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| ChaQter 1V

India’s Development Perspective

India has the history and experience of more than half a century of development
initiative within a democratic framework. The development strategy adopted was
of course influenced in the beginning by socialistic egalitarian philosophy, carried
out through centralized planning, with state assuming commgnding heights of the
economy. But that was just the commencement of the experiment. As the country
Passed through phases of development, developmental policy took note of the
ground realities as these emerged, and Indian policy makers came with
ingenious policy prescriptions and models, which has given unique learning

experience to students of India’s development economics.

Each sector in India presents an amagzing field of study in development. It is a

country with huge population, diverse natural resources and a pool of talented
Manpower. The country’s development history, rationale and strategy are a wide
field of study and there is an integral relationship amongst the sectors, as each of
them impact on the other. There is of course a central theme of our development

strategy, which is alleviation of poverty with sustainable environmental
consideration. It is interesting to know how India’s development process has

taken its course keeping all the sectors unified to its central theme of
development, at the same time meeting the realities of sectoral developments.

In this chapter, India’s development history has been analyzed with a historical
Perspective, linking it to Oil sector.

The chapter is organized in terms of the following sections:

Features of India’s development plan
Oil Sector in India’s Industrial Policy Statements

Development consequence and outiook
Beginning of reforms

s Compatibility with National Economic Reforms

PO
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5. Economic reforms in progress

6. The results of reforms

7. Growth strategy in X Plan

8. Performance of economy in 2004-05

9. Energy needs of a growing economy (IX Plan)

10. Priority areas in oil sector in successive Five Year Plans

Section 4.1: Features of India’s
Development Plan

411  Objective of Development

The Il Five Year Plan document has put the basic objectives of India’s planned
development as follow:

‘The basic objective is to provide sound foundations for sustained economic
growth, for increasing opportunities for gainful employment and improving living
standards and working conditions for the masses.’

modified in the light of development experience
have emerged during last fifty years. That
perspective has been added in the X Five Year Plan document. X Plan has

added two additional dimensions, namely (a) enhancement of human well being;
(b) equitable development process. A third dimension superimposed is to

develop economy’s productive potential through high rates of growth.

This founding objective has been
and the changing realities that

cepts, X Plan documents reads: ‘The last decade
visible shift in the focus of development planning
f production of goods and services and the
ncome, to planning for enhancement of human
well being. The notion of human well being itself is more.broadly conceived to
include not only consumption of goods and sgrvices in general but more
Specifically to ensure that the basic material requirements of all sections of the
Population, especially those below the poverty lines, are met and that they have
access to basic social services such as health and education.’

Elaborating on these three con
of the 20™ century has seen a
from the mere expansion ©
consequent growth of per capita i

the X Plan document reads, ‘In addition to social
erms of access to social services, an equitable
vide expanding opportunities for advancement to
quality of outcomes may not be a feasible goal of
rtunity is a goal for which we must all strive.’

dOn the issue of equity,
development measures, in t
aﬁvelopment process must pro
2 Sections of the population. E

OCial justice but equality of oppo
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On the issue of building economy's productive capacities, the Plan document
reads, ‘It is absolutely essential to build up the economy’s productive potential
through high rates of growth, without which we cannot hope to provide expanding

levels of consumption for the population.’

41.2 Features of Development Strategy

India’s development strategy since the beginning of first Five Year Plan in 1950
had the following features:

There was a focus on self sufficiency to avoid dependence on imports and hence
excessive external influence on domestic affairs. This view was understandable
in g country emerging from long colonial subjugatiop. It translated into an
emphasis on rapid industrialization, especially creation of domestic heavy
industries, producing capital goods. The pattern of industrialization focused on
reducing dependence on foreign exchange through import substitution. Trade

restrictions were the inevitable side effects of these policies.

To ensure that investible resources were channeled to tl'!e right industries and
given that India was capital poor, the policy makers devised a combination of

heavy public sector and controlled private sector involvement.

41.3 Role of Private Sector

India always allowed private sector activity. But to be consistent with the planning
s to control the private sector and this was done

Strategy, there had to be way rol th .
through investment licensing, import licensing, controls on the use of foreign
€xchange, control on credit allocation and control on prices. ’Also the threat
always remained that the government would enter even those industries which
Were not explicitly reserved for the public sector (the (hreat was realized in 1969
When Mrs. Indira Gandhi nationalized a number of private banks). In addition to
Maintaining coherence with the planning framework, another reason to control
the private sector was to avoid undue concentration of economic power in the
hands of few.

The Il Five Year Plan document has put the issue of private vs. pubic in right
Perspective:

With the rapi i omy, wider opportunities of growth arise f

id expansion of the economy, . : ha or
Oth the pupblic arr)1d the private sectors and in many ways their activities are
complementary. The private sector includes not only organized industry but

AGriculture, small industry, trade an
COnstructic;n and other ﬁerl)c/is. Progressively, it has to take the form of cooperative

ort. Among the main objects of program undertalfen by the Go.vernment are
the expansio?l of facilities ch)r the development of agriculture, especially irrigation,
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| the building up of economic overheads such as rail and road transport, port and

power stations and the expansion of education, health and other social services.
Activities which are promoted through these facilities are in considerable part in
the hands of private individuals and organizations and increasing numbers
among them are being assisted. Thus, the Five Year Plans enlarge the scope for
individual initiative as well as for cooperative and corporate effort. It is mainly
within a limited area in the field of large scale industrial enterprise that the
question arises whether, in the special circumstances of the country, in
accordance with the Industrial Policy Resolution of April 1956, and in view of
social goals aimed at, particular tasks should be assigned to the public sector or
to the private sector. In the context of the country's planned development the
private sector has a large area in which to develop and expand. It has to function,
of course, within the framework of national planning and in harmony with its
Overall aims, and there must be continuous stress on undertakings in the private
sector acting with an understanding of obligation towards the community as a
whole. At the same time, it is essential to ensure that the opportunities available
in the private sector do not lead to the concentration of economic power in the
hands of small numbers of individuals and business and that disparities in

income and wealth are progressively reduced.’

X Five Year Plan, while outlining the development strategy, has stated that,
industrial growth in future will depend largely upon the performance of the
private sector and our policies must therefore provide an environment which is

conducive to such growth.’

414 Control & Protection Measures

Additional mechanism to enforce this objective included the Monopoly and
Restrictive Trade Practices Act (MRTP) enacted in June 1970, which imposed
severe constraints on expansion by large firms and groups, and the Foreign

Exchange Regulation Act (FERA).

In order to encourage labor intensive manufacture in the private sector,
significant benefits were given to small scale firms (these included tax
concessions and holidays, preferential access to credit, subsidized interest rates
and preferential treatment in procurement by the government). In addition, some
goods were exclusively reserved for production by the small scale sector,

At the same time however significant protections for labor, especially in large
firms, were enacted. For example, an amendment to the Industrial Disputes Act
(1947) in 1976 made it compulsory for firms with 300 or more workers to seek the
Permission of the relevant government to dismiss workers. In 1982, the ceiling for
Seeking permission to dismiss workers was lowered to 100 workers,

All these controls and protections were meant to negate the evils of so called

. Capitalistic elements of development.

A Study of its Compatibility with National Economic Reforms
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Section 4.2: Oil Sector in India’s
Industrial Policy

4.2.1 Industrial Policy Resolutions

Oil Sector (referred to as ‘mineral oil' in Industrial Policy Statements) was in the
exclusive list of industries which were reserved for Public Sector in Industrial
Policy Resolution 1948 (IPR 48). IPR 48 was adopted by Parliament on April 6,
1948. It was the first official resolution on industrial policy after independence,
which emphasized the need for the state to play progressively more active role in
the development of industries. IPR 48 delineated areas of public sector and
those of private sector for investment and production. Government reserved for
itself the manufacture of arms and ammunitions, the production and control of
atomic energy and the ownership and management of railway transport. Another
six industries were set aside as the exclusive responsibility of the state. Inclusive

of Mineral Oil, these were:

Mineral Oils

Coal

Iron & Steel

Aircraft manufacturing

Ship building
Manufacturing of telephone, telegraph and wireless

equipment, excluding radio receiving sets

SOorLONA

It is notable that IPR 48 did not reject private invest'ment in t_he above industries.
It allowed that the state could secure the cooperation of private enterprises if it

was deemed necessary to the national interest.

nd Regulation) Act of 1951 (IDRA 51) was enacted in

Industries (Development a . . :
d the main objectives of industrial policy it sought to

order to pursue IPR 48 an
achieve were:

1. The regulation of industrial development and canalizing of resources
according to planned priorities and targets;

2. Avoidance of monopolies and preventing concentration of wealth;

3. Protecting small scale industries against undue competition from large
scale industries;

4. The encouragement of new entrepreneurs to establish industries;

A Study of its Compatibility with National Economic Reforms
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5. The distribution of industrial development around the country on a more
widespread basis; and

6. Fostering technology and economic improvement in industries through
economies of scale and the adoption of modern processes.

This bill was introduced in Parliament in 1949 and was enacted in 1951, after the
formation of Planning Commission and before the First Five Year Plan had been

finalized.

In April 1956, Government issued a new industrial policy resolution, IPR 56. IPR
56 declared that Industrial policy had to be governed by the principle laid down in
the Constitution, by the objective of socialism and by the experience gained

during the years since independence.

Industries were classified into three categories. The first category consisted of
industries whose future development was to be the exclusive responsibility of the
state; the second consisted of those industries which would progressively
become state owned and in which the state was generally expected to take the
initiative in establishing new enterprises; and the third category of industries was

left for the private sector.

n the first category, which was Schedule ‘A’ (item
industries in Schedule ‘A’, except where their
had already been approved, were to be set up
d that this did not preclude the expansion of
existing privately owned enterprises, nor the pqssibility of the state sepuring the
Cooperation of private enterprises in the establishment pf new enterprises when
the national interest so required. There were many industries where private
sector coexistence was allowed and Oil Sector was one amongst them.

Oil sector (mineral Oil) was i
no.8). All new enterprises set up in
establishment in the private sector
only by the state. IPR 56 reaffirme

Government announced its revised industrial licensing policy in February 1970
(ILP 70). The new policy reclassified industry into three sectors: the core sector,

the joint sector and the middle sector. The core sector was defined as the heavy

Investment sector in certain industries whose projects required heavy investment
the core sector.

exceeding Rs 50 million. Oil Sector was in

Again in February 1973, another industrial licensing policy was announced in the
context of specific priorities and production objectives to be laid down in the V

Five Year Plan draft. Under the new policy of 73, the core sector list was
€Xxpanded from nine to nineteen industries. However, the status of Oil sector

'emained unchanged, as it was reserved for the public sector.

