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1. Battered & bruised, Planning Commission loses more of its teeth

Sanjeeb Mukherjee, Business Standard: 03.11.2014

Most key functions now handled by the finance ministry and other govt departments

When Prime Minister Narendra Modi recently extended a Rs 8,000-crore central support for
building roads in Jammu & Kashmir, Union Cabinet's approval for the big-ticket announcement
came in barely 48 hours. Unlike in the past, the proposal did not get stuck in the corridors of the
Planning Commission, a Nehruvian-era body.

The Commission, which occupied the centre stage in all critical economic and social decisions
until a few months ago, is now but a shadow of its former glorious self.

Its office, an imposing five-storied structure opposite Parliament House, earlier teemed with
people engaged in one or the other meeting, especially in the run-up to annual Budget preparations.
Not anymore; that seems to be a story of the past, as hectic activity has given way to an eerie sense
of uncertainty.

During its heyday in the 1960s and '70s, even the location where a public-sector undertaking
should come up was decided by the Commission. But, today, the pivotal role it was known to play
in shaping the country's development trajectory is conspicuously missing from the scheme of
things.



The Planning Commission's importance gradually reduced over the years as India moved from a
Soviet-style controlled economy to a more market-driven one. But the body still wielded
considerable clout, particularly on important decisions of the Cabinet or Groups of Ministers.

Though all major policy decisions are referred to the Commission even today, its opinion is no
longer paramount. In fact, even as a new body to replace the Planning Commission takes shape,
the wings of the old one are being gradually clipped.

Its diminishing role is also evident in the fact that a mid-term appraisal (MTA) - a course correction
of sorts that in normal circumstances is completed by the third year of a Plan period - is yet to be
done for the 12th Five-Year Plan (2012-13 to 2016-17). "We are ready with our sectoral
assessment for MTA. But, as of October, there has been no signal from the government on whether
or not it wants to carry out the process," said a senior Planning Commission official who did not
wish to be named.

The speculation around the contours of a new body to replace the Planning Commission has been
rife since Prime Minister Modi first signalled a wind-down of the five-decade-old body, in his
Independence Day speech on August 15.

The Commission's reputation of having 'unrivalled financial might' received a body blow when a
recent circular directed all major ministries and departments to furnish their Plan Budget estimates
for 2015-16 directly to the finance ministry.

This marked a formal shift of responsibility of determining the annual Plan expenditure from the
Planning Commission to the ministry.

Earlier, proposals were sent to the Planning Commission, which vetted it and prepared the annual
Plan outlays of central ministries, as also state governments. The size of the outlay was finalised
after negotiations.

The shifting of responsibilities also indicates that a replacement body, when it comes into being,
will not enjoy the power, clout or financial muscle its predecessor did. The Plan expenditure forms
an important part of the government's annual Budget expenditure. At Rs 5,75,000 crore, it accounts
for around 32 per cent of the government's total expenditure in the 2014-15 Budget estimates.

While the Plan expenditure of Rs 5,75,000 crore for this financial year was finalised after thorough
consultation between the Commission and the finance ministry, the exercise henceforth would be
solely undertaken by the ministry.

Also, there is little clarity on the fate of the 12th Plan document and steps to implement the
recommendations, even as only a little over three years is left for the Plan period to be over. Under
Montek Singh Ahluwalia, the Commission had in one of its recommendations for MTA suggested
lowering the Plan Budget outlay targets for all sectors, given the slower-than-expected economic
growth rates in the first two years of the Plan period.



The Rs 14,60,041 crore allocated by the previous government as budgetary support in the first
three years of the 12th Plan period was not enough to meet the targeted Gross Budgetary Support
(GBS) of around Rs 35,68,626 crore.

"The MTA offers a window to revisit all targets. Given that economic growth in the first two years
of the Plan period has been below the estimated average annual growth of eight per cent, we wanted
the body to lower budgetary provision and revisit the physical and financial targets,” a former
member of the Commission said. However, with no clarity on the Commission's fate, the fate of
the 12th Plan document, the recommendations in it and an appraisal of the Plan, hangs in the
balance. And so does the fate of the Planning Commission's 1,860-strong staff, including the
members posted in attached offices like the National Rainfed Area Authority and National Institute
of Labour Economic Research and Development. Budget 2014-15 provided for around Rs 160
crore as expenditure on pay, allowances and travel expenses of the staffers of the ministry of
Planning (the Commission is part of this ministry).

