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Welcome to (SECD)CDP-11

On behalf of the organizers ¢6ECDJCD-11,1 welcome you in thdSEC Diamond Jubilee
Conference on Statistics, Economic DevelopmentParddic Administrationat Indian Statistical
Institute, Delhi Centre. This conference will begamized as a part of Diamond Jubilee
Celebrations of the International Statistical €ation Centre (ISEC, for details visit
http://www.isical.ac.in/~isecweb/) and it intendsreview the current issues in the theory and

applications ofStatistics, Economic Development and Public Adrratisn.

This conferenceaims at discussing new developments anodmises to build an interaction
between the users and researchers by bringing thgetherto address the important issues in
Statistics, Economic Development and Public Adrmatisn. The conference topics include
(but not limited to):

* Population Statistics: Problem & Prospects.
* Relation of Statistics and Public Administration.

* Issues in Economic Development: Developed vs. prey Countries.

More information about social events will be aviiéato you at the time of registration. You
may also contact me for further details about tesdirsessions, social events and Taj Mahal trip.

S. K. Neogy
Convener Local Organizing Committee



Local Orgonizing Commitiee

Professor R.B. Bapat (Chairman)
Dr. N.K. Khatri
Professor Isha Dewan
Shri S.S. Sethi
Shri S.A. Srinivas
C E (A &F), ISI Kolkata
Professor P. Pal Choudhury
Professor Manoranjan Pal
Professor Premananda Bharati
Professor Ayanendranath Basu
Dr. Buddhadeb Ghosh
Mrs. Bhomra Chatterjee

Professor S.K. Neogy (Convener).



ISEC Diamond Jubilee Conference on Statistics, Economic
Development and Public Administration

Program Overview

Date: February 11, 2011

Time Event Venue
08:00-08:45 Registration Indian Statistical InggtDelhi
10:00-10:55 Inaugural Session Vasuki Auditoriurh
10:55-11:15 Tea & Registration (contd.) Exhibitioall, Vasuki Auditorium
11:15-11:30 Display on ISEC Activity Exhibition hal

& History

11:30-13:00 Technical Session-I Vasuki Auditorium
13:00-14:00 Lunch Exhibition hall

Technical Session-II: Population
Statistics: Problem & Prospects

16:00-16:30 Tea Exhibition hall

Technical Session-IIl: Population
Statistics: Economic Development

14:00-16:00 Vasuki Auditorium

16:30-18:00 and Public Administration: Problem Vasuki Auditorium
& Prospects
18:00-18:30 Tea & Snacks Exhibition hall
18:30-19:30 Cultural Programme Vasuki Auditorium
20:00 Conference Dinner India International Centre

Note: *Bus leaves from Indian Statistical Institute on Falmry 11, 2011 forVasuki
Auditorium at 08:30am



Program Overview (Contd.)

Date: February 12, 2011

Time Event Venue

OO - Technical Session-IV: Population L
10:00-11:15 Statistics & Economic Development ISI Auditoriunt
11:15-11:30 Tea ISI Auditorium Lawn
11:15-11:30 Display on ISEC Activity Conference Hall (Admin.

& History Building)
11:30-13:30|  'echnical Session-V: Economic ISI Auditorium
Development and Statistics

13:30-14:30 Lunch ISI Guest house Lawn

Technical Session-VI: Population
14:30-16:00 | Statistics, Economic Development and ISI Auditorium
Environment

16:00-16:30 Tea ISI Auditorium Lawn
16:30-17:00 Concluding Session ISI Auditorium
17:00-17:30 High Tea ISI Auditorium Lawn

** Note: Located near Library Building of Indian Stagtical Institute, Delhi Centre

February 13, 2011 Time: 07:30 —-19:00 Taj Mahal Trip



ISEC Diamond Jubilee Conference on Statistics, Economic

Development and Public Administration
February 11-12, 2011

Inaugural Session Details
February 11, 2011 Time: 10:00 -10:55 Venu&asuki Auditorium*

1. | Welcome addressshri R. B. Bapat, Head, Indian Statistical Institute Delhi Centre (05 minutes)

2. | Address byshri Pabitra Pal Choudhury, Member Secretary, Board of Directors, ISEC (5 minutes)

3. | Address byshri Bimal K. Roy, Director, Indian Statistical Institute (5 minutes)

4. | Address byShri T. C. Anant, CSI & Secretary Ministry of Statistics and Programme
Implementations, Govt. of India (10 minutes)

5. | Address by Shri Pronab Sen, Principal Adviser, Planning Commission and Former Chief
Statistician of India (10 minutes)

6. | Address by shri M. S. Gill, Hon’ble Minister of Statistics and Programme Impégration
(IC) (15 minutes)

7. | Vote of thanks by: Shris. K. Neogy, Convener Local Organizing Committee (5 minutes)

Note: Bus leaves from Indian Statistical Institute on Felary 11, 2011 forVasuki Auditorium at 08:45am

Tea break: 10:55 - 11:15

February 11, 2011 Time: 11:15 -11:30Visit to Exhibition hall

Technical Sessions Details
February 11, 2011 Time: 11:30 —13:00 Veau Vasuki Auditorium

Technical Session —I: Keynote Address

Chairman : Professor Ashish Bos@Honorary Professor, The Institute of Economic Gigwt

1. | Professor Kaushik BasgChief Economic Adviser, Government of India, Ministry of
Finance & C. Marks Professor (on leave) Department of Economics, Cornell University )
Indian Economy: The Challenges Ahead

2. | Mr. Ronald Luttikhuizen(Senior Economist/Statistician, World Bankjirtual
Statistical System, A Knowledge Portal To SuppaatiStical Capacity Building

*Vasuki Auditorium, Lok Kala Manch, 20, Lodhi Instiional Area, Lodhi Road, New Delhi - 110 003.
Vasuki Auditoriumis located in the pristine environs of Lodhi lhgtional Area (500 Mtrs. away from
India Habitat Centre and located in the lane bethiedSAI Baba Temple).




Lunch break: 13:00 — 14:00 Venue Exhibition hall

Technical Session —Il: Population Statistics: Problem & Prospects
February 11, 2011 Time: 14:00 —16:00 Veau Vasuki Auditorium

Chairman :Professor Bimal RoyDirector, Indian Statistical Institute)

Session OrganizerProfessor S. K. Neogfindian Statistical Institute, Delhi Centre)

1. | Professor R.B.Bhagafinternational Institute for Population Sciendgsimbai)

Population Statistics in India: A Historical Perspe

2. | Professor K.S. Jame@Population Research Centre, Institute for Soadl Bconomic
Change, Nagarbhavi, Bangalotaglia’'s Demographic Divided: Concerns and
Evidence

2. | Professor Sayeed Unigdepartment of Mathematical Demography and Stasistic
International Institute for Population Sciences, Muai Population Situation of India
Problems and Prospects

Professor Manoj Dixit(Department of Public Administration, Lucknow Unisiy
Lucknow)Policy Analysis: A Practical Link with Research aatistics

Tea break: 16:00 — 16:30

Technical Session —IlI: Population Statistics, Economic Development and
Public Administration: Problem & Prospects
February 11, 2011 Time: 16:30 —18:00 Veawasuki Auditorium

Chairman : Dr. Pronab Sen, Principal Adviser, Planning Commission and Formén«l
Statistician of Indig

Session OrganizerMr. K D Maiti (DDG, NASA)

1. | Professor P.K. Chaubefindian Institute of Public Administration, |.P.B&, Ring
Road, New Delhi-110 003tatistics and Public administration

2. | Professor Laishram Ladusingl{Department of Mathematical Demography &
Statistics, International Institute for Populat®aiences, Mumbai-88) The role of
familial transfers in supporting the lifecycle defiin India

3 | Dr. Rudra Prakash Pradhan(V. G. School of Management, Indian Institute of
Technology Kharagpur,) Dynamic Panel Data Model &inel FDI Determinants:
Revisited in India

Tea break: 18:00 — 18:30
Time: 18:30-19: 30Cultural Programme Venue: Vasuki Auditorium




Time 20:00Conference Dinner Venue: India International Centre

Technical Session —IV:Population Statistics & Economic Development
February 12, 2011 Time: 10:00 -11:15

Venue: ISIAuditorium, Indian Statistical Institute Delhi Centre

Chairman: Professor Ayanendranath Bas({indian Statistical Institute, Kolkata)

1.| Dr. Soumyadip ChattopadhyayDepartment of Economics and Politics, Visya-
Bharati University, Santiniketan, India.) Decenwa#l Urban Governance in West
Bengal: Does Rhetoric Match Reality?

2.| Dr. Sharda Kumari (Rajkumar Goel Engineering College, GhaziabadpPr&
Kadambini Kumari (Indira School of Business, Pu@ejnparative analysis of
Developed vs. Developing Countries on varies Ecacalnparameters

3. | Dr. Biswajit Mandal (Visva-Bharati University, Santiniketan, Indiand Professor
Sugata Marjit Centre for Studies in Social Sciences, Calcut@ialand

The Leverhulme Centre for Research on GlobalisatiwhEconomic Policy

University of Nottingham, UK Economic Reform, Extortion and the Informal $ect

Technical Session —V: Economic Development and $#lics

February 12, 2011 Time: 11:30 -13:30
Venue: ISI Auditorium, Indian Statistical Institute Delhi Centre

Chairman: ProfessorAtul Sharma

Session OrganizerProfessor Bharat Ramaswan(indian Statistical Institute, Delhi Centre)

1. | Professor Indira RajaramanEx-member, Finance Commission and Honorary
Visiting Professor, Indian Statistical Instituteglbi) Core Issues in a Statistical
System

2. | Professor K. Kanakasabapath({irector, EPW Research Foundation, Mumbai )
Financial Sector Statistics and Development Issues

3 | ProfessorR. Nagaraj(Indira Gandhi Institute of Development Researchpiial)
Quality of India’s Economic Statistics: A Skeptidddte

Lunch : 13:30 — 14:30 Venuéndian Statistical Institute Guest house



Technical Session —VI: Populatiorstatistics, Economic Development
and Environment
February 12, 2011 Time: 14:30 —16:00
Venue: ISI Auditorium, Indian Statistical Institute  Delhi Centre

Chairman : ProfessorR. B. Bapat(indian Statistical Institute, Delhi)

Session OrganizerProfessor M. Palindian Statistical Institute, Kolkata)

1. | Dr. Anugula N. ReddyDepartment of EMIS, NUEPA) School EducationaltiStecs
in India: Changing Status and Persisting Problems

2. | Mr. Arijit Das (Center for Economic Studies and Planning, Javiahidehru University,
New Delhi)Sustainable ecosystem in mid-Himalayan region asdbkcooperation
3. | Dr. B. Ghosh(Indian Statistical Institute, Kolkata) Science, Technology and Environment

Tea break: 16:00 — 16:30
Venue: ISI Auditorium, Indian Statistical Institute Delhi Centre

February 12, 2011 Time: 16:30 -17:00 : Coluding Session

Professor R. B. Bapatindian Statistical Institute, Delhi Centre)
Professor Isha Dewafindian Statistical Institute, Delhi Centre)
Professor S. K. Neogfindian Statistical Institute, Delhi Centre)

SpeakerSelected ISEC participants

High Tea: 17:00 — 17:30

February 13, 2011 Time: 07:30 —19:00 :Taj Mahal Trip
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ABSTRACT OF THE PAPERS

Indian Economy: The Challenges Ahead
Kaushik Basu
Chief Economic Adviser, Government of India, Minysof Finance
& C. Marks Professor (on leave)

Department of Economics, Cornell University
Virtual Statistical System,

A Knowledge Portal To Support Statistical CapacityBuilding

Ronald Luttikhuizen, World Bank/DECDG/DGSDP

-11 -



Population Statistics in India: A Historical Perspective
R. B. Bhagat
Department of Migration and Urban Studies
International Institute for Population Sciences,nvbai-88

E-mail: rbbhagat@iips.net

The modern demographic statistics in India hasrengtcolonial root with the beginning of
census in 1872. The 2011 census to be conductédbruary 2011 would be the™ Bensus in
India. Although census during British period was anly a source of size, growth, age and sex,
marital status, educational levels and rural @rhn composition of population, but also there
was an overriding concern for demographic data dstec and religion . The census in this
context played more importantly an instrument ofegaance rather than an instrument of
development planning. This is evident in the fdetttthe Census of India still continues to be
part of the Ministry of Home Affairs unlike Britisi€ensus controlled by an independent
Statistical Authority and US Census working undee Department of Commerce.  After
independence, however, its role has been recast égibpping the question of caste from the
census except for the questions on SCs and STs. th®nother hand, the rural- urban
classification, workforce composition and migrantlanon-migrant composition of population
have gone through several definitional changeshEursince 1991 Census housing tables have
been expanded to include household amenities l@&reity, sources of drinking water, toilet
facility and household assets like car, televisimhephone/mobile phone, refrigerator, motor
cycle, bank account etc. This paper discuses thagthg nature of the economic and social

aspects of population data over the censuses ia.Ind

-12 -



India’s Demographic Divided
Concerns and Evidence

K.S. James
Population Research Centre
Institute for Social and Economic Change
Nagarbhavi, Bangalore-560072
E. Mail: james@isec.ac.in

With many developing countries including India aterently experiencing faster growth
of working age population, there has been an ovelming optimism that the demographic
bonus will take these countries to newer econongights. The scepticism on the possible
demographic advantage for India due to change @ &be structure more towards adult
population has been growing over the last few ye@rs the contrary, the pessimists mainly
argue that India might experience a demographidéswuor nightmare due to poor educational
status and skill development among the large mégsopulation in the working age group.
However, most of these arguments remain as rhetsiticout any systematic analysis of
empirical data and estimating the complex linkalgesveen population change and economic
growth.

This study looks at the concept of demographicddind more critically in the context of
India. The regression method using the panel dats lbeen used widely for estimating
demographic dividend in many countries. The othessible approach is macro-economic
simulation. This study uses the regression bothntie¢hods to understand the effect of age
structure change on the economic performance o&.lithe empirical analysis clearly exhibits
the powerful positive impact of working age grougpplation boom on economic growth in the
country. This is despite the fact that the educatind health conditions of the people are still
poor. The rapid reduction in the number of childrermany states provided several household
level benefits particularly higher levels of saviagd the resulting in beneficial impact on
economy. India is likely to enjoy the benefits @intdbgraphic advantage for a few more decades

due to wide variation in the achievement of fdstitransition in different states.

-13 -



Population Situation of India: Problems and Prospets

Sayeed Unisa

Department of Mathematical Demography and Stasistic
International Institute for Population Sciences,
Deonar, Mumbai 400088
Email: unisa@iips.net

This paper examines the possible implications &f,paresent and future trends in population
size and rates of growth in India. A discussiongoélity of age, sex data in the past will be
carried out before projection of population. Vasoapproaches to formulating population
projection with educational level will be discussedhis paper will also present situation of
major states of India with their age-sex pyramiopydation size and growth. Different states of
India will reach peaks in their total populationpnking population, and aging population at
different times as the rate of decline of fertilapd mortality are not the same for all states.
Problems and prospects of population size and gromtfuture will also me multifaceted in

India as contrast situation of high fertility inrse states and rapid fertility with aging in other
states will be prevailing. The paper suggestsitharder for population problems to be solved,
the population programmes need to be developedgrdmented within the framework of each

state’s development plans.
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Policy Analysis: A Practical Link with Research andStatistics

Manoj Dixit
Department of Public Administration,

Lucknow University
Lucknow

Traditional research is concerned with broad, thcal, complex questions. It uses
explicit scientific steps and invariant procedureslicy analysis, on the other hand, is practical,
situational and flexible. It addresses local pratdeand focuses on making decisions. It is more

craft or art than science.

Traditional Research Policy Analysis
Seeks "truth” Is practical
Explicit steps and procedures Flexible, situational
Addresses broad questions Addresses local problems
Focus on complexity Focus on decision-making
Science Craft

The paper is an attempt to understand relationgdest research concepts and their
applications in real administrative scenario. Agartn that an attempt is made to understand the
role of a particular type of research method — ctisdy — in diagnosing the problems of public

systems.

Case Studies In Policy Analysis

Problems in the public sector are multi-faded@d difficult to pin down. As if that was
not bad enough, the knowledge domain of publicgyas ill-structured. This means that there is
no "one best way" to solve all problems. Givingipplanalysis only one methodology is like

giving a home owner only a hammer to solve all letiotd problems.

- 15 -



A new approach is needed to learning in this afdéaes approach is offered by case
studies. Case studies link problems to a realitgy toffer the opportunity for the application of
policy analysis techniques in a concrete context.

The way information is remembered and usdnisetl to the way it is learned. Case
studies provide cues to the types of techniquet dtea needed to approach a solution to the

problem. These cues help policy analysts learniphlapproaches to learning and to problem
solving.

Use of case studies will help to:
1) Recognize situations where analysis is apprtgpdad productive;
2) Become competent in the application of differ@mproaches and methods;

3) Learn how to communicate the results of policglgsis.

-16 -



Political Constitution Of The Present Principal European Countries And
Peoples, Whereby He Meant Comprehensive Descriptiddf The Social,
Economic And Political Features Of A State.

Statistcs And Public Administration

P. K. Chaubey
Indian Institute of Public Administration, New Delh

pkchaubey@yahoo.com

chaubey.pk@gmail.com

The journey of word ‘Statistics’ from a politicatisnce to a pure science, and from any
data pertaining to State to any data pertainingang field of enquiry has been quite
interesting. It is well known that Gottfried Acheallv—a philosopher, political scientist,
economist and jurist—coined and used word statistik749 in his work on statecraft. In his
work translated in English as 'Political Constiatiof the Present European Countries and
Peoples' the German singular statistiker denotedpoehensive description of the social,
economic, political features of a modern state.sTlme became known as statistiker too. The
plural Statistics in English was used by W. Hoopel 771 in his translation of a work by
B.F. Bielfeld. It was still in its old usage. Destion of state of public affairs in terms of
empirical reality yielded to description of any séempirical observations. New usage as a
science developed during nineteenth century wheallpbdevelopment of probability theory

came to serve the empirical observations in ang 6éinquiry.

The beginning of ideas of Statistics in India imte of data pertaining to State such as on
methods of collecting and using data on populatpoduction, commerce and economic
census goes back at least to 2500 years back whiashastra is found to specifically
describing about it. Historical records do mentiand classification based on crop yields,
carried out by Raja Todarmal are found in Ain-i-Akbby Abul Fazal. Mahalanobis indeed
found it use of qualitative statistical thinking 8aptabhanginyaya, which he translated as
dialectic of seven-fold prediction in Shyadwad systof logic of Jain philosophy developed
by Bhadrabahu in the fourth century BC.
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The same could be said about the West or ChinastGlias born during the period of
conducting of census—when people were supposedne @nd record details about them in
places designated by State.

However, humans did not wait for formal arrival $fatistics either sense. They have
always been using experience of their own or thedthern and observations made out of
experiments and also used. They seem to be usimgsafrom antiquity the idea of sampling
and indulged in decision-making in uncertainty atgvaiistory. Around 20 years ago, in his
CSIR lecture—entitled Statistics and Truth—CR Raaden a incisive observation that
‘Statistics as a method of learning from experieand decision-making under uncertainty
must have been practiced from the beginning of nmahkThe same assertion can perhaps
be made about other beings with only differencé llieman experience could be passed on
to successive generations. In a way, it seems hsineamnt from history and extrapolated
history. Statistics in this sense is a particulaywf dealing with history—which can now be
looked as selected collection of facts. This is hétein looked as Econometrics.

Contemporary data can thus be viewed as contemyploistory for this purpose.

Data relate to any observation, not necessarilgalomnverted to numeric way. After all,
there are only two questions out of seven W’s, kv many and how much/less, that refer
to quantitative dimensions. Numbers do not comealélowever, in the phase when science
meant ‘measure and measure only’, data came to mearerical data for most of the
students so much so that they could not think d@litative variable. Thanks to computer

terminology, practical everybody has realized #a meaning of data as givens.

While data or observations, however made, wereec@t and used by all varieties of
scientists as well as by lay-persons—the formeiintaydown or following some set
procedures, those specifically collected by or HedfeState (say by churches) were used by
the State for State purposes—which in earlier degse supposed to military and revenue.
That is why, in certain phases of history, only enalembers were counted as only they came
to be conscripted for armed forces. So the datatalso@conomic, political or
religious/secular—collected on population, productilands, livestock, estates, commerce,

revenue, etc could properly be called statistics.

-18 -



However, when formal methods of classification, lgsia, summarization and
presentation were devised, word Statistics cantetote both the data as well as the science
of inferring from them. When the idea of using pablty, rather specifying the amount of
uncertainty, came to help the analysis, we cameldassify Statistics itself as Descriptive
Statistics and Inferential Statistics.

Inductive reasoning, though used from antiquity, swaot codified because
people/scholars could not realize that amount eettainty could be specified till the middle
of nineteenth century. Once this was realized dabee clear that statistics could be applied
every where. As CR Rao says ‘all sciences in tls¢ratt are mathematics and all methods of
acquiring knowledge (about the world) as statis@issthe phenomenal word is statistical or
call it stochastic.

It could be easily realized that Statistics origiynao State and statecraft only, which
means it related to societies with state. Non-¢@siealso had data but no statistics. A chief
characteristic of the state is that it has militaay specialized section of society, which
presupposes certain rise in productivity so thateetion of society could be maintained
exclusively to fight with others without being egga in productive work. Counting people
was essential for military purposes and hence émsus was started. Military could not be
maintained by the state without revenue, of coumgand in early days, bases for revenue
had to be assessed. By then, it could be realthedsystem of private property should have

emerged even though state could conscript labaugdoerating wherewithal for state.

Existence of state also presupposes bureaucrapylic administration to manage its
affairs—military and civil. In a private propertyogety, even law and order becomes
important. Public administration is often narrovdgfined as officials tasked with carrying
out or implementing decisions made by the stateidobtoadly defined to cover practically
all aspects of state activity. Though it is truattim a democratic state, a distinction between
political and bureaucratic, between those electethb people as representatives and those
selected for carrying out orders by the represesis duly made, yet the distinction cannot

-19 -



be carried too far as interaction between the smoow too complex, almost organic. So, all

the state activities can be taken as public adinatisn for the present purpose.

With passage of time, activities of the state tfamsed a great deal: from watch-and-
ward state to welfare state; from defending fromtemal aggression and internal
disturbances to removing poverty and providing emplent; and from taxing people and
activities to subsidizing some of the activitigswhs once upon a time to protecting life and
property but now it is said to be life, liberty aptbperty. State now covers practically all
public affairs which were once upon a time werestakare of communal processes but for

emergence of non-government organization on thedror

State was supposed to an agency of society foyingrout certain function. However,
agencies develop a tendency of becoming autononfo.state slowly emerged as most
powerful and therefore coercive monopoly. In somatises of political science, state was
held as unifier of its society, which has a lot wieaning in a multi-ethnic state.
Countervailing forces, again over time, tried toduwe this tendency. The operation of state
changed, as a result, from the rule of king to bdipan rule. However, it did not resulted in
diminution of its activities but only tremendousiiease. But there is often two way flow

state-citizen interactions.

State activities can for the sake of conveniencegtmiped in three categories, (i)
decision-making, (ii) policy-making, and (iii) opom-making. State can seek and does seek
active support from the academia in each of th&ssistics come handy in all the three. This
is done both in terms collection of facts—data,lif@tave and quantitative, as well as using
statistical tools that have been developed to aealhe facts and forecast events and
processes. Mahalanobis indeed remarked once upbmeathat statistics is a modern
technology of the present (twentieth) century whsriechnology is supposed to help solve a
societal problem or resolve a societal issue. Teldlyy is a social product and it can be said
that statistics emerged in a way as a tool or &shtools for analysis of societal problems,
including those of scientists from physicists toommmists to astronomers to

biotechnologists, to name a few.
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Activities of decision-making, policy-making andiojpn-making require knowledge of
why and how but before that whether it is an issoe if it is an issue what priority does it
merit, given the scarcity of resources. Thesevdiets are normally in the secular domain of
social, cultural, political and economic domain aalt policies pertaining to science and
technology, including information technology andtbchnology, fall in these categories

inasmuch as do sports policy and girl child policy.

Statistics is needed in both of its forms. Collectiof facts has to be done through
economical methods is fine. But whether censusttd® conducted or sampling is enough
or better. Whether census has to be supplementsdrople could be an issue. What should
be the design of sampling procedure as well as wbatd be proper questionnaire, if
necessary. Whether one requires time series dat@®s-sectional data is enough or purpose
requires pooled data or panel data. Whether itoisglonly once or it is systematically
collected over time. Whether a change is warrardedvhether continuity has to be
maintained. The tools have to be fashioned evethef broad principles are known.
Depending upon the data whether one has conducanetie analysis or multivariate one.
How to select appropriate tools or to devise a naw; if possible, depends on the purpose in
hand and inclination of the researcher. Public adtrators can do certain things on their
own but can involve/engage scholars/professiomalgld the job. In any case, statistical

inputs become necessary in making any of these.

Some of decisions and policies are to be made whign popular opinion is their favour.
Some archaic values may prevent their implememtafiod it may become necessary for the
state to gauge the mood of the people and try smgdh their thinking in a multi-ethnic
context. The state may choose to refrain from giterg any change.

Decisions and policies are made but they do nakvior eternity. They need to be
monitored while under implementation and concurreméluations may be undertaken.
Decisions implemented, if reversible, have to bal@ted. Policies in any case have
evaluated and statistics come very handy. Receahosgic events have revealed the
importance of statistics even though they have beerse now for long, despite the debate

and quarrels on appropriateness of statistical aladestatistical tools.
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The Role Of Familial Transfers In Supporting The Lifecycle Deficit In India

Laishram Ladusingh
Department of Mathematical Demography & Statistics
International Institute for Population Sciences
Mumbai-400088 (India)
Email: Islaishram@iips.net

M.R. Narayana
Center for Economic Research Unit
Institute for Social and Economic Change
Bangalore- 560072 (India)
Email:mrn@isec.ac.in

Abstract

This paper has examined age patterns of per cagitsumption in India by sector, emphasizing
the socio-cultural significance of intra-househtignsfers to support the lifecycle deficit. We
have used the analytical framework of National §fanAccounts and data from India Human
Development Survey (IHDS), conducted during 2004N&EAER) and National Account
Statistics (CSO 2006). Education and health caesthhe main forms of consumption that
produce a lifecycle deficit among the young andeeidindividuals. We found that young and
elderly dependents respectively account for 3%5#df aggregate labour income and 34% and
9% of aggregate consumption. Familial transfersnfroousehold members with disposable
income go mostly to members below age 20, accogiitin51% of the lifecycle deficit of this
age group, whereas intra-household transfers to beemof ages 60+ fall far short of their
lifecycle deficit. The main conclusions we drawrfrahis study are that India has a shortage of
public funding to meet the lifecycle deficit of impulation, and that children and the elderly
would not be able to consume essential goods arwices were it not for the existence of

familial transfers in general and intra-househodahsfers in particular.
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Dynamic Panel Data Model and The FDI DeterminantsRevisited in

India

Rudra Prakash Pradhan

V. G. School of Management
Indian Institute of Technology Kharagpur,
Abstract

The paper deals with different characteristics arfigd data models to examine the determinants
of FDI inflows in India. Using the data over 200063, it finds that the main determinants of
FDI inflows are the availability of power, domestnwvestment and profit. It further justifies that
higher profitability increases FDI inflows into tage, while larger variability in it can reduce the
same.