Another Statement of Industrial Policy was issued in December 1977 by Janata
arty and yet one more in 1980. There was no change as far as policy

Orlentation towards Oil Sector was concerned.

A Study of its Compatibility with National Economic Reforms
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4.2.2 Oil Sector was an Exception

India’s Oil Policy within the overall framework of India’s development policy had
tor an exception. When in 1947, India

its own course, at times making Oil Sec Wi
woke to freedom; the bulk of her oil requirement was being imported. Even llI
Five Year Plan (1961-66) states, ‘there is at present no production of oil within

the country except for a small quantity obtained from the Digboi area in Assam.’
Marketing of oil in India was done by three multinational companies, namely,

Burmah Shell, Standard Vacuum and Caltex.

new units in the oil industry would be set up
only under Government ownership, but for seven years after the declaration of
that resolution, there was no public sector unit in the Oil Industry and permission

anies to build refineries under their

was given in 1951 to private foreign comp
Lie o . have any ‘Oil Plan’, till Il Five Year

exclusive ownership. In fact, India did not ' :
Plan, as the general understanding amongst policy makers (K.D. Malaviya was

an exception) that there was no oil in India and secondly, there was no funds and

technology available for getting into that sector.

In December 1955 the Oil & Natural Gas Division was created as a part of the

Ministry of Natural Resources and Scientific Research. Very soon, it was formed

into a Commission and in October 1959, the Oil & Natural Gas Commission

€Came a statutory body under an act of Parliament. A.se.cond Crude Oil
Y ploit the oil fields of Assam,

Producing company was formed in 1959 to €XP' lds
discovergd in 1%53}-’56 by the Assam Oil Company In partnership with Burmah
Oil. The latter. the parent company of Assam Oil, was not allowed to exploit,

refine i one. A pipeline was constructed from oilfields
o theo:e?;?ézgtstgi oglcif ﬁt\)istatrrl]”lealReﬂneries of Nunmati (Assam) and Baruani
(Bihar), erected to roceés the crude of these new oilfields, were constructed by

€ Government w?th the assistance of Rumanilans and lEus&ans“artiﬁ c;(wnec!
SXClusively by the Government. These two refineries and subsequenty e ayal
"efinery of Gujarat were brought under the ownership of a state owned company,

"dian Refineries Ltd, formed in 1958

Though IPR 48 specified that all the

The Government entered the sphere of marketing in 1959, when the Indian Oil

C()m
Pany was formed.
ned development period (1950-

The Indinn | . de of plan
1950) g2 Oil scene in the 1S deca i India had risen from 3 millon tonnes
: ‘consumption of ofl P i in 1958. It was forecast that it would

the Il Five Year Plan. With the growth

7 miljj he end of
OF rowe: lon tonnes by 1960, at the . the economy, the demand for oil
b National income and the natural expa'nsmn R

g Commission estimated, jump to 10 million tonnes.

a . t 400,000 tonnes from the lone
i %‘air!st this, the domestic produc
' oiffield.” (Kaul, 1991)
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4.2.3 India’s Oil Policy began in lll Five Year Plan

It was not easy for policy makers in the early years of planning to formulate an
Oil Policy’. Oil policy had unique sets of compulsions and constraints, which

were altogether different from those in other sectors.

1. First, there was an urgent need to explore indigenous oil and build a
reserve of at least 12 to 15 million tonnes of production per annum.

2. Second, oil exploration and production was technology intensive, capital
intensive and fraught with risk. Therefore, it required collaboration with

multinational oil companies.

3. Third, allowing foreign investment in core sector like oil meant diluting the
spirit of Industrial Policy Resolutions of 1948 and 1956.

e terms and conditions with foreign oil companies,

which are necessarily favorable to India’s national interest was a daunting
task. The critical issues of conflicting interests were regarding surrender of

areas, profit sharing, royalties or outright payment.

4. Fourthly, agreeing th

not merely one of developing oil resources but doing
SO in the context of a large number of other things which consumed money,
including substantial amount of foreign exchange. The burden on India during the
Next ten years would be a terrifying one and it was not at all clear how it would be

‘Problem before India was

o. It thus became important that India should not only

context of this larger pictur )
but also that this should not be at the cost

make good in oil as rapidly as possible
of other development program.’ (Kaul, 1991)

The approach of the Government was summed up in a policy paper of Ministry of
Steel, Mines and Fuel as follow: (Kaul, 1991)
a) Public sector enterprise in oil should be substantially enlarged and

necessary resources must be found to help implement its programs.
b) The most promising areas should be earmarked for exclusive

exploitation by the public sector. ,
C) In any future arrangement with foreign oil companies:

ffective means must be provided to enable

Government to guide policy and opgrations;
IIl. No tax relief or other fiscal concessions should be allowed, other than

in the most exceptional cases and for reasons to be clearly set out,
with an assessment of their effects;

|. Sufficient and €

A Study of its Compatibility with National Economic Reforms
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Il. Speed should be ensured in operations and a physical program to
work and estimates of minimum expenditure during a specified period
should be settled beforehand;

IV. It should be obligatory on the private party to undertake employment
and training of Indian personnel in the project to the fullest extent and
also to agree to a program of training of Indian in India and abroad

for the purpose of other exploration projects; and
V. Refining of petroleum and its marketing should not be included in the

arrangements for exploration and production.

If the national imperative of industrialization as set out in successive Industrial
,P °"°Y. Resolutions have been compromised for Oil Sector from the very
Inception, there were sound justifications for it, as explained in the paragraph

below:

To achieve self-sufficiency with any measure of reasonable certainty, it was

found necessary to provide some opportunity to foreign parties interested in
exploring oil in India. The foreign exchange shortage combined with the fact that
oil exploration and production was capital intensive and that it was desirable to
spread the risk of infructuous search. At the same time India had to be cautious,
because of the risks and embarrassment involved in inviting international oil
Companies to undertake exploration and exploitation. Firstly, these foreign
Companies usually wished to be left entirely free to create their own pattern of
Organization and expenditure, as their system of operation was usually, adapted
to a situation of non-interference by governments of host countries. Secondly, the
fOIfeign explorers, while asking for areas for exploration, tended to press for the
Privilege of refining the oil and marketing the products, a tendency which had to
€ resisted so as to ensure that a fair return accrued to the country from the oil
found and produced and that Government should be able to e>-(ercise control over
he utilization of the crude mined. Thirdly, most of the ?nternatlonal oil companies
Were backed by their respective Governments which, in course of time, strove to

acquire certain rights under the guise of protecting their national capital and the
tivities of their companies in the host

arge revenue they derived from the ac ' \pan |
C°l{ntry. The history of oil in several major producing countries is the history of
Political pressure exercised by foreign countries.’ (Kaul, 1991)

There e i India regulating crude oil mining prior to

lndepend:rslcen?holﬁg:flf;gz \Al,gre legislations on mining since 1894. It was only

after "'Idepend,ence that the Indian Bureau of Mines (IBM) was set up in 1948 as

the Central agency for coordinating mineral leases and the mineral policies of

dlffe,-em states. The Central Government enacted'the Mlne_s and Minerals

%.Regulation and' Development) Act 1948, which came into force in October 1949.
he Petroleum Concession Rules, 1949 were framed under this Act.

e Year Plan (1955-60
ediate goods industry,

Ac: . _ tated, ‘in vi
Qainst thg backdrop, Il Fiv ) ss:ecia;l em;;ﬁ\;vsic;f :;2 ts(;n l?clel

Siz
® of the capital and interm
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placed on industries such as steel, coal, oil, electric power, machine building and
chemicals. These must grow speedily, if the requirements of further
industrialization are to be met in adequate measure from the country’s own
resources. In other words, development of these industries is an essential
condition of self reliant and self sustained growth.’

The Il Five Year Plan (1961-66) laid the basis for the foundation of India’s Oil
Industry in the direction of complete nationalization that ultimately took place in
1976. The relevant portion from Ill Plan document reads:

‘The program relating to mineral oil envisages:

a) exploitation by the Oil India of the reserves proved in their leasehold
areas in Assam,

b)  further exploration by the Oil and Natural Gas Commission to locate
and prove reserves of oil and establish additional production,

c) the completion of the refineries under construction at Gauwhati and
Barauni, respectively and establishment of a new refinery in Gujarat
with a capacity of about 2 million tonnes,

d)  establishment of pipelines for the transport of petroleum products, and

e)  establishment of facilities for the distribution by Government agency of
the products of the public sector refineries and the deficit products

imported on favorable terms.’

The Ill Five Year Plan makes a mention, ‘Governmept havga also decided to invite
foreign oil explorers to join in the search for oil in India subject to mutually

acceptable terms.’

During early 1960s, Government took a number of steps to destroy the
monopolistic position of the Burmah Shell, Caltex and Esso group. These
companies were denied the opportunity to build any new refinery partly because
of their reluctance at the beginning to agree to the Government's majority
shareholding in the Company. The import trade in oil products was made an
exclusive privilege of the Indian Oil Corporatlon from 1965 and the target of
Making the corporation the leading marketing company of India was achieved by
1976. By then Burmah Shell was nationalized as Bharat Petroleum and Caltex

and Esso were merged and nationalized as Hindustan Petroleum.

nvite capital investment in the form of equity from
Qil Exporting Developing Countries (OEDC). OEDC countries which have large
financial resources but not the type of technology that the country needs, it was
decided that foreign investment proposals from these countries need not be
associated with transfer of technology from the equity holder and that such
Nvestment may be of portfolio nature. Investment up to 40 percent in the equity
OF new venture without technology transfer will be permitted in specified
'"Ndustries. Portfolio investments in such ventures were also permitted. A number

Government made a policy to |
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Of tax incentives were provided for such industries. Repatriation of capital along
with appreciation in capital stock was also freely allowed.

4.24 Government’s Conflict with
Multinational Oil Companies

The expanding role of the Government in the affairs of the il industry and the
branching out of the public sector into different segments of the oil industry led to
a series of conflicts with the established major international oil companies then

Operating in India.

One of the first conflicts was over the question of exploitation of Nahorkatiya
oilfields, discovered in 1953 by Assam Oil, Burmah Oil's subsidiary. Government
refused the latter any right to refine or market this oil and only allowed joint
ownership in crude oil production. This was contrary to the marketing interests of
Burmah Oil, whose loss of import trade in oil products (as a proportion to total
consumption) consequent to the discovery of this oilfield more than offset its

share in the profit of Oil India. As a protest against this restrictive policy, Burmah

Qil suspended its exploratory activities in India for a while.

n the other hand, there was a feeling that the
king enough interest in exploratory activities.
tment that companies were unwilling to share
overnment and also that they were providing

dian personnel.