According to officials, many of the Commission's officers, who are on deputation, might be sent
back to their parent ministries. A concept note on the shape of a replacement body, floated by the
Commission a few days ago, had suggested retaining only 40 per cent of the current strength of
over 1,000 and sending the rest back to their parent cadre.

The note also talked of attaching a majority of the 31 technical divisions in the existing
Commission to the ministries concerned. The technical divisions in the Commission include those
like agriculture, communications, information technology, health, family welfare and nutrition and
rural development. These divisions give inputs on various aspects of Five-Year Plans and on
matters raised by their respective ministries.

The state Plan division is also expected to be attached with the finance ministry and process for
this has already been initiated.

A U-TURN
Key dilutions in the Planning Commission’s role, despite there being no formal winding down

The process of fixing the Plan expenditure for the Union Budget has been formally taken over by
the finance ministry

The finance ministry has also taken over the task of determining the annual Plan size of states

The Independent Evaluation Office (IEO), which was an attached office of the Planning
Commission, has been wound down

There are talks that UIDALI, another attached office of the Planning Commission, would be shifted
to the Department of Electronics and Information Technology



Ministries and departments are not insisting on a clearance from the Planning Commission before
formulating Cabinet notes or other policy papers



2. India’s public planners couldn’t end poverty, but its private sector can

The Times of India: 02.11.2014

Now that the last rites are being read over the corpse of the Planning Commission, perhaps it is
time for an obituary.

Jawaharlal Nehru set up the commission in 1950 to guide India towards a “progressive widening
of the public sector and a reorientation of the private sector to the needs of a planned economy”.
Thus was created the licence raj. This philosophy was established as a prevailing religion at the
1955 Avadi Congress through the AICC resolution on socialism. There was some logic in this
affirmation, for capitalism had been a handmaiden to colonialism with the help of tycoons who
placed personal interests far above society. There was, moreover, lingering fear of economic
dependence after Independence. But 64 years later, what is the story?

In 1950, it is estimated, some 60% or more Indians lived below the poverty line. This year, the
Rangarajan report placed the figure at 30%. There are two options. If you have had a nourishing
breakfast before reading this, you can be smug and congratulate yourself. Or you can consider the
following facts.

It has taken 64 years to reduce extreme poverty from 60 to 30%: can we wait for another six
decades to bring 30 down to zero? An Indian population larger than America’s teeters on the edge
of subsistence, staring at nothing, bereft of hope, lost without literacy, uncertain about its next
meal, blank about its future. Will Indian democracy be able to bear the burden of such despair for
two more generations? We have managed to stave off the rage of bellies swollen not by obesity
but starvation; but for how much longer?

What is the answer? It is not widely known that Article 399 (a) of our Constitution directs the state
to ensure that “...the citizen, men and women equally, have the right to an adequate means of
livelihood”. The term is, correctly, livelihood. This means jobs. Jobs, unlike dole, bring self-
respect with individual and national growth. Where can jobs come from?

You have to be bizarre to believe that the public sector, once in charge of the economy’s
commanding heights, can still deliver. Properly cooked socialism has failed; its undercooked
Indian variety was always indigestible. The nation’s economy gradually degenerated because of
some principal structural faults. After brief glory, the much-vaunted state sector fell into the grip
of stagnocrats, a new plutocracy that protected its interests with the confidence of a class that knew
the cost of its inefficiency would be met by the public purse.

This, in turn, made them partners of politicians who converted a stuttering doctrine into a vote
machine. India, paradoxically, became a nation where socialism could never generate the surpluses
needed for social welfare. Also, moribund governance blocked India’s entrepreneurial creativity
through an invasive, abortive regulatory regime. Inevitably, since it was out of harmony with



private sectordriven growth centres of the world, India’s economy was latched on to the coattails
of a dying monolith like the Soviet dinosaur. The Soviet Union was a superpower which committed
suicide through infection from toxins of a gangrenous economic model.