Keywords: Dynamic panel data model, FDI, India
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E-mail: soumyadip.chattopadhyay@visva-bharati.ac.in

Abstract

One of the major promises of decentralization iat th brings popular participation and
accountability to local governance and, therefonakes local government more responsive to
citizens’ desires and more effective in deliversegvices. The 74 Constitutional Amendment
Act in India provides the much needed platform perationalize the rhetoric of decentralization
into reality. This amendment marks a distinct watted in the concept and practice of citizens’
participation in urban governance. Acknowledging importance of participation in democratic
local government, this paper, using primary datealuates the implications of constitutional
provisions for participation and accountabilityté municipal level in West Bengal. The study

finds that a large gap exists between the rhetrcoundings the constitutional provisions and
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their actual implementations. Political nature loé tvard committee and thin attendance of the
citizens in the meetings put a question mark onetfieacy of the WC as a true participative
forum at the municipal level. The numerical reprgdaon has not transformed into effective
representation with respect to participation oteld representatives and their accountability in

municipal governments.

Comparative analysis of Developed vs Developing Cotiies on varies

Economical parameters

Sharda Kadambini Kumari,
Rajkumar Goel Engineering College, Indira School of Business
Ghaziabad Pune-411 033
E-mail ID: sharda_kada@rediffmail.com e-mail ID: Kadambini@live.com
Abstract

Economic development is the increase in the standéiiving in a nation's population with
sustained growth from a simple, low-income econdéong modern, high-income economy Also,
if the local quality of life could be improved, ewmic development would be enhanced. Its
scope includes the process and policies by whichti@n improves the economic, political, and
social well-being of its people.

Our research work will reflect on the comparing eleping & developed countries on the

different issues under following parameters aofod:

* Education

» Contribution to GDP

* Socio-Cultural Aspect

* Tends to grow or downsize

* Impact on future economical structure of the countr
* Key Words: Gross Domestic Product (GDP),Gross National Prod@NP), Human
Development Index (HDI), the less developed coaat(LDC), Purchasing power parity (PPP)
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Economic Reform, Extortion and the Informal Sector

Biswajit Mandal
Visva-Bharati University, Santiniketan, India
and
Sugata Marjit
Centre for Studies in Social Sciences, Calcutt@ialn
and
The Leverhulme Centre for Research on Globalisatimh Economic Policy

University of Nottingham, UK

Abstract

Informal economy involving unrecorded, unregisterdra legal activities employs majority of
the workforce in the developing world. Such exegal existence of informal manufacturing and
service sectors is facilitated through extortiorelggnts of political forces in power. Such
extortion activities themselves constitute an infat segment. We develop a general equilibrium
model to explore the possible consequences of rgehia the fee of extortion, change in the
guality of administration, tariff reform etc. Ecanec reform of various kinds has interesting
effects on the size of the extortion sector. Vasioeformatory policies may actually lead to an

expansion of the extortion component of the infdrsestor.

Key words: International Trade, Extortion, Gendtglilibrium.
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Core Issues in a Statistical System

Indira Rajaraman
Ex-member, Finance Commission

and Honorary Visiting Professor, Indian Statisticetitute, Delhi

Abstract

One of the paradoxical developments over the lastrtgr century has been that even as
developing countries have exhibited improved growtbmentum, dissatisfaction has grown
over the adequacy of GDP as a measure of well-pamg) even with GDP growth as a target of
achievement. A number of alternative measureh@fhuman condition have been advanced,
such as the Human Development Index of the UNDRg¢lwhaverages over direct measures of
educational and health attainments. In recentsytbgare have even been whole commissions set
up to examine possible measures of human happiaedswhether these are at all correlated
with GDP growth.

While not denying the obvious limitations of GDPaameasure of human well-being, alternative
measures of human well-being can only be in thereavf supplements to GDP, which will
remain the most basic measure that a statistisé&syhas to get right. Even more importantly,
sub-national disaggregates of national GDP vyiekl ahly comprehensive handle on within-
country regional inequality. At the end of the dagdistributive fiscal flows have to be
predicated on some nationally acceptable measuvétbiin-country inequalities, and measures
of income originating and income accruing at suiomal levels remain the most fundamental.
Economic development also relies critically on moaconomic stability, for which good
measures of headline and core inflation are needed.

Finally, any data system has to insure againstiapparpose data collection, where the special
purpose could shape expectations about the ushith whe data will be put, and therefore carry
implicit incentives to distort the data reported.

These are the three issues on which the talk widl$, using illustrations from the Indian
statistical system to show how, even today, thesasorement issues continue to confound

important decisions bearing on development policy.

-26 -



Financial Sector Statistics and Development Issues

K. Kanakasabapathy
Director, EPW Research Foundation, Mumbai

Abstract
l. Role of finance in the development procdssef outline of mainstream thinking. Inter-
relationship between real and financial sectorvaws. Stages of financial development and

complexities of modern financial system. Lessaomfthe recent global financial crisis.

Il Scope and diversity of financial sectortistics: money, banking, non-banking financial,
money, foreign exchange, government securitiescapital markets, insurance, small savings,
provident funds and pension funds, fiscal and eslesectors. Formal and informal sectors.

Domestic and cross-border.

11 Need for data generation. Perspectivesigdrs-- micro and macro level monitoring of
financial sector activities by regulators, supevvsand credit rating agencies; market analysis
and forecasting by market agents, analysts andsaidyi empirical validation of theories and

models by Economists and researchers.
IV. Sources of Data and data dissemination psod@sal time and historical time series data
needs. Role of official, private and non-profit anigations and think-tanks. Issues on

Transparency and disclosure.

V. Data gaps, despite data and information delGgepliance with Special Data Dissemination
Standards.

VI.  Gaps identified by the National Statisti€dmmission and the Committee on Savings and

Investment.

VII. Concluding Observations.
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Quiality of India’s Economic Statistics: A SkepticalNote

R. Nagaraj
Professor, Indira Gandhi Institute of Developmeas&arch

Mumbai
Abstract

India’s official statistical system, in comparismnmost developing countries, is considered to be
better, both scientifically and institutionally. Bwf late, the data quality are said to have
deteriorated. This is illustrated with a few exaegpfrom the output estimates of manufacturing
and services sectors, which have a bearing on adergtanding of the recent economic
performance.

Similarly, while the world is enthralled by Chinalsiprecedented economic growth, serious
scholars have harboured many doubts about its iyimpistatistics. Although the official data
have improved enormously since the reforms, manpse shortcomings seem to remain. The
paper will also briefly illustrate the problem wighfew examples.

Why have India’s statistics deteriorated? Attribgtiit to the “government failure”, policy
makers have encouraged outsourcing to improve #fgtiency. In our view, the reason lies in
the failure to enforce the minimum rules to rectird inception, output growth and closure of
factories, offices and firms — abdicating the bdsiections of the sovereign, in the name of

entrepreneurial freedom and incentives.
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School Educational Statistics in India:

Changing Status and Persisting Problems

Anugula N. Reddy
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Sustainable ecosystem in mid-Himalayan region andsial cooperation
Arijit Das
Ph.d Student
Center for Economic Studies and Planning

Jawaharlal Nehru University

Email: arijitdas22@gmail.com

Abstract

Property rights and management of common prop@&spurces such as forests, fisheries and
irrigation systems has becoming a central issuenvironmental economics and policy. This
paper studies cooperative actions among the vikaigemid-Himalayan region. This study uses
the data of 165 villages equally spread over migndtayan region of Uttaranchal and Himachal
Pradesh, collected during late 90s by a group séarchers consists of Jean-Marie Baland,

Pranab Bardhan, Sanghamitra Das and Dilip Mookeerje

The data shows about 44 percent of the respondésSovillages are concerned about the
degradation of the forests around their villageslyQ05 responses indicate some type of action
to protect neighbouring forests. This means onlpéitentage of the respondents acknowledged
that some type of action taken place. In termslts#fges, numbers of villages experience some
type of cooperative action is negligible. But armuthtriking result is that collective action is not

absent in the surveyed villages. In public goodsadd observe presence of a fair amount of
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collective activities. In electricity provisions weuld find that about 70 percent of respondent
tells that it is collective action by the villagets other public goods provisions also we could
observe fair amount of cooperation among the \éltag

This opposite result raises questions about cotperactivities among the villagers. Their
cooperative activities could be purely need basedrational rather than evolutionary. In this
research | would try to find cause of cooperatiotivdies of the villagers and effect of factors
like heterogeneity, norm, social capital, instibatiset ups, external effect (NGOs) and need in
collective activities in forest maintenance

Science, Technology and Environment

B. Ghosh
Indian Statistical Institute
203, B. T. Road
Kolkata
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SOME FULL PAPERS

Virtual Statistical System

A Knowledge Portal To Support Statistical CapacityBuilding.

Ronald Luttikhuizen, World Bank/DECDG/DGSDP

Introduction

The Development Economics Data Group (DECDG) Diete of the World Bank has one unit
that is called Statistical Development and Partrnipss(DGSDP).
Our business is to improve the capacity of develgptountries to produce statistics. This
business needs and can be improved. Statisticsutpgite are specific kinds of knowledge
products. They try to tell a story over the worldhaconcepts and numbers. The assumption is
that the concepts are meaningful and the numbersato
Statisticians are the knowledge workers and thevieaige producers. They need to understand
the concepts, and where these come from and haveeamethods to create correct numbers.
And they need to know a lot more than that. Gdlyespeaking statistical organizations face a
shortage of knowledge and a lack of access toaatdknowledge.
When we look at the costs of the production ofisias we see that normally 80% is caused by
the staff. The rest is costs of IT infrastructieguipment, building, travel, etc. For the stafbto
able to do their work they need to have acces$idor¢levant knowledge. That is key. This
means that the knowledge they access need to hd, #s®l usable. Further the staff in statistical
offices needs to be able to absorb that knowleagkta communicate about it. The VSS is
design to support all this.
The VSS projected started with one meeting of agmf interested organizations and countries.
They approved the approach proposed by the Wonfdk Ba

1. VSS Principles.

The VSS is built on certain principles. First thesg¢he policy principle of the World Bank: The
Bank wants to provide Open Data, Open Knowledge @pén Solutions. There are two
considerations. One: in the development policydhme is that developing countries are being
helped to help themselves and to solve their ovablpms. By making data available to them

they can use the data and study their situatioth e VSS they have access to a vast range of
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information that is needed to understand what shbelconsidered to improve and change. With
the VSS they also have part of the tools (read kedge) at their disposal to be correctly
informed and to make the right decisions. At letmty can have a proper and informed
discussion about the topics.
Secondly, in practical terms the relevant knowledjeut statistics is structured in such a way
that it makes it very easy to understand what kadge is available and how this knowledge is
related to other types of knowledge. Moreover: &S (VSS Wiki) provides the opportunity for
statisticians to upload their own information, tge¥ into discussions while using the discussion
groups and to make use of an e-learning progratrhisabeen developed to complete the VSS.
This makes that the VSS is a fully integrated tbat allows the user to make full and complete
use of the options it provides.

2. The VSS Home Page.

The VSS home page is the opening page. The dit&sisd on two sides. Left and Right.

The left side is presenting the Activities. ThesETAVITIES is the total of general knowledge
that a statistical organization needs to have d@eoto conduct its work.

It is based on 10 activities. Each of these caditaeed into subgroups again, and in some cases
again in sub-sub-groups. The order of these 1Wvifies is based on the logical structure of the
statistical production process. Each statisticgjanization, especially the national statistical
offices, can be considered as organizations thliwaa general pattern of activities. Generally
speaking one can say that one activity is a candfior the next activity to work properly. In the
end good quality statistics also depend on the-cm@munity. Professional users tend to have
the effect of an increase in the quality of statsstAlso on the left side are a number of selected
sites that are useful to consider.

The right site is presenting the THEMES. The them@sthe subject matter topics or domains
about which statistics are produced. The list ekthtopics is based on an internationally agreed
classification of statistical topics. There areefimain groupings, with many sub-groupings and
even some sub-sub-groupings. Also on the rigbtisipresented the list of comments that are
made by users of the site.

5. Why VSS

VSS addresses serious knowledge ( access & shprpagklems in partner countries. This
includes: Structural lack of access to knowledgmdre leave their functions and newcomers

need to be retrained. Also there is a growing rfeedrchiving. Further there is a growing need
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to have easy accessible study materials withinhréaicall workers in statistics. The aim of the
VSS is to deliver statistical knowledge for all.

6. VSS and endless knowledge.

VSS is the beginning, but not the end. Knowledgenidless, VSS is endless:

In theory there is a vast amount of knowledge abéaé about statistics to learn from. But the
information people need is often not easy to findlgain in theory one can define the set of
information that people need when they work inistias. Part of this information can be made
available on line with the VSS. The VSS does ngplynthat it is complete. In fact we state
clearly the VSS can never be complete. The VSSepthshas already a lot of information and
this information can be extended in the coming gour

Directly on the site available are about 2500 pagdext: directly available and in the form of
PDF documents, and through the selected linksddiitian the site is linked to a large number of
other sites, among which several work banks sifdseady the World Bank GDDS project sites
have at least a 2500 pages of additional documentdirectly available. And on the VSS e-
Learning site the user will find again 10.000 pagés training materials. This means that the
site offers, apart from the links, access to aitl&®,000 pages of information. And so it goes on
and on.

On the site one can find:

0 Intros and full text versions.

0 Hundreds of links to other websites / documents.

o Direct links to VSS related Project site and VSareng site.

0 VSS needs to grow up and have a life. The lifehefdite is defined by the way it
is used. The site can be used by individuals whki the site and use it whenever
they wish. Also it can be used in an organized vigyprganizations. In that case
the site should be part of a training program ofiehts or professionals who want
to update their information, or want to use thernattive functions of the site. In
this case the VSS needs to be integrated in theirtgaapproaches of these
organizations.

7. About the VSS site.
Relevant aspects:
Structure Essential are the left and the right side. Thssinction is about what it takes to be

effective in statistics. A good starting point & use the concept of the Statistical Production
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Processes. These are represented by the list #icthaties. Producing statistics is a step by step
process. The Activities form together, as a sarfesteps, the structure of such a process. These
steps represent a general or generic processstihelevant for each organization. This can also
be called the “super process”. Also each spepifigect (the Themed)as its own production
process, but the super process still remains reteldsing this super process one can understand
in which way the general production process is eddmvant for each specific project.

Content there are about 150 topics (modules), for eaplttabout four aspects (sub modules);
in total about 500 plus sub modules with informatidnteractivity:comments can be made to
react about what is on the site. Also can be repoabout what is missing. The VSS wiki is
designed to give users the opportunity to creae tiwn knowledge base. Using the Discussion
groups, structured according to the geographicgions of the world users can start or be
engaging in discussions. The search function isftlkel

8. Activities.

The list of Activities is based on the understagdihat in statistics we have knowledge of a
more general matter, and knowledge of a ratherifipenatter. The general information is
relevant for all those working in statistics. Theesific knowledge is mostly only relevant for
those who are dealing with these specific topics.

This means that the general information in fach@stly also relevant for those involved in each
statistical project in official statistics. Thetiagy classification is based on the Overall
Statistical Production Process. The activities also be considered as the “building blocks” of
national statistical systems. The site provideth@r a selection of selected links and additional
resources.

9. Themes.

Themes are about specific subjects, topics, pmjessues. Topics relate to statistical projects.
The structure of the themes is based on the UN/BEED/Eurostat Classification about
statistics. The VSS Themes are rich with info, brg always limited due to the enormous
amount of information that exists. Relevant infation always can be added.

9. The VSS Wiki and Discussion groups.

The main body of the VSS consists on materialsetinare specifically written or collected for
the VSS. But we want to give the user also the dppdy to share their information on the site,
or to start building their own knowledge base. this reason the VSS Wiki has been created. To

use the Wiki one starts by selection of a region.
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Another function is to start or participate in dissions groups. One even can start their own
professional blog and users can react to the msstiagain it would be good to start picking a
region like SSA. But in order to be able to upla@idrmation or to participate in discussion one
has first to register.
10. E Learning
An essential part of the VSS concept is the tr@riourses. These courses are made available
through a separate site which has more and otimetifun than the VSS. The VSS e-Learning
training courses are dealing with 10 separate sopic total there about 200 courses available
(about 20 per topic). These training courses carebehed when going to the Training part of
the site and click on the “moodle” link that leatle user to the World Bank Institute site where
the training courses are uploaded.
List of topics of the courses:

 Management of Statistical Systems.

* Project management

* Labor

» Justice and Security

* Quality assurance of the Population and HousiegsQs.

» Agriculture

* Business Registers/Business Statistics

» System of national Accounts (1&2)

* Government Finance Statistics.

« GIS

Different types of courses:

At present the courses are available in severakesiotidelivery.
* Fully Animated with voice. This is the most deyetd form of delivery. This is only
available for the topic Management.
» Slides and notes with voice over. These are andijlable for Justice and Labor.
* Only Slides and notes. These are available lfaroairses. The purpose is to download

them on the own computer and to study the sliddsfam notes.
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11. The Use of VSS.

The best way to use the VSS is to learn from whaftfers. Also the VBSS can be used as a
checklist. This explains the knowledge one needsbw in dealing with statistics. Furthermore
it is Portal, a one stop shop, with hundreds dddirProper use of the site facilitates the desmnin
of blueprints for change of the organization. Th8SVelLearning site is an excellent tool to
educate users in a targeted way by following tlaéniimg courses. The VSS wants to share
knowledge and to exchange views. This can be ddrike wsing the unlimited possibilities of
the site to share and communicate.

When one understands the structure of the sitejsaalole to use the site as a checklist, the users
can select topics for in-depth study and use tiieslio other sites.

The VSS is a powerful communication tool. It allotesupload own contributions. The VSS e-
Learning can be used for active learning. This lbardone by individuals in their own time but
also in an organized way by making use of the alass options. The idea is that all users can
share the site. We are contemplating the developwfean line Training programs. This can
lead to awarding participates with different kindé certificates. We are thinking about

developing country and regional courses: on the ®i&5on the training materials.

12. Next steps.

A marketing plan (MP) has been drafted and wiliraplemented. The aim of the MP is to have
an increased activity on the site. We hope thatlitbe possible to have the VSS integrated in all
statistical capacity projects. When the VSS isepted it even can be extended in terms of
content and languages. In the far future the VSShmaused to provide consultancy services.

Here again there are several options.
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Abstract

This paper has examined age patterns of per cemitsumption in India by sector, emphasizing
the socio-cultural significance of intra-househtignsfers to support the lifecycle deficit. We
have used the analytical framework of National §fan Accounts and data from India Human
Development Survey (IHDS), conducted during 2004N&EAER) and National Account
Statistics (CSO 2006). Education and health caeethe main forms of consumption that
produce a lifecycle deficit among the young andedidindividuals. We found that young and
elderly dependents respectively account for 3%5#df aggregate labour income and 34% and
9% of aggregate consumption. Familial transfergnfrbousehold members with disposable
income go mostly to members below age 20, accoyrfitin51% of the lifecycle deficit of this
age group, whereas intra-household transfers to beesmof ages 60+ fall far short of their
lifecycle deficit. The main conclusions we drawnfrdhis study are that India has a shortage of
public funding to meet the lifecycle deficit of ippulation, and that children and the elderly

would not be able to consume essential goods arwices were it not for the existence of

familial transfers in general and intra-househodahsfers in particular.
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Introduction

This paper estimates the nature and magnitudemofidtransfers to support the lifecycle deficit
(excess of aggregate consumption over labor incahetonomic dependents (persons below
the age of 20 and above age 60) in India in 20Q446fhg the analytical framework of National
Transfer Accounts. Young and elderly dependentpexs/ely account for 3% and 5% of
aggregate labor income and 34% and 9% of aggregasumption. In other words, the lifecycle
deficit of young dependents is about 6.9 times thfathe elderly. For young dependents

education is the major form of consumption, whefeaglderly dependents it is health care.

Familial transfers are estimated by net inter- and intrahousehold transfers, and are distinguished by
education, health care, and other forms of consumption. The results offer positive evidence of a
remarkable role for familial transfers in India. The respective mean ages of beneficiaries and donors are
14.5 and 50.1 for education, 55.1 and 53.4 for health care, and 32.6 and 50.9 for other forms of
consumption. Most importantly, total intrahousehold transfers support about 51% of the deficit of younger
dependents, but fall short of the deficit for elderly dependents. This surprising finding is contrary to the
general presumption that elderly dependents are supported by their families, given the poor public social
security arrangements for elderly.

During the economically unproductive stages of life individuals are supported by familial and public
transfers and, in the latter dependent stage, by asset-based reallocations. Public policies regulate the
goods and services provided to dependent individuals of different ages, their monetary value varying from
economy to economy. At the household level, the kinds of goods and services transferred to dependent
children and elders are governed by social norms and social contracts between household members. A
growing concern in developing economies as a consequence of longer life expectancy and declining
family size is the ability of families to support elder members (K.O. Mason 1992). Few studies, however,
have focused on the role of intergenerational monetary transfers for supporting dependent children and
elders in developing countries where generational co-residence continues to be a general social norm
and practice. This chapter is an attempt to provide empirical evidence of the magnitude of familial
transfers in the Indian economy.

Several studies of intergenerational transfers in Asia focus primarily on parent—child transfers (e.g.,
Ofstedal, Knodel, and Chayovan 1999; Zimmer and Kwong 2003). In the Philippines, Thailand, Taiwan,
and Singapore, transfers from adult children are the main source of income for elder persons (Hermalin,
Chang, and Roan 2002). In mainland China between 30% and 50% of elders receive financial support
from adult children (X. Chen and Silverstein 2000). In their study of intergenerational transfers in Taiwan
and the Philippines, Agree, Biddlecom, and Valente (2005) found that in both countries the elderly rely on
kin but that in Taiwan transfers are concentrated among lineal kin, whereas in the Philippines transfers
are more broadly distributed among family relations, particularly siblings. Lillard and Willis (2002) have
found that parents in Southeast Asia give loans to children that are later repaid and that, in Indonesia,
transfers within families serve as insurance for family members.

The aforementioned studies of familial transfers in East and Southeast Asia are limited to a few countries
and focus on interhousehold transfers. Intrahousehold transfers, emphasized in this chapter, are much
greater in their magnitude. The National Transfer Accounts (NTA) methodology provides a framework for
determining the nature and magnitude of familial transfers consistent with National Income and Product
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Accounts (NIPA). Using the NTA framework (A. Mason et al. 2006), we attempt in this chapter to discern
age patterns of consumption of public and private monetary resources for education, health, and other
needs and the role of intrahousehold transfers in supporting the lifecycle deficit of economic dependents
in India in 2004—05. To provide a background for understanding the age patterns of lifecycle consumption
of education, health care, and other goods and services in India, we begin by discussing the factors that
have a bearing on lifecycle consumption and intrahousehold transfers.

Factors affecting the lifecycle deficit and familidtransfers
The ability of individuals to pay for essential gisoand services during their lives depends on

their earning potential, which in turn depends beirt education and skills as well as on the
availability of jobs. At the same time labor incomepends on macroeconomic conditions that
cannot be controlled by individuals. Employmentvgito in India has improved considerably,

doubling the 1.3% pace of growth during the 1998 ¢he first five years of the current century
(OECD 2007, 120). This represents an unprecedemedovement in India’s labor market

performance (Anant et al. 2006; GOI, Ministry oh&nce 2006; Nagaraj 2004). The average
daily wages of workers in the formal sector areséthin favor of urban workers and males,
although the gap between urban and rural workeds tltween men and women has been

narrowing over time.

No economy can afford to risk under investing in human resource development through education. The
Constitution of India established the goal of universal and free basic education for all children through the
age of 14. Today nearly four out of five children in the 6—-14 age group are in school and two out of three
are functionally literate (Govinda 2002, 1). Between academic years 1950-51 and 1999-2000, enrolment
increased about six times at the primary stage, 13.5 times at the upper primary stage, and 17 times at the
secondary and senior secondary stages combined. Enrolment of girls has registered an even faster
growth, increasing 9 times, 34 times, and 52 times respectively at these three stages (NCERT 2003, 115).
Public expenditure on education and private transfers are closely linked with enrolment rates and
educational attainment. Private spending on education is strongly correlated with a family’s income level.
Public health expenditure was merely 0.94% of GDP in 2001-02 (as against 0.04% in 1970-71), still too
meager to meet the demand for health care of a huge population with a pronounced burden of disease. In
contrast with education expenditures, most spending on health is in the private sector, which accounts for
77% of total health expenditures in India (GOI, Ministry of Health and Family Welfare 2005, 1). Most
household expenditure on health care is out-of-pocket. As a percentage of per capita income it has
doubled, rising from 2.71% to 5.53%, between 196070 and 2001-03 (Bhat and Jain 2006, 67).

India’s social security measures are many and divided between the central and state governments on the
one hand, and the private sector on the other. The National Social Security Program is a system for
transferring public goods, such as health services and education, to the population. It has three parts. The
first consists of programs intended for the entire population, the second comprises targeted programs for
beneficiaries in specified income categories, and the third includes spatial and social categories. The
social security program thus coincides with the poverty-alleviation program in providing in-kind transfers
of public goods and services for consumption.

In addition, social security schemes exist for organized workers both in the public sector (the government
and quasi-governmental agencies) and in the private sector (registered factories and companies). The
schemes are implemented through various labor laws. Their benefits include medical care, sickness and
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maternity leave with pay, a retrenchment benefit, old-age benefits (e.g., a pension or a provident fund
with gratuity), and compensation for injury. For specified industrial workers (e.g., miners), welfare funds
provide housing benefits, medical care, and education for their children, all of which are financed by taxes
on exported items (e.g., iron ore). Organized workers further benefit from voluntary and tax-exempted
schemes, such as small savings schemes and pensions offered by life insurance companies.