On the part of the Government, o
Major oil companies were not ta
There was also widespread resen
their technical knowledge with the G
few opportunities for the training of In

akers at the highest level in India came to a
| companies are charging high price of oil to
Indian consumers through a pricing method known as ‘Valued Stock Account’
(VSA)- Basically, it is same as import parity price, but the FOB price considered
was of Mexican Gulf, as there was no Platts posted price of refined products in
the Persian Gulf. The multinational Oil companies were loading excessive
charges in the price build up, which was not auditgd by any Government agency,
not even by their internal auditor. It came to light that the multinational oil
Companies earned higher profits in India than anywhere else in the world.

During 1957 to 1959, the policy m
realization that the multinational ol

There was a dispute to extend the tariff protection granted to multinational oil
COmpanies for more than 10 years. It came to be known that the concessions
and assurances given in the refinery agreement were to enable the companies to
€am 7.5 percent return on capital invested. The operation of the refineries since
1955 had yielded returns on capital much In excess of the reasonable return

€nvisaged during the negotiation on the agreement.
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Another cause of conflict was the refusal of the Government to allow expansion
of refining capacity under the ownership of the established major international
companies unless the latter agreed to scrap the refinery agreements of 1951 and
1953 and also to import crude oil at prices comparable to the offers made by the

Russians.

The conflict with oil majors came to a head when these companies refused to
refine Russian crude oil, secured at very cheap price by the Government, in their

refineries in 1960.

Section 4.3: Development Consequence
and Outlook

4.3.1 1950 to 1970

riers were erected against foreign competition to
The idea was, this would give a respite to domestic
nurturing environment while they would grow
ut the nurturing environment proved so
d never found growing up. The example was
he Oxford Morris which remained virtually
The country waited with baited breath
f the headlights would look like—for

During 1950 to 1970s, bar
protect domestic enterprise.
infant industries, allowing them a
Uup and become competitive. B
comfortable that the infants adopte
the Ambassador car—a version of i
unchanged over 40 years of production.
for every new model to see what the shape 0
it seemed that was all that changed.

A second objective was to use scarce capital resogrces iq the most effective way
possible. To do this, the so-called "commanding heights", such as steel,
Petrochemicals, and heavy electrical, were commandeered by the public sector.
In yet other sectors, private entrepreneurs were allowed in, but heavily
Constrained by regulations on how much, and what they could do, and where.

But because much of the economy was in the hands of those who did not care

about profits (public sector), and in the rest the profitab-le could .nOt grow (private
sector), the outcome was that India used its scarce capital very inefficiently.

Because employment was SO important for India, encouragement was given to
Small-scale industries by reserving specific areas of production for them. But
ecause firms could not grow to efficient scale, production was unproﬂtable, SO
few jobs were actually created. Governmen_t sou.g.ht to protept uns!(llled labor in
large firms—for example, through laws against firing. But this again meant that
arge firms stayed away from labor intensive industries, so fewer jobs were

Created. Moreover, firms resorted to temporary workers or stayed small so that

labor |aws did not apply. In short, labor laws neither led to the creation of more

19bs, nor to the protection of most workers.
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An overarching principle was to prevent the concentration of wealth in a few
hands. This was another rationale for licensing, as also the Monopolies and
Restrictive Trade Practices Act. But again, in an attempt to use government
rules to eliminate privilege, the system created the opposite—the industrialist
who magically got all the licenses as well as the requisite financing.

These policies held India's growth to a low, but not disastrous level, famously
dubbed the ‘Hindu rate of growth’. Indian industry was inefficient, not innovative,
and exported very little. Surprisingly, these policies did not mean that India
produced less manufacturing goods as a whole for a country at its stage of
development. It did mean, however, that the composition of its manufacturing
activity was unusual: India produced more than its share of capital and skill
intensive goods (public sector petrochemical plant), while underutilizing what it
had in plentiful supply—its abundant labor or even its innovative capacity.

The silver lining was that these constraints caused India to be highly diversified
in its manufacturing even back in 1980. And a portion of its labor force was
highly skilled, a clear legacy of Pundit Nehru's emphasis on science, higher
education, and also leading edge technologies for the public sector. Thus India
had the capabilities provided the constraints were loosened and the right
opportunities emerged. And that is indeed what happened from 1980 onwards

through phased reform process.

432 1980 Beginning

The highly protective industrial policy of the past started to be reversed in the
beginning of 1980s. In the later half of the 1970s, the pace of India’s economic
growth was relatively smooth. The V Five Year Plan (1974-79) had achieved a
5.2 percent real annual GDP growth which surpassed the growth target of 4.4
percent. The country enjoyed good agricultural production and a low rate of
inflation, as well as a comparatively healthy balance of payment and increased
foreign exchange reserves, thanks to increased remittances from Indian

Migrants living abroad and a comparatively good foreign trade performance.

However, in 1979, with the rise in international oil prices, the cost of imported oil
and oil products rose sharply and consumer prices showed a mark.ed ris‘e due to
a severe drought which caused food shortages. At the same time, industrial
Production remained stagnant. The result was a Plg drop of — 4.8 percent in
&conomic growth in 1979-80. The increase In oil prices and unfavorable weather
Conditions revealed the vulnerability of Indla's. economic structure .and forced the
Country to face up to the need to cope quickly with a worsening balance of

Payment,
With the hike in international oil prices, the cost of imported oil and oil products

jumped. At the same time, other imports also rose sharply and with exports
failing to keep pace, India’s trade deficit showed a steep rise, while the balance
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of current account together with balance of payments worsened. Even if India
were to meet the immediate crisis with measures such as using some of its
foreign exchange reserves accumulated during the 1970s, obtaining further
foreign assistance and relying on aggressive borrowing, some fundamental and
long term form of economic restructuring was necessary.

Improving the trade balance depended on increasing exports and holding down
imports. Both required strengthening and expanding domestic production.
Measures to cope with oil imports which accounted for 30 to 40 percent of all
imports were crucial to hold down overall imports. Moreover domestic production
needed to be expanded to hold down large volumes of other imports such as
iron and steel, cement, paper, fertilizer and foodstuffs. Industries whose products
would replace imports had been given high priority by successive governments,
but progress had been slow. In fact, protective measures had the opposite effect

of lowering technological and productive levels in many sectors.

Under these circumstances, to promote domestic industries as an alternative to
imports, it was essential that productivity and the quality of goods be raised. But
to do so, the bottlenecks in production had to be overcome in goods and
services that were basic to the economy, such as electricity, coal and
transportation. Other pertinent issues involved were the quality, cost and
availability of machinery and of basic industrial material and products. There was
also the problem of technology and capital availability. Consequently, India was
faced with the need for a comprehensive program covering all the above issues.

ent announced its industrial policy which was a
keen to show the government's eagerness to attain
opment and at the same time supporting the
terrupted growth through optimum utilization of

on of industries.

In July 1980, the governm
Mixture of political statement
Social justice in economic devel
resumption of the economy’s unin
existing capacity as well as expansi

The industrial policy of 1980 set for the following socio-economic objectives:

Optimum utilization of existing qap‘acity. .
Maximizing production and achieving higher productivity

Higher employment generation .
Correction of regional imbalances through preferential development of

industri backward areas .
strially agricultural base by giving preferential

* Strengthening the country’s _ _ '
treatn?ent to ggro-based industries and promoting optimum inter sectoral

cooperation , - itution i i
* Faster promotion of export orlentefi and impo rt substitution 'T‘d“S‘”eS
alism with an equitable spread of investment

* Promoting economic feder ] quit
and dispcgrsal of returns amongst widely distributed and small but growing
enterprises in rural as well as urban areas, and

* Consumer protection against high prices and bad quality
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Starting around 1980, the Indian economy became a veritable dynamo, posting
an average growth of nearly 6 percent per year over the last twenty five years.
Despite the inevitable unfavorable comparisons with China, very few countries
hI?ve grown so fast for such a prolonged period of time, or reduced poverty so
Sharply.

In 1980, Government's attitudes towards the economy, and the private sector in
Particular, started to change. Pro-business reforms were set in motion, with
liberalized access for domestic firms to capital imports, technology, and foreign
exchange, and the gradual relaxation of industrial licensing. Later, in the
aftermath of the foreign exchange crisis in 1990, broader reforms that were more
genuinely pro-competition were introduced: barriers to fqrelgn trade were
dismantled, inward foreign investment was liberalized, and important services

Such as telecommunications and finance were opened up.

The idea of economic federalism was a new device in the Industrial Policy of
1980. India also started becoming politically more decentralized. The decline of
the Congress' power and the rise of regional parties conferred greater political
autonomy on the states, translating to autonomy even In economic sphere.
States increasingly prospered, or not, based on what they did rather than

€Cause of actions at the center.

The new economic policy after 1980 put greater emphasis on private enterprises;
the intention being to mobilize resources through the modernization of

technolog ion of conditions for more dynamic industrial progress.
gies and the creat lled the government to make this change.

here ich compe
In No Vv(\;?];sbzrrlo%esr1facézrv grrr‘:ment O'fj India decided to take advantage of the
|nternational Monetéry Fund's Extended Fund Facility and borrowf?d a total of 5
ilion SDR over a three year period to overcome the country’s balance of
Payments difficulties after the second oil price shock. As part ~of IMF
Conditionality, Government pledged to carry outa mid term economic adjustment
incorporating measures to expand production and Capa e ment Y
|lbera|izing imports and introducing new technology and to control inflation
through financial and fiscal measures.
In Apri announced an import /. export policy for 1 982-83
icl? \I,v;sg 8t$,e %g\éie,::ir:snéf trade liberalization. This was followed by import-
SXPOTt poficioe. T 1983.84 and for 1984-85, in which Open General License
cedures and conditions for import export

(OaL) |
: st ded, the pro - .
"CenSes we.‘-ﬁ-selae:g: r]the list of restricted imports were enlarged and the foreign

exchange quota for imports was expanded.
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4.3.3 1984 Onwards

The pace of liberalization was enhanced with the establishment of Rajiv Gandhi
government in October 1984. The government’s budget of 1985-86 presented a
Series of proposals detailing the new economic policy. Behind the new economic
Policy, there were following assumption incorporating the realities of economy

and realization of policy makers.

* The private sector is more efficient than the public sector in producing
goods and creating employment. It is therefore necessary to offer fiscal

and other incentives to the private sector.
* Private sector output will increase if taxes are reduced.
* The government's tax receipts are unproductive, or are at least less

productive than the funds released through tax relief. ,
* Relief in direct taxes increases demand and / or savings because of the

increase in disposable income.
or leads to a shortage of government

* |If tax relief granted to the private sect , .
resources, then it is justifiable to curtail the government's socio-economic

commitment. In other words, the planned public sector outlay can be
reduced to widen the field for private investment. .