When, in the 1990s, we finally diagnosed our cancer, we thought a band-aid was sufficient to
prevent fatality. It was only in his last year as Prime Minister that Manmohan Singh asked the
Planning Commission to introspect. Maybe he was offering a pope’s absolution to a doctrine on
its deathbed. It was too late for Dr Singh to do anything, but hopefully not too late for others.

Prime Minister Narendra Modi recognized the crisis in his first remarks to Parliament: the era of
poverty alleviation was over, he said, and the age of poverty elimination had begun. Which brings
us back to the basic question: where are the jobs going to come from? The private sector.

The body that will replace the Planning Commission must have a clear objective: its role will not
be to command, but to enable the private sector to become the prime engine of development.

Primacy does not mean exclusivity. It also brings with it responsibility. India needs an honest
business environment, not crony capitalism. The success of the private sector does not lie in the
domination of a handful of empires, but in the harvest of small businesses and the multiplicity of
new ideas, born in unknown minds, each with its fertile space in a vast and varied garden. The new
body therefore has to be an incubator, and utilize information technology to sift the useful idea
from the maverick weed. Every acorn cannot grow into an oak; but many seeds will flower if
offered the sunshine of encouragement and the fertilizer of appropriate finance.

Of course it will not be easy. Nothing is easy in governance, but more is possible than we imagine
if only we learn to believe in ourselves.



3. CBI likely to quiz former environment minister Jayanthi Natrajan on land
diversion for Jindal plant

Daily News and Analysis: 02.11.2014

CBl is likely to convert into FIRs the preliminary enquiries against Jindal Steel and Power Ltd and
JSW Steel for alleged diversion of forest land for their plant in violation of norms and may also
examine former environment minister Jayanthi Natarajan.

CBI sources said the agency may also include in the FIRs several senior environment ministry
officials who were part of the clearance process. They said the agency may also call Natarajan for
questioning after registering the FIRs in these cases.

The sources said there were alleged irregularities in the allocation process as the environment
ministry changed its position a number of times before the land was cleared in 2013.

The inquiry has been initiated against unknown officials of JSPL and environment ministry for
alleged irregularities in the diversion of Saranda forest land in Jharkhand between 2007-13, they
said.

Records with the state government and the Centre are being examined by CBI, the sources said.

They said that 512.43 hectares of ecologically-sensitive Saranda forest land in West Singhbhum
district of Jharkhand were diverted for the Ghatkuri Iron Ore mining lease project in favour of
JSPL. The diversion of the land was questioned by several environment activists as well as the
MB Shah Commission.

The sources said that diversion of the land is in alleged violation of the laid-down norms. The
Forest Advisory Committee (FAC), which comes under environment ministry, allegedly ignored
the fact that there was no wildlife management plan for the forest.

The lack of a wildlife management plan was the reason why FAC had earlier deferred the decision
but, during the tenure of Natarajan, the diversion was allegedly given a go-ahead despite there
being no change in the ground situation, the sources said.

Forest officers in their reports had told the Government of India that the proposed mining lease
area has been notified as the core area of the Singhbhum Elephant Reserve. They had also said that
the area is rich in biodiversity with 107 tree species found in a sample plot. The report had also
said that Saranda forest was an important habitat for wild elephants and a number of elephant
corridors located in the area link the habitat with the adjoining forests of Jharkhand and Odisha.

"Any increase in mining operations in this area is likely to have an adverse impact on elephants
and other wild animals," the report said.



CBI sources said despite the ecological importance of the forest, the land diversion was allowed
by environment ministry.

They said the agency will soon be examining environment ministry officials to know what were
the changes in the circumstances which led to the permission being given for the diversion of the
ecologically-sensitive area for mining operations.