Sources of data

The data for this study are drawn from multiplerses. Macroeconomic controls for the fiscal
year 2004-05 as regards salaries and wages of geeslomixed income (that is, income from
household enterprises), and private expendituregducation, health, and other goods and
services were extracted from the National AccoBttistics (CSO 2006). The India Human
Development Survey (IHDS), conducted during 2004-®8s the source of micro data on
income from wages and salaries and from self-enmpémyt; on household expenditures on food,
nonfood items, health care, education, and houssng on money borrowed and household
credit; on the enrolment status of children in pubhd private educational institutions; and on
the treatment status of individuals for minor andjionillnesses (Desai et al. 2008). The IHDS
was a nationally representative survey coveringentiban 200 thousand individuals from 41,554
households in 1,503 villages and 971 urban neididmuts.

Income, consumption, and the lifecycle deficit
Age patterns of consumption for education and hebit sector and income were obtained
directly from individual-level data. We derived thge pattern of other private consumption by
using an empirical equivalent scale discussed iMason et al. (2006), whereas we calculated
the age pattern of other public consumption on racppita basis. We derived aggregate labor
income, private and public consumption by sectod the lifecycle deficit for broad age groups,
all of which are consistent with the NIPA for thischl year 2004-05, by applying the NTA
framework. At a nominal price, aggregate consunmptias 17,505 billion rupees as against the
aggregate labor income of 15,845 billion rupeesadileg to a lifecycle deficit of 1,660 billion

rupees in that fiscal year. We found that the primoeking age group, 20-59, contributed 92%
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of the total labor income, whereas the share oateegroup below 20 years was 3% and that of
the elderly age group (60 years and older) was B8. respective contributions to aggregate
labor income by the three broad age groups reflextsizable population of children and the

moderate size of the aged population in the coimage distribution.

While contributing 3% of the total aggregate labor income, the population under age 20 accounted for
34% of the total aggregate (public and private) consumption. In contrast, the elder population enjoyed just
9% of aggregate consumption. The remaining 57% of public and private consumption belonged to the
prime working age group. The investment in children and youths is about 3.5 times greater than that in
population over age 60. This result signals a near-absence of public policies to provide social security and
health care for India’s elders. Private consumption on health care and other goods and services is much
greater than public consumption; only education receives major public support.

The discussion so far indicates that young and aged populations consume far more than their share of
labor income and thus experience a lifecycle deficit. For the prime working-age population, however,
aggregate labor income exceeds aggregate consumption, producing a monetary surplus. As a
consequence of their greater consumption of both private and public resources in relation to their share of
aggregate labor income, the young and the elderly together produce a lifecycle deficit 1.4 times the
monetary surplus of the prime working-age population. Figure 1 shows the age patterns of aggregate
labor income, consumption, and life cycle deficit in 2004—05.
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Figure 1: Aggregate labor income, consumption, taedifecycle deficit. India, 2004-05

The age profile of aggregate consumption indicates that India’s population has a large proportion of
children and a much smaller, but increasing, proportion of elders. This age distribution translates into a
larger lifecycle deficit for the under-20 population and a smaller deficit for the 60+ population. The age
profile of labor income shows a larger share of aggregate labor income in the prime working age group of
20-59 years and a concentration of surplus due to the excess of income over consumption.

Next we look at consumption patterns. Per capita consumption profiles can be more relevant to policy
than aggregated consumption profiles. To reveal the Indian age patterns of education, health, and other
consumption by sector, Figure 2 shows per capita consumption profiles consistent with the NIPA. It
indicates that the surplus of the prime working age group supports the deficit of the under-20 and 60+ age
groups overwhelmingly through familial transfers. Table 1 summarizes the proportions of per capita
consumption by sector.
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Figure 2: Age patterns of per capita consunmpbip sector, India, 2004-05

Moreover, the public and private age profiles of consumption have sharply contrasting features. In the
private sector, consumption of goods and services other than education and health care constitute 74.7%
of total consumption (Table 1). Per capita private other consumption (consumption excluding health and
education) is low during the first five years of life, increases sharply with age until the mid-20s, and
thereafter remains more or less flat. Per capita private education is concentrated in the 4-25 age range,
showing a slight peak at late teens, the stage of higher secondary education; but its share of total
consumption is only 1.2%. The per capita private health care profile is more or less trough-shaped up to
age 30 and steadily rises until about age 80; it constitutes 6.6% of total consumption of the fiscal year
2004-05. The age pattern of public per capita consumption contrasts with that of private consumption
mostly because of the much lower (and flat) public investment in services other than education and
health. In the school-going age group, however, there is significantly greater public than private
investment in education. The per capita public consumption profile for health care shows a slight rise at
advanced ages. The shares of public consumption on education, health, and others are 2.1%, 1.6%, and
13.9%, respectively, making up only 17.6% of total consumption.

Table 1: Summary of per capita consumption, In24-05

Sector Share (%) Mean age
All sectors 100. 41.0
0

Public 17.6 35.5
Health 1.6 49.6
Education 2.1 13.7
Other 13.9 37.1

Private 82.4 42.2
Health 6.6 49,5
Education 1.2 14.7
Other 74.7 42.0

Note: Per capita values are weighted using L(x) frm India’s life table to calculate the shares and th mean ages

The mean age for total consumption is 41 years. In the public sector the mean age for consumption is
35.5 years, and in the private sector it is 42.2 years. For health consumption in the public and private
sectors, the mean ages are nearly identical (49.6and 49.5 years, respectively). The high mean age for
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private health consumption reflects the fact that individuals incurred out-of-pocket expenditures for health
care at advanced ages, in the near absence of social security and India’s inadequate public health care
expenditure. As for education, the mean ages for public and private consumption are 13.7 and 14.7
years, once again signaling a longer period of private support for education. The mean age for other
public consumption (infrastructure, defense, etc.) is 37.1 years. In the private sector other consumption
relates to housing, food, clothing, social needs, etc.; and the corresponding mean age is 42.0 years.
The lifecycle-deficit implication of consumption at young and old ages is better understood when the per
capita labor income and the per capita age-specific consumption patterns are plotted together, as in
Figure 3. The age profile of per capita labor income reflects several distinctive features. It is an inverse
broad U-shaped curve that starts in the early teens, gradually increases with age, peaks in the mid-40s,
remains high until the mid-50s, and thereafter declines rapidly, tapering off with advancing age.
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Figure 3: Per capita labor income and consumptraha, 2004-05

The existence of child labor is evident in the early age of entry into economic work and young persons’
marginal share of labor income. The age profile of per capita consumption also exhibits interesting
features, particularly during the school-going ages and at older ages. Per capita monthly consumption
increases sharply from about age 4 until it attains an early peak at about 19 years, reflecting some
investment for education, and at the same time a sharp increase in consumption other than education
and health. The consumption profile crosses the income profile at ages 25 and 60, the average ages of
entry into the labor force and retirement respectively. During the 35 years of economically gainful
activities the per capita consumption profile is more or less stable, rising marginally after retirement age
owing to health care costs.

For individuals below age 25 and above age 60 the gap between the per capita labor income and
consumption profiles is the magnitude of the lifecycle deficit. The NTA framework recognizes the role of
public and private asset reallocations and transfers as a means to support the lifecycle deficit, depending
on the structure of the underlying economy. In a welfare state the lifecycle deficit is funded mostly by
public intervention. In many other societies, it is funded by a combination of private asset-based
reallocations and transfers. In India the family plays a major role in such transactions.

Familial transfers to support the lifecycle deficit

Intrahousehold and interhousehold transfers arevibeforms of familial transfer considered in

the NTA framework (A. Mason et al. 2006). Househahémbers with a surplus fund the
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consumption of members with a deficit through ihtnasehold transfers. Familial transfers as a
means of supporting the lifecycle deficit of cutrenonsumption are important in India because
of the large number of joint families living undée poverty line in rural areas.

Figure 4, which shows age profiles of the beneficiaries and donors of aggregate intrahousehold transfers
for education, health, and other types of expenditure, reveals that monetary transfers for education are
larger than are those for health. A distinctive feature of the transfers is that although most donors are in
the working age groups, a sizable proportion are elders, whose support includes education for
grandchildren. The main consumption need for household members below age 20 is for schooling,
whereas for those above age 60 it is for health care, in addition to other essential goods and services.
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Education Health
25,000
1000
400 15,000
500
200 M 5,000
o ] - _ _
= pr—— -200 ] -5,000 '
~ 10203940506079809 ,
10 20 30 40 50%0 70 80 90 400 P 10 20°3Q 40 50 60 70-80 90
-500 -15,000
-600
-1000 -25,000
In-Transfer - — - - Out-Transfer In-Transfer —-----z Out-Transfer
In—Transfer ~ --e Qut=Transfer

Figure 4: Aggregate Intrahousehold transfers (ames) for education, health and other, India,
2004-05

Figure 5 depicts the age profiles of the per capita lifecycle deficit, net intrahousehold transfers,
interhousehold inflows, and familial transfers, which constitute the totality of net intra- and interhousehold
inflows. It is evident that familial transfers are heavily biased toward children, whereas elders scarcely
benefit from them. This suggests that although elders help fund the education of their grandchildren, they
are left to care for themselves from their own past saving and assets in the absence of a robust public
social security program.
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The mean ages of beneficiaries and donors and the magnitude of intrahousehold transfers for education,
health care, and other consumption are summarized in Figure 6. In this figure the direction of each arrow
indicates the direction of the flow of intrahousehold transfers—that is, from older to younger or from
younger to older ages; the head and the tail represent the mean ages of beneficiaries and donors
respectively; and the thickness of the arrows represents the magnitude of the transfer. The numerical
values shown along with each arrow are the monetary values of intrahousehold transfers in crores (1
crore = 10 million rupees). The mean ages of beneficiaries and donors are based on aggregate age
profiles of those groups.
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Figure6: Aggregate intrahousehold transfers byosecindia, 2004-05

Total intrahousehold transfers make up 51% of the lifecycle deficit of the population below age 20,
whereas intrahousehold transfers to the population of ages 60+ fall short of their lifecycle deficit. Most of
the intrahousehold transfers are for current consumption of goods and services other than health care
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and education. The respective mean ages of beneficiaries and donors are 32.6 and 50.9 for the residual
(other) category of consumption. The mean age of children who receive familial financial support for
education is 14.5 years, and that of household members who support them is 50.1 years. The mean age
of family members who support health care for other members is 53.4 years, and that of the recipients is
55.1 years. All mean ages were calculated using the value of transfers to and from each age group.
Indian children below age 20 years receive familial support from other household members, whereas
elders are not at all supported by familial transfers. This finding is contrary to the widespread belief that in
the absence of a viable public social security safety net Indian elders depend on their kin, particularly on
sons, for their wellbeing.

Summary and conclusion
This paper has examined age patterns of per cagitsumption in India by sector, emphasizing
the sociocultural significance of intrahouseholansfers to support the lifecycle deficit. As in
any developing economy with a large population lnfdcen and a smaller but increasing aged
population, at the aggregate level the lifecycliectteof the Indian population under age 20 is 6.5
times than that of 60+ population. At the per capével, however, the lifecycle deficit of the
60+ population is more pronounced and comparableh&d of the under-20 population.
Education and health care are the main forms ofuwmiption that produce a lifecycle deficit
among the young and elderly individuals. Familig@nsfers from household members with
disposable income go mostly to members below agea@unting for 51% of the lifecycle
deficit of this age group, whereas intrahouseh@ddfers to members of ages 60+ fall far short
of their lifecycle deficit. The main conclusions wleaw from this study are that India has a
shortage of public funding to meet the lifecyclédeof its population, and that children and the
elderly would not be able to consume essential g@odl services were it not for the existence of

familial transfers in general and intrahousehaddah$fers in particular.
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Dynamic Panel Data Model and The FDI DeterminantsRevisited in

India

Rudra Prakash Pradhan
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Abstract
The paper deals with different characteristics arfigd data models to examine the determinants
of FDI inflows in India. Using the data over 200063, it finds that the main determinants of
FDI inflows are the availability of power, domestnwvestment and profit. It further justifies that
higher profitability increases FDI inflows into tage, while larger variability in it can reduce the
same.

Keywords: Dynamic panel data model, FDI, India

1. Introduction
The finding of an adequately fitted model for arormmmical phenomenon has been a great

intension of researchers since very ancient tifhke.functional form and the different methods
of estimation of a classical model are the main poderful sources to satisfy this intention. In
the way, panel data model is an attempt of the dgpe Panel data usually refers to a cross
section repeatedly sampled over time, but wheresdme economic agent has been followed
throughout the period of the sample (Pasha e2@07). A number of studies can be found in the
favour of panel data modelling. For instance, sesadl (1986), Judson and Owen (1996),
Nerlove (2000), Baltagi (2001), etc. among manyemthThe panel data models are themselves
well explanatory, when we encounter the data oet @fseconomic units observed at more than
one point in time.

But it is very often that the response variableehels not only on pure exogenous variables but
also its own lag values. In the present context,haee compared different characteristics of

panel data models while dealing with the determimanFDI inflows in India.
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The rest of the paper is organized into four défersections. Section 2 offers the theoretical
framework of FDI inflows. Section 3 discusses ttracture of panel data models. Section 4

presents the results and discussion. Section Esaftenclusion.

2. The Theoretical Framework of Determinants

In the international economics and business liteegatforeign direct investment (FDI) is a
growing global phenomenon, with flows reaching irflion by 2010 (WIR, 2010). The
numbers of home and host countries and two-way dldwave increased. As an increasing
number of countries are both home and host to natemal investments, the traditional
dichotomy between home country and host countsrést have clouded and a more balanced
perception of the benefits and costs of FDI hasrgetk (Apergis et al., 2006; Frenkel et al.,
2004; Tang and Qi, 2006; Yue, 1996). FDI is a kayrédient for successful economic growth,
particularly in developing countries. This is besathe very essence of economic development
is the rapid and efficient transfer and adoptionbest practice across the borders (Kok and
Ersoy, 2009). Besides, FDI has innumerable othiscesf on the host country’s economy. It
effects production, employment, prices, developmand general welfare of the recipient
country. It is also probably one of the most sigaint factors leading to the globalization of the
international economy. Hence, the enormous increa$®I| inflows across countries is one of
the signs of globalization of the world economy rotlee past few years (WIR, 2006). On the
contrary, FDI inflows may have some negative effextich as environment, disparities, transfer

pricing, etc.

FDI takes place in response to home country pusrigand host country pull factors as well as
firm specific factors. Dunning (1980) identifiege¢l sets of determinants of FDI inflows: first,
the investing firm must have an ownership advantager competitors in the host country,
usually technology, marketing expertise and/ oariial resources; second, the host country
must possess some locational advantage to attraestments, usually the availability of specific
resources, infrastructure, market size or poterarad lower costs; and third, there must be
internationalization advantage that induces theesting firm to choose the direct investment
option over other arrangements such as licensiaggchising or exporting. There are numbers of
studies that have been conducted to identify theeroénants of FDI. But no consensus
conclusion has been emerged, particularly in thmsese¢hat there is no widely accepted set of

explanatory variables that can be considered astrtiee determinants of FDI. The results
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produced by studies of FDI are typically sensitieethese factors, indicating the lack of
robustness. For instance, factors such as lab@adle,tinflation, exchange rate, etc. have been
found to have both negative and positive effect&bDh So the determinants of FDI inflows are
highly sensitive. Keeping in above backdrop, prepaper seeks to investigate the determinants

of FDI inflows in India.

3. Methodology and Data Description

Panel data have both cross sectional and timesseli@ensions. So the applications of
regression models to fit econometric models areenmmmplex than those for simple cross
sectional data sets and time series data sets.riNeless, they are increasingly being used in
applied work. In this section, we briefly highligtte same

The general framework of panel model is as follows:

P
Ye'f = /gl . Zﬂjxﬂf E ai + (ST +€rr
j=2

Where Y is dependent variable; &e observed explanatory variables, i refers touhié of
observation, t refers to time periad,is unobserved effecit is a disturbance term assumed to
satisfy the usual regression modelling conditidrui is correlated with any of thejXariables,
the regression estimates from a regression of Kjovariables will be subject to unobserved
heterogeneity bias. Even if the unobserved effectat correlated with any of the explanatory
variables, its presence will in general cause OaSyield inefficient estimates and invalid
standard errors. We will now consider ways of ogarmng these problems. However, if the X
controls are so comprehensive that they capturthalielevant characteristics of the individual,
there will be no relevant unobserved charactessiitc that caseyi term may be dropped and a
pooled OLS regression may be used to fit the madedting all the observations for all of the
time periods as a single sample. Moreover, theceapproaches to fit the panel data: fixed

effect regression model and random effect regrassiadel.

The fixed effects regression model is of threeeddht forms: within-group fixed effect model,
first difference fixed effect model and least sgqudummy variable (LSDV) fixed effects model.

The within-group fixed effects model is in follovgrorm:
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Y, —Y, = Zp"}(_\'w ~ X, )+ S8~ +e, —F
This is known as the within groups regression mbeehuse it is explaining the variations about
the mean of the dependent variable in terms o¥#n@ations about the means of the explanatory

variables for the group of observations relating ven individual.

The first difference fixed effect model is as folls:
5
A¥ = Z/)’)AXJ” +0+¢&,— ¢,

Here the unobserved effect is eliminated by subtrgdhe observations for the previous time
period from the observation for the current timeiges for all time periods. The LSDV

regression model is as follows:
P n

Y, =5 +ZﬁjXﬁf +&+Zaizi + &
=2 i=1

Here, the unobserved effect is brought explicitijoithe model. Zis considered as dummy
variable, where it is equal to 1 in the case ofo@aservation relating to individual 1 and O
otherwise. Formally, the unobserved effect is beregted as the coefficient of the individual-
specific dummy variable. The weight @Zi represents the fixed effect on the dependent Variab
Yifor individual i.

It is to be noted that when the variables of irder@e constant for each individual, a fixed

effects regression is not an effective tool becasseh variables cannot be included. So the
alternative approach is the use of random effegession model. It has two conditions. First, Z

should be drawn randomly from a given distributidhis may well be the case if the individual

observations constitute a random sample from angpagulation. If this is the case, themay

be treated as random variables, drawn from a gietnibution and we can write the model is

follows:
- !; -
Y, =p, + Z B.X,; +d+e,

Where uy = o; + gpand 6. =0. +0.
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The second condition is that the VAriables are distributed independently of all loé 4
variables. If this is not the caseand hence u, will not be uncorrelated with theatiables and
the random effects estimation will be biased amdmsistent. We would have to use fixed effects

estimation instead, even if the first conditionrasdo be satisfied.

The empirical analysis is based on a panel of tiainstates over the period from 2001 to 2008.
The variables used under this study are FDI inflgyesver (POW), measured as a percentage of
power supply; education (EDU), measured as the rbéitween educational institutions to

students; health (HEA), measured by infant survwiaée; transport (TRA), measured by density
of road and railway; research and development (R&D¢asured as a percentage of R & D
expenditure; domestic investment (DOI), measuredhaspercentage share of implemented
industrial entrepreneur memoranda to the total strthl investment proposals; profit (PRO),

measured as the percentage share of output; &@RiiS), measured as the variation of profit.

4. Results and Discussion

This section scans the estimated results of FBdrdehants by using dynamic panel data model.
The results are presented and discussed under éadshthe fixed effect model and random
effect model (see Table 1). Starting with fixedeeffmodel, the estimated results indicate that
the main determinants of FDI inflows are power (PRWbmestic investment (DOI), profit
(PRO) and risk (RIS). While the coefficients of POBOI and PRO are positive, the coefficient
of RS is negative. This represents that the avéitiabf power and high domestic investments
and profits have significant impact on FDI inflows India. But the variation of profit has
significant negative impact on FDI inflows. Comitggrandom effect model, the results are also
somewhat same. That means the main determinafiBlahflows are the availability of power,
domestic investment and the existence of profit.tBe high volatility of profit leads to negative
impact on FDI inflows in India. That means higheoffiability increases FDI inflows into a
state, while greater variations in it reduce theesaThis may be fact that higher profitability
signals better business environment and possilofitgreater return in future. This raises the
ability and willingness of the existing firms toogv and encourages new firms to enter the
market. But the variations in profitability discagie new investors who are risks averse and also
restrict the existing enterprises for expandingirthmisiness. The results are substantially
supported by Waldg2 and overall R (see Table 1). Further the Breusch and Pegan Lggran
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Multiplier test yieldsy2, which suggests the selection for REM over thelgmb regression
model.

The impacts of other variables, such as educatiealth, transport and R&D, are, however, not
significant. This gives lots of contradictory resulFor instance, the insignificant relationship
between R&D and FDI inflows contradict to the prspion that the states closer to technology
frontier attract more investment (Nunnenkamp amdks&t 2007; Aghion et al., 2006). This may
be due to fact that the foreign firms more on tlein R&D base than on sourcing the same
from outside. Similarly, it also contradicts thhetavailability of infrastructure is necessary for
attracting more FDI (Kumar, 2002). This is very ongant, as the lack of infrastructure certainly
cause for low FDI inflows in many of the Indiante& This may be the situation, when foreign
investors create their own infrastructure as peirtheed instead of depending on the domestic
existing infrastructure. If it is so, availabilitgf infrastructure is not a precondition for
investment. Moreover, FDI can be directed diredtdyards the creation of infrastructure,
especially when domestic investment is not sufficienough to meet the infrastructure
requirements. In such cases, infrastructure isancause but an effect of FDI inflows. Besides,
the requirement of infrastructure is largely indystpecific. So depending upon the nature of
industry for investment, a state with even poorasfructure can attract more FDI inflows in the
economy.

4. Conclusion

The paper examines the determinants of FDI inflemvéndia during the period 2001-2008.
Using dynamic panel data model, it finds that th@mmudeterminants of FDI inflows are the
availability of power, domestic investment and tlveurrence of profit. But the high volatility of
profit leads to negative impact on FDI inflows imdla. This indicates that higher profitability
increases FDI inflows into a state, while largenafaility in it can reduce the same. The impact
of other factors, particularly, infrastructure, wat provide any significant impact on FDI inflows

in India during the period under investigation.

The findings give some important policy implicatsom the Indian economy. First, since FDI
inflows and the required infrastructure are industpecific, different clusters of industries
should be designed depending upon their naturenaads of infrastructure. This demands that
infrastructure facilities should be developed astpe need of the investment. Second, the policy

framework should ensure high return from investmerfuture. This requires removal of entry
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barriers to input/ output markets, flexibility iadour laws and easy access to utility services,
simplifying tax structure and widening the mark@lase. Third, government should pay a
proactive role in regulating market operations.oEf should be made towards making the
capital market more stable, along with regulatiegtrictive and unfair business practices by
incumbents. Finally, there should be greater trarespy and accountability in government
functioning. The laws and orders should be strigthintained and the industrial disputes should
be resolved at the earliest. This may give the gEcdisve investors necessary confidence and

hence, encourage investing in the respective state.

Table 4: Results of Panel Data Model

Test Statistics Fixed Effect Model Random Effect Model

Intercept 0.51 [0.58] 0.33 [0.31]
PWR 0.03 [0.02] 0.004 [0.01]
EDU -1.00 [0. 8] -0.01 [0.33]
HEA 1.42 [0.24] -0.188 [0.13]
TRA 0.52 [0.44] 0.834 [0.65]
R&D -0.56 [0.8] 3.04 [0.71]
DOI 0.01 [0.00] 0.01 [0.00]
PRO 0.03 [0.02] 0.024 [0.01]
RIS -0.06 [0.06] -0.053 {0.03]
R’ (within) 0.20 0.300
R’ (between) 0.001 0.831
R* (overall) 0.0001 0.687
HFR 5.110
BPL 6.95

Note: PWR: Power; EDU: Education; HEA: Health: TRA: Transport; R&D: Research

and Development; DOIT Domestic investment; PRO: Profit; RIS: Risk,
represented by volatility of profit.
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Introduction

Decentralization, broadly, the assignment of fispalitical and administrative power to
local levels of governments, has assumed centi@imanatters of governance in the developing
world over the last few years. This process foreeslithe causal chain of devolution leading to
more active citizen involvement and voice in thenfalation and implementation of public
policies. This, in turn, increases the ability dktcitizens to hold local politicians/officials
accountable. Essentially, the major promise of diabzation is that it brings popular
participation and accountability to local governarend, therefore, makes local government
more responsive to citizens’ desires and more #ffecn delivering services. In reality,
participation may occur in three different ways} {epresentative (usually but not necessarily
elective) governmefit (b) direct participation either at community oroject levef and (c)
mobilisation from above One need to be very much careful about the distin between
‘participation which permits representations oredily active involvement in local institutions
from mobilisation which may well involve large nuerls of people right down to the grass roots,
but which nevertheless has little to do with enlvagthe responsiveness of government bodies’.
A public policy decision is not a ‘once-and-for-akt. It involves a number of stages ranging
from putting an item on the agenda, through tediradvice, discussion of favored proposals, to
enforcement of final decision. Thus which (whatyreent (proportion) of population taking part
in which mode (stage) of local decision making ps=is crucially important. The operation of
accountability mechanism, both internal (i.e., witinstitutional processes) as well as external

(i.e., in relation between the local institutionsdathe public), determines the efficacy of

! Under this variant, participation encompassesfoliewings: (i) voting in election, (i) contestinglection as a
candidate, (iii) taking part in election campaidiv) trying to influence government activities thigh, e.g.,
protesting etc. Here elections serve as a chebkltbthe representatives accountable to the people.

2 Direct participation, with the help of wide rangé small scale community level (or project basedtitutions

provides the citizens equal chance of activelyrtglpart in the decision making process by subjgaihdecisions
to discussion and approval by all members of thevesit community. Thus, a pressure of accountghbgitouilt up

on the (political) decision makers to respond ®rkeds and preferences of the citizen.

% The mobilisational form of participation is genérgpursued by the authorities and/or political fies with the

purpose of co-opting and, thereby, increasing ffezveness of implementation of their own poliie
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participation proceds In the end, participation is considered as arutirip the building of
accountability and as an output of sense of empoeet. Moreover, effective participation is
reinforcing in nature in the sense that once tloegss is started, it lead to further increaseeén th
level and scope of participation (Croek al. 1999: 6-11).

However, the causal chain of devolution leadingreater citizen participation and voice
and resultant increase in accountability has beesstgpned both on theoretical and empirical
grounds. As such, there is no necessary correldt@ween the perceived broad based local
participation and decentralization and the restltanprovement in the accountability
mechanism. This correlation presupposes both tsgedeof individuals to take part in local
government as well as the existence of appropf@iens that allow and encourage the free
expressions of their interests. Moreover, societiggeneral and communities in particular are, in
fact, spaces of internal differentiation and hiengs. Consequently, participation would always
be open to manipulation by better equipped sectadrtie community in terms of their social
position, economic power or better skills (bothhaiéspect to information and communication).
In essence, specific social, economic and politeetting and the type of decentralization
influence the relationships between participatind accountability.