* Social justice is not an essential objective of.a growing economy. If
inequalities have to be increased, in order to achieve the expected results

through the private sector, this must be accepted. |
* Aninflationary deficit in the government budget can be easily absorbed by

the economy.

re even public sector enterprises, which
starte i ich only the private sector had once produced.
Example - oaas gir?gchl:trv)\/lhfood processing, cottage industries) When the
Policy became gl?owthyand prodiictivity oriented, it was natural that debate would
directeq against the public sector which came to be known for its mefﬂcneppy,
Ow Productivity and for being a burden on government finances. The opinion
: f public sector was based on the

Which ol le o
claimed to review and reassess the o' _ :
Sessment that mos'?public sector enterprises were inefficient. Therefore except

the ¢ d to privatize, rehabilitate and merge public
e Setor, governmer needeburd(gn on the economy. Summarily, the

C m .
Panies in the
: order to lessen , : i :
followmg are four r:;sons for the need to review policy on public sector:

rturing of the government. There we

ge sums of money had been
hnical or financial efficiency.
tive rates of return and with

s in which hu
ire either tec
ed low or nega

Several large public enterprise
INvested were unable to acau
any public enterprises produc
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a few exceptions they had not shown themselves to be leaders in
technical progress.

¢ While the growth of government expenditure had conferred substantial
benefits on the economy, there was great concern over the fast growth of

bureaucracy and visible signs of wasteful expenditure.

e Attempts to collect higher tax revenue resulted in the creation of
complicated and harsh tax structure which were partly responsible for the

creation of a parallel economy.

e The regulatory apparatus led to delays and distortions and, instead of
" promoting development, was thought to have contributed to the slowing
down of industrial growth and to inefficiency. The comprehensively applied
licensing procedures and import controls in particular were responsible for
such results. They also led to oligopoly conditions and cases of

uneconomic production.

Above all, the economy responded with the vigor of an un-caged tiger, as capita
growth surged from less than 1 percent a year to over 3 % percent, not so much
by employing more workers and capital but by using Fhem more efficiently.
Surprisingly, though, neither the reforms nor the pick-up in growth have altered
India's specialization in capital and skill intensive mdustneg. In fact, the fastest
growing services—finance, telecommunications, and business services—are
also skill-intensive. In many ways, India is building on the capabilities created
before the 1980s, with veterans from the state-owned Bharat Electronics, CMC,
or ECIL seeding the companies that weré in the vanguard of the software boom,
and alumni from the State Bank of India permeating the financial sector to launch

the boom in finance.

These developments are mirrored at the state level. With greater
decentralization, better run states, such as Delhi, Gujarat, Karnataka,
Maharashtra, and Tamil Nadu, have improved the quality of their infrastructure
and business climate, attracted more investment, and surged ahead. The pattern
of development in these states has been ungsugl: they seem to have skipped
entirely a phase that most high-growth countries in East A§|a, went through—of
specializing in labor-intensive activities (for example, making clothes or leather
goods, or assembling consumer electronics). Instead, .the.se states are behaving
more like the United States and Europe, exploiting their diversified skill base and
emphasizing skill-based manufacturing (pharmaceuticals, petrochemicals, and

auto parts) and especially services.

! The auto industry offers a great case study of the effects of liberalization. To

S@art with, the worst fears of the domestic.producers were realized. The public
Virtually abandoned them for the new foreign models. The Ambassador turned

| almost instantaneously from mass production car to antique, and it is finding a
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foreign market as such. But it simply did not make sense for the foreign
manufacturers to continue sourcing their sub assemblies from outside India.
Instead, they started developing local ancillary manufacturers, and gave them
the technological assistance for them to become world-class. Soon India started
exporting ancillary automotive products to the developed world.

Telco, capitalizing on the existence of world-class suppliers of ancillaries in
India, started producing a state-of-the-art, indigenously-designed car, the Indica.
The car had teething problems at first and was rejected by a discriminating
public. But Telco engineers went back to the drawing board, fixed the flaws, and
brought out a new version that swept the market in its category. From about
50,000 cars in the early 1980s, India produced over 1,200,000 in 2004, and
exported 160,000 cars, many to the developed world. The Indian automobile
industry offers an example of what trade liberalization and domestic competition
can do - potentially some pain in the short run but enormous gajn in the long run.
Equally important, its success and the success of industries like IT offer young
Indians convincing examples that Indian entrepreneur can be globally
competitive. The change in mindset towards business is as important as the

regulatory and political changes discussed earlier.

434 Outlook — Infrastructure & Skill Building

| need more capital and skilled workers as well as, of
course, the necessary infrastructure. India has a vibrant financial sector and it
should have no problem raising and allocating capital but for one impediment—
the government appropriates significant amounts of savings to finance its deficit.

ck of it has been a deficiency in the design of
reform. It was clear at the start of the economic reform that to globalize

Successfully, India needed to upgrade its infrast(uctyre - thr:-xt is, electric power,
roads, railways, ports, airports and telecommunications. This upgrade rgequnred
Massive investments and since, the resources needed could not be provided by
the public sector alone, government needed to evolve a strategy for attracting

Public investment in these areas as much as possible.

Fast-growing states wil

Infrastructure development or la

While this str dily endorsed, it can be said in retrospect that the
at was readily en ’ _ -
Complexity of g‘gey policy challenge was underestimated. Most infrastructure

Sectors are |imited monopolies in some respects and thereforg have to be
rivate investment to take place in these areas

Subjected to some regulation. For p
tis Necessary to cre%te an environment in which the regulatory structure is fair
assuring them that they have a reasonable

to inVeS H of i) re
tors in the sense of (I provided they reach expected level of

Chance - ent return
of getting a dec them of fair treatment in the event of disputes

Cificienc ii in
betyy Y, and (ii) assun % the government and also between competing

€en the investors an ot
Supnfi i
“Dpllers, some of whom may be public sector organizations. It must also have
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credibility with the consumers in the sense of reassuring them that their interests
are adequately protected.

Not only does this leave less to allocate to private investment or infrastructure, it
is also a source of vulnerability if the country were to rely more on foreign
capital. The need to force-feed the fiscal deficit to domestic banks also makes it
hard for the country to open the capital account (or to privatize banks), a must if
India is to achieve its legitimate aspirations of becoming a world-class financial

center.

Availability of adequate skilled workers will continue to remain as a bottleneck.
India's universities have not expanded in a manner commensurate with the
growing skill intensity of its production. Even. as .Ind'ia !'edregses its previous
neglect of primary education, it needs to multiply institutions like the lITs, lIMs
and regional engineering colleges on which its current success is based. India’s
planned development pursuit has 0 concentrate on building skill and expertise in
the field of basic and applied science, management and technology, for which
higher education has to be liberalized. To generate the needed resources, not
only should we charge a reasonable fee for higher education, while offering
scholarships to the truly needy, but also we need to encourage more entry by
private and foreign institutions. An uneducated mind is a terrible waste of

national resources.

us on the deteriorating condition of urban

living, especially given the increasing rural to urban migration. If India is to be
inteiatio?]ally c)gr?]petitive in services, it needs to be ab]e to attract knowledge
workers who have attractive options elsewhere. Indian cities need better
infrastructure within the existing cities, and new planned townships that can
Provide the amenities that a discriminating middle class and a growing migrant
Population want. Much of this primarily requires better pla‘nmr!g, ‘management
and political will. X Five Year Plan specifically has dwelt on ‘social infrastructure’
(Section 1.72 to 1.81, Chapter 1) and ‘economic infrastructure’ (Section 1.82 to

1.99, Chapter I) in Vol. I.

In addition, India also needs to foc
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Section 4.4: Beginning of Reforms

Beginning early 1980s, Indian economy tilted towards free business away from
the controls and repressions of the domestic private sector. The pace of reform

accelerated in early 1990s, in the wake of external crisis.

4.4.1 Reforms in 1980s

The key features of reforms in the 1980s were: (i) import liberalization, especially
of capital goods and intermediate inputs, primarily through the expansion of the
range and number of goods in open general Iicen_sing list and through a reduction
In canalization; (ii) the extension of export incentives through the tax system and
more liberal access to credit and foreign exchange; (iii) the significant relaxation
of industrial licensing requirements through direct ‘de-licensing’ of some
industries and through ‘broad banding’ which permitted firms in some industries
to switch production between similar product lines; (iv) decontrol of administered

prices of key intermediate inputs.

442 Reforms in 1990s

The reform of the 1990s included: (i) the abolition of industrial licensing and the
harrowing of the scope of public sector monopolies to a much smaller number of
industries; (i) the liberalization of inward foreign direct and portfolio investment,
(ili) sweeping trade liberalization including the elimination of import licensing and
the progressive reduction of non-tariff barriers; (IV). major financial sector
liberalization, including the removal of controls on capital issues, free entry of
domestic and foreign, private banks and the opening up of the insurance sector;

(v) and liberalization of investment a
telecommunications. Areas that remaine

1990s were the labor market; small SC
financial enterprises and of banks; and further agricultural sector reforms.

443 |mmediate Results of Reforms

The refo ' acceleration in all underlying measures of
rms are reflected in the sharp
Orowth;: for example, the annual average rate of growth of GDP per worker

Ncreased f rcent in the 1970s t0 3.9 and 3.3 percent, respectively, in
€ 1980s ;?,'3 ? 979(;): while total factor productivity growth increased from -0.5
| or the same time. Between 1980 and 2002,

pel'Cent nt ov
Indi to 2.5 and 1.6 perce dded went up from 37 percent to 49 percent,

la’s sha ices in value @ ,
Whj re of services | value added remained broadly unchanged at

le its share ing |
of manufacturing In ey _
Percent, with the decline in agriculture mirroring the performance of services.
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The corresponding numbers for employment were 19 percent to 22 percent and
14 percent to 18 percent.