4. WEF, CII reunite to host India Economic Summit

Indivjal Dhasmana, Business Standard: 03.11.2014
The theme is "Redefining Public-Private Co-operation for a New Beginning"

After testing waters to go solo in India for two years, the World Economic Forum (WEF) has again
joined hands with the Confederation of Indian Industry (CII) to organise a three-day India
Economic Summit from Tuesday.

The Davos-based body had organised the summit with another name - World Economic Forum
India - in Gurgaon in November 2012, scrapping an alliance with the chamber after 27 years of
partnership.

This time, the event is being organised under the same name as it was held in 2011 - India
Economic Summit. Around 700 participants are expected to come from 45 countries. The theme
is "Redefining Public-Private Co-operation for a New Beginning".

When contacted as to why CII was in alliance with WEF again, Director-General Chandrajit
Banerjee declined to comment.

However, CII officials said the question could be answered best by WEF.

Viraj Mehta, director and head of India and South Asia, WEF, said the forum has been
collaborating with CII since its very first meeting in 1985.

"In 2012, we took a step back to revisit our strategies and plan of engagement with India. The
dialogue and co-operation with CII never stopped,” he added.

He clarified that the forum reverted to the older title as it was a name that that people recognise,
and it represents WEF's collaboration with CII.

In 2012, WEF had also announced that it will open a permanent office in India, which was to be
the fourth such set-up of WEF outside Geneva, the US, Japan and China being the other three.

To a query on this, Mehta said: "This is still a part of our plans. However, there are a lot of details
to be worked out."

Neither then prime minister Manmohan Singh nor then finance minister P Chidambaram
participate in the event in 2012.

However, many others such as then comptroller and auditor general Vinod Rai turned up. He, in
fact, had created quite a controversy after he slammed the then United Progressive Alliance
government for its decision-making process, calling it "brazen and appalling™.



For a foreign entity, organising an event alone without any Indian partner might become a hard
task at times. There were some slips in the last event as well. For instance, then CIl president Adi
Godrej was denied an entry initially. However, after Cll intervened he was allowed in.

A former CII president had commented that this was the first time WEF was organising the show
on its own, so some hiccups were bound to happen.

This time, finance minister Arun Jaitley is expected to participate in the show, though the final
guest list will be made available to the media only on Monday.

Names of James Hogan, president and chief executive officer of Etihad Airways, Yorihiko Kojima,
chairman of the board, Mitsubishi Corporation, Japan, are also on the tentative list.

"There is a good line-up. We will reveal it on Monday," said an official.
Mehta said inclusive growth and competitiveness top the meeting's agenda.

Sources said WEF was supposed to hold a summit in 2013 in Kerala, but the plans were shelved
later. In fact, WEF and CII inked a memorandum of understanding in November 2013 itself to
"collaborate in delivering a strong engagement across all stake holder groups in India".

However, Mehta clarified that the forum did not plan to do a summit in Kerala but a community
retreat. "The retreat did not take place as our Indian members suggested that we delay it due to
various state elections," he added.



5. You can't kill two birds ...

Subir Gokarn, Business Standard: November 2, 2014
A fundamental policy rule is that there must be as many instruments as there are objectives

The economic parallel of the popular aphorism about the limitations of using one stone is the
assignment rule, usually attributed to Jan Tinbergen, who was (along with Ragnar Frisch) the first
Nobel laureate in economics in 1969. This essentially says that when multiple objectives are to be
met and there are many instruments to do this with, it is efficient to assign a specific objective to
each instrument.

This has a very significant policy implication: there must be at least as many instruments as there
are objectives. For many governments, such matching is often difficult to achieve, so it is tempting
and perhaps even a compulsion to piggyback multiple objectives on a single instrument. The rule
predicts that the consequences of this can be adverse.

India’'s development narrative is replete with instances of this. Let me focus on two instances, all
of which are situations in which the objective of social protection is overlaid on to the underlying
transaction. Both these are central issues in the current policy debate and I think that looking at
them from the perspective of the assignment rule might add some value to the thinking on how to
design appropriate reforms.