Of late, the commitment towards popular participatin governance at the local level
has been reinforced through recent policies ofGkatral and the State governments in India,
which have given an opportunity to the citizen xpress their voice and influence the decision
making process affecting their lives. In particutae 74' Constitutional Amendment Act (1992)
opened up a new chapter in the history of demacdicentralization in India by devolving
power to the people. The implementations of provisof the CAA vary from one state to
another. In this wave of decentralization, Westdgts attempt has been unique in its scope and
intensity. West Bengal is the only state in thertouwhere municipal elections are being held
at regular intervals, since the 1980 amendmentasfgd@l Municipal Act 1932. Further, in this
state, from 1980s onwards the municipal governméatge been subjected to some radical
institutional and fiscal reforms. The West Bengalritipal Act 1993, in conformity with the

74" CAA, ushered in a new era of democratic decemtitiin aiming at functional as well as

“ It is important to note the difference betweertipgration and related responsiveness in termsrogss and the
same in terms of outcomes. Local government maguothe residents regarding the local decisiore Ppltocess
produces a sense of genuine satisfaction amonigp¢hkresidents and, as a result, they may be coadeat least
initially, more with the process than the actualufes. But, ‘accountability requires that localvgmments both
develop processes that make residents feel thaifoopbeing solicited and provide outcomes that enedsidents
feel that their public service needs are being rf&tioke, 2001: 19)
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financial empowerment of the ULBsUnder the new institutional framework, citizenanc
actively participate in their own administrationdadevelopment through a two-tier system of
local governance — the municipality and the Wardan@uttee (WC). The former is an elective
body at the level of municipality consisting of &kd representatives of the people (councilors)
and the latter is a nominated body at the levéhefward.

Against this background, the present paper attertgptevaluate the implications of
constitutional provisions for participation and agntability at the municipal level in West
Bengal. To serve our research purpose, we purggsitiese three municipalities, namely, Bally
municipality, Bolpur municipality and Cooch Behaunicipality. Bally municipality is located
within the Kolkata Metropolitan Area whereas théesttwo selected municipalities are non-
KMA municipalities. From political point of view, kle Bally municipality was under the
absolute control of the Left Front, the other twamcipalities were run by the Indian National
Congress. Then, four wards in each of the threscta municipalities were selected randomly.
The socio-economic-political scenarios in our del@ovards are different and, therefore, data
collected from those wards are likely to be uséfutrace the underlying changes in the urban
governance framework following the ACAA. From each ward, we randomly selected 25
households, thereby drawing a sample of 300 holgghao all. In addition, we randomly
selected three WC members from each selected wemeby having 36 members in all. We also
interviewed the elected representatives of twedwvelomly selected wards.

The plan of this paper is as follows. In the fgsttion, we discuss peoples’ participation
in the WC meetings. The second section deals viighWC members’ participation in WC
meetings along with their perception on functionofghe WCs. In the third section, we assess
the functioning of the elected representatives xgmening their regular municipal activities.

The final section summarizes the main findingsheg paper.

® West Bengal is located in northeastern part ofandn terms of absolute size of urban populatifest Bengal
ranks fourth amongst the Indian States. In padicuhs per Census 2001, 28.03 percent of the potallation
resides in various urban areas. The rate of graftlrban population during 1991-2001 has been 2p&@ent.
The average density of the urban population in VBesigal is 6798 per square kilometer, which istiglest in the
country. Municipalisation has also kept pace with humber of municipal bodies rising from 96 in 196 126 (6
Municipal Corporations, 117 municipalities and 3tiled Area Authority) in 2005. These bodies aremally
dichotomized as municipal bodies located within telkata Metropolitan Area (KMA) and the non-KMA
municipalities (Government of West BengAtiministrative Report of Municipal Affairs Departmi€001-20051-
3).
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1. Peoples’ Participation
1.1 Peoples’ Participation in Municipal Election aml Other ‘Proactive’ Forms

Universal suffrage, for electing and/or subseqyenikposing representatives, offers
citizen the opportunity to influence structure asllvas policies of the government. Regular
elections are the best democratic instruments givavhich the issue of accountability can be
addressed with substantial positive results onwatedility and service delivery (Mathest. al,
2003: 35). In other words, elected representativesnost clearly held accountable through free,

Table 1: Sampled Respondents' Participation in Murgipal

Voting
Municipality Voting in municipal election
Never Occasionally All
Cooch Behar 0 0 100
(0.00) (0.00) (100.00)
Bolpur 2 1 97
(2.00) (1.00) (97.00)
Bally 0 0 100
(0.00) (0.00) (100.00)
All 2 1 297
(0.67) (0.33) (99.00)

Note Figures in the parentheses are the percentagks total.
Source Field Survey, 2007.

fair and regularly held elections. In our surveynast 99 percent of the respondents voted in all
the municipal elections that were held since they become old enough to vo{@able 1).

Now, the important question is whether these exdiiaarily high voting figures are
reflective of vibrant democracy. Scholars have lemgled the fairness of the election proéess
Consequently, the high level of participation icdbmunicipal election cannot be regarded as a
reliable indicator of high levels of broad politigaarticipation. Of late, the definition of poliat
participation has been widened to include ‘proa&tiforms of participation, such as
campaigning during election, attending rallies aneletings, contacting public representatives
etc. (Crooket. al, 1998: Chapter 2; Alsopt. al, 2000: 170). Rates of participation in those
‘proactive’ forms declined sharply as comparedhiat in municipal election. Table 2 shows that

® It is important to mention here that there is rdency, common to surveys undertaken in differamtspof the
world, for respondents to over-report participatiowoting (Alsopet. al, 2000: 211).

" As argued by some scholars, the election processgs lose significance because of prevalencendiesirable
practices likes vote buying, violence, lack of imiation about local policies and outcomes, citizémability to
relate their voting decisions to local performaaoe so on (Grant, 2002; Behatral, 2002; Azferet.al, 2006).
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only 39 percent of the respondents in our surveyadicipalities actively took part in election
campaign, political meetings etc.

Table 2: Sampled Respondents' Participation in Pdiical

Activity

Municipality . Political Participation :
Active Passive

Cooch Behar 46 54
(46.00) (54.00)

Bolpur 26 74
(26.00) (74.00)

Bally 45 55
(45.00) (55.00)

Total 117 183
(39.00) (61.00)

Note Figures in the parentheses are the percentagkes total.
Source Field Survey, 2007

1.2 Institutionalizing Citizens’ Participation: The Role of the Ward Committees (WCs)

Apart from regular municipal election, the "LAA also seeks to institutionalize
citizens’ participation through the formation of WGn ULBs with three lakhs or more
population. The Government of West Bengal makesahdatory to constitute the WCs for all
municipalities, irrespective of the size of the pigpion. In fact, West Bengal is one of the few
states, which in the first opportunity after themuaipality elections in 1995, ensured that WCs
are formed in all municipalitiés However, significant variations have been obsérire the
functioning of the WCs among the municipalitieghe state as well as among the wards in same
municipality (Ghostet. al, 2004: 29-30).

As par the provisions of WC Rules 2001, two typksmeetings are to be conducted by
the WCs: (a) ordinary meeting in which membershaf tommittee must meet at least once in
every month and (b) annual general meeting (AGM)d held within June 30 of each year and
preferably be arranged in a public place within weed, in which all residents of the ward are
invited. A detailed report on activities performieg the WC in the ward during the preceding
year and also the programs to be taken up durimguhrent year are presented in the AGM. The
2003 amendment suggests that the WC will also kawenvene a half-yearly general meeting

in the same way as they convene the AGM. Ordinaoythly meetings are not open to the

8 This arrangement is superior to the provision afistituting the WCs only in corporation areas fograup of
wards, as practiced in states like Karnataka, Magtea, Tamil Nadu, Delhi etc. In other words, thegre of
decentralization in this state has been higher grigiater scope of participatory governance thraugber proximity
of citizens with the elected representatives.

-62 -



public. Besides these types of meetings, WCs cam raket to discuss any emergency issues in
the ward.
Peoples’ Participation in AGM of the WCs

Theoretically, annual general meeting (AGM) of WWE provides a forum where people
from every parts of society can voice their opinianiticize elected officials and suggest
solutions to practical problems. In such meetirigs, scope of deliberations, between citizens
and elected representatives on issues concerniad ¢dizens, provide a mechanism by which
elected representatives can be made accountalhe tocal constituents. In spite of being an
important forum providing genuine opportunity farpcipation, AGM of the WC was held only
in four out of 12 municipal wards surveyed by usweéver, the most disturbing fact, which has
serious implications for accountability and tramgpay of municipalities, is very poor
attendance of the respondents in the AGM of the @aly 28 percent of the total respondents
attended the AGMs in those four wards. The attecelaate was highest in ward 6 of Bally
municipality with almost half of the respondentpaged their attendance in the AGM. But, the
scenario was truly bleak in the other three wardb the corresponding figure ranging from
only 16 percent in ward 4 of Cooch Behar municigalo 28 percent in ward 6 of Bolpur
municipality (Table 3). If we compare the attendant the respondents for two sexes (Table 4),
a striking fact is that higher proportion of oumale respondents in those four wards actually
attended the AGMs. Moreover, women belonging to $I&dST category attended the AGM
relatively in a larger proportion compared to thenven from general category. This indicates
that official policies, targeted towards greatentipgation of socially and economically

disadvantageous section of people, started progymositive results.
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Table 3: Respondents' Participation in the AGM of
WC

Attendance in AGM

Municipality/Ward

Yes No
Cooch Behar (W-4) 4 21
(16.00) (84.00)
Bolpur (W-6) 7 18
(28.00) (72.00)
Bally (W-1) 6 19
(24.00) (76.00)
Bally (W-6) 11 14
(44.00) (56.00)
Bally (All) 17 33
(34.00) (66.00)
All 28 72
(28.00) (72.00)

Note Figures in the parentheses are the percentagkes total.
Source Field Survey, 2007.

Table 4: Gender and Caste Profile of Respondents #einding the

AGM of WC
Sex of Respondents Caste of Respondents Attendance in AGM
Yes No
General 15 48
(23.81) (76.19)
Male sc/sT 4 11
(26.67) (73.33)
All 19 59
(24.36) (75.64)
General 5 1
(31.25) (68.75)
Female SC/IST 4 2
(66.67) (33.33)
All 9 13
(40.91) (59.09)

Note Figures in the parentheses are the percentagks total.
Source Field Survey, 2007.

The available empirical findings, mostly relatedvittage level meetings in India, also
demonstrated that that tBram Sabhagvillage level deliberative body) often fail tolfill their

role as deliberative bodies partly because of lewels of participation among the electorate
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(Alsop et. al, 2000: 171; Ghatakt.al, 2002: 50; Beheet. al, 2002: 36; Johnson 2003: 29;
Sarkar, 2008: ABP 1% May). Nevertheless, the situation is far gloomythe urban areas as
participatory involvement of citizens in local gomance structure is almost totally absent there
For example, in Bangalore, there were 31 WCs, whiete fatally hampered by the combination
of a debatable nomination process, limited citizepresentation and an ambiguous mandate
(Ramanathan, 2007: 674).

Several studies have attempted to identify theoreadehind insufficient participation
and the reasons identified are: lack of awarenbsesitameetings, hesitation among women to
actively participate because of social taboos, leickwareness among people in general, and
specifically among women and socio-economicallykiaasd sections, about their roles and
rights in these meetings, inconvenient meeting teme venue, pre-conceived notion about
futility of those meetings, disadvantaged sectionbackward castes believing that their voices
will not be honoured as the leadership comes fitwerhigher echelons of the society, corruption,
and so (Mathevet. al, 2003: 48; Johnson 2003: 29; Ghattkal, 2002: 50-51; Behegt. al,
2002: 37).

Factors Explaining Low Participation of People inO&/

In this study, we identified the factors that migkplain the low attendance in the AGM
of the WCs. We observed that a significant majasityespondents in all the three municipalities
were completely ignorant about existence, consgiital status and rules and activities of the
WCs. Although the WCs were constituted in everydyanly 57 percent of the total respondents
were aware of existence of WCs (Table 5). The qunoé WC as a constitutional body for

® According to Ramanathan, although thé’7Zhd 74 constitutional amendments created units of |
governments at the rural and urban levels respygtiurban decentralization has received far |é&nton in the
country because of increasing significanceafichayati rajinstitutions in the villages. This lopsided approdas
its root in the very process of drafting of two $eah pieces of legislation that have given rurafl amban local
governments their current positions. Four decadestroggle and intense debates by the policy mag&elminated
in the 73" CAA while an urban decentralization amendment drasted within a period of few months, mirroring in
some ways the structural aspects of rural decérdtain, capturing some unique needs of urban draasissing
the essential spirit of rural amendment-the ceityradf the citizen and the bottom up nature of loself-
government. In particular, as par thé*@BAA, Gram Sabhaneans “a body consisting of persons registerg¢tén
electoral rolls relating to a village comprisedhiit the area opanchayatat the village level”. On the other hand,
the 74" CAA discusses the institutional arrangement of W€ rather than recognizing the centrality of the
registered voter. Under the 7€AA, “the legislature of a state may, by law, makevision with respect to (i) the
composition and the territorial area of a ward cotta®; (i) the manner in which the seats in a weodhmittee
shall be filled”. Thus, from a constitutional st@oiht, a clear and formal status of urban votde liheir rural
counterpart, is absent. This, in turn, exacerbiditesorganic connection’ between urban citizen relgovernment
(ibid 2007: 674-681).
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grassroots participation was not at all popular mgnthe citizens. Almost three-fourths of the
total respondents were not sure about constitutistetus of the WC. Only 26 percent of
respondents recognized the WC as a constitutiondly.bQuite expectedly, the level of
awareness regarding rules and activities of the W&S even lower than the above-mentioned
two aspects. More than 80 percent of the respoadeete not aware of the rules and activities
of the WC.

Table 5. Respondents' Awareness about the WCs

Awareness Regarding
Status of WC as a Constitutional

Municipality Existence of WC Body Rules & activities of WC
Yes No Yes No Not Sure Yes No Not Sure

Cooch Behar 54 46 33 6 61 28 66 6
(54.00) (46.00) (33.00) (6.00) (61.00) (28.00)66.00) (6.00)

Bolpur 68 32 25 0 75 20 72 8
(68.00) (32.00) (25.00) (0.00) (75.00) (20.00)72.00) (8.00)

Bally 49 51 20 1 79 9 90 1
(49.00) (51.00) (20.00) (1.00) (79.00) (9.00) 0.(m) (1.00)

All 171 129 78 7 215 57 228 15
(57.00) (43.00) (26.00) (2.33) (71.67) (19.00(76.00) (5.00)

Note Figures in the parentheses are the percentagks total.
Source Field Survey, 2007.

Interestingly, significant majority of the respomnt¢te of ward numbers 1 and 6 of Bally
municipality reported that they do not know abdw tules and activities of the WCs. This is
surprising because in both the wards, the AGMs @fsWere held in 2006-07. Some of these
respondents are reported to have attended the A@Msjite of being unaware of rules and
activities of the WCs. The implication is that pickl allegiance motivated respondents to attend
the AGMs in their ward$. This is indicative of ¢lientilsm, which is a practice of favoring
political supporters at the expense of non-supparieeople attending the AGMs belonged to the

same political party as that of the elected coonciThose belonging to a different political party

19 Analysis of socio-economic profile of responderimforces the political nature of attendance. \Menfi that 24
percent of total male respondents in four wardsnaliéd the AGMs. The corresponding figure for womears 41
percent. Relatively greater attendance of femadpaedents might be due to the fact that the cooscivere
females in three out of those four wards. On theeohand, as compared to the general category é&fept), a
higher percentage of respondents from SC/ST gr¢8pspercent) attended the AGM. However, no clear-cu
relationship could be discerned between educatiboetupational backgrounds of the respondentstaid rate of
participation in the AGMs.
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or apolitical kept themselves away from such megstin This seriously dampened the
constitutionally envisaged apolitical spirit of thenctioning of the WCs as the vibrant policy-

making bodies with active involvement of commoneo

Thus, against such a bizarre background of oveming majority of respondents being
simply unaware of mere existence, constitutionatust as well as rules and activities of the
WCs, peoples’ low attendance in the AGMs of WCsathing but natural outcome. This
underscores the supreme importance of providingrimétion to citizens about constitutional
provisions as well as rules and regulations relatetemocratic decision making. It matters little
whether the constitutional provision guaranteessitat-making rights of the citizens or not
when the people are not aware of what right ancppity they have, and they are unable to
enforce their constitutional rights. Quite undemsi@bly, if there are many such individuals who
do not have information on constitutional provisipthen their ability to enforce responsiveness
and accountability will be low. Reducing this gap information is, indeed, a key task in

designing appropriate urban development policy.

Considering all the four wards in which the AGMsrevbeld, majority of the respondents
are found unaware of any such meetings in theidsvafhe percentage of respondents, having
information about AGMs, ranged from 16 percent erav4 of Cooch Behar municipality to 60
percent in ward 6 of Bally municipality. It is al&ateresting to note that not all people having
information on date and time of AGM attended thestimg. About 20-25 percent of informed
respondents did not attend the AGMs in two wardBalfy municipality. Not even half of the
informed respondents in ward 6 of Bolpur municifyaiook part in the AGM. One might explain
this in terms of peoples’ adverse perception abwoitfulness of such meetings. This observation
can be substantiated by analyzing data on the melgmés’ knowledge about the decisions taken
in WC meetings and their actual implementation.ifiglall the four wards together, where the
AGMs were held, a significant majority of the resdents expressed that they had no
information about the WC decisions (Table 6). Oabout 21 percent of respondents revealed

that they knew about the decisions taken in theé@tings.

1 One study on municipalities in KMA areas foundttheost of the participants in the AGMs organizedW¢s
were either close to the ward councilor or wereaated by various incentives offered by the wardnoilors to
enhance attendance rate in the AGMs. In one wakhbfani municipality, the councilor arranged sosmeall gifts
for the participants, through lottery, to increastendance rate in the AGM (Pal, 2006: 517).
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Table 6: Respondents’ Perception on Availability ad Implementation of WC Decisions

Availability of WC decisions Implementations & \decisions
Municipalty - Ward Available i%g%g?ees av;\:gble S’\L?g Mostly  Some None SNUOI’te
Cooch W-4 1 5 19 0 0 4 1 20
Behar
(4.00) (20.00) (76.00)  (0.00) (0.00) (16.00) @).0 (80.00)
Bolpur W-6 1 9 15 0 0 6 19 0
(4.00) (36.00) (60.00)  (0.00) (0.00) (24.00) O03. (0.00)
Bally W-1 1 4 19 1 0 4 1 20
(4.00) (16.00) (76.00)  (4.00) (0.00) (16.00) (4.00(80.00)
Ww-6 10 3 12 0 5 6 0 14
(40.00) (12.00) (48.00)  (0.00) (20.00) (24.00) .0@) (56.00)
Al 13 21 65 1 5 20 21 54
(13.00) (21.00) (65.00)  (1.00) (5.00) (20.00) .E) (54.00)

Note Figures in the parentheses are the percentages total.
Source Field Survey, 2007.

Among these wards, ward 6 of Bally municipality @irirst in terms of dissemination of
information among the residents about the WC dexssiConsidering these four wards together,
however, three-fourths of the respondents revetileil ignorance about actual implementation
of the WC decisions (Table 6).

All these indicate lack of transparency in funci@n of the WCs. Under present
decentralized setup in municipalities, people hapton either to approach the councilor or any
WC member with day-to-day problems of their warllse WC members meet once in a month
to discuss the problems faced by local people eif tvards and also to assess the progress of
ongoing developmental projects and prospects fauréudevelopmental works. The Ward
councilor forwards WC decisions to the municipafity consideration. He/she also reports the
actions taken by the municipality regarding WC mggds in the next monthly meeting of the
WC. The WC members are expected to apprise losadarts about municipality’s decisions
subsequently. The process, if properly executedidvsurely increase the legitimacy of the WC
as a genuine decision making platform at municlpa&l. This, in turn, would have positive
effect on willingness of people to attend meetiogsvened by the WCs. It is obvious that only
when people know what is going on, they can hokirtlelected representatives to account.

Reliable and accessible information makes it pésdidr the people to judge municipalities’
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performances and hold them accountable. Indeedisgeasency is key to systematic
accountability’. However, the reality, based on our survey expegs, depicted something else.
The non-availability of information on decisionstbe WCs and their implementation created a
sense of disbelief about effective functioning o€8/among the local residents. This, in turn,

induced respondents not to participate in any kihalctivities of the WCs.
Peoples’ Perception about WC Deliberations

Let us now have a glimpse on functioning of the Wiased on the experiences of
individual respondents who attended the AGMs of WEs. Quite understandably, public
deliberations on issues affecting common peopleha&axge of ideas among the different
stakeholders etc. legitimize the democratic denisiaking process which, in turn, improve
accountability and transparency of the entire pecélowever, our analysis in the preceding
sections reveals that the scope of any public dediibns was severely limited due to irregularity
in convening the AGMs as well as insignificant attence of the respondents in such meetings.
Nevertheless, we enquired about the mode of paaticin of respondents who attended the
AGMs. Simply sitting and listening to the proceeagfirof the meetings was the most dominant

Table 7: Individual Respondents' Responses on Furniohing of AGM of WCs

Manner of Participation Mode of Decision Making
Municipality
Sit & listen Passive* Active** Councilor alone Bsw§ members Collectively
Cooch Behar 3 0 1 1 2 1
(75.00) (0.00) (25.00) (25.00) (50.00) (25.00)
Bolpur 6 0 1 0 0 7
(85.71) (0.00) (14.28) (0.00) (0.00) (100.00)
Bally 5 7 5 0 1 16
(29.41) (41.17) (29.41) (0.00) (5.88) (94.11)
Al 14 7 7 1 3 24
(50.00) (25.00) (25.00) (3.51) (10.71) (85.71)

Notes Figures in the parentheses are the percentabe total. Total number of respondents is 28.
*: Participate in discussions initiated by othéts Initiate the discussion himself/herself.
Source Field Survey, 2007.

2 Interestingly, under decentralized set up, loaatipipation in government processes can increhseflow of
information and hence accountability. But, this e in itself may be enough to discourage thetede
representatives to make information on local gowennt decisions publicly available (Grant, 2002:.19)
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form of participation as half of the respondentd &b (Table 7). Only one-fourth of the
respondents actively participated in discussionsnoAg the municipalities, significant

proportion of respondents (almost 70 percent) idlyBanunicipality participated in the

discussions; majority of those respondents belongedvard 6. Almost 86 percent of the
respondents reported that decisions were taken oanaensus basis. According to only 11
percent of the respondents, few members dominaedétision making process. Few more
points need to be noted in this context. Most ef plarticipants in the AGMs were close to the
ward councilor as well as his/her political parfyose who are critical of the ward councilor’s
leadership, including people belonging to otheitpall parties, were reluctant to participate in
the AGM for voicing their concerns. In this situatj one would not expect a participant to
oppose any suggestion or decision made by the wawdcilor. This, in fact, is one of the

important reasons behind our respondents’ inagismgicipation. In reality, there is a general
unwillingness among the local people to voice tlginion publicly as they avoid antagonizing

their local party leaders.

Thus, it clearly appears that non-occurrence of A@GMmost of the municipal wards
seriously undermined the constitutionally envisage&u of ‘deepening democracy In our
survey, democratic local governments in most cdaded to offer potential participatory
possibilities, even unable to convene AGM on a l@aghbasis, to a large number of citizens.
However, despite these limitations, the AGM, astdar those who attended, seemed to be an
important institutional forum contributing to theleal of participatory governance. The
experience of deliberating in public forums on &sw$such as garbage collection, streetlights,
roads etc. can expand citizens’ skills. Moreovesitive experiences are likely to induce other

citizens to participate in such public foruths

13 Citizens, in reality, need skills along with matiion to take the full advantage of participatonsgibilities
provided by the decentralized setup. As Gavents,sajtizen participation does not just happen,rewéen the
political spaces and opportunities emerge for itldoso. Developing effective citizenship and buitdidemocratic
institutions take effort, skill and attention” (Gaua, 1999: 50). More the citizens get opportutotyleliberate in
public forums, more will be their skills and motiia. This, in turn, paves the path for effectiveamingful
participation.
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2. Ward Committee Members’ Participation

As per the constitutional provision, the WC membeams required to participate in the
monthly meetings of the WCs. Another aspect ofrtiparticipation in municipal activities is
related to their interaction with local residentghich allows them to know the needs and
priorities of the residents and attend those. Typs of participation is also related to the coricep
of accountability. The present section examinesaitteal process of participation by the WC
members. As per the constitutional provision, éath should have 4 to 14 members (depending
upon the size of population of the ward), excludihg local councilor. The members are
categorized as the councilor's nominees and chaisnaominees. The local councilor is the
chairperson of the WC and is empowered to selecihtbmbers from amongst local residents.
People belonging to the socially and economicakpdlvantageous sections are also expected to
represent the WC. The chairperson of the munidipalso has the power to nominate a certain
number of members to each WC. Moreover, there i@négons for reservation of some seats in
the WCs for social workers, educationists, culta@ivists, women from backward classes etc.
The WCs, thus, are envisioned as the separatdiagbtiitizens’ body to provide local residents
much needed platform to make demands and to hawe firwarded to the municipality.

However, our empirical observations suggest otlswin general, councilors as well as
chairman of the municipality nominated members tfteg WC from among their own party
supporters. In Bally municipality, none of the W@mbers belonged to any opposition political
party. The councilors of all four wards surveyedeviFom the same political party, which also
formed the board at the municipafity The chairman of the municipality and the cournrcii
not nominate any member from the opposition pealitigarty in the W&. In some wards of
Bolpur municipality and Cooch Behar municipality,embers from different political
backgrounds were selected in the WCs. But, in nigjeases, members having different
political affiliations were not informed about daé@d time of the monthly meetings of the

WCs'®. Thus, the basic purpose of the WC as an apdlititaens’ body, as envisaged by the

1 In fact, in Bally municipality, candidates of theft Front won all the municipal seats.

15 Informally, some councilors reported that they rappghed some members of the opposition politicalype
become members of the WC, but none of them showgdhterest.