Economic development results from the interaction of growth opportunities with
the right fundamentals (the pre-existing capabilities) that allow these
opportunities to be exploited. In the conventional view of the Indian development
process, there was a long and dark period — the period of controls and import
substitution — followed by a burst of sunlight and reforms since 1991. The boom
In the IT industry first awakened observers to the fact that the dark age was not
all dark, that important cumulative capabilities were being built that yielded
réwards with a lag, and that these capabilities were as important as the (largely
external) opportunities that sparked the IT boom. In case of India, one key
capability was socio-politico-legal institutions: democracy, rule of law, free press,
Universities and technocratic bureaucracy that recent research shows are crucial
to economic development. Another key capability that has been extensively
remarked upon in the context of the IT boom is the pool of gknllgd human capital,
built through the technology., management and research institutes, as well as
through the public sector, a kind of import substitution effort in skilled human

capital development, which was integral to the Nehruvian vision.

ould be the extent to which states were

diversified facturing. There are two arguments why the extent of
across mar v | capabilities. One simply is that those

diversification may capture state leve

States that had ); vigrant and entrepreneurial p.rivate‘ secgor shouldI have

diversifi i "se to the pre-1980 distortions (for example, into
ed the most, in resbs the public sector). Thus the extent of

areas that were not dominated by . .
diversification in the early 1980s captures the vibrancy of entrepreneurship in the
State.

One proxy for this latter capability C

Another is to see the diversification as driven by a broac_ier set of fort:’es than only
e private sector. and including the public sector. In this view, India’s pre-1980s
’ sually (compared with other countries)

evelopment which led to unust e .
arge d?\,ersiﬁcsatt'}itf%}(so created within India a pattern of capability in the different

States th role in the economic performance when the constraints
Place Ogttmaa)slte;eas I:Negre lifted in the post 1980 period. Studies have found that

stat technological frontiers were the ones that
° that were closest to the of the early 1990s. States with greatest

Snefited the reforms
manufactu:iT:IZStc:;)gmty pre_19803 were the ones that benefited most post
0s. Engineers who originally were employed by the state owned Computer
Aintenance C tion or Electronic Corporation of India Ltd provided the
orpora that started up in Bangalore. State

ackbg mputer firms the )
Wheg :l)t; for many of Lh?efﬁl’gin g companies like IOCL and BPCL provided the
marketing an cy to the private oil company like Reliance

m ten .
an resources and core COMPTEEL Fo hiosive growth of the financial sector

in py_SSar. Many of the key players l:k of India. Bharat Heavy Electrical Limited

in
M“mbai were alumni of State Ba
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(BHEL) was a substantial supplier of managerial talent for many private sector
firms. Indian Airlines plied the private airlines with highly qualified pilots.

44.4 Decentralized Pattern of Development

While the formal reforms at the centre received tremendous publicity, perhaps
less noticed was the growing decentralization of policy. The Congress party had
held power without a break at the centre since independence, but the aura of
invincibility surrounding it started waning soon after Mrs. Indira Gandhi lost the
post Emergency election in 1977. Also, even though the congress party was
returned to power at the centre through much of the 1980s, a number of states
were captured by the opposition, often regional or even single-state parties. The
centrifugal forces created by the dispersion of political power did not sit well with
the enormous centralization of economic power and the inter-state cross
subsidies the centre effected through its investment strategy. This change was
about more than the identity and ideology of political actors. It was fundamentally
about greater devolution in political and economic power towards the states.
Greater political decentralization meant greater decision-making at the level of
the states, including on economic issues, not least the ability to attract private
sector investment. This was of course facilitated by the gradual dismantling of the
industrial licensing system that used regional equity as one of the primary

Criterion guiding industrial investment.

The rising trend in private investment, as well as the .falling .trgnd in public
investment over 1971 to 2001 would have contributed to differentiating outcomes
between states, with private investment more sensitive to dlffgrences.ln policies
across states. The state level capabilities and state level policies and institutions
seemed to start mattering in 1990s. With the centre no longer enforcing inter-

state equity, divergences in growth rates between states increased.

Indig’ ersification and growth over the last two decades might
reﬂecf tt?:t:g:s :;uchggs of the peculiar specializationg created by the pre71980
policies. Instead of India’s fast growing states reverting to a more traditional
Pattern of specialization in labor intensive industries, commensurate with |ncome
levels, they appear to have skipped directly to specialization in skill intensive
Industries (within manufacturing) or to services where they appear to have a

Comparative advantage (at least vis-a-vis other poor countries).

Studies h i fact that shows that Indian states have started
av led a startling 12 L
Shaving |ikee Eﬁ;ﬁztrial countries at nearly @ quarter or one-fifth of their income

'Cvels, exhibited a declining share of. manufacturing and
mcreasi-rl;ge;:/esrts?ftiiasatigﬁYeThe impact of the pre-1980 policies combined with
SCentralization has meant that Indian states are more respor.lsuble.for their
COnomic fortunes, which in turn has led to sharp divergences in their growth
fateg, With the ca\,/eat that Indian states are enormous_ly largg entities and are
Inte'r""""y very diverse, it would appear that the fast growing peninsular states are
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starting to resemble more developed countries in their specialization, while the
slow growing hinterland states, with still rapidly growing, less well educated,
populations may not have the capability to emulate them. It may well be that
these hinterland states (as well as backward areas in fast growing states) will
have to follow a more traditional path of growth, focusing on labor intensive
manufacturing. But they have not thus far. That they have not, may be because
further reform is needed — in particular, more flexible labor laws and an
improvement of infrastructure, especially vis-a-vis the states in the hinterland so
that these industries can be internationally cost competitive — to revitalize labor

intensive manufacturing.

“A regional disparity is a variation from which something can be learnt by the

backward regions about what to do and what to avoid. But there is manifest
evidence of a disinclination or inability to learn from the high performers. There is
for example, much to learn from the priorities given to school education and
health care in Kerala, from which others have typically been less than willing to
learn. There are lessons in agriculture from Punjab, industrialization, commerce
and finance from Maharashtra, land reform from West Bengal, use of information
technology from Karnataka and the Integrated Child Development Services from
Tamil Nadu. India as a whole could have been doing much better if those left
behind were willing to learn more — and faster — from those who went straight

ahead.” (Sen, 2006)
organized constituencies, in particular, labor
Given the way Indian industry has

Specialized, the costs of these laws aré not experienped by. political Ieadgrship.
iven that poor governance, which tends to be persistent, In part, explains the
slow growth of the hinterland states, the needed improvement in governance,
usiness climate as well as physical infrastructure will be more difficult in the

laggard states.

The archaic labor laws have strong
Unions affiliated to political parties.

Even if seri were undertaken in the laggard states, competition from
the morzegg\l::ng‘grg:tes will not make it easy for them to grow. Looking from
e output side, the laggard states aré ypically distant from ports and airports.
ransportation costs will come down as infrastructure is built up, but it is unclgar
Whether the improvements will help' them out—cor_npete the fast _growing
Peninsular states where many of the initial large scale infrastructure projects are
eing undertaken and where ancillary infrastructure exists. Even if India moves to

i pect the effects to first be seen in the fast

Using its ‘ one might ex t be s
Qrowing Sl:;\tselgllgnc,ihlizﬁcilr,ave theirgown share of surplus labor in agriculture) before

trickling down to the laggard states.
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demand for skilled workers in the export oriented services industry, wages of
s_killed workers have been going up very fast. Given the extremely competitive
situation in labor intensive industries, highly paid supervisory skilled workers are
affordable only if they are used very economically relative to the use of unskilled
labor. Here again, the fast moving states where the business and political climate
is more conducive to scale have an advantage. That the advanced skill intensive
part of the Indian economy may be bidding up scarceé skills in such a way as to
slow the growth of labor intensive manufacture and the exit of surplus labor from
agriculture, need not imply that the economy is using resources inefficiently. The
immediate adverse consequences Of this peculiarly Indian externality are
however more likely to be political. For if this process continues, the fast growing
states will not only suck the more mobile skilled labor from the slow moving
states leading to a further hollowing out of prospects but also the divergence in
growth rates will increase further. Put another way, the convergence
Phenomenon that typically take place across countries may be impeded in the
India of the future by one big difference — the common and mobile pool of skilled
labor. The very fact of skill based development in the fast growing states may
impede labor intensive development because of the rise in the price of skilled
labor. That would reduce the profitability of labor intensiye and tradable
manufacturing. In an era of global supply chains with wafer thin profit margins;
this might be a substantial impediment to the growth of labor intensive

Manufacturing in the lagging states.

The solution is not to impede the growth of fast movers but to enhance the
availability of the resource in the scaré supply. While the earlier emphasis on

funding terti tion at the expense of primary education may well have
g tertiary educatl have too little tertiary education of the right

b_een an aberration, India may now :

kind at this juncture. India does produce an immense number of degree .holders,

but there are serious doubts about the quality of education many receive. The

Number of high quality institutions is still very Sma"-d"‘ tf;? same Waytis rgdU§tw

was de-lj i ds to de-license higher education, remove the barriers
e-licensed, India nee e foreign direct investment here.

o startj institutions, as well as encourag
ing new institutions, the irony is that in order to promote unskilled labor

fostering the supply of skilled labor.

It ma T f higher education are easier to start in the
W stitutions of nig

ast g!l,‘ow?rl: bet t?at r;f;volqimits on access to out of state students (or a refusal to

g siates. ' ations) need to be reduced and

recoan: ate examin
gnize results from other st that truly all India market for

Sducatio onized across states, SO |
igher egi::;r;di;c:‘sgl: rcznl:leated. This will then create a pool of skilled workers

0 will be essential to enhance the growth of the now laggard states.

bre then, have unleashed U
"SXisting pattern of specia
onomic Reforms
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process has unleashed the gale winds of divergence. A unitary India, centralized
pollt!cally and uniformly mediocre in economic performance has given way to
multiple Indias with performance more related to the capabilities of individual

states and the opportunities they create.

ldeally of course, the laggard states would reform on their own, push for
scrapping archaic labor laws, improve infrastructure and the business climate

and utilize their vast pools of underemployed low cost labor to attract investment
in labor intensive manufacturing and agri-business. They would thereby catch up

with the leading states in India.

Section 4.5: Economic Reforms in
Progress

451  Objectives of Development Revisited

There is a high degree of consensus amongst economists, political scientists and
others on what the goals of Indian economy are. All of them want an accelerated
&conomic growth and, at the same time, do want to see tljat. thg bepeﬂts of
Srowth are equitably shared. The expression ‘growth with social justice’ in a way

SUmmarizes the objective.