The first is the issue of job security and the regulatory framework that has been built up around it.
The government of Rajasthan has amended some critical elements of this framework, changes that
are viewed by many observers, including myself, as being a breakthrough. But let's take a step
back and look at the piggybacking aspect of the original arrangement. Essentially, by giving
workers job security, the arrangement attempted to simultaneously achieve both job creation and
unemployment insurance. In effect, the entire cost of unemployment insurance was borne by the
employer, since he had to keep workers on the payroll even if business conditions did not justify
this.

Well-intentioned, without a doubt. But what were the consequences? The overwhelming majority
of employers were small and medium enterprises, who could not bear the implicit cost of
unemployment insurance built into a formal employment contract. The two direct consequences
of this were extreme fragmentation of enterprises and a complete informalisation of labour
contracts, which, let alone job security, did not even provide workers any rights or protections.
The first completely undermined the competitiveness of Indian manufacturing, which has resulted
in a stagnation of its share of gross domestic product over the past two decades. The second has
effectively denied the vast majority of the workforce the very unemployment insurance that was
the intent of the piggybacking.



The second illustration of the hazards of violating the assignment rule is the procurement
framework for rice and wheat. The original intent of the strategy was, unambiguously, to ensure
adequate availability of these staples, with some control over prices. The role of the government
as a procurer, a stocker and a distributor of these products seemed like a reasonable institutional
innovation to achieve these objectives.

As the scheme evolved, though, a second objective was introduced. This was the preservation,
perhaps even the enhancement, of farmers' incomes. The scheme effectively became a "double
guarantee™ model, in which the government offer to the farmers was that it would buy up the entire
quantity that they wanted to sell at an assured price. Yes, this approach did allow the government
to accumulate a large enough stock to guarantee food security. But there were unintended
consequences.

Effectively, in the market for food, the government supplanted and displaced the consumer as a
source of demand. The double guarantee induced farmers into producing more and more rice and
wheat, completely insulated from the significant shifts that were taking place in aggregate Indian
dietary patterns. Rising incomes were contributing to greater diversification, resulting in higher
demand for proteins, vegetables and fruit. But since farmers were deriving their price signals from
the government, their supply responses to these changes were muted. The seven-year long episode
of high food inflation, which was for much of that period, driven by protein and vegetable prices,
IS testimony to this causal sequence.

In sum, a scheme that started out with the intention of providing food security, piggybacked
livelihood security for farmers along the way and, as a consequence, introduced a significant
distortion in the relative prices of different food groups. If food security is somewhat more broadly
understood as nutrition security, accommodating farmers' needs has evidently come at the cost of
meeting consumer needs. Proteins, vegetables and fruit have become less affordable and more out
of reach for a larger number of consumers

What are the implications of the assignment rule for policy reform in both these domains? On the
labour market front, we have to start with the premise that the objective of providing
unemployment insurance is completely legitimate, but the financial load cannot be imposed
entirely on to the employer. So even as job security regulations are being amended, which is a
good thing, efforts need to be put into devising a financially viable unemployment insurance
programme. This would require the cost being distributed between the employee (in the form of
an insurance premium), the employer (as a tax) and the government (guarantees and gap funding).

Essentially, the labour market reform strategy must be framed in terms of two objectives -
employment growth and viable safety nets - and two instruments - flexibility in hiring and firing,
and an unemployment-insurance scheme with distributed funding.

On the food procurement issue, the reform strategy must be based on moving from the double
guarantee to a single guarantee. Either the price is guaranteed, in which case the quantity procured



is uncertain, or vice versa. The stocking level must be enough to ensure food security, but no more.
The element of uncertainty that the transition from double to single guarantee introduces into the
farmers' calculations will contribute to a greater diversification of cropping patterns, which will
ultimately ease the price pressures on a whole range of agricultural products.

Bringing consumers back on centre stage is of the essence. Livelihood security for farmers is
unquestionably a legitimate objective, but, like unemployment insurance, it needs a separate
mechanism involving financial provisions and direct transfers.

To sum up, as the government charts out its reform strategy, its chances of success will increase if
keeps the assignment rule firmly in mind. Either objectives need to be reduced, or instruments
need to be increased.

The writer is director of research, Brookings India, and former deputy governor, RBI. These views
are his own
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