% Two WC members belonging to the opposition pdditiparty, one each from Bolpur municipality and €wo
Behar municipality, reported that they did not ireeeany invitation to attend the monthly WC meetin@ne of the
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74" CAA, was defeated at the very onset, becauseeinsehat councilors were interested to
convert the WC into an extension of their partyallptting majority of the places in the WC to
their loyalists. This politicization of the WCsasso documented elsewhere in studies relating to
the composition and functioning of the WCs (Chandf®4: 32-34; Pal 2006: 517; Baed al,
2008: 498). The implication is that the succes&fottom-up planning process, through for
example WC, can only materialize when initiativesni the bottom are given the necessary
political spaces and when the state and the fopwigtical/administrative structure allow them to

do so.

2.1 Ward Committee Members’ Knowledge about theckaning of the WCs
Until and unless, members are aware about the iaatimtal importance of the WCs and
the problems in their respective wards, their pgodition in the WC meetings would be of little
practical relevance. The responsibility of beinghamber of an important participatory forum
was new to the three-fifths of the surveyed membdmvever, a significant majority of them
claimed to be aware of the legal status of the W@ eonstitutional body as well as its rules and
activities (Table 8). But, it is to be noted thagit awareness was limited to

Table 8: WC Members' Awareness about WC

Awareness Regarding
Status of WC as a Constitutional Rules and Activities of

Municipality

Body WC
Yes No Yes No
Cooch Behar 11 1 12 0
Bolpur 11 1 11 1
Bally 8 4 11 1
All 30 6 34 2
(83.33) (16.67) (94.44) (5.56)

Note Figures in the parentheses are the percentagkes total.
Source Field Survey, 2007.

hearing about the existence of the rules and rangaimfamiliar about the details. This is likely

to cause adverse impacts on the working of the WCs.

2.2 Incidence of Ward Committee Meetings
As per the WC Rules 2001, ordinary meeting of the $#ould take place at least once in

a month. A notice for the meeting specifying daenue, time and agenda are to be circulated

respondents was not even interested to attend trehiy WC meetings as she felt that, in any calke,ward
councilor and her nominated members would do wieaitthey would like to.
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among the members at least seven days before tih@fdde meeting. All the respondents in our
survey, except one, had information on date anthgrof the WC meetings. However, large
intra- as well as inter-municipality variations wdound in case of frequency of holding the WC
meetings (Table 9). Only 36 percent of the respotsdesported that the

Table 9: WC Members' Responses on Incidence and Tinéttendance in WC Meetings

Frequency of WC Meetings Attendance in WC meetings
Municipality i
Once in a month/As Every 3/4 None/Not

needed months Irregular sure Few Most All None
Cooch
Behar 0 5 6 1 1 9 1
Bolpur 5 5 1 1 6 3 2 1
Bally 9 2 1 0 3 6 0
All 14 12 8 2 10 7 17 2

(38.88) (33.33) (22.22) (5.55) (27.78) (19.44) 7.22) (5.56)

Note Figures in the parentheses are the percentages total.
Source Field Survey, 2007.

monthly meetings of the WCs were held on a redogais. Quite a significant proportion of the
respondents (22 percent) mentioned the irreguldaur@aof such meetings. As per the
respondents’ responses, it seemed that, exceptwantber 27, regular monthly meetings were
held in all the surveyed wards of Bally municipalitn Bolpur municipality, it is reported that
the meetings were held with an interval of threg/fmonths in all the sampled wards. In wards 4
and 19 of Cooch Behar municipality, the WC meetimge very irregular. Moreover, the
members’ participation in these meetings was véiy. tLess than half of the respondents
claimed to have attended all the WC meetings, dalthg 2006-2007 in their respective wards.
Two WC members, belonging to the opposition pditijsarty, reported that they did not attend
any WC meeting in the reference year as they wem@wvare of any such meetings. The
participation of the WC members in monthly meetings rather passive. Only one third of the
respondents participated in the meetings actiwehych means initiating and getting involved in
the discussions (Table 10). About one-half of tledemed to have
Table 10: WC Members' Responses on Mode of Particgion in WC

Meetings

Municipality Sit & Listen Passive Active
Cooch Behar 3 5 3
Bolpur 1 6 4
Bally 1 8 3

All 5 19 10

(14.71) (55.88) (29.41)

Notes Same as in Table 9
Source Field Survey, 2007.
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taken part in discussions in a passive manner. l@nother hand, for 14 percent of the
respondents, the participation in the meetings hmaised to simply sitting and listening to the
proceedings and nodding their heads. Among theegirticipants, an overwhelming majority
was males (90 percent). Only one female responaentely participated in the meetings. In
essence, WC members’ mode of participation hardbdyces any surprise. As mentioned
earlier, almost cent percent of the WC membersnggd to the political party of the elected
councilor. Moreover, the members belonging to ogfmsparty were rarely invited to attend the
meetings. Thus, it is fair to conclude that theuakffunction of the members was limited to
rationalizing the political decisions already mdmethe higher leadership. Naturally, the extent
of active participation was highly limited and vaarely the WC members proposed any new
plan/activities or alternatives to existing planitdties or opposed any of the proposals of the

councilors.

The WC members took decisions mostly on conserasis frable 11). Only 11 percent

Table 11: Members' Responses on Mode of Decision Kag in WC meetings

Municipality A B C
Cooch Behar 2 2 9
Bolpur 1 3 8
Bally 1 3 7
All 4 8 24
(11.11) (22.22) (66.67)

Notes A -Chairman decides; B - Few members decideE€ery member decides.
Figures in the parentheses are the percentages total.
Source Field Survey, 2007.

of the respondents reported that the chairpersoratds the decision on any issue. However,
there were no instances where the decisions galimpgue to lack of unanimity. Dutta (2003)
in his study of Rajpur-Sonarpur and Berhampore nipalities and Ghosht. al.(2003) in their
study of Siliguri Municipal Corpoation and Bidhagaa municipality found similar results.
Dutta hailed absence of serious debate, as a\sitep towards achieving the developmental
goals quickly and easily (Dutta, 2003: 26). Howewgiven the political nature of the WCs,
absence of serious debate put a question markeoefticacy of the WCs as a true participative

forum at the municipal level.
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3. Role of the Elected Representatives

In decentralized local governance structure, onethef important mechanisms for
ensuring accountability involves a smooth relatiops between citizens and elected
representatives, which is strengthened by frequeetactions and communications between
them. In our study, we found that a significant ondy of the respondents (79 percent)
approached the local councilor for their problefoipwed by the WC members (22 percent)
and political party representatives (13 percente Wirther enquired about the frequency of
interactions and communications between the coonscdnd local residents. It is found that 65
percent of the respondents approached the cousitoleast once during the reference Yfear
Among them, some of the respondents contacted di@cdor, quite regularly, with their
problems. On the other hand, one-third of the redpots never made any contact with the
councilors. According to one-half of the responderithe councilors frequently visited their
wards to get some idea about needs and prioritidfeeaconstituents. Majority of the respondents
were able to directly approach the councilors amdtnof them drew some attention from the
councilors. Thus, it seemed that there was enowgpesfor interaction and communication
between local citizens and elected councilors. H@neit also appears that such interactions
have been confined to the people belonging to #maespolitical party while those from

opposition parties generally refrained from sudkractions and communications.
3.1 Participation of Elected Representatives

We also studied in detail the manner of particgratin regular municipal activities and
related matters by the councilors. In this context, first point of enquiry was their familiarity
with the 74" CAA. We found that cent percent of them were avedrthe 74' CAA. However,
while interacting with them more intensively, it svanoticed that some of the elected
representatives, especially women and those frsaddantaged sections, were yet to fully
comprehend the provisions of the™€AA. In some cases, the councilors appeared to be
ignorant about the WC rules. For example, one ef ¢buncilors believed that the person
belonging to opposition political party is ineliggbto become a member of the WC, which is

wrong as per the WC Rules 2001 or its subsequer@ndment in 2003. This particular

" This figure needs careful interpretation as itnsee that people affiliated to the party to whicle #ouncilor
represented interacted most frequently.
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councilor’'s utterances revealed not only his ignoeaabout the WC rules but also a tendency to
exclude the element of opposition from the localisien making processes. Moreover, from the
conversations with the female elected represeestiespecially female representatives from the
SC/ST groups, it appeared that the local residemd to bypass them and prefer to reach the
local political party members directly, which mirizead their roles in the municipality affairs.

The councilors discussed most of the problems @f thards in WC meetings. Meetings
at the municipality are the other forums where tbeyld raise and discuss those problems. The
usual convention is to convene the meeting of therdb of councilors once in a month to discuss
various important issu&s Eight out of 12 councilors claimed that they iatted all the board

meetings (Table 12). The remaining four councilatended as many (not all) meetings as

possible.
Table 12: Councilors' Attendance in Municipal Board
Meetings
Municipality Most All
Cooch Behar 1 3
Bolpur 3 1
Bally 0 4
All 4 8

Source Field Survey, 2007.

However, the important question here is how fairtparticipation or representation has been
effective or meaningful. Effective participation pfied articulation of desires and problems of
citizens in the municipal meetings, participationtihe deliberations on citizens’ problems, and
application of own judgment in matters relatingdecision-making. The analysis of elected
representatives’ mode of participation in the nmegiof board of councilors exhibited gender
differences with regard to capacity of the représtéres to raise issues and participate in the
deliberations (Table 13).

¥Interestingly, according to one Councilor (belongilm an opposition party) the monthly meetings leel at
regular intervals not because of the fact thatelleeted representatives are truly interested @vetations on local
issues but because the councilors get certain alioes for convening and/or conducting as well ssnding that
meetings.
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Table 13: Councilors' Mode of Participation in Municipal Board

Meetings

Sex of Respondents Caste of Respondents Sit & Listeassive  Active

Male General 0 0 3
SCI/ST 0 0 1

Female General 1 3 0
SC/ST 2 2 0

Source: Field Survey, 2007.

All the four selected male councilors stated thegtytraised problems of their locality in the
meetings. All of them actively participated in theeetings to the extent that they initiated
discussions and/or got involved in deliberationoowidver, none of our selected female
representatives raised issues on their own in tletimgs. Five of the women elected
representatives stated that they participatedendibcussions initiated by others. Simply sitting
and listening to the proceedings of the meetings tha form of participation for other three
female representatives. The women representatigesrglly approached the chairman or any
other member of the municipality in advance abbetgroblems of their locality, expecting that
they will speak on their behalf, rather than spegkn the meetings themselves. This inability to
directly raise an issue and also limited partiégrain deliberations reduced their influence over

the decision making process as through the meediidge municipal boards.

Further, majority of the councilors reported thiatcisions are taken on the basis of a
consensus. Some further enquiry revealed that ¢eesidns to be taken are pre-determined by
the chairman and a few influential councilors. Sdehisions are just endorsed formally through
the municipality meetings. In the event of any disp decisions are taken on the basis of
majority vote. Thus, it appears that there is leditscope for using one’s own judgment in
municipal decision making processes. Thus, undeptbvailing system, there is little scope of
numerical representation by various socio-econogn@ups in the municipal bodies getting
translated into an effectiveness representationchwteally undermines the very essence of the
system of decentralization.

4. Summing Up
In terms of findings emerging from our analysismatro data in urban West Bengal, we
point out a number of areas that require immedatention while planning strategies for

decentralized urban governance.
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Firstly, we observed that irregularity of monthlyetings and annual general meetings of
the ward committees weakened the prospect of havioige transparent and accountable local
decision-making process. It is possible that thancdors themselves desired to keep the
activities of the ward committees beyond the scopepublic scrutiny. Legally speaking,
municipalities could monitor the functioning of thard committees with the help of a standing
committee constituted by the Board of Councilorsthfe extreme, the Board of Councilors can
dissolve the non-functioning ward committees. Hoavethe irony is that the municipalities do
not appear to be much interested in utilizing thpsavisions and this is indicative of their
negligence towards the ward committees. Utilizing existing legal provisions and enforcing
them seriously would be necessary to prevent theatourrence of such important meetings.

Secondly, in course of our study, it has been fotlnad even where the annual general
meetings were held, low participation of peoplesuth meetings defeated the very purpose of
broadening the local decision-making process. Sashrate of participation is quite natural
when the urban people are constrained by the ladkfarmation as regards the details of the
annual general meetings. Hence, there is a neeglltess this information deficiency through,
for example, adequate house-to-house campaignsspéitial emphasis on reaching women and
those belonging to lower castes. It would also $&ful to engage local media to disseminate the
relevant information as has been done in some stagrs of India.

Thirdly, another important implication arising fromar study is that politically motivated
selection of the ward committee members diluted tloa-political character of the ward
committees as envisaged by thé"f@AA. The councilors, in their attempt to eliminaaay
possible opposition, selected members from thein pwiitical parties. In this situation, some
efforts to de-politicize the process of selectidnmard committee members are called for. In
fact, the Amendment to the WC Rules in 2003 propakat names of the members selected by
the councilor would have to be presented beforefitbe annual general meeting for people’'s
approval. The strict adherence to this rule mighhblpful to democratize the selection process
of the ward committee members. Existence of implntiiedia and involvement of the voluntary
organizations might also act as possible countghtgito reduce the degree of politicization.
These institutions might be used to expose theigallinature of the selection process, increase
the consciousness of the people as regards thditatosally envisaged character of such

committees, and provoke public opinion against sgtlticization.
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Fourthly, it is quite understandable that meanihpé&rticipation under decentralization is
crucially dependent on the capacity of the citizenparticipate. In course of our field study, we
observed rather passive participation of the aisze the annual general meetings of the ward
committees. It seemed to us that as the partiagatitizens were usually supporters of the
councilor, they were expected to comply with theisiens made by the councilor in such
meetings. Some people might also have felt inhdbite freely express their views as the
participation in a public forum was completely awnexperience for them. Hence, the
government should take steps to ensure greatemanel effective participation by the citizens,
as through launching a sustained campaign progoagererate the citizens’ interest / awareness
about the ward committees and their necessity.ndmegovernmental organizations could also
be mobilized to play an important role in this neba

Fifthly, the elected representatives (the couns)léhemselves play a crucial role in the
present decentralized set up. However, their ‘nigakrepresentation’ does not necessarily
produce desired results towards ‘effective repriegem’ as most of the members from socially
and economically disadvantaged sections are unaldgectly raise any issue and/or participate
in discussions in the meetings. In any case, theited participation in the deliberations
eventually reduces their influence over the denisaking processes. We need strong and
committed political and executive leaders who camgrehend the need for reforms and have
courage to initiate the reform process. The leddemiust be inspired and committed to carry

forward the reform initiatives.

In essence, following Rakodi’s classification (2R0the decentralized arrangements in
West Bengal upholds the attributes of represematemocracy where citizens’ interests are met
through rules and institutions, elected governmeaetgular election etc. But, the finer provisions
of participatory democracy, which put special enghan arrangements where citizens can
directly participate in decision making proces® aot being seriously explored and utilized.
This sort of arrangement, undoubtedly, has mucltemednnotation for accountability. It stands
out clearly that effective decentralization wouddjuire attention to both the supply and demand
sides of democratic governance. On the supply sioleropriate institutions, rules and incentives
mechanisms are needed to link the citizens withgtheernment and their office bearers. On the
demand side, capacity development of the citizensextremely crucial to exploit the

opportunities generated through supply side int&rgas. Conscious and combined efforts by
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the government and non-government organizationsgalith greater involvement of the
citizens have the potentiality to improve the myrat governance system.
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Abstract

Economic development is the increase in the standéidiving in a nation's population with
sustained growth from a simple, low-income econdéong modern, high-income economy Also,
if the local quality of life could be improved, ewmic development would be enhanced. Its
scope includes the process and policies by whichti@n improves the economic, political, and
social well-being of its people.

Our research work will reflect on the comparing eleping & developed countries on the

different issues under following parameters aofod:

* Education

» Contribution to GDP

* Socio-Cultural Aspect

* Tends to grow or downsize

* Impact on future economical structure of the countr

Key Words: Gross Domestic Product (GDP),Gross National Prod{@NP), Human
Development Index (HDI), the less developed coaat(LDC), Purchasing power parity (PPP)
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1. Economic Development Concepts

Traditionally economists have made little if anystdiction between economic growth and
economic development using the terms almost synongig. As a concept, economic
development can be seen as a complex multi-dimeals@ncept involving improvements in
human well-being, however defined Critics point that GDP is a narrow measure of economic
welfare that does not take account of important-eoonomic aspects eg more leisure time,
access to health & education, environment, freedorsocial justice. Economic growth is a
necessary but insufficient condition for economavelopment. Professor Dudley Seers argues
development is about outcomes i.e., developmenirsagith the reduction and elimination of

poverty, inequality unemployment, & illiteracy, Wih a growing economy.

1.1 Economics For Development

Economic development is the development of econamaialth of countries or regions for the

well-being of their inhabitants. This is the shaefinition of Economic Development. Economic

Growth & development are two different terms usedgéonomics. Generally speaking economic
development refers to the problems of underdevel@oeintries and economic growth to those
of developed countries. By Economic Growth we sympkan increase in per capita income or
increase in GNP. In recent literature, the terrmeauic growth refers to sustained increase in a
country's output of goods and services, or moreigedy product per capita. Output is generally

measured in terms of GNP.

The term economic development is far more compr&kienit implies progressive changes in
the socio-economic structure of a country. Viewethis way economic development Involves a
steady decline in agricultural shares in GNP andinaous increase in shares of industries, trade
banking construction and services. Further wheszmmomic growth merely refers to rise in
output; development implies change in technological institutional organization of production

as well as in distributive pattern of income.
Hence, compared to the objective of developmemmn@mnic growth is easy realize. By a larger

mobilization of resources and raising their produist, output level can be raised. The process

of development is far more extensive. Apart fromrise in output, it involves changes in
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composition of output, shift in the allocation ofoductive resources, and elimination or

reduction of poverty, inequalities and unemployment

In the words of Amartya SerDévelopment requires the removal of major sourdasméreedom
poverty as well as tyranny, poor economic oppottesias well as systematic social deprivation

neglect of public facilities as well as intolerammeover activity of repressive states."

Economic development is not possible without grovtht growth is possible without

development because growth is just increase in GNBes not have any other parameters to it.
Development can be conceived as Multi-Dimensiomat@ss or phenomena. If there is increase
in GNP more than the increase in per capita Inctine® we can say that Development is
possible. When given conditions of population inya® then we can say that this is also an

indicator of economic Development.

Professor Michael Todaro sees three objectives oédelopment:

“Producing more life sustaining necessities sucfoad shelter & health care and broadening
their distribution raising standards of living amadividual self esteem

Expanding economic and social choice and reducsag.f.

The UN has developed a widely accepted set of indgto measure development against a

mix of composite indicators:

UN's Human Development Index (HDI) measures a gglsniverage achievements in three
basic dimensions of human development: life expmgtaeducational attainment and adjusted
real income ($PPP per person). UN's Human Povadgd (HPI) measure deprivation using %
of people expected to die before age 40, % okilite adults, % of people without access to
health services and safe water and the % of undgmvehildren under five. Development
economics emerged as a branch of economics beeaosemists after World War Il become
concerned about the low standard of living in ssyneountries of Latin America, Africa, and
Asia. There are, however, important reservatiomsaking development economics as branch of
economics as opposed to the ultimate objectivéa@fstudy of economics. The first approaches

to development economics assumed that the econarhibg less developed countries (LDCs)
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were so different from the developed countries thas$ic economics could not explain the
behaviour of LDC economies. Such approaches praodgoene interesting and even elegant
economic models, but these models failed to exglanpatterns of no growth, slow growth, or
growth and retrogression found in the LDCs.Slowhe tfield swung back towards more

acceptance that opportunity cost, supply and demamd so on apply to the LDCs also. This
cleared the ground for better approaches. Traditieaonomics, however, still couldn't reconcile
the weak and failed growth patterns. What

was required to explain poor growth were macro iaatitutional factors beyond micro concepts
of the firm, individual preferences, and endowm®nisstitutional analysis has been able to
explain the poor growth patterns much better themntarket failure theories did. However, there
is no generally accepted institutional theory obremmic development that a large share of
development economists agrees upon. There is neh egreement on how important

institutional factors are.

1.2 Economic Development

Economic Development is a branch of economicsdbats with the study of macroeconomic
causes of long term economic growth, and microeeuesy the incentive issues of individual
households and firms, especially in developing toesm This may involve using mathematical
methods from dynamical systems like differential@&tpns and inter-temporal optimization, or
it may involve a mixture of quantitative and quative methods. Development is a phenomenon
which occurs over a long period of time but ecorogrowth is increase in GNP which can
occur when we are able to achieve increase in nuoflyesources or increase in technology or
by the combination of both. Freidman defines groagtan expansion of the system in one or
more dimensions without a change in its structace development as an innovative process
leading to the structural transformation of sosiadtems for the development for the society.
Thus Economic growth is related to a quantitativet@ned increase in the country’s per capita
output or income accompanied by expansion in euaforce, consumption capital and volume

of trade. On the other hand economic wants goamniives and institutions.
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2. Measurement Of Economic Development

2.1 Gross Domestic Product (GDP)

GDP includes all the various form of spending omdstically produced goods & services. To
understand how the economy is using its scaresiress, economist studied the composition of

GDP.GDP divided into four components.

Notation for GDP=Y
Y= C+I+G+NX
C= Consumption
I=Investment
G=Government Purchases
NX=Net Exports

2.2 Gross National Product (GNP)

GNP is the total income earned by nations permamesidents(called Nationals).lt is different
from GDP by including income that are citizens edrabroad & excluding income that

foreigners earned here.

2.3 Human Development Index (HDI)

Apart from measuring income with the help of pgrittaGNP we have one more method to
calculate Economic development, it is HDI. HDI does replace GNP but adds considerably to
an understanding of the real position of as sodretyiuch respect as would be clear from the

following discussion

« HDI measures education and health and is thus kdhiat&nsional rather than One

Dimensional
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» It focuses the attention of the policy makers anuhimate objective of development not
just the means

* Itis more meaningful as a rational average thafPGN

It shows that Human development gaps between ratina more manageable than the ever
widening disparities in income HDI is composite3basic indicators of human development—
longevity, knowledge and standard of living. Lonev¥s measured by life expectancy at birth;

knowledge by a combination of adult literacy andnbmned primary and secondary and tertiary

enroll. Ratios and standard of living is measungddal GDP per capita.

2.4 Purchasing power parity (PPP)

In their simplest form, PPPs are price relativebictv show the ratio of the prices in national
currencies of the same good or service in diffecenntries. Purchasing power parity (PPP) is an
economic technique used when attempting to deterthia relative values of two currencies. It
is useful because often the amount of goods armeyrean purchase within two nations varies
drastically; based on availability of goods, demé&rdhe goods, and a number of other, difficult
to determine factors. PPP solves this problem byngasome international measure and

determining the cost for that measure in eachefwo currencies, then comparing that amount.

Purchasing power parity is, of course, an impertestice for determining things such as GDP,
as the exchange rate will vary based on the basketused for the index. This effect is lessened
by looking at a large sample of commodities, rathan one or two, but this simply minimizes

the problem rather than eliminating it entirely.idtalso worth noting that PPP lumps items
together into broad classes, not taking into actthings such as quality — a hat is a hat is a
hat, and its value in the index remains static,netleough a shoddy hat's value on the

international market would be much lower than awelde hat's value.
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3. Define Developing & Developing Country

Developing countryis a term generally used to describe a nation witbw level of material
well-being. Since no single definition of the terohkeveloped countryis recognized
internationally, the levels of development may vamdely within so-called developing
countries. Some developing countries have highageestandards of living.

Top references faleveloping countries

* India
e China
e Brazil

+ Bangladesh
* Nigeria

* South Africa
» Philippines

* Indonesia

The termdeveloped countryis used to describe countries that have a highl lefvdevelopment

according to some criteria.

Top references faleveloped countries

* Japan

e Australia
» Canada

* Germany
* France

* Sweden
e ltaly
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e New Zealand

The designations "developed" and "developing" atended for statistical convenience and do
not necessarily express a judgment about the staghed by a particular country or area in the
development process

4. Statistic Facts For Developing Vs Developing Catries

Countries distribution based on Income distribution
Richest top 3 are:

Swaziland, Nicaragua & Brazil,

Poorest bottoms 3 are:

Sweden, Belarus & Slovakia

5. CoNTRIBUTION To GDP
List of top 3 & bottom 3 players by GDP(Listed by World Bank)

Top three Player GDP (millions of USD)
United States 14,119,000

Eurozone 12,455,979

Japan 5,068,996

Bottom three Player

Palau 191

Marshall Islands 153

Kiribati 130

India(Rank 11) 1,310,171
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List of top 3 & bottom 3 players by GNP

Top three Player GNP ( $ per person)
Luxembourg 37,499.20
Switzerland 36,987.60

Japan 35,474.10

Bottom three Player

Somalia 0

Iraq; 0

Libya: 0

India(Rank 128) 441.56

6. Socio-Cultural ASPECT FOR Developing VS DevelogeCOUNTRIES

6.1 BIRTH RATES

Developing countries have high birth rates because

Many parents will have a lot of children in the egfation that some will die because of
the high infant mortality rate

« Large families can help in looking after the farm

« The children will be able to look after their paieif they become old or sick; there may
not be a old age pension scheme

« There may be a shortage of family planning faeditand advice
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Birth Rate - Infant NMortality
Scattergraph
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This scatter graph shows that a country with a higfant mortality (many children dieing
young) will tend to have a higher birth rate.

Developed countries have low birth rates because

« Itis expensive to look after large families

« More women prefer to concentrate on their careers

« Increasing sexual equality has meant women have gwntrol over their own fertility
« There is a ready availability of contraception &maily planning advice

Birth Rate
Babies barn per 1000 people

D < 20 (low)

) e
b ol Dzo -40 (medium)

6.2 Death Rates

Developing countries have high death rates because,many cases, there are
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- Dirty, unreliable water supplies

« Poor housing conditions

« Poor access to medical services

- Endemic disease in some countries

« Diets that are short in calories and/or protein

Developed countries have low death rate because,nmany cases, there are

« Good housing conditions

- Safe water supplies

« More than enough food to eat

« Advanced medical services which are easy to access
Some developed countries have a high death rateegshave an ageing population with many
older people.

Death Rate
Deaths per 1000 people each year

) '@b_ < B (low)
T e |:|
l,fl/‘ I"_‘FHLL..-—J;“?- DB - 16 (mediun)

!i. s %’*ﬁ; .1b+ (high)

6.3 Natural Increase

Developing countries have high rates of naturatdase as their birth rates are high, and alth
their death rates are also high there is usualljgagap between the two figures. Malawi's nat
increase is 30 perewar for every 1,000 people. This is calculated fitbe birth rate of 51 minus tl
death rate of 21 (51 - 21 = 30).