452  Ppublic Private Participation

In the early stages of development planning, government was viewed as the

Principal a ' t rcising strict control over private investment,
cto evelopment, exe . ! i )
i : blic sector in all important industries. Trade

ensurin ' for the pu ,
Policy tgnzeddo:r;mbaen:nr‘zlaerd orient:d focusing on industflal development t'hrough
IMport substitution which was encouraged -through a tight control over |mports
and maintenance of high tariffs. The limitations of this strategy became evident
by the end of 1970s and early 1980s when it became clear that these policies
d growth was much lower than

educed effici d competitiveness an _
targeteq. V{/ffl'lcg::nggv :rrr‘]ment veas over-active in industry, it was under-active in

Many areas, especially relating to social develppmeqt and this was reflected in
ey slow p’acepo f improvement in critical social indicators. Some efforts were

Made to reform the system in

. it was not unti
ShOrtCOmmgS in our developmen ever, it was until 1991 that a

ide ranging program of economic reforms aimed at de-controlling and de-
Ureaucratization of the economy was initiated.
One i t we have a strong and vibrant privat
of omy is tha : : private
the strengths of our economy small enterprises. Our agriculture has
with a predominance of small and
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marginal farmers. O
broad bass . Our development strategy must be o i
production, greirtlidn vgrt;ed pnva@e‘ sector to reach its f;:?n;?)(tjert\?ia?n? bhng b
Sector, operafing % j(()j s and ra'lsu?g_income levels in society. A vigo O orivate
encourage effici nder the discipline of competition and.fre oo el
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and services produced and distributed are specifically for protecting the
poorest in the society.

Public Private Participation (P3) has been an established business model in
infrastructure sector. PPP encompasses long term contractual partnerships
between the public and private sector agencies to finance, design, implement
and operate infrastructure facilities that traditionally have been the domain of
public sector. This is also an acceptable mode! for projects having interface with
energy and environment, involving multilateral funding. in energy sector in India,
there are a number of examples of P3. Mahanagar Gas, a city gas joint venture
In Mumbai, is one good example in Oil & Gas Sector. Multilateral lending
institutions like Asian Development Bank (ADB) and United Nations Development
Program (UNDP) are actively involved in P3 model of ventures. There are a
number of successful P3 stories funded by UNDP in India, documented in UNDP,
2004. United Nations General Assembly in Resolutign 58/129 sent a message
that, ‘issues facing the developing world were too important and too great in
scope for government to address them in isolation; they required new partnership
to be forged with the private sector. Public and private sectors should Strengthe,n
Partnership to implement the principles and criteria for sustainable development.

According to a ioint report by Government of India and ADB, as of December
2006, asgmany Jas 86 ,gpps ﬁad been awarded mainly in roads and ports. The
World Bank sttotice show that during a 15 year period from 1990, as much as $
51 billion of public and private investment has been invested into various

Projects. (Taneja, 2007)

453 Conditions Preceding Reforms of 1991

w economic policy and reform process lies in
economy had to face in the mid 1991. The
riorated so sharply and the foreign
t the possibility of default in payment

T-he proximate genesis of the ne
Situation that the nation and the
eal'c:]nce of payment situation hald d’cta';t:
XCha so low
Was igiﬁn;enier(;?tshc:?:x fZg?inunorthodox measures had_ to be taken urgently to
Festore credib}lity On the domestic side while the Indian e:j;o?gg:)y hr?d done
Sxiremely well in terms of real gro h between 1985 an 990, rt, e fiscal
Situation had also deteriorated sharply. The budget deficit as well as the overall
) d contributing, on the_one hand, to large
n the other, 10 sharp increases in interest
d the States taken together which was

had increased to about 11% by 1991.

NCreases in mone ly and, O
y supply ’
Payments, Fiscal deficit of the Centre an

3bout 7.5 " the late 19708 . |
The ﬁség/tjg;,;::eofe tl:,z: ge;t@ Government alone which was below 6% in the

ate : - the same period. Consequently, interest
1970s had increased to 8.5% dung budget had become the single largest

Pa :
. Yments in the Central Governm% DP in 1980-81 to near 4% of GDP in 1990-

endityre i ey : :
? ’chttégeu::tery tgig]gerfligrrrelzdz 1/:1: f1 990s with a fiscal deficit that was simply not

Sustainable.
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Th? policy measures that were introduced to contain the balance of payment
deficit were basically orthodox. Apart from the exchange rate adjustment which
became necessary because of the rise in the real effective rate between 1990
and 1991: the measures taken were aimed at directly containing import growth.
Most of these measures were draconian in character. AS a consequence of the
Various measures taken, India had the lowest trade deficit in 1991-92 in more
than a decade. On the domestic side, the commitment to contain fiscal deficit to
almost 6.5% of GDP in 1991-92, to a further reduction to 3 to 4% of GDP over
the next three years was made as early as February 1991. Such a commitment
Was necessary not only to ensure international credibility but also to put the fiscal

System in order.

The policy changes brought into force since July 1991 fall broadly into two
is part of what is normally known as

Categories. The first set of measures
es came under the category of

Stabilization policy. The second set of measures cal .
the stabilization policies aré intended to correct

Structural re . e
the lapses ;ﬂﬁmpﬂ?"tﬂzsﬁgxgg in order in the short term, the structural reform
policies were intended to accelerate economic growth over the medium term.
Structural reform policies cannot succeed unless a degree of stabilization has
en brought about. But stabilization py itself will not be adequate unless
Structural reforms are undertaken to avoid the recurrence of the problems faced
N the recent period. Structural reforms Were broadly in the area of industrial
ICensing and regulation, foreign trade and investment and financial sector. There
'S considerable unanimit’y among the economist about the need to reduce and as
ar as possible eliminate barriers to entry and expansion of firms. In relation to
Oreign trade policy, the aim was to liberalize the regime with respect to imports

and t - : etween exports and imports. Yet another
¥ 1o bring about a closer ink progressive reduction becomes

Objective iff rates. A

was duce the tarift ra A

SSSenial in order to avoid a high cost economy A %ﬁrd:;gtreﬁncl)'i]vaeﬁgmggt’
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COljﬁfrl;nt(:)lot%)é tair\:vs?fr ;gf;?;?] i?\vestmento Finally, in relation to the financial

Sector jt has to be noted that while there has been 2@ considerable widening and

eepenj . o - many inefficiencies have crept into the
su Pening of the Indian financial SySt:énnzniniste);ed interest rate structure had put

Stem durin s. AN idization i i
g the past 15 years. f cross subsidization in lendin

e _ Ny xtent of cros g

Whole system in a straight jacket. The € king system. Due to various

Fateg . ity of the ban . ver
DressL,I:Zd undermined the pro:;i?g'?ad also deteriorated. With low profitability,
th s, the quality of loan @ had not been in a position to provide adequately

Q . . .
for 22,5'"9 system in partlcplallr 0? the Indian banking.system was woefully
inaq losses. The capita m to provide greater autonomy to
t

jal syste .
: ;Z[:i?tg' Thus a reform of tl:)e ﬂnanclt ra}tle structure and operational matters
hag utions both in terms

€Come necessary.

f interes
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4.5.4  Objectives of Reforms in Oil Sector

There is a common thread running through all the measures in the ‘new
economic policy’ in Oil sector introduced since 1992-93. The basic objective is to
Improve the efficiency of the system, while meeting the energy requirement of the
development process and mobilizing capital and technology needed. The thrust
'S towards creating a more competitive environment as a means to improve the
Productivity and efficiency of the sector. This is to be achieved by removing the
barriers to entry, bringing about market determined pricing and eliminating
Centralized state planning. While the industrial policy seeks to bring about a
greater competitive environment domestically, the trade policy seeks to improve
International competitiveness subject to the protection offered by fariff. Private
Sgctor is being given a larger space to operate. In these areas, the public sector

Will have to ¢ ith private sector even though the public sector may
i ompete with P i _What is sought to be achieved is

various entities whether they are in the

Private or public sector by injecting element of competition.

Section 4.6: Quick Results of Reforms

's economy has grown at an average rate of
hat India’s economy hardly grew in the first
wing independence, grew at a sluggish rate
ent growth rate is quite remarkable.

E°r last quarter of the century, India
hearly 6% per annum. Considering t
alf of the 20™ century and then follo

of some 3 ¢ this rec
04 t per annum, - . .
Table 41 and thegce;elgw clarify that economic growth in India accelerated

Noticeably around 1980. However the rate of growth of industrial production from
0 onwards was not all that impressive: Nevertheless, the grcqv;tshon;] theb1 950s

Was from a very low starting point and the performance since " as been a

Sig@nificant improvement over the decade of stagnation that went before.

The overal rate of investment in the economy improved from 1980 onwards (the
trend actually began in the second half of the 1970s) and, fluctuations
”°tWithstandi?1/ hgs remained in the range of 22-23 percent per annum. The
rowth in | g, as fuelled in the 1980s l?y both growing public

investments W tments, and in the 1990s, as public

inve . inves
neestments and private corporate In wing private investments. As to

NVestme i variety of gro .
o dodned B, o oduciy n U, e o0 2000
at there w . 980s and then, though sti ) ience
re was a surge in the 1 " ihe 1990s.

s

Ome deceleration in the growth rate

tis : i~ growth from 1980 onwards, was
. er economic growt! '

at e':S;;oirtant to reiterate tha;t twghchanging composition of the GDP, namely

m n part a result of d in the efficiency of the economy,

|
prO"ements in the rate of In
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§?‘t)::'?“y of the industrial economy. Second, some non-quantifiable component
build improvements in the growth from 1980 onwards was clearly a function of
manang on a good foundation: accumulating technology, entrepreneurship and

gement, trained workers, a sufficient tax base, dense supplier network and

adequate demand in the economy.

Table 4.1: Some Basic Growth Data: 1950 — 2004
(All figures in percentage per annum)

[ ——————

1950- 1965- 1980- 1991- 1980-
GDR 1964 1979 1990 2004 2004
SO0 growth 37| 2.9 58| 56| 57
| ndustrial growth 74 3.8 6.5 5.8 6.1
 Agricultural growth 31| 23| 39| 30 34
| Gross investment / GDP 13 18| 228 223| 225

Table 4.2: .1 Eormation, by Sector: 1970 — 2002
—2Dle 4.2: Patterns of Capital F (Percentage of GDP)

W Total Gross | Private Public Sector | Household
Capital Corporate Sector

19701975 Formatuo;182 ‘s_.g_c_t_gg___._z...s._ — -
3751980 525 — 2.3 11.0 10.0
1985 Siol 45 10.2 7.2
985-1950 537 — 45| 10.5 87
1955 7] 6.0 9.1 8.6
19952000 237 B 2 8.
2002002 253 6.0 6.1 13.2
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DromotiOn. estructure
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refor. Uria) policy and external €co
S - further de-licensing, €

ty with National Economic Reforms

A Study of its Compatibili




Oil Sector Reforms in Downstream Segment 122

opening of yet newer areas hitherto reserved for the public sector — are best

viewed as continuation of reforms well underway during the 1980s.

A significant element of discontinuity was in the area of India’s external economic
relations, including, the trade, foreign investment and financial relations. Starting
In 1991, import quotas were removed (fully only in 2001), tariffs came down
slowly but surely, currency was devalued, the foreign investment regime was
liberalized and various restrictions on external financial transactions were eased.

e view that the reforms were expected to generate
reater penetration of world markets in industrial
Products, but performance in this respect has been disappointing. The
‘disappointment’ of course has to be kept in perspective: at six percent annual
growth, India is still among the world’s fastest growers; exports have grown
steadily; and the balance of payment situation has improved considerably since
the reform. And yet, industrial growth in the 1990s and beyond did not improve
over the 1980s; growth in total factor productivity in the post reform period was
somewhat lower than in the 1980s; the modest export growth continued to be
surpassed by growing imports and public investment declined while the share of

Public debt in the GDP continued to grow.

Leading policy makers hold th
faster industrial growth and g

As Table 4.3 below suggests private investments, including corporate
ined buoyant in the post reform period,

investments, have for the most part remaine :
but public investments have declined. Private corporate investment shot up
rapidly after the reforms but peaked in the mid-1990s. Since then the rate of

as declined but stil remained at a level

growth investments h S
of corporate INve periods. Capital formation in the household

9enerally higher than in the earlier .
Sector by contrast has grown rapidly since the mid 1990s.
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Table 4.3: Some Post Reform Economic Indicators

Year GDP Industrial Capital Electricity International
Growth Growth Formation Generated Trade
Growth
Percent GDP Percent GDP
Percent | Percent Private | Public | Percent Export | Import
S Sector | Sector
| 1990-91 5.6 70| 139] 9.0 96| 62| 94
- [1991-92 1.3 210 129 9.2 40| 73| 83
- 11992-93 5.1 43| 14.2] 82 48| 7.8] 102
- 11993-94 5.9 56| 13.4| 80 50| 8.1 9.6
- | 1994-95 7.3 703| 132| 8.8 61| 81| 109
- | 1995-96 73 123| 16.7| 7.7 58| 89| 12.0
- 1.1996-97 7.8 77| 159 6.9 3.5 86| 123
1 &.93 4.8 3.8 15.3 6.4 3.4 8.5 12.2
- |1998-99 6.5 38| 151| 6.5 46| 83| 115
- 1.1999-00 6.1 49| 156] 6.2 50| 84| 124
- 12000-01 4.0 70| 159] 60 46| 99| 127
- 1.2001-02 4.4 37| 162 539 40| 94| 118
2002-03 58 6.3 16.6 5.6 5.0 10.6 12.7
2003-04 8.5 66| 168 6.0 65| 108 133
Average 57 59| 15.1 7.2 5.1 86| 114

Growth of income in a developing country like India is main!y driven by: a) growth
estment in income yielding assets (capital

arising o i ial activity; b) inv :
g out of industrial y: b) infrastructure like rail, road, port facilities,

Ormation); ¢) availability of economic P
energy (cl;al)power ang oil); and d) income from external sector arising from net
export,

Industri nd distributes income a_mongst factors engaged in
pmduct?;noﬁgéte ch_ea‘:'ehz rz fore, industrial growth 1s generally considered as
SYmptom of growth with distributive equity. Of course, there can be concentration
of income and output in the hands of few In @ capitalistic production process. But
IN case of India. that tendency was prevented by multiple socnellstlc policies like:
) MRTP: b) pu’blic ownership of productive assets; ¢) reservation for small scale
Ndustries; d) labor legislations protecting workers wages and rights etc.
Se , o inq like laying the foundation for future

condly, capital creation is the something oy saz,/ings. borrowings, Corporate

Prodycti . . es place ! . A
eserv(z'sonéngaggzlref;;r:;:gonc;:ztvt h Fi)n capital formation is an indication of

Conomy’s - apacity. Income from capi_tal is of course a function of
DrodUCtizity pvr‘,%c,i:r? t;: %:agureg by incremental capital output ratio.
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Thir_d')’, economic infrastructure enables capital and other factors of production to
get into active production process. Growth in those infrastructures is indication of
th? ability of the economy to make use of the production capacity and generate
Output.

Fourthly, net export (export minus import) income adds to country’s domestic
INcome. Further, growth in import also adds to the country’s capital formation, to

the extent the imported items are capital items.

Table 4.3 above indicates that India’s economy has done well in all the above
four parameters. It is however not easy to point out the impact of reform on all
hese. Still, in general terms the table speaks volume about the management of

the economy with central and dominant feature being reforms.

Reforms of the last one and half decade have resulted in growth and distribution
of income amongst various strata of society. These $Iso ha\l/e cr:eate? Il;)uoyalncy
and plenty i tabili ds and services. There also have taken place

e e avanlabllgty . t and publicity through mass media,

informatio 4 building exercises. All these factors in a
o technology and bran sumerist and high aspirapt segment of

Success more unapologetically in terms of consumptic_m. Ambition is much more
Clearly arrayed along the axis of economic up gradation, rather than moving up
€ social ladder. Even when the desire 1S of social recqgnltlcl)n, |:h|s usually
eXpressed in terms of wanting to be some one with a lifestyle others envy.
in an illegal slum under threat of

Consum family living

er study has come across a family . .

gﬁ_rlnoﬁtion usin)é elactricity illegally thinking about getting a computer for their
ilg.

wo kinds. One set of people seek escape
me form of stability. And there is another
uous growth, the desire to vault
e's final destination. This often
timacy of using all means available. It
twork of invisible community, which

(r:Or\sumer ambition in this class is of t
g?m a sense of insecurity and crave SO
owing segment that seeks urgen

alsg i
g'?k'ﬂVOIVeS an incredibly accomf
S noiselessly together.’ (Desal,
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Section 4.7: Growth strategy in
X Five Year Plan: 2002-2007

At the heart of the X Five Year Plan strategy is a view of the development
Process in terms of efficiency. Considerable emphasis has been placed on policy
. and procedural reform and improved governance to achieve a significant

improvement in overall efficiency. It is increased efficiency that is expected to

make the acceleration in growth envisaged in the Plan feasible.

The X Plan adopts a seven pronged approach in its policy framework: (i)
enhancing the efficiency of capital use; (ii) greater openness; (i) widening and
deepening of capital markets; (iv) stepping up agriculture and rural development;
(v) competitive industrial policy environment; (vi) building social and economic
Infrastructure; and (vii) reforms in governance. In each of these areas, there is a
conscious emphasis on policy changes which could involve re-prioritization and

€ven a radical break from the past:

With a view to enhance efficiency, X Plan envisages:

apital stock;
blic sector through a moratorium on new

-strategic public sector enterprises;
kruptcy and foreclosure for quick

a) full productive use of the existing ¢

.b) energizing idle capacity in the pu

Nfrastructure projects and privatization of non

€) legal and procedural changes covering ban

transfer of capital assets in the private sector;

d) lowering of tariff on imports;

€) creation of capacities specifically for export markets;

f) rationalization of the domestic tax structure ar[d s-lmpllf'le.d access to export

Promotion incentives to correct for the ant export bias in policies and

9)to enable a greater integration with the international economy.

In the f i an envisages regime changes to allow for the flow of
Ong tepr?]n?;:;l(Sc?acgi)tré\lt.h??epflorms in t?\e debt market and equity markets are

reQfarded as central to the convergence of long term saving and investment
Orizons in the economy.

Th i o ' ductivity of land and water resources for

o identifies the need 10 R (U7 it aimg for a maijor revival of public

agricylt ingl
. ural . Accordingly, ,
Nvestment i: ﬁ:gggg?‘e;rtld water management, rural infrastructure, research and

eVelopment' product diversification and freer trade.
re of the drive to accelerate overall

Indian | ha

N industry will shoulder a large S ,

Orowt : _trend rates of 10 percent per annum during the
Pla " by expanding at above tren lization to State level industrial

xternal liberaliza
tionally competitive.

h National Economic Reforms

entg Period, extending the €
'Prises to make them interna
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The Plan envisages human development through three critical dimensions, i.e.,
longevity, education and command over resources - education for all,
improvement in the health status of the population, shelter for all by 2012,
building the economic infrastructure by intensifying power sector reforms in
States and empowering them with adequate legislation and financial support,
expansion of hydro electric and atomic power capacity, tariff fixation on
commercial and technical grounds by an independent authority in order to
improve the financial constraints on the performance of railways, up-gradation of
the road network to international standards, reform of state road transport
operations, rural road connectivity, expansion in civil aviation and a

telecommunication policy.

of the X Plan. Reform of the civil service,

Reform of governance is a cornerstone : _
rotection are regarded as essential for

Corporate governance and consumer p
Increasing efficiency and accountability.

The imperatives for poverty reduction and employment generation impart
Urgency to achieving annual growth rate of the economy at 8 percent as a

Necessary minimum.

Section 4.8: Performance of Economy
from 2004 onwards

of X Plan period. Policy measures envisaged
e Plan period has got a reflection the
atures of India’s macro economic

2004-05 is the penultimate year

and reform process undertaken during th

Performance of 2004-05. Noteworthy fe

Performance in 2004-05 are:

a) Improvement in investment climate and pick up in industrial and service
sector activity

b) Emergence of b
of industries

¢) Modest consolidation in

d) Successful managemen

e) Elc;vglsthy investor confidence, as India received more than a guarter of the

\ emerging market 9conomies in 2004, though
?r:gli)efl pt?rtfol.lo fg?:;n tdoirect investment continued to be low around 3%
For:i ;nseigi;':‘ge reserves reached US $ 141.5 billion at end March 2005

uoyant exports as a driver of demand in a large spectrum

the fiscal position

t of liquidity in the backdrop of continuing capital

Ingj , ized by an environment of confidence, positive
o 8conomy today is Chara\(,;vt:{'of rulg based fiscal consolidation, stable and

Usiness expectations, a rene

ational Economic Reforms
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orderly financial markets and institutions and progressive integration with global
economy.

For more than two decades, from 1980 to 2003, India’s GDP growth averaged
around 6% per year, which suddenly shot up after 2003 to average 8.6% in the

next four years. (Aiyar, 2007)

Amongst many factors that might have contributed to cause this rare feat, the

- growth of manufacturing needs highlighting. Services grew fast by 8-9 percent in

| develOpment felt the crunch of energ

the 1990s, but industry grew only 5.7 percent. A sign of the times was that
computer software boomed, but computer hardware did not. Many analysts felt
India lacked a comparative advantage in industry and could not compete with
China, at least not till its labour laws were amended.

But after 2002, India suddenly experienced a spurt in brain intensive
manufacturing, involving  design, customization and innovation. The
pharmaceutical industry had moved from reverse engineering to full blooded
molecular research. The auto industry, which requires constant design
improvements, took off. So did capital goods, which needs customization. India
became a global R&D hub. Total factor productivity shot up. Meanwhile interest
rates fell and Indian access to global capital markets lmprovegi. This magje Indian
Manufacturing competitive. So, during 2002 to 2907, mdustrlal'growth |mpr0\{ed
to an average of 8 percent and hit 11.5 percent in 2006-07, with ma.nufactu.nng
growing by 12.5 percent. The manufacturing spurt buttressed the earlier services

spurt and so GDP growth crossed 8 percent.

Section 4.9: Energy needs of a growing
Economy (IX Five Year Plan: 1997-2002)

IX Plan document is the only one, amongst all Plans, to have a great analytical

and policy oriented research on energy sector in general and oil sector in

parti i at one gets from the IX Plan dopument is that the
"ticular. One perspective th i " ttached overriding importance to this

Secto : a) the C ,
r due to two reasons: a) y. Realization dawned on policy makers that

- Id be hindered, if ener

e am t process of the country couic , ay
Sector gglgssngte\ﬁggg“r??t pThe ssue of energy security came to forefront of
Policy making on the eve of IX Plan. secondly, energy sector, especially Oil and

Power were in the forefront of reform agenda.

With rg tant prices 1 |
for con?;?;tcitﬂ GDePr " ?;n;e pepriod 1953-96. The elasticity of total final energy
NSumption ?N;-::s gﬁt to 0.67 as compared to 1.14 for final commercial energy
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consumption for the same period. However, there have been changes in the
pattern of consumption of energy overtime as well as in the fuel wise elasticity.
The changes in the pattern of energy consumption / GDP elasticity are given in
Table 4.4 below:

Table 4.4: Energy Consumption / GDP Elasticity

Z Primary Energy Final Commercial Energy Consumption
 Period Total | Commercial | Coal Petro Products | Electricity | Total
11953-60 [0.87 |1.62 1.22 2.14 2.98 1.46
11960-70 [0.68 | 1.13 032 | 2.69 3.06 1.13
| 1970-80 [1.06 | 1.59 0.99 2.09 2.06 1.52
| 1980-90 [0.69 [1.13 0.42 1.10 1.58 0.95
1990-96 | 0.65 |0.97 022 |1.15 1.28 0.87
| 1953-96 J0.78 [1.25 0.57 1.74 2.11 1.14

Source: IX Five Year Plan

erved in the point-to-point elasticity of energy
DP in the decades of the eighties and nineties. X
Plan d ions that the elasticity for primary commercial energy

ocument mentio periods is less than unity. (Section 7.3.9,

consumption for the 1991 - 2000 ‘ .
Chapterp7 Vol. Il) This has to be considered with due care since the past trends

- . : lly represent the growth of
in the consumption of commercial energy do not rea ' growth ¢

demand for sugh energy, but merely reflect the growth of |t§ _actual avqllablllty in
vView of the prevailing energy shortages. However, a dgcllnlng trend in energy
consumption — GDP elasticity does include the increasing efficiency of energy

use in the economy.

A declining trend was obs
consumption with respect to G

Th ' ively becoming oil intensive in view of .the increasing
o :r :Z?'gﬂ}; allsgzrsgrne;; etrgle um prquCtS in thg final comrr_lerCIal energy use.
This is due to the increasing use of oil products In s.eqtors I|]<e household and
transport. The transport sector has become more oil intensive on account of
larger than anticipated share of road transport in freight and passenger traffic in
Preference to railways and a mushrooming growth in personalized transport

Modes like car and two wheelers.
The trend in relative share of products like LPG, SKO, MS and diesel during last
4 decades are given in Table 4.5 below:
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Table 4.5: Percentage share of select oil products in
total consumption

—— Percentage
—— LPG SKO MS Diesel
| 1975-76 1.50 13.83 5.68 29.38
| 1980-81 1.31 13.68 4.93 33.48
- [19%-91 4.39 15.30 6.44 38.40
[-2000-01 7.15 11.30 6.61 37.95
| 2004-05 9.14 8.42 7.39 35.53
| 2005-06 9.21 8.36 7.73 35.88

Source: CMIE, Energy, February 2007

It is significant to note that there is 2 sustained and perceptible increase in
ned due to two reasons: a) availability of

Percentage use of LPG. This has happé
LPG has improved after it was oxtracted from natural gas from 1981-82,

Supplemented by imported LPG from 1985-86. b) Large useé of LPG replacing
SKO from 1999-2000 onwards.

due to exponential growth in the
esel has gone down, as diesel to
port and by naphtha in

Share of petrol has gone up in 19908 primarily
Use of car for personalized transport Share of dies
an extent has been replaced by electricity In rail trans

Power generation.

rea for Oil Sector

Section 4.10: Priority @
Five Year Plans

in successive

410.1 Eighth Five Year Plan (1992-97)
natural gas sector during the Eighth Plan

The mai g
in o jecti um an .
lnc|Ud:cJ]0:n ij.ec_tlv?s fogfpier::j?;eenous production of crude oil and natural gas, a
"easonable l:lm:za:c 'ogcretion of new hydrocarbon reserves through intensification
exP'Oratioxe o ﬁé:, tios augmentation of domestiC _reflnl?g capacity with
Phasis on Coas(t: N ootive de-bottienecking of egpanslon of existing refining
“@Pacity, encouragement to private sector participation etc.

ibility with National Economic Reforms
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Demand for petroleum products
The actual consumption of petroleum products was 79.16 million tonnes as

- against the Eighth Plan projected demand of 81.19 million tonnes in 1996-97.

The compound average annual growth rate during the Eighth Plan period was
6.8% as against the projection of 6.9% envisaged at the time of the formulation of
the Eighth Plan. The cumulative consumption of petroleum products during the
Eighth Plan was however lower at 341.69 million tonnes than the projected
demand of 346. 78 million tonnes due to lower than anticipated increase during

- the first two years of the Plan. These consumption figures include product sales

through parallel marketing system (PMS). The share of impqrts of petroleum
Products by private sector was less than 3%. The consumption of petroleum

products during the Eighth Plan is given in the table below:

Table 4.6: Consumption of Petroleum Products
Million Tonnes

Product 1991-92 1996-97 .
k Actual Target Achievement
 Light Distillates 10.12 18.52 14.54
| Middle Distillates 34.40 48.83 49.06
| Heavy Ends 12.45 13.84 15.56
Total 56.97 81.19 79.16

crude oil declined, the growth rate of demand
t a fast pace. This led to higher volumes of

imports of petroleurn products during the Eighth Plan. The import dependence in
respect of F::rude oil t[z) meet the demand of petroleum products went up from

about 509 in 1992-93 to 60% in the terminal year of the Eighth Plan.

While the indigenous production of
for petroleum products was rising a

L°mestic Crude Oil Production

The Eighth P 4 emphasized the need : -
pl'OCiucst;ion_ d?)cvg\?er ag%inst a total planned production of 197.3 million tonnes

durin A oil production was only 154.28 million tonnes. The
el‘miga: 9962 97, tgectcig;lldaas c?nly 32.9 million tonnes as against the target of
7.08 miI)I,ionr tpro us The medium sized oil ﬁelds. to be developed undgr Jqlnt
ehturos wereotre‘:se.de d to produce about 11 million tonnes of crude oil during

: ' m these fields was expected to materialize
y an period. The full production fro of delay in award of contracts. The

hth Plan are given in Table 4.7

for maximization of domestic crude oil

on account

be:ails of crude oil production during the Eig

Clow:

patibility with National Economic Reforms
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Table 4.7: Crude Oil Production

131

Million Tonnes

j_ Organization | 1991-92 1996-97 Cumulative | Eighth Plan
Actual | Target | Achievement | Target Achievement
 [onse et |

' |_On shore 8.86] 14.13 8.50 61.77 43.75
| | Off shore 18.96 | 29.25 20.18 118.96 94.57
| Total ONGC 27.82 43.38 28.68 180.73 138.32
| {2)oIL 2.53 3.70 2.87 16.59 13.97
|j (3) JVC / Pvt _ - 1.35 0 1.99
i LTotal 3035| 47.08 32.90 197.32 154.28

Gas production and utilization

Consequent to the lower domestic production of crude oil, the gas production
Wwas also lower than the Plan target. In addition, there was a shortfall in the
Production of free gas also on account of delays in the development of gas fields.
Against the Eighth Plan target of 125.42 billion cubic meter (BCM), the actual gas
Production was 101.71 BCM. Accordingly, dispatches to downstream users of
9as fell short of the target. The overall management of the domestic gas sector
'Mproved during the Eighth Plan with better utilization of the produced gas and
Minimization of flaring. The level of gas flaring was reduced from about 10.3% of
the total production at the beginning of the Eighth Plan to about 4.9% in the
terming| year of the Eighth Plan. The production of natural gas during the Eighth

lan is given in Table 4.8 below:

ral Gas Production

- Natu
Table 4.8: Na Billion Cubic Meters

Wﬂization [ Cumulative Target | Actual Achievement

[ Oonng 58.64 1032

i ) Off shore 8734 9340

| |3ub Totg) 115.98 .

& OIL

M) Onang 9.44 3-37
Jve . .84
\

! POL

 The jbort 24 million tonnes in 1991-92 to 33.9

€ im o sed fro e
Million tzcr’]':egfi :zugdge&g; g‘:(;et?,at of petroleum products from 6.51 million tonnes

to 16.86 million tonnes in the corresponding perioq. The import bill for crude oil
and petroleum products is given in Table 4.9 below:
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Table 4.9: Net Imports Value of Crude Oil and Petroleum

Products
T Rs Crores
m 1991-92 | 1996-97 Cumulative Eighth Plan
Net Imports Actual Target Target Actual
1{a) Crude Oil 7869 | 4,408 18,332 60,573
(b) POL Products 5,261 12,892 56,328 40,399
Grand Total 13,130 | 17,300 74,660 1.00,972

At the time of commencement of the Eighth Plan, the total POL import bill was
estimated to be Rs 74,660 crore. However, the actual total POL import bill during

Eighth plan period was Rs. 1, 00,972 crore.

410.2 Ninth Five Year Plan (1997-2002)

The share of petroleum products and natural gas in the total final energy
during 1997 to 2002. This share was about

Consumption increased significantly , !
3 percent in 1980s. It increased to about 54 percent.m 1996-97. Natural gas is a
Clean and environment friendly fuel and as a result, its use in the years to come

Could increase.

The country was heavily dependent on imports of crude oil and petroleum
ncrease in the years to come. As a result,

Products and this dependence would i to sul
€re was to be substantial foreign exchange _outgo. