss 3 and 4. However, it would have
made better reading if the contents had not been split up into many repetitive sub-
sectionsin Chapter 3. The issue of women’s rights taken up in these two chapters
ismuch too complex for aprimer to deal with. Consequently, theauthors' exploration
is not without the risk of oversimplification. Since the Fundamental Rightsin the
Congtitution arethe foundation for human rightsin India, explaining their relevance
to RTD would have been welcome. Thisgap is notwithstanding the treatment of the
issuein Chapter 6.

The theme of examining the application of the rights to food, education
and health in India is dealt with comprehensively with regard to ‘the facts and
figures' of theserights. We are presented with data showing an improvement since
Independence. Yet, we have many miles to go. With regard to the right to food,
nearly fifty per cent of the children and adults suffer from malnutrition and chronic
energy deficiency respectively. A brief section looking at the role of employment
guarantee schemesintelligently links the right to work with right to food.

With regard to education, several schemes have been initiated by the
Centre, resulting in considerable increase in the number of schools, teachers and
theenrolment ratein ‘ primary and secondary education’ . However, problems such
as high dropout rates, poor infrastructure and quality of education plague the
system. Higher education is considerably subsidised but only six per cent of the
corresponding population is enrolled here.



254 Journal of Social and Economic Development July-Dec. 2004

In the field of health, life expectancy has increased and both infant and
maternal mortality rates have declined — encouraging devel opments. The private
sector plays a dominant role, accounting for 78 per cent of the expenditure on
health. The public sector in health care is constrained by a host of factors like
centralised and rigid planning, staff shortage, etc.

Onewould liketo ask here: whereisthe‘right’ part of the explanation with
reference to food, education and health? Perhaps, a little more analytical probing
into the dimensions of rights that are violated in the above contexts would be in
place.

A welcome addition to the above theme is Chapter 6. It sketches the
functioning of Public Interest Litigation, underscoring itspositiverolein enhancing
the rights to food, education and health in India. The efforts of the authors to
embody aholistic perspective of RTD arereflected here.

The primer fulfillsitstask of drawing atidy portrait of RTD, outlining its
conceptual and practical dimensions, although it seems to me that the hurdles
facing the realization of the ‘right’ are dightly underplayed. The ‘boxes in the
book enhance its readability. The only note of discontent isits price. Yet, a good
book for the uninitiated to get acquainted with the RTD concept.

Ph. D. Fellow Tunga Tarodi
ISEC
Bangalore
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