Developed countries have both a low death ratd@mdirth rate, with only a small gap between
two. Norway's natural increase is 3 per year fargw,000 (14 - 10 = 3).

Countries that have a high rate of natural increaBdave a short population doubling time.
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Population Doubling Time
Years for the current population to double

. < 30 vears
R HSU 200 years
- . = 200 years

LI Will not double

6.4 Infant Mortality

The infant mortality rates are higher in developawyintries. The reasons for these highézsare
that developing countries often have

- A shortage of medical services

« A greater number of children born to mothers

« Poor nutrition of mothers and babies

+ Less knowledge of health matters

- Dirty water supplies

The chances of surviving to your fifth birthday ded on where you are born in the world

Infant Mortality

B 24 of children dying before
their S5th birthdans

Africa

Europe

Morth America |
South America
Asia

O ceania

o 1 2 3 4 5 &6 7T g 9 10 11 12 13 14
Parcaentage
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6.5. Per capita Income

Ethiopa
Uganda
Mozambique
Ghana
Bangladesh
Nigeria
Pakistan
India

China

Brazil

Mexico
Canada
United Kingdom
United States
Switzerland

Country

0 10,000 20,000 30,000 40,000 50,000 60,000
Annual Income per capita (U.S. $)

Source: Data from World Bank, World Development Indicators, 2007 (Washington, D.C.: World Bank, 2007), tab. 1.1.

7. Education Sector Analysis

The following change factors described have fuelledlcurrent interest in the quality of higher

educational institutions in developed as well agetigping countries:

* The rapid expansion of student numbers in the &dgublic expenditure worries;

» The general mission for better public and privsgevices of education;

* Increasing competition within the educational fket’ for resources and students;

» Tension between efficiency and quality

They have been one of the motivators for implentemaof new way of educational delivery

also in developing & developed countries.

Socio-cultural barriers to student enrolment incadion in developing countries include poverty,
direct cost of schooling, gender socialization,elewf parental education and cultural and
traditional practices, such as early marriage,auaty fostering, puberty rites Students enrolled
in school are more likely to be withdrawn from sochto help in household chores and family

business. Gender biased educated of the peopesrdeveloped countries.

Achieving equal access to education for boys anid ¢aces several challenges in developing

countries including:
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- Implementing strategies for gender equality in edion that take into account the need
for changes in attitudes, values and cultural prest

- Expanding and strengthening incentive and schadlarsthemes for girls improving the
guality and relevance of basic education.

+ Increasing the transition rate for girls to sersecondary schools.

« Sensitizing parents and communities about the itapoe of girl's education.

The provision of incentives to encourage femalekements has greatly enhanced and reduced
the gender disparities existing. Donor assistangst also focus on funding initiatives aimed at
improving access to and delivery of Technical / &tamal Institutions that seek to improve the

relevance of education to employment opportunities.

Example from developing country: India
Indian GDP —Trend Of Growth Rate

1960-1980 3.5%
1980-1990 5.4%
1990-2000 4.4%
2000-2009 6.4%

The contributions of various sectors in the IndianGDP for 2007-2008 are as follows:
Agriculture: - 17%
Industry: - 29%
Service Sector:- 54%
Indian education sector has gained significannétia from policymakers, investors, and media
in the few last year. The year 2010 will continaébe an important year with increasing demand
for education and corresponding new ways of meedlinge demands. The top five trends expect
are:

* Internationalization would become more glamorous:
Internationalization as a strategy for buildingutgtion will gain more prominence. This may

range from establishingternational collaborationfor student/faculty exchange programs to

joint research projects and offshore campuses.

» Policy landscape will become tougher, wider spectm of institutional quality:
Quality of Indian higher education system has laggehind the growth in quantity. Given the
unfortunate state of regulatory mechanism in Inth&re are several changes expected in the
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direction of transparency and stricter norms. Saviastitutions need to shape up to fulfil the
norms.

* Growth of multicampus model, not-for-profit will not be welcomed:
Competition and opportunity would compel instita$sowith resources to gain scale, move
beyond their traditional markets and innovate tthécational offerings

* Technology adoption will increase:
With the growth in scale of the institutions andltidampus models, there will be increasing

need for streamlining and controlling proces3exhnology solutions the form of campus

management software packages will gain ground. Evense management tools will become
prominent among faculty for efficiently organizitigeir classes.

» Demand of professional talent in education sectoriincrease:
Indian education sector is growing at a fast pagethe professionals including faculty and
administrators are lagging behind both in quanbty quality. This will pose even more

threateningscarcity about the availability of faculty

Example from developed country: Australia
Economic contribution
2007-08 $M

Expenditure 6,435.9
Labour 4,597.3

GOS 482.8
Value-added 5,080.1

The contributions of various sectors in the Austrabn GDP for 2007-2008 are as follows:

Agriculture: 4.1%
industry: 26%
services:70% (2009 est.)

Note: This entry gives the percentage contributibagriculture, industry, andservicego total
GDP. The distribution will total less than 100 pertif the data are incomplete.

In 2005, the higher education sector compriseddhawing:

« 37 public universities;
« 2 private universities;
« 1 approved branch of an overseas university;
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« 4 self-accrediting higher education providers; and

« Around 130 non self-accrediting higher educaticovpters.

In 2005, there were 957,176 students attendingralist higher education providers.

Compare the trends of developing & developed cas&ducation sector. Developing countries
have some drawbacks like gender biasness, qualityr&ber of educational institutes, funding,
global facilities etc. From the facts & figurestb& contribution to the GDP, we can say the

following:

» Developing countries are in growing stage
* New market for the developed countries to set-efr tmiversity
» Developed countries are in saturation in their @ouantries

* Scopes of growth are more in developing countries

8. Trend of Growth

Economic growth is the increase of per capita gdossestic produdfGDP) or other measure of

aggregate income. It is often measured as theofatdhange in real GDP. Economic growth
refers only to the quantity of goods and servicesdpced. An industrial economy gets its
resource from other countries. There is no need@doy about farms because they get their
produce from other countries just like their natuesources. Economic growth can be either
positive or negative. Negative growth can be reféto by saying that the economy is shrinking.
Negative growth is associated with economic reoasand economic depression. In order to
compare per capita income among countries, theststatmay be quoted in a single currency,

based on either prevailing exchange rabespurchasing power parityTo compensate for

changes in the value of money (inflationdeflation) the GDP or GNP is usually given igd!'
or inflation adjusted, terms rather than the acimahey figure compiled in a given year, which

is called the nominal or current figure.
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GDP Accumulated growth

From the above graph we can see the growth rattewtloping countries with higher % in
compare of developed countries. Most promising igneg country is china with highest % of
growth.

Developing countries are growing with faster pabant the developed countries. Growth
parameter need to be innovative for the developmehtcies to match with the developing
countries as many parameter of economical grovdlathready saturated in developed country.

9. Conclusion

More than 150 countries in Asia, Africa, the Middast, and Latin America are classified as
developing nations and others are developed. Theyaadiverse group in terms of culture,
religion, geography, economic progress and actwitiand types of government. There is no
agreed upon way for geographers to designate “dpedl’ as opposed to "developing"
countries. But most agree that a developing coustaycountry with a relatively low standard of
living, undeveloped industries, and low Human Depetent Index. There are other factors
need to be taken care by developing countries toerging as a developed country in the future
like: control on overpopulation, infrastructural ewelopment, political stability, access and
quality of health care etc.

Even the growth rates of Developing countries agh then also lots of effort required to be
developed. Developed country need to be innovdtvexpand their economical growth. They

can target the developing nation as a market. Uica&tbn sector, developing country need to be
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improve on quality & need to be open-up for forepayers. Developed countries are must look
positive to enter the developing counties and agilthe opportunity to grow. Developing
countries need to overcome from the social barrlds: illiteracy, gender biasness etc.
Economical structure will be more dynamic in théufe for both the developing & developed

countries.
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Abstract

Informal economy involving unrecorded, unregisterdra legal activities employs majority of
the workforce in the developing world. Such exegal existence of informal manufacturing and
service sectors is facilitated through extortiorelggnts of political forces in power. Such
extortion activities themselves constitute an infat segment. We develop a general equilibrium
model to explore the possible consequences of egehia the fee of extortion, change in the
guality of administration, tariff reform etc. Ecane reform of various kinds has interesting
effects on the size of the extortion sector. Vasioeformatory policies may actually lead to an

expansion of the extortion component of the infdrsestor.

Key words: International Trade, Extortion, Genedtgulilibrium.
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1. Introduction

Informal sector is an important ingredient of tlen@mporary world economy particularly in the
developing regions as this segment occupies a @aohe chunk of the unskilled labor force. The
informal sector covers primarily the non-agricuiuemployment of unskilled labor. It accounts for
50-80% employment in South Asia, 30-50% in SoutlktEesia, 40-50% in Africa, 55% in Latin
America and Caribbean, 24% in Southern Europe, ttDWestern Europe, 18% in Canada and 8%
in USA. However, the main derogatory feature obinfal sector is its extralegality or illegality by
law since it does not conform to government redgutat These units do not abide by labor
regulations of the government, and do not pay taxefact a large part of it would have vanished if
they had to confront government regulations. Thecjpg of legal protection makes the informal
sector an easy pray for extortion and corruptiarhds been reported in Ethiopia that the urban
informal sector of this rural country is comprisgfdalmost one million people and is vastly distdrte
with extortion. While Morocco experiences an annlesls of $ 3.6 billion because of lack of
transparency related extortion/corruption/bribeafard, 2009). In order to reduce extortion in the
informal segment countries like Ghana, Senegal yHasicetera have already attempted to facilitate
and promote registration and license to informadsuiThis has resulted in a significant reduction i
the degree of extortion (Fjeldstad, 2001). Existlitgrature on informal sector conventionally
defines informal activity as something which takésce underground, covers smuggling, mafia etc.
(Konrad and Skaperdas, 1998). Informal sector badeen considered as a segment which provides
livelihood to a sizeable amount of mass withoutndoany dangerously harmful illegal activity as
such. There are also a few papers (Johnson, Kaufnaawd Zoido-Lobaton, 1998; Johnson,
Kaufmann and Shleifer, 1997; Gerxhani, 2004; Loay&A96; Shneider and Enste, 2000) where it
has been shown how the existence of bureaucratitatocorruption and higher tax rates in the
formal counterpart induces firm to operate in tiferimal sector. The interface of contract theorg an
informal economy is analyzed in Quintin (2008).his been shown there that the size of the
informal sector has an inverse relation with amaase in contract enforcement in the formal sector.
It is noteworthy to mention here is that by usingpanpetitive frameworlkmaral and Quintin (2006)

has shown whyhe most talented managers operate with more plysapital and self-select
into the formal sector than managers in the inféramats. This analysis emphasizes that most
skilled labor work in the formal sector as longths enforcement gap between formal and
Economic Reform, Extortion and Informal Sector informal sectors is ample. In another interesting paper
Dijkstra (2006) shows how under different circumstances @an@ny may end up with good (no

informal sector), bad (no formal sector) and migeoth formal and informal sectors) equilibria. But
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none of these papers recognize the existence niptmn in the informal sector itself. Nonetheless,
Friedman, Johnson, Kaufman and Zoido-Lobaton (R880e found the existence of corruption and
production both as separate activities within thérmal sector. Their paper is a partial
equilibrium one where the existence of corruptiothie informal sector is slightly touched upon.
In this model we intend to bring in both these paots of informal fragments in a simple general

equilibrium framework.

To suit our purpose we shall define the informailtseas the one which does not have to pay the
minimum wage. Several papers have used this imgon of the informal sector such as Agenor
and Montiel (1997), Carruth and Oswald (1981), M4#8003), Kar and Marjit (2001), Beladi and
Chao (1993), Beladi and Yabuuchi (2001), Chaudl(2003) etc. The survival of the informal
segment requires negotiation with administratiorthés part of the economy is illegal by structure.
Sometimes this negotiation is done by politicalyppgorted intermediaries, the  “extortionists”.
These extortionists take care of legal troubles attér hurdles for the informal producers. They
keep the police at bay by paying bribes which mm tare extracted from the informal entrepreneurs,
labor, capitalists etc. There is a substantiatditere on extortion and mafia related activitieshsas
Skaperdas (1992, 2001), Konard and Skaperdas (E#©8pur work is substantially different from
that literature.

First, we consider extortion as a facilitating aevfor organizing production in the informal sector

is not pure extortion involving all segments of gexiety. Second, more significantly, we consider
mobility of labor between extortion sector and mfi@al production sector as well. Thus extortionists
also have the option to work in the informal sect®uch mobility is then embedded in a general
equilibrium structure where capital mobility alslays an important role. The story of the papesrun
as follows. Let us assume that there are three ggoad of which two are produced in the formal
sector and the rest is produced in the so-calliedriral sector.

All goods are different and only formal goods araded. Informal good is non-traded. One
commodity in the formal set up uses skilled workeispecific factor and the other uses unskilled
Economic Reform, Extortion and Informal Sector labor as the same, with capital moving between them
Here formal workers are organized but not the mfarworkers which mean that the formal sector
has to pay minimum wage, but not the informal sedtdormal unskilled workers have to face a
competitive market. Therefore, unskilled wage ia tbrmal and informal segments are not identical.
Whoever does not find a job in the formal sectdt get one in the informal sector and wage there

can have a free fall. No one can afford to remaenuployed because they have to survive. Formal
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workers are likely to get higher administered walggn their informal counterpart because of the

existence of trade unions.

In this context we need to mention that our workretated to the research area dealing with
economics of corruption. Marcoullier and Young (3P8as developed a two sector model on graft
and corruption demonstrating tacit political suppimr informal sector. But they do not model
extortion in a general equilibrium framework. Sianlyy Marjit, Ghosh and Biswas (2007) brings in
informal sector and corrupt bureaucrats but theyndbconstitute labor mobility between various
informal segments and does not consider a gengudl®ium framework. The model we develop is
in the tradition of more recent work in trade theon extensions of the basic Heckscher-Ohlin-
Samuelson (HOS) set up drawing from an early wdricmen and Corden (1970) and from later
contributions of Jones and Marjit (1992, 2008), jMand Beladi (1999), Beladi and Marjit (1992)
etc.

It should be noted at the very outset that the régtusts in our model will be intermediaries
lubricating the activities of the informal sectondahave the option of engaging in informal
production activities as well. Given this set uprieas reformatory policies may have
counterintuitive outcomes with unintended expansibthe informal segment. The basic results that
we derive in this paper are as follows: higher fee extortion causes a squeeze in informal
productive activity but informal extortion sectoust expand; better quality of administration might
bring about more informal production in the econdimyugh corruptive activity shrinks; and under
reasonable condition a tariff reduction may amptife informal output whereas under the same
condition informal workers would be worse off in n&y terms but not in real terms. Interestingly a
reform policy is more likely to increase the eximmtactivity in the economy.

Section 2 discusses the basic model and the equitibSection 3 deals with the impact of a

change in the degree of extortion, change in theitming or auditing probability and tariff cut
Economic Reform, Extortion and Informal Sector on outputs, informal wage, informal good’s pricgeda
the size of extortion sector. The last section kates the paper. The relevant mathematical
derivations are provided in the Appendix.

2. The Basic Model and Solutions
There are three good§ YandZ produced in the neo-classical framework using faators such as

skilled labor(S), unskilled labor (L) and two types of capital (K alyd Capital is perfectly mobile
across X and Y but T is specific to Z. S is spedifi X and gets Ws as wage. L is mobile between Y
and Z. Laborers are unionized in Y. They W't as their wage. K gets identical return r across X

and Y while T gets R in Z. Who are not fortunatewyh to work in Y, have to go out of the formal
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segment. Because of their livelihood they neednid dut alternative workplace. This is provided by
the production of Z. However, Z can not be produbgdthese two factors only. It requires the
service of another factor that actually negotidietsveen producers and administrators since Z is not
permitted to be produced legally. But if Z is nepeoduced some labor must remain unemployed
and they will not survive. Therefore Z is a neeegdor a perfectly competitive full employment
framework. Nonetheless, producers of Z need to tpmih some institutional and political menace
as it is an extra-legal, if not illegal, activityo combat such menace producers obtain service of
intermediaries who actually watch out for thesditasonal perils. Intermediaries are unproductive
in that no additional output is produced by therheif marginal productivities in terms of the
volume of goods are zero though they get posittarn for their work. However, without such an
arrangement production of Z could not have takewelWe call this sector Z as an informal sector.
Intermediation is done only by labor. People endame intermediation activities get pecuniary
benefit without producing goods. LetnlLbe the people and N be the sector representing
intermediation/ extortion. Important to note thag return to extortionists, Mmust be greater than
competitive informal wage, W. The difference betwd& and sum of the returns to productive
factors in Z goes to extortionists as a paymentritgrmediation activities. N people also need to
take care of the police personnel who are supptasgd for evicting these informal production units
as these are illegal from government’s perspectigethe probability of being caught in act is glan
under this condition intermediators need to payaation of WA as bribe. After paying out for the
police the return to Lmust be equal to W since labor is mobile betweeand N. Here it is worth
mentioning that k people always receive Was return it does not matter whether administratem
identify the informal units or not. Thus here bothpart ofEconomic Reform, Extortion and Informal
Sector administration and N people are involved in corrpgctices. N people pay bribe to police
not only for the informal production units but al&w their own existence. If there are no informal
activities the return to N people goes down to z&ral on the other hand whether Z survives or not

that crucially depends on how many people are irewin extortion activities or how much is paid

for these extortionists. Say is the fraction of output that is lost due to thesétical/ institutional

complications related intermediations. Preciselaginga represents the fee of extortion. Here it is
advisable not to confuse between “fee” and “wa@eé: means the fraction or the value of per unit of
output that is lost due to extortion whereas eidnist's wage is the return to a single extortiohis

his service. Thus we can coin this sort of interi@gohs as directly unproductive profit-seeking
activities (Bhagwati, 1982). This is the conceptcofruption and/or related extortion that we are

going to use in our model.
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We have a small open economy with competitive ntarke production as well as for extortions
related intermediation or corruption. Competitivaraption market implies that the lost output
due to intermediation is fully exhausted in paymg extortionists out of which a part (may be
fixed or variable) goes to police. Moreover, we éndle standard neo-classical assumptions of
constant returns to scale and diminishing returrfaiiors. The following set of equations
describes the model and the interpretations of sygntre usual and well used in trade models
(Jones, 1965, 1971). Let the prices of X and Y bemalized to unity. Y is the importable
commodity and subject to a tariff t.

The competitive price conditions are given by:

Wiasy +ragy =1 (1)

Wa,; + Rap; = P,(1-a) 3)

Note that D[O,l]; a lowa will mean lower fee of extortion and conversely t&that, the

production function for Z is represented by
Z=2Z(T,Ly) 4)

The expected wage for intermediators satisfiesath@ving equation

1—qQ)Wy +q(1 — D)Wy =W (5)

Or. A —-bgWy =W
Note that, this equality is established becaudabar mobility between informal production

and extortion segments. This has to hold truddfliHS (RHS) of equation-5 becomes greater
Economic Reform, Extortion and Informal Sector than RHS (LHS) everyone would try to be involved in
extortion (production) related activities and wbugsult in non-feasibility of both the informal
segments. The reason is the complementarity betesdertionists and productive workers in the
informal sector. And equation-5 further makes infal workers, essentially, indifferent between

extortion and production. Therefore,
W

Wy = T Where0 <bh<1and0<qg <1 (6)
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Equation (6) always ensures that W, > W except the extreme case where ¢ = 0. Note that
wW>w,>W.

The value of output lost in Z must be identical to the payment made for extortionists. Thus,

#-Prid = Wyly (7)
Pluggmg (6) into (7) one gets,

{r.PZ_LzLT,LZ} o (1_1/; - (®)
Full employment of all the factors guarantee the following equations,

asx.- X =S 9)
agx-X +agy.Y =K (10)
arg.Z =T (11)
ay.Y+a,z.Z=L—Ly (12)

Let us further assume that the demand for Z follows standard Cobb-Douglas preference
where [§ fraction of consumers’ income 1s spent on the informal good. Therefore demand supply
equilibrium in the informal sector implies,

BX+(A+D)Y}=(1—p)Pp2Z (13)

This completes the structure of the model. Now let us solve for the unknown variables. Note
that t,a,W,K,T,LandS are exogenously given and we mneed to solve for
Ws,W,r,R,Pz,X,Y,Z and Ly to solve for from equation (1) - (3) and (8) — (13). We have nine
equations and nine unknown variables. Thus the system 1s solvable. Given the tariff rate, t we
solve for r from (2) as W is exogenously determined by workers’ union. Equation (1) would
determine Ws for already determined r. Thus agy, axy a.y and aygy are determined through CRS
assumption. Hence (9) give us the value of X and given this value of X we can solve for Y from

(10) as endowment of S and K are constants. However. W,R,P,, Z and Ly are still to be
determined.

Substituting from (9) equation (12) can be rewritten as

Ly+Ly=L—2L (K —%2s) (14)

Ay Agy
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Given the commodity prices we already know the values of a;y, ayy, agy, asy and L, K and
S are given. Thus RHS of (14) is constant for these given values. This implies a negative
relationship between L, and L for equation (14) to be satisfied.

Again equation (8) can also be represented as follows,

azZ(Tlz) W 1 :
==, 15
Ly Pz (1-bgq) ( )

W ; : . ; .
Here 5 1 the real wage of informal workers; bg and @ are given. Following an increase in
Z

L, the RHS of (15) would fall as the marginal productivity of Lz falls. And simultaneously the
numerator of the LHS must go up as the supply of variable factor increases. Thus to bring back
the equality i (15) Ly has to increase. Therefore. Ly and L, are positively related following
equation (15).

Hence we can represent equation (14) and (15) in Ly and L, plane to determine the

equilibrium values of Ly and Ly in our set up. Let us portray it in figure-1.

1z 4
D Equation (15)
L, E
C B Equation (14)
0 Ly : Lx

Figure —1
Deternunation of equilibrium Ly and L.
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Now given the equilibrium values of L), and L) we can easily calculate the value of Z from
(15) as all the remaining variables are given. In fact, the equilibrium value of Ly can also be
calculated for any given value of Lz .

Once Z is determined, Pz is easily solved for from the Cobb-Douglas preference function
symbolized m (13). From equation (13) it 1s apparent that given the values of X and Y, the
demand for Z that comes from the formal sector remains constant. Hence 1if Pz goes up Z has to
fall m the RHS of (13). signifying the standard negative relationship for demand. On the other
hand an mcrease in Pz must be followed by a rise in the return to informal workers and specific
factor. The return to specific factor would increase more compared to mformal labor (for a
detailed mathematical derivation see Appendix A). Therefore, producer will try to economize on
usage of dearer factor. a,, falls implying a rise in Z. This explains the positive supply side
relationship between Pz and Z. This 1s precisely how, from the intersection of demand and
supply. the equilibrium Pz is determined in this model. Therefore, given the equilibrium value of
Pz, W is determined from (8). And eventually using Pz and W we can calculate the value of R.
Thus the entire svstem is solved. However, it 1s worth mentioning that once W 1s deternuned we

can easily get the wage rate for extortionist, Wy from equation (6).

3. Comparative Static Results

3.1 Anincrease in the fee of extortion

Let us assume that owing to some reasons the fee of extortion goes up in the nformal sector.
It 1s easily understandable that keeping all other things remaining same an increase in « 1s in fact
tantamount to a fall in Pz.Given Pz differentiating equation (3) we get,

Wo,+R6O,, =(—)a.a (16)

(where 6s bear the usual meaning)
Note that. X and Y would remain unchanged as W= We=r+=1t=0.

The elasticity of substitution (represented by o ) for Z gives,
2 - (-)Uz.ebz(w _é) (17\)
The full employment condition of unskilled labor provides (assuming no change in L and Y)

7= (=)[y 2w (18)

Apz

Substituting L, from (8) and setting no change in Pz and (1-bq)
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Z=(-) %"(&Jrf—u?) (19)
Comparing (17) and (19)
1 Py — AN 1 s 3
(W N R) T Apz+An 0z.0Lz (Ct’ W) @)

Multiplying both sides of (20) by 684, and adding it with (16) vields,

. A Brz _ s[4 8rz
W(l“i“gz.st)—af e a} 21)
Here, A= — 2N 1 and O < a < 1.
Apz+ALn
W — & (ﬁ.grz—ﬂ', Jz.ngJ (22)

(A Brz+ 0z.60L7)

Hence W is ambiguous.
W >0
A BTZ > o, JZ-BLZ

or, =0tz (23)

Ta.oz Oz’

It is apparent from equation (16) that R has to be negative when W > 0 . Therefore under

condition (23) (?f’ —R) > 0 and the output of Z must fall following equation (17).

Manipulating (20) and using (16) one can easily derive the value of R.

" . A . a8 brz-a oz8.2)
R=(")a.a¢— —.a+—.a —= LLs 24
Gy ay (M Opy+ 02.002) )

We have already mentioned that R must be negative. This can only happen if the following

condition holds good. And 1t has to hold true from (16).

A (ABpy-a 62.07) ~
A (8.6 zY.z) (25)

a
|a + - . N
gz (A Bpz+ 0z.017)

Tz

>

However, if the reverse of condition (23) is satisfied there would be a reduction mn the informal

wage due to an increase in the degree of extortion. Thus.

W <0
ifA O, < a. 0,0,
A Bz

< ZiL (26)

‘a. oy Byz
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Interestingly, under condition (26) R becomes unambiguously negative. At the same time a
closer investigation of (22) reveals that |W| < |@|. This implies m| > ‘W‘ Note that both are
negative. This argument ensures ( W — ﬁ) > 0 . This makes Z < 0. Therefore, it does not matter

what happens to W and R, Z must contract. Contraction of Z is made possible through a

reduction m Lz and a simultaneous increase in Ly. This can be shown diagrammatically as

follows.

| B4

£ D Equation (15)

N\

| e
L, e

C B Equation (14)
—
o n Iy In
Figure — 2

Determination of equilibrium Ly and Lz due to an increase in @

However, we need to know the effect on Pz to get the upshot on real wage. We already know
that output of Z contracts consequent upon an increase in the degree of extortion. From the LHS
of (13) 1t remains unchanged as there 1s no expansion or contraction in X and/or Y. But in the
RHS we have negative effect through a fall in Z. Hence Pz must rise at equilibrium. Nevertheless
it 1s not less interesting to see what happens to the real wage. As T is fixed and Lz has gone
down, marginal productivity of labor should increase in Z. Consequently the real wage should
also increase. This 1s possible iff W rises since Pz has already increased. Hence we can rule out

the leeway of a negative W (and precisely the condition (26)). The only possibility 1s an increase
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in W along with a fall R and Z in tandem. Therefore Wy goes up. This indicates an expansion of
extortion sector which 1s denoted by Wy. Ly (=a. P;. Z).

Thus the following proposition would summarize the outcome.
Proposition I: An increase in the fee of extortion would be immediately followed by a decrease
in the size of the informal production sector and an expansion of the size of the extortion sector.
However, size of the informal sector as a whole does not change.
Corollary L1: If the fee of extortion increases, both the informal workers and extortionist get

Orz

: : - : . A
relatively high return. The exact condition for this to happen is o . However, the return
-0z

TZ

to T falls, unambiguously
3.2 An increase in monitoring
An improvement in the quality of administration in a kleptocratic set up is straightway
reflected by an increase in monitoring /auditing probability of identifying the people who defy
laws. Here the law breakers are informal units. Therefore a better administration would be
followed by an increase in bq.
Differentiating the price equation of Z,

WBLZ+§8TZ :O (2?)

Just like the previous section output of X and Y would not change as W = W

From the full employment condition of labor and using (8)

Z=() (1 =b) +Z ~W) @)
W
Comparing (17) and (28) we have,
W= A(1=bg) (29)

T (A Opg+ 07.0.7)
Therefore, W is unambiguously negative as (1 — bg) < 0. If that is the case R > 0. This is
obvious from equation (27). This judgment guarantees (5"17 - R’) < 0 which in turn make sure
that Z > 0 (from (17)). Basically this takes place through relocating adjustments of Lz and Ly.
Here Lz increases and Ly falls.

Nonetheless, the clear-cut expression for R 1s

R= (—)(1‘1“13c;)%{1 ! (30)

(A Brz+ az817)
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We have already argued that R > 0. This 1mplies an automatic and obvious satisfaction

A

e ] Thie effect on Pz 1s straight and simple. It must decrease as
(4, f)']‘z -+ (722(?1‘23 -

of the mequality,

supply goes up without changing the demand implving an ambiguity in the real wage of informal
productive workers. However, an increase in Lz, given T ensures the fall in real wage of
mformal laborers. But what happens to the money or real wage of extortionists that 1s not vet
clear. From equation-(6) we get.

Wy =W — (1 —bq) (31)

J—

In the RHS, W has already fallen and (1 — bgq) 1s also negative. Thus Wy would decrease if W
falls at a rate faster than (1-bq). Accordingly. extortionists are relatively less worse-off than
mformal workers, if they lose at all. Symbolically,

Wy s 0iff || = |(1 = bg)] (32)
Therefore, the eventual consequence on the size of extortion sector 1s also ambiguous.

Thus we propose that,
Proposition II: Stringent administration or an increase in monitoring probability would end up

with an expansion of so-called illegal informal productive counterpart of the economy. On the
other hand the extortion sector contracts though informality of the economy remains same
sizewise

Corollary IL1: Even if the informal production activities increase, the informal workers lose

unambiguously consequent upon the qualitative improvement of administration.

3.3 Effect of tariff reform

To start with assume that the government has initiated the liberalization strategy and

accordingly opted for a tariff cut in the importable sector. Setting W = 0, we derive

f=f——<0 : (as £ < 0) (33)
Oky
We=-2% 1 $50 :(asf<0) (34)
sx gy

And setting @ = P, = 0 equation (16) would be modified as follows

WO,,+R60,=0 (35)
Applying the elasticity of substitution in X and Y sector we obtain,
. ) O . o -
X=()o. 2 L >0:ast<0. (36)
Bsx Oky
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{7 9 A. t ~ A
Y =0y 22—t <0:ast<0. (37)
Osx Axy Oky

These results are quite obvious as both X and Y share same mobile capital, K. As Y shrinks
some unskilled labor would be released. They would immediately rush to the informal fragment.
Therefore, informal activity must expand. Note that informal activity consists of both production
and extortion activities. This implies an mncrease in (Ly+Lz). Thus whether output of Z would
spread out that depends on as to where these relinquished labors get employed: m production
(Lz) or in extortion related intermediation (Zy) or in both. Thus the interesting question is what
happens to Ly and Lz separately.

From equation (14) the RHS must increase as labor employed in Y dwindles and
simultaneously the LHS has to go up. This is portrayed i figure-3. It is evident from the diagram
that Lz will increase coupled with an increase in Ly as well. Hence output of Z should rise as T

remains fixed at an exogenously given level.

Lz A

D Equation (15)

ANE
C B Equation (14)

—
»

0 Ly Ly Lx
, T
Figure — 3
Determination of equilibrium L, and L, due to a fall in t

Nevertheless there are some other real possibilities regarding Ly and L. Keep Lz fixed by
assumption. This will ensure an increase in Ly. In figure-3 CD has to shift right along with an
upward shift of AB. Thus the point is, as a consequence of such assumption how much likely

that Zz will remain unchanged. Lz would remam unchanged if “in equilibrum”™ Z remains
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unaltered as 7 is exogenously fixed. From the Cobb-Douglas preference it is apparent that (a) as
Y falls demand for Z should fall: (b) as .\ increases demand for Z should rise and (¢) demand for
Z also rises because of an increase i Ly (note that to start with Lz i1s kept frozen). “In
equilibrium” if (a) is offset by the (b) and (c). informal production does not change and hence an
unchanged Zz. This insures an unconditional expansion of Ly or extortion activity as informal
labor has already risen. This would be obvious from equation (44) with an equality sign.
L

LN must rise. On the other hand if positive
Z

However, if (a) 1s strong enough Zz must fall and
demand effect is sufficiently strong both Zy and L7 are likely to expand. This 1s the situation that
have been shown i figure-3. Therefore it is more likely that Ly or extortion activity may
increase due to a tariff cut.

Now let us go back to the analysis where we have focused on a simultaneous increase in 7z
and Ly. Manipulating the unskilled labor constraint and plugging (37) into it and setting L = 0

one obtains

. 2 5
? =13 {LN.ﬂ +oy.r} (38)
Arz
] G A t §
Whis 8, =25 g, X% KX - f
Y7 Az X 05y Aky " Oky

It has already been discussed that both Ly and Z would be positive due to a tariff slash.’

Therefore to make Z > 0 the following condition needs to be satisfied,

2 y
[LN.;—N +5y.r] <0
L7

16y 8] > | L. 22 (39)
ALz
Comparing (38) and (17)
- . ;
G—Z‘QLZ(W == R) = [JLN.ﬂ + 5}/. t}
ALz
or, (W—R) = {L’L.’“—” + .:syf} (40)
Az o787

Multiplying both sides of (40) by 64, and adding it with (35) yields,

(i g g §) O

W= {LN'ALZ + 6.2} e (41)
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Hence mformal wage. W. would fall after liberalization if and only if Z expands, 1.e. when
A ; o :
[Lx L e + Oy.t }< 0. And subsequently the wage to extortionists will also decrease. The

absolute number of extortionist, Ly, must increase. However. what happens to the size of the
extortion sector (=W, Ly) that 1s unclear as though Ly rises unambiguously the effect on Wy 1s
not unconditional.

Economic argument behind this outcome 1s very easy to follow. Due to liberalization as the
output of Y shrinks the supply of unskilled labor increases in the informal sector. This 1s likely to
depress W as the supply of complementary factor, T 1s fixed. The fixity of T causes a decrease
the marginal productivity of labor in informal sector. However. Z must go up.

Still, what happens to the informal price consequent upon a tariff cut that is not very
undemanding as liberalization conventionally raises the formal income?. This increased income
mduces higher demand for informal good whose supply has already been raised. In what follows
the eventual impact on Pz relies on the relative strength of these two effects.

Differentiating and manipulating equation (13) we get,

0 s f - .
= (=)Syoy 2 L p g g, Hexdex L (1+r)r+{ ;2 +éyt}+tt (42)
Osx Ogy Osx Agy Oy ALz
Where, Sy = ‘G—X and Sy = -ﬁ—y
(1=B).PzZ (1=-B)Pz.2
Equation (42) confirms that P, < 0 iff {S} Axx ~(1+ t)} > 1. (43)

Therefore if the share of expenditure on Z coming from Y is not sufficiently less the above
mequality is likely to hold true. And hence informal price would fall due to a tariff cut.

In fact Pz may even fall under the following condition,

Syox g2 (14 6) +{Iy 2 + 8} + £ [>Syox g o (44)

Osx Ay Oky Osx Oky

Plugging (41) into (42) we have,

P, = (— )ngxz“ t+SY XZK“” A+i+W ZQLZ+tt (45)

Agy Oy
Thus if Z expands and equation (43) 1s satistied Pz is likely to fall more than that of W
entailing an increase in real wage. If the reverse of (44) i1s true Pz will increase. But that 1s
unlikely since the skilled sector 1s not expected to spend a sufficiently large share on the informal

good (high Sy relative to Sx).
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Therefore the following proposition 1s immediate.
Proposition III: Extortion activity is more likelv to expand under trade reform. Liberalization
may not necessarily increase informal production. Under some reasonable condition informal
production will get the boost.
Proof: For detailed mathematical calculations refer to appendix B.
Corollary IIL1: The informal workers would be worse off in monev wage under the same
condition for which informal output increases. But the real wage mayv well go up.
4. Capital Mobility between Formal and Informal Sector

In the basic model we have not allowed the capital to move from formal to informal sector.
Allowing capital mobility sumplifies the structure and solution of the model a bit. Under this
situation the formal sector represents the standard specific factor model whereas the sectors Y
and Z (using unskilled labor force) together resembles the HO structure. Therefore the output
effects and the change in factors’ return crucially depend on the factor intensity comparison

between Y and Z.

Let us furst look at the effects of a change in the fee of extortion. Assume an increase in «.
Following this the return to capital. r will remain unchanged while the return to informal workers
will unambiguously decrease. And at the same time skilled workers would also remain
unaffected. In the output front Y will increase if the importable commodity happens to be
capital-mtensive relative to Z. The number of extortionists will rise just like the result of the
basic model. Therefore, Z must contract. The results that we get in this variant of the model are
almost same with the basic model except the effect on mformal workers and extortionists.
Contrary to the basic results W and Wy fall due to an increase in the fee of extortion iff capital
mobility 1s allowed for. Also note that importable production goes up here which was constant in
the basic model.

Secondly, when monitoring probability enhances all factors’ return but Wy remain unaltered.
Wy goes up. Ly must fall and hence Lz and Z would increase. This increase in Z would squeeze
Y because of Heckscher-Ohlin structure. Interestingly the real wage of informal workers and

extortionists go up as Pz falls through Cobb-Douglas demand for Z.
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Lastly, initiation of trade liberalization policy raises the informal wage and extortionits’
return. The explanation is as same as the basic model. Through Rybezynski type effect Y shrinks

and Z expands simultaneously on the one hand. And on the other hand number of extortionists
goes down. This again leads to a second round expansion of Z. Therefore Y gets squeezed from

both X and Z as capital goes to X and labor moves to Z. Note that here X expands as Ws
increases. Unlike the basic model. here informal productive sector, Z expands and number of
extortionist, Ly fall unambiguously. The effects on monetary and real wage of informal workers
and extortionists are unambiguous. These returns go up. However, the effect on money wage of
unskilled labor was exactly opposite in the basic model.
5. Concluding Remarks

In this paper our endeavor is to propose an apt extension of HOS framework where both
formal and informal sectors work in tandem. Formal goods are produced in the fair segment of
the economy while informal sector is affected by extortion. But informal good is never
unwarranted. Under these circumstances an increase i the fee of extortion definitely contracts
the informal productive segment while the size of the extortion sector must expand. On the other
hand if the administrative people ask for larger pie of the unsolicited cake, the informal activity
increases. Nevertheless the effect of liberalization is ambiguous. It is more likely that the
extortion counterpart of the mnformal economy would expand. However. informal workers would
be better off in terms of real wage under liberalization if informal sector inflates. If we allow
capital to move between formal and informal sectors some of the basic results get changed and

we in fact may get exactly opposite result.
Footnote
1. One can easily follow the steps for L as in previous sections. This is provided in Appendix C. We retained

Ly in order to avoid nagging cumbersome calculations since the intuition behind Ly is crystal clear.

1

One special case under this situation could be the unchanged income from X and Y. It is very much

possible as X goes up and Y falls.
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APPENDIX A
Given all other variables except Pz, differentiating equation (3) and using the standard
notations for general equilibrium trade model we get,
Weé,+R0,, =P,(1-a) (A1)

Note that, nothing would happen to X and Y as W= We=+r=t=0.

Mathematically, using the elasticity of substitution for Z one gets,

2 - (“)Gz.gl‘z(w - f\}) (AE}
Again from the full emplovment condition of unskilled labor and assuming no change m L and Y
5 AL -
Z=(-)Ly ,{Y—V (A.3)
. LZ
Substituting Ly from (8)
2=(-) :A(P,} +7Z -W) (A4)
‘\LZ
Comparing (A.2) and (A.4)
(W-R)= 22— (P, - W) (A5)

Apz+liy 070,z
Multiplving both sides of (A.5) by 6;, and adding it with (A.1) yields,

7 A brz\ _ 5> _ A b1z /
W(l—;—dz‘fhz) o PZ {(1 G’) +<72.9L2} (A%(})
Here, A= — 2LV and 0 < a < 1.
Arz+Aun

Hence W is unambiguously positive if P, > 0.
Manipulating (A.6)

W =P, {1- %oz | (A7)

07.074+0.877
The RHS 1s definitely positive. Because,

{}i‘, . 1,3.\ {Gz.ng + AG}Z - a'UZ'HLZ} _ IST. {Uz.ng(i - (1’) + Agjz}
Tl GZ‘QLZ + A. 97‘2 e GZ‘QLZ + A. HTZ

As 0 < a < 1. W > 0 due to an increase in Pz.
A positive W also implies (0,.0,, + A.04,) > a.0,.0,,.
Equation (A.7) asserts that.
(W= F;) = ()F; (=522 (A8)

07017 +0. 07y

Therefore, for P, >0, (W —P,) <0 Or, W < P, (A9)
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Equation (A.9) coupled with the argument of (A.1) ensures a positive R and R > W. This is
evident from (A.5) as W < P, . Therefore, ( W — ﬁ) < 0 which indicates a positive Z due to an
increase in Pz through equation (A.2).

APPENDIX B

Using a circumflex over a variable to represent proportional change.

From (1), (2) and (3) we have,

Websx + 70xx = 0 (B.1)
WOy +70ky = t.t (B.2)
W6,,+R6,=(1—-a)P,—a.é (B.3)
From full employment conditions one can arrive at,

X =8—dag (B.4)
' B - ¢ (B.5)
Z=T—ds (B.6)
N TR d (e A el (B.7)

Again from equation (13) one gets,
BXX+B.Y{Y+t(Y+8)}={(1-p)P.Z}Z + Py) (B.8)

On the other hand, equation (7) can also be delineated in the following form with

proportional changes.

G+P+72—Ly=W—(1—-bq) (B.9)
From (B.6) we get

Z=(=)a,.0,,(W-R) (B.10)
Where g, = Grz — 4Lz representing the elasticity of substitution m Z and 6 1s the distributive

W-R
share of factor(s).

Again from (B.7) we have,

5 — 1 - 1

Z=(-)Ly %— Y.}ii (B.11)
LE LZ

Comparing (B.10) and (B.11)

(W—R)=ily 2 1 .gp Jw 2 (B.12)

Arz 07017 Arz 0701z
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Then manipulating (B.12) and using (B.3) one can easily deduce the value of W, W,. On the
other hand using the equation of change from (B.8) and then comparing it with (B.10) or (B.11)
we can have the equilibrium value of Pz.

From equation (B‘S} and (B.11)

O Ox A
P, = (F)Sxox g t+S} KEXZKX T () 4 )E— 7 4 tf
Osx 2xy Oky

or, B, = (- )Sxox 5 ”"“ t—i—Sy oy Sxxlax L (1+t)t+(l§v SN 4 m)+tf

Osx Axy Oy ALz ALz
0 Ocx A - -
r, Py = (2)Sx0x XSt + Sy PRAEE 1+ 0O+ Ly 32 + 6yt ) + e (B.13)
Osx Aky Oxy ALz
BX BY . ALy Okx Axx t A
e, ———— and et AR By = Oy | —
Where, Sy = Ry -and Sy = RErYY: and 9, s Oy Bsx Axy Ony t

APPENDIX C

Following a reduction in t. from price equations

f=t-<0 (C.1)
Oy

W,=-2x L t59 (C2)

. Osx "Oky )

And setting @ = P, = 0 in the price equation of Z we get,
We,+R60;,,=0 (C.3)
Using the elasticity of substitution for Z one gets,

2 - (_)Uz.eLz(W _ﬁ) (C‘-i)
Applying the elasticity of substitution in X and Y sector we obtain.

f= (o2 L ¢ >0.ast<0. (C5)
Osx  Oky

=O’X.M,ﬂ.;.f <0:ast<0. (C.6)

Osx Agy Oxky

-

From the full employment condition of L and plugging Ly (= 7 - W) from (8) and ¥ from the
previous equation
*%){(ﬁ”W— 0.0, (W = R) + Ay 0. 258 255 L 3] .7
z-YLz LY 0X g Ty Onw
Comparing (C.4) and (C .7) and manipulating a blt

(W-R)= : {flu Ay .0x.— i hex L — AN } (C.8)

ALz +ALn Osx " Axy Gm
Judiciously using (C.3) and (C.8) vields

2077

Az dyyox Kx2kx t ;2017
_ e X Bsx Ty Oy Ay (C.9)
1470717 N
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ALn
Azt

It is evident from (C.9) that W < 0 as f < 0. Therefore R must be positive from equation

where, A=

(C.3). Hence (W - R) < 0. This inequality guarantees a positive Z. This is the same thing that

we got in the main text. Furthermore, this also ensures Ly = (2 = W) > 0.

References

Agenor, R. and P. Montiel (1997) - Development Macroeconomics, 2nd edition, NJ: Princeton
University Press.

Amaral, P. S. and E. Quintin (2006) — A competitive model of the informal sector, Journal of
Monetary Economics, 53, pp1541-1553.

Carruth, A. and A. Oswald (1981) - The Determination of Union and Non-Union wage- rates,
European Economiic Review, 16 (2), pp 285-302

Beladi, H. and C. Chao (1993) — Non-traded goods, urban unemployment and welfare in LDCs.
European Journal of Political Economy, 9(2). pp 281-292.

Beladi, H. and S. Marjit, (1992). Foreign Capital and Protectionism, Canadian Journal of
Economics, Canadian Economics Association. 25(1). pp 233-38.

Beladi, H. and S. Yabuuchi (2001) — Traiff induced capital inflow and welfare in the presence of
unemployment and informal sector. Japan and the World Econoniy. 13(1), pp 51-60.

Bhagwati. J. (1982) - Directly Unproductive Profit Seeking (DUP) Activities. Journal of
Political Economy, 90(5), pp 988-1002.

Chaudhuri, S. (2003). How and how far to liberalize a developing economy with informal sector
and factor market distortions, Journal of International Trade & Economic Development,
12(4), pp 403-428.

Dijkstra, B. R. (2006) — Good and bad equilibria with informal sector, University of Nottingham,
School of Economics, Discussion paper 06/01.

Drakard. M. (2009) — Corruption and Bribery as a way of life in Africa. The Cutting Age. 26™
October, 2009.

Fjeldstad, O (2001) - Donors turn blind eye to extortion in tax collection in Africa. Development

Todav, Vol. XI, No. 8.
Friedman, E. Johnson, S., Kaufinann, D. and Zoido-Lobaton, P. (2000) - Dodging the grabbing

hand: the determinants of unofficial activity in 69 countries, Journal of Public Economiics,
vol. 76(3). pp 459-493,
Gerxhani, K. (2004) — The mformal sector in developed and less developed countries : A
literature survey, Public Choice, 120, pp 267-300.
Gruen, F. and M. Corden (1970) — A rtariff that worsens terms of trade. In I. A. McDougall and
R. H. Snapes (Eds) Studies in International Economics, Amsterdam: North-Holland.

-123 -



Johnson, S.. D. Kaufman & A. Shleifer (1997) — The unofficial economy in transition, Brookings
Papers on Economic Activity, vol. 28(2), pp 159-240.

Johnson, S., Kaufinann, D. and Zoido-Lobaton, P. (1998) - Regulatory Discretion and the
Unofficial Economy. American Econoniic Review, vol. 88(2). pp 387-92.

Jones, R-W. (1965) — The Structure of Simple General Equilibrium Models. Journal of Political
Economy, 73, pp-557-572.

Jones, R'W. (1971) — 4 three-factor model in theorv, trade and history. In Bhagwati, I et al (Eds)
Trade, Balance of Payments and Growth, North- Holland. Amsterdam, pp. 3-21.

Jones, R'W. and S. Marjit (1992) — International trade and endogenouis production structure. In
Neuefeind, W et al (Eds) Economic Theory and International Trade: Essays in honour of
J. Trout Rader, Sringer Verlag.

Jones, R.W. and S. Marjit (2008) — Competitive trade models and real world features. Economic
Theory, doi: 10.1007/s00199-0394-0.

Kar, S. and S. Marjit (2001) — Informal sector in general equilibrium: welfare effects of trade
policy reforms, International Review of Economics and Finance, 10(3), pp 289-300.

Konard. K. A. and S. Skaperdas (1998) — Extortion, Economica, 65(260) pp 461-477.

Loayza, N. V. (1996) - The economics of the informal sector: a simple model and some
empirical evidence from Latin America, Carnegie-Rochester Conference Series on
Public Policy, vol. 45(1), pp 129-162,

Marcoullier D and L. Young (1995) - The black hole of graft : predatory state and the informal
economy, 4merican Econoniic Review .85 (3), pp630-646

Marjit, S. (2003) — Economic reform and informal wage: A general equilibrium analysis. Journal
of Development Economics, 72(1). pp 371-378.

Marjit. S. & H. Beladi (1999) - Complementarity between Import Competition and Import
Promotion. Journal of Economic Theory, 86(2). pp 280-285.

Marjit. S.. S. Ghosh, & A. Biswas, (2007) - Informality, corruption and trade reform, European
Journal of Political Econoniv, 23(3), pp 777-789.

Quintin, E. (2008) — Contract enforcement and the size of the informal economy. Economic
Theorv, 37(3), pp 395-416.

Schneider, ¥ & D. H. Enste, (2000) — Shadow Economies: Size, Causes and
Consequences, Journal of Economic Literature. vol. 38(1), pp 77-114.

Skaperdas, S. (1992) — Cooperation, conflict and power m the absence of property rights,
American Economic Review, 82(4). pp 720-739.

Skaperdas, S. and S. Constantinos (1997) — The distribution of income in the presence of
appropriative activities, Economica, 64(253), pp 101-117.

-124 -



School Educational Statistics in India:
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The status of school education statistics has @hfigm that of inadequate availability of data
to that of, as one observer has succinctly puthi, jungle of statistics. The data on school
education particularly relating to elementary ediorahas witnessed enormous growth and
increasing diversification of sources during thset laouple of decades. The moot question is
whether the reliability, validity of school eduaati statistics is improved and the time lag is
reduced. Can we now say with confidence how maiilgrem are enrolled, how many dropout,
how many are out-of-school, how many children attsohool regularly, etc. Has the time lag
identified as a perennial problem inflicting Indigtatistics on education reduced with increasing
use of modern technologies? This short paper Bragbscribes the changing status and attempts
to flag the emerging issues that require greateaide

Changing Status of School Educational Statistics

The data on education can be collected from scrayalsgovernment bodies on the one hand and
households on the other. Though the data on somabies like enrolment, dropout and to some
extent fees paid are collected from both sourcdsablarge part of data is supplementary in
nature. The overlap with respect to enrolment atierovariables do not mean duplication. It
helps in validating the official data and in idéyiig the areas of concern in reliability and
validity of data. Much of the data from schools agolvernment bodies on education are
collected and collated by Ministry of Human Reseu@evelopment (MHRD) and its affiliate
autonomous institutions such as National Council Emfucational Research and Training
(NCERT), National University Educational Planninghda Administration (NUEPA) and
Ministries of Education in State Governments. Tlaadon education from households are
generally collected by National Sample Survey Oizgtion (NSSO). Census and NFHS also
provides data on school education from househ&dsently a few other organizations have also
beginning to collect data on education from houkiho
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Data from Schools and Government Bodies

Numerical Data

MHRD

School educational statistics are collected anthtsal primarily by MHRD and disseminated in
its various publications. These publications inel&lucation in India (El), Vol. | and IlThe
first volume gives numerical data like schools,akment, repeaters, teachers, trained teachers by
type of institutions and levels of education. Tleemsd volume gives financial data that are
discussed in subsequent section. The two volumgs were further divided into two parts: first
two setsVol. I(S) and lI(S)gives data for school education and the secondadletd VVol. 1(C)

and Vol. lI(C)gives data on college and higher education. ThéRMtlso publisheg&ducation

in India Vol. 11l giving public examination results aMbl. 1V giving details about enrolment of
SC and ST children. Though these documents indéesl wery detailed information but
inordinate time lag in publishing makes them lessful. Further the latest publications are
bereft of many details with several cells left eyngitving only aggregate figures. The time lag in
the publication oEducation in India, Vol. Ill and IMs much large and hardly any one notices
the publication of this document. Even fewer usertresearch and planning purposes. Besides
these, the MHRD also publishEgamination Results at High and Higher Secondamels{the
latest one is published in 2003 but data refers9@0/2000). The MHRD publishes few others
like Education in States/UTs, A Handbook of Educatiod AHlied Statisticshat are largely
reproduction of data from the previous sources meatl. Another publicationSelected
Information on School Educatiagives data on structure of education, working daysnber of

holidays, etc.

Selected Educational Statistics (SES)another important and widely used publicatidn o
MHRD. It gives data on institutions, enrolment bgss, stage, institutions, SC/ST, and gender,
teachers, by training, female teachers, Gross merdl ratio, etc. Information on additional
variables like institutions by management, ruralaa; etc was added in a couple years. The data
provided in this publication are provisional in @& But huge time lag in publishing other
documents makes it the only official source of diat is widely used by researchers, policy
makers and administrative personnel, etc. evenevtite data are used as if it is final even

- 126 -



though it is provisional and for many states itsimply repetition or an increase over the

previous year figures.

NCERT

Other sources of data from school include All In&iducational Survey (AIES) and District
Information System in Education (DISE). The AIES@nducted periodically by NCERT. The
periodicity between various surveys has changed.réference date for the collection of data is
3d" September from”Ssurvey onwards. The data are collected using bmmg$ one for schools
and the other for village. The purpose of the sygvis provide detailed information base on
schooling facilities in the country at the time obnceiving five year plans. But non-
synchronization of plan period and non-availabistyvey results at the planning stage made it
nearly impossible to use survey data in the fortutaof five year plans. The AIES are
conducted with the cooperation of state departmefiteducation. The NCERT generally
appoints field officers for the duration of survegrmally from the officers of state education
department. From sixth survey onwards the NCERTaboltated with NIC to computerize,
aggregate and transmit data to higher levels. Tihis expected that reduces time lags and
retains unit level data for further analysis. Thevey provides detailed information not only on
schools, enrolment by age, sex, caste, religion, k@it also access to schooling by distance,
infra-structural facilities in schools, incentiveasanagement of school, teacher’s qualifications,
etc. Though these are called surveys but theyssengally census of schools. The survey does
not collect data on financial aspects and on higrgrcation. The survey also suffers from
inordinate delay in publishing the data even atteitaboration with NIC. For example, the
publications containing thethYSurvey data conducted in 2002-03 have just stdriekling in.
One noteworthy feature of"&urvey is that the data on select variables abmeitand state are

made available on internet.

Though a large amount of data are collected inesigbut not optimally utilized. Part of the

reason lies the manual processing of data, inaieidelays in publishing of data, limited access
to unit level data even after collaboration withQ\letc. Further given the fact that the survey
also canvasses village form, it is possible to @rarthe schooling in relation with several other
characteristics of villages available from otheurses of data like census, etc. It may be

advisable to use village code in common with censbg helps in merging data from different
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sources. It is understood that the preparatior8fosurvey is on and use of online entry of data

are planned to be experimented.
DISE, NUEPA

The DISE of NUEPA is the latest to collect primafgta on school education. The externally
funded, resource intensive and target orientedvietgions in elementary education since 1990
and the need to monitor the progress has led tation of DISE. The DISE was started as a
monitoring tool as part of District Primary EducatiProgramme (DPEP) initially to collect data
on primary education from DPEP districts. It watelaextended to cover elementary education
in the whole of country. The DISE data are colldaenually school as unit. DISE collects data
on several variables including those that are pe@do be monitored as part of DPEP and SSA.
A standard Data Capture Format (DCF) with builtiechanism to add a couple of variables by
states at their discretion and need is used tHeatalata. The responsibility to collect data and
accuracy of data rests with state governments. NUEPA only collates unit level data and
produces national and state level aggregate datgxeTis no permanent mechanism at state level
to take responsibility to canvass the DCF and trainseliable data with the least time lag. The
State Project Offices have Educational Managemefdrrhation System (EMIS) units that
coordinates entire work. The data flow would stattool submitting filled DCF to CRC/BRCs
who are expected to check for errors and on satisfathey will be submitted to Mandal/Block
level offices. The Mandal/Block level officers aegpected satisfy themselves with accuracy of
data received and then return them to the Dig¥i& in charges. In most states, data entry takes
place at district level and data in soft form shmdl submitted to state level officers. The state
office collates data from all districts then innusubmits to NUEPA through MHRD/Ed. CIL.
The DISE collects data on a large number variablesiment by sex, age, caste, religion, etc,
facilities in schools, teachers, training, inceasito students and teachers, development grants,
etc. It has developed software called DISE to mariag data. Though time lag in the collection
and dissemination was reduced but the quality ¢d daestioned. The DISE introduced Post-
Enumeration Survey (PES) of 5% sample schoolsdertsn validity of data. Unfortunately the
quality of several PES reports is deplorably lowcuksory glance at the PES reports (2005-06)
reveals that the enrolment figures, epicentera@ifroversies about data on school education are

given faithfully with notable exceptions. But sugangly largest discrepancies reported with
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respect to the data on infrastructure, and otheabig like management. The DISE as a mode of
collection of data: data are collated and publishgda professional body besides providing
technical and software support; data are suppliedstate governments; end use of data is
essentially aimed at designing and monitoring @nfiterventions as part of DPEP and SSA
(though several researchers are being liberallyigen access to unit level data and many are
using it) presents an interesting case study innmkeéhodology of official data collection and
collation.

From the above it is clear that there is no deaftdata on elementary education. The MHRD
and NCERT are providing data on a variety of aspeift school education like schools,
enrolment, infrastructural facilities, incentivésachers, etc. However, quality of data continues
to be a grey area. Further despite increasing tiseroputers the time lag could not be reduced
much. The DISE, temporary arrangement made teatotlata to monitor progress under DPEP
and SSA has grown into a full-fledged data coltattand collation system. As DISE collects
data on annual basis, there was some duplicatitmtive efforts of MHRD. A couple of states
have abandoned their regular system of data cmteand are relying on DISE only. There was
a talk to replace the existing mainstream offisigdtem of data collection with the DISE. The
data provided by MHRD and NCERT supplements eabkrofA few variables like number of
schools, enrolment, teachers figure in more thaa swurce of data. This provides the scope to
compare the data of different sources to examieeré¢fiability, validity of data. Indeed large
variations particularly with reference to the numbad/proportion of children enrolled have
been reported between various sources. The enrbligeres reported by MHRD are found to
be much higher than the figures given by other gsigiving substance to perceptions like
inflating of enrolment in government schools foraaiety of reasons that includes compulsion to
show progress. In order to ward off this criticifme government hired independent consultancy
firms to estimate the number of out-of-school arfd A few NGOs have also joined the
bandwagon or collecting data on out-of-school ¢kitddalong learning levels. The inordinate
time lag in publishing data from nearly all souradsgovt made it less useful for planning,
monitoring and even for research. Therefore iteisegally felt that the mechanism for collection
of school education statistics needs to be revieeceduce time lag, to increase the reliability,
validity of data. Another important limitation ofxisting data is that it is not provided by

management. But given the fact that the data allected school as unit and use of latest
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technologies enables one to transmit unit leveh dgiwards and makes aggregation in different
permutations and combinations easier it shoulddssiple to aggregate data by management. At
this stage it may be pertinent the remind ourseivesder to fulfill the commitment to achieve
universalisation of elementary education sevetarientions backed by large public allocations
have been designed. From this it follows that thplémentation of interventions and progress
made has to be monitored. The database on elemesrdacation naturally received greatest
attention from researchers, critiques, policy maketc. As a result we are endowed with large
information on the problems with respect to datebas elementary education. The problems
relating to database on secondary education rechainexplored. What kind data are available?
What data are necessary to plan universal seconedngation? What are the strengths,
weaknesses and gaps of existing database on segoediacation? It is difficult to give a
satisfactory answer to these questions though sgeneral problems of database on school
education may also apply to secondary educatioweds This is one important area that

requires the attention of scholars, critiques amlctp makers.

Financial Statistics

The expenditure on education can be divided intolipiand private expenditure. The data on
expenditure provided by MHRD refers to public exgiesre only. Though, fees and other
charges paid by students and philanthropic cortidha to public institutions of education also
figure in some of the publications. It is not clegnether the fees and other charges paid and
philanthropic contributions made to private unaidedognized institutions is partially or
completely included in the aggregate financial d#t&HRD. The data on private expenditure
on adults can be gleaned from other sources li® Gestimates of final consumption
expenditure and NSSO estimates of household exjpeadi

Data on Public Expenditure
The Analysis of Budgeted Expenditure on Educat”BEE) and Education in India, Vol. I
published by MHRD are most important sources o& @et public expenditure on education. The

later is renamed dsducation in India, Vol. lI(Safter separating the publications by school and

college (higher education) levels. The publicattéfeducation in India, Vol. 1I(S) is being either
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inordinately delayed or nearly suspended for theeme period. The latest year for which
Education in India, Vol. ll(S)available is 1995-96. One can also compile datapohblic
expenditure on education from budget documentsatés and centre though it is cumbersome.
In fact theAnalysis of Budgeted Expendituszscompiled from budget documents of centre and
states. The MHRD has brought out a publicationedaBudgetary Resources for Education
1950-51 to 1992-98ulling data from various publications of MHRD tlgves time series data
on budgetary allocations to education by levelsedfication under education department
between 1950s up to 1992-93.

The Education in Indiais being published since independence and prowddés on important
variables on long term. Of course it has underganeral changes and one need to careful in
trying to construct time series data from this mailon. This publication provides data on
expenditure on education by states, by nature pémditure (recurring and non-recurring), by
levels (very elaborated), by functional classificatof expenditure, etc. The data on income is
similarly provided by states, by levels, by natofeincome (recurring and non-recurring), by
sources, etc. It provides data on fees and aldarghropic contributions to education by levels.
However data for the latest years is in highly agagte form particularly with respect to
functional classification of expenditure and sosrad income making it irrelevant to the
emerging debates such as levels of cost recovenyrilsution of philanthropy, etc in education.
The aggregate data in this publicatiarpriori should include the data on private recognised
schools. However it is not clear the extent of cage and quality of data relating to expenditure
and income from private recognised schools. Howelwgr to its methodology i.e. manual
collection of data, aggregation of data at varistagies i.e. mandals/blocks, districts, states and
then at national level not only the final publicetiis inordinately delayed but also several errors
intentionally or unintentionally crept in. The ddtam this publication are not comparable with
the data given in ABEE. But the income from pulsictirces and expenditure data of ABEE are
technically comparable. The inordinate time lagtigening of many details in latest publication
that otherwise used to be available makes it lesfult However, given the unit for the
collection of data i.e. school and current statarobf computer technology it is possible to §) t
reduce the time lag and (ii) reduce the errors @y creep in at various stages of aggregation
(i) transfer of unit wise data upwards that malkiesasier to give access to researchers. This

shall help improve the quality and usage of data
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The ABEE provides data on public expenditure oncatan by levels of education, by centre
and state, plan and non-plan, by revenue and tapitaunts, etc. The central expenditure is also
given by education and by different departmentgiothan education. The expenditure incurred
by states is given by education and other depatsrimit the composition of other departments
is not available. The total expenditure is given dnucation and training (of course what
constitutes training is not very clear). The acexenditure and revised and budget expenditure
of subsequent years are given in each year’'s mildic of ABEE. This publication is being
published regularly since 1990. The time lag indkailability of actual expenditure is about 4-5
years. Of course the availability of data on rediaad budget expenditures for subsequent years
moderates it. Several useful indicators can beutatked using the data form this publication like
the proportion of revenue and capital expenditptan and non-plan expenditure, centre and
state shares, proportion of total budget allocatedducation. The data from this is useful in

calculating the public expenditure on educatiopraportion GNP.

Though, ABEE provides quite useful data in greaaileut also suffers from some deficiencies.
Some of these include the following.

¢ The budget expenditure incurred by departmentsr dii@ education which constitutes
about 20 per cent of total budget expenditure arcation is not given by levels. This
makes the estimation of actual expenditure on wdiffelevels of education imprecise.
The SES for the years 2002-03 to 2004-05 appottienother department expenditure
according to the proportions of different levelseaucation within education department
expenditure. Without denying the plausibility ofsthit is important to realize that there is
no a priori ground to apportion other departmemeexiiture to various levels in the same
proportion obtained for the education departmeipieaditure. This is important because
much of the expenditure of other departments likeistry of Agriculture, Health, etc. is
on specialized higher and professional educatim@addition the contribution of different
departments is available only for central governnuapartments. The state departments
other than education also contribute to half ofeottlepartment’s expenditure but their
composition is not available. As a result any cragiémation may likely to give distorted
picture of intra-sectoral allocation. This is omapbprtant area that needs immediate
attention from MHRD.

¢ Another important limitation of ABEE is intra-funohal allocation of resources. The
desegregation of data in ABEE does not follow aattyonal pattern but given according
to administrative classification. The classificatiadopted by ABEE include assistance
government schools, local body schools, non-goveninschools, text books, teacher
training, scholarships, non-formal education ankers. In this classification the first
three refers to administrative classification oh@als and the later refers functional
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allocation of expenditure that cut across all thtgees of schools mentioned above.
Therefore it is difficult to gauge the functiondlogation of resources from ABEE.

Besides, as the expenditure on incentives suclclagasships, etc. is borne by state
social welfare departments. Thus the intra-funeti@llocation derived from ABEE may

not be accurate.

¢ The ABEE also does not give the central expendibyrstates. This makes it difficult to
assess the central assistance extended to statewhather the central assistance is
reducing or increasing the regional inequalitieewdver as mentioned below another

publication of MHRD appears to be addressing tim&ation but its publication is rather
irregular.

The MHRD also publishes another publication cakethual Statistics of Education Sectdtr.
was published for a couple of years since 19974@8nbt continued thereafter. It appears that
the publication of this document is revived recgntlThis publication provides very limited
additional information that is not available in ABEOne aspect on which there are no data in
ABEE but are available in Annual Statistics of Eafien Sector is the allocation of central

expenditure under various central and centrallynspoed schemes by states.

Another important publication that gives detailatbrmation on plan expenditure Agalysis of
Annual Plan: Education Sectdarought out by Education Division, Planning Consiog. This

is a compilation of data within the planning comsieg. This publication provides data on plan
outlays, actual expenditures under various headstdigs, by levels of education. It also gives
the progress in achieving physical targets in teah&nrolment, etc during the plan period.
However, the publication of this document was @ranhd not being brought out for the last
couple of years.

One important limitation of data on public expendi that cuts across all publications is non-
availability of data on income and expenditure safgdy for schools under different
management and private expenditure under diffecatégories of schools. Though ABEE
provides allocation of resources by managementcomfined to public expenditure on
government, local body and private aided schools.ddta are available on fees and other
charges levied by schools of different manageméné fee and other user charges levied by
private schools not only generate operating exgeaseven profits but also act as exclusionary
device. In fact the data on private schools istichito number of schools and to enrolment

(essentially from AIESs conducted in intervals) aath on no other aspect are available. This is
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an important gap in the existing data base on diducaarticularly in the context of changing

contours of debate on public financing of education

From above it can concluded that though there ®x$&lveral publications (most of them
published by MHRD) providing data on public expéadd on education but suffers from time
lag, incompleteness of information, duplicity, neweading deferment of publication of some
documents, etc. Theducation in India, Vol. [I[(Sjvould have become an important source but
time lag and also incomplete information and hig¥el of aggregation in the latest publication
(latest data are available for the year 1996-974kes it less useful. Other publications like
Annual Financial Statistics of Education Sedarely include any additional information that is
not available in standard publications. Perhapsngortant step forward to address some of
these limitations is to revive tHeducation in India, Vol. [I(Syith computerization of data at
block/district level. This publication can be supplented with ABEE. All other publications can
be merged into either of them. Necessary care dhosiltaken to ensure the data from private

recognised school are includedEducation in India, Vol. II(S).

Data on Private Expenditure

As every one knows any planning of education dootoddil, if it does not take into account the
motives, considerations people who are end usersdatational facilities. The desirability,
ability and willingness people to pay for educatame entering into the debates on education in a

variety of ways. Data on private expenditure caly obtained from household surveys.
Data from households
NSSO

As mentioned earlier several agencies began teatdllata as part their general socio-economic
surveys. The NSSO also took very active interestdacation since 1990 and collected data
specifically on education. The 052" 55" 61 and 64' round surveys provide educational
data. The available data ranges from current adiecel status, current attendance by age, years
of schooling, attendance by working and not workiagendance management of institute,

literacy level, dropouts, never enrolled, reasoms dropout and never enrolled and private
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expenditure on education by management of institutby objects, by income groups, by levels
etc. Since NSSO collects data on socio-economi&gdsaand of households, it is possible to

generate a variety of cross tabulations to identig/grey areas in the participation in education.
Published reports contain a few such cross-talmmsatiike current attendance rates, private
expenditure, by Monthly Per Captia Expenditure (NBP@roups, by caste, by quintiles, etc.

The NSSO data can also be used to validate offdash on enrolment rates, etc. The NSSO
provides data on such variables as private expamedituser charged paid to school by
management that no other source could provide. N8&@ can also be used to examine the
debates on cost recovery and household contributiceducation. Some of the limitations of

NSSO data include many a time detailed cross tébotaare not available in desired forms and
also not available by states.

NFHS

The Demographic and Health Surveys are being chmwig across the world with several
common variables. In India it is called Nationahtly and Health Survey. It provides data on
several aspects of education like participatiomryef schooling completed, level of schooling
competed, year of discontinuation of studies, reador discontinuation, etc. The NFHS also
collects data on several household and individusiables like assets, health status, and
educational background of adult household memibartsdan be usefully analysed to understand
the nature participation on education. NFHS data @lso be used to triangulate participation
rates. Till now three surveys were conducted. Tthecational level of individual household
member, current and previous attendance statuspnedor not continuing/never enrolling, are
some of the variables of interest to school edanain conjecture with other data in the survey
it is possible to undertake interesting researatceSsimilar surveys are being carried in several
countries across the world, it is possible to utadker multi-country studies on school education
using this data. In fact some interesting resehashemerged from the NFHS data.

NCAER

The increasing importance given to the conceptuofidn development and elementary education

as an important component of it has prompted seweganizations to collect data on elementary
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education as part of human development surveys.slineys being carried out by National
Council of Applied Economic Research (NCEAR) dessrto be mentioned. NCEAR has
conducted a couple of surveys since early 1990socmedmore survey is going on. The data
generated from these surveys appears to have baga available to a few select researchers to

undertake further research.

PRATHAM

PRATHAM an NGO has started collecting data on degahool children and achievement
levels of children by administering tests distuigse. A sample of 20 villages (increased to 30 in
the one completed recently) and 20 households émnmlds were selected with out master list)
from each village were selected for the purposesothéction of data. The personnel of MHRD
are heavily involved in the first round of surv&n the basis this the proportion of out-of-school
children and learning levels of children in eacstriit were estimated. The entry of NGOs into
data collection raises several questions. Can tidgct data free from errors? What role the

NGOs and the data collected by NGOs would plapéwider debate on education.

Research Consultancy Firms

The government is increasingly resorting to cortimgcout the job data collection to research
consultancy firms. Some these include the studguwrof-school carried by SRI-IMRB. On the
basis of this study the government has announcadttie number of out-of-school children
drastically reduced. A few more on dropouts, tea@r student absenteeism have also been
undertaken reports of which are awaited. It has fedit it necessary to involve various
autonomous professional institutions and univessitio undertake this job. This practice also
raises several questions with regard to who sheeildct data, do the consultancy firms have the
capacity and will to carry out studies autonomoublyw data are being used in the debates in

education, etc.
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Others

The general perception that the number of out-bbstchildren is much higher than the figures

reported by official statistics and the responsestafte is less than adequate has prompted

concerned educationists and others to undertake i&/in@w famously called PROBE survey on

elementary education. It has generated much disruasd the data collected as part of survey

was utilized by researchers to produce a coupleeséarch papers. UNICEF and UNSECO

sponsored studies also collected large amounttafaaeducation.

Persisting Gaps and Problems

Despite collection of large amount data by autonasnprofessional organizations, NGOs,

private

research consultancy firms, mega researcfeqts, several gaps continue to persist.

Some of these include

¢

The data on private sector particularly on unaidszbgnized and unrecognized sector
continues to be sketchy. Though much more inforonativailable on the number of
institutions, enrolment in unaided recognized gevschools from AIES and DISE. The
data on the proportion children who receive inaaagj proportion of SC and ST children
who attend private schools are also available fAdEBS and also from mega surveys.
The 7 AIES also provides number of unrecognized schhgisstates and the DISE
provides a little more detailed information on @i unrecognized schools at elementary
level in a couple states. But coverage remainstdii Further these figures are
aggregates over the entire private sector. In th@ext of increasing differentiation
within the private sector perhaps the aggregaterdgy may give distorted picture of
private sector. There is a need to not only cokerprivate recognized and unrecognized
sector but fine tune the information to reflect dheanging context.

No institutional financial data are available ornivate sector. Whatever little financial
data are available on private sector essentiaffjprted by households. This aspect also
requires greater attention.

Data on age composition of enrolment by class wsseritical in assessing progress

towards universal elementary education but condigstemeglected. Part of the problem
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may be the age of pupils reported in schools makighely unreliable. But nevertheless
availability of some data on age composition ofobnent gives some idea about the
status universal elementary education may also giree indications as to the future
requirements. The DISE of course fill up this tone extent. The age reported in DISE
is what teacher entered as the age of children oftest a guess estimate than found from

parents. Perhaps NSSO can also shed some lightsooyt giving appropriate cross table.

Emerging Issues

Several critical issues emerge from the developstaking place since 1990 in the collection

and dissemination of school education data. Sontkecse are

¢ The status of school education statistics has @wfrgm that of inadequate availability
of data to that of, as one observer has succipettyit, the jungle of statistics. The data
on school education particularly relating to eletagneducation has witnessed enormous

growth and increasing diversification of sourcesmyithe last couple of decades.

¢ School education statistics are being collectednmhtiple agencies. Conventionally
MHRD and state departments of education used teigealata on a few core indicators
like schools, enrolment, teachers, public expemngjtiexamination results, etc. The
autonomous professional organizations such as NCEBRIEPA, and others used to
supplement this data with detailed information paty on core variables but also on
access, infrastructural facilities in schools, imoees, etc. on recurrent basis in different
intervals to provide inputs into policy making. $teerved two purposes. It provided the
detailed data in regular intervals necessary fanping. Secondly it helped to examine
the validity of the data provided by MHRD. In thecent past a number of changes have
taken place. A few autonomous professional orgéniza beginning to collect data on
regular basis not only on such core variables diklment, gender, caste, teachers, etc.
but also on infrastructural facilities, etc. Othegencies have also entered into the
business of collection of routine data such aslerent, attendance levels, achievement
levels, dropouts, teacher absence, etc. on a kegke. These include NGOs, private
consultancy firms and research organizations.feweof these the officials from MHRD

and its consultants are heavily involved in thegieand implementation of study.
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¢

What kinds of changes are being fuelled by thesecldpments? Do the gaps and
deficiencies in the excising database are addrdsgdldese changes? How does data on
school education compare by different sources.theedata reported in official and semi-
official sources reconcilable with the data geregdrom household surveys? What are
the methodological and practical issues that neebettaken into in triangulating data

from different sources particularly from schoolsldouseholds?

The practice of collecting and disseminating o#ficstatistics on school education
appears to be changing. The state is increasirelggdting the business of collection of
data to professional organizations and even hipimgate consultancy firms. Though it
may be argued that some of these are in projecerand/or simply a one-time step to fill
the gaps in existing data sets but the trend isstakable. The state has hired in services
of consultancy firms to ascertain the number arap@ition of out-of-school children,
dropout rates, teacher and pupil absence. Thelsiateverlooked the technical expertise
of its affiliate institutions in carrying out thamme task

An obvious question that emerges in the contexdieérsification of sources of data is
who should be primarily responsible of collectinglalisseminating the official statistics.
Can this function be delegated to autonomous psafeal institutions? What role the
state should play in collection and disseminatidnofficial statistics? What role is
expected from autonomous professional organizations the production and
dissemination of official data? Can one expectdbresultancy firms to provide data free
from biases?

It is widely recognized that the collection of offil statistics must continue to be the
responsibility of government. The autonomous iogsbhs can supplement to fill the
gaps, provide technical support, and re-organize data and produce temporal and
spatial comparable data sets from the existingciaffidata. But the collection and
dissemination of core data must remain the respoitgiof the government.

There is considerable duplicity in the efforts mégedifferent organizations to collect
school level data. For example, MHRD and DISE mewlata on annual basis on several
common variables, though DISE provides data onraévariables that are not normally
collected by MHRD. Though there is a need to rediwdicity but it should not lead to
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only one source of data. The multiple sources ¢ deelp in validating data. What is

needed is to forge co-ordination among these agemciavoid wasteful duplication.

It is important to analyze the nature of incongistes between different data sets. Do
differing reference dates, methodologies and de&miaccount for these discrepancies.
These are not merely numbers to be reported. Thay lme symptoms of much deeper

malaise in the system

Another issue that emerges in the context of irgtngadiversification of data collection
agencies is burdening the school teachers who laneately responsible for providing
data. Further the DCFs also found to be unwieldymnast cases. Many a time it is found
that data on variables that are unlikely to chamgeear to year basis are also collected
annually. Perhaps it may be useful to identifyecmformation that is important and
changes from year to year. Data on these variagalede collected annually and also by
multiple agencies. This reduces the burden impasedhe teachers and helps quick
transmission. The data on other variables candiected in regular intervals and
different components can be collected by differegfencies with some planned

overlapping to ascertain the validity of data.

The increasing processing power of computers asg awgailability of computers and
internet at district and even below district levelsens up enormous possibilities to
manage large data sets with least difficulty. Ae @xtreme all stages of collection and
transmission of data with the exception of fillim§ forms at school level can be
computerized. This reduces the possibility of exiiaraggregation and transmission. This
will helps in storing unit level data for subsequanalysis. Thus computerization of data

collection and aggregation is one of the imporanerging areas.

The persistent time lag continues to be an issugcimol education statistics. Despite
availability a variety of documents and sourcesmfbine finds it difficult to collect latest

data on as simple as enrolment, sex composition,Tée provisional statistics released
as quick estimates are nearly being used as ifaheyinal data. It important that the time
lag is reduced. Perhaps one way of doing thisasitistead of replacing the mainstream
data collection system with DISE, a few succesaful promising elements in DISE like
computerization of data transmission and aggregatiepecial software for

computerization of data, entry at local levels benandalblock/district level can be
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adopted to minimize the time lag in collection, @pd transmission, processing and
publishing by mainstream data collection mechanism.

The bottom line to improve the reliability and iy of data is faithful and accurate
filling forms at school level. How to ensure faithfand accurate filling of forms by
teachers is one of the important long standing lprobin Indian educational statistics. It
is possible to provide training to teachers at B level if problem is only about
inadequate or inaccurate grasping of conceptsnitiefi specific to educational data.
Teachers can be encouraged to keep records andi@rappropriate information by
providing incentives. There is no denying that éhe® indeed go a long way in
improving the quality of data. But if the problem more than technicalities and the
teacher is under compulsion (real or perceived3hiow progress, he of course would
show progress. The educational system under censigtessure to show progress since
independence. In fact the system geared to shoyvpsobress even if the size of school
going children is shrinking. It is may be worthwhib explore how the pressures to show
progress have influenced the system in general cuadity and reliability of data in
particular. Besides there are several mundane asthae effect reliability of data. The
placement of teachers is one such issue that ntlzénteacher to report fake enrolment.
Perhaps it may be prudent to delink the placemktgacher with the number of children
enrolled in school but can be linked to size ofosttgoing age children in the village.
Others factors that are considered to be influgntiie quality of data include incentives
like midday meal, etc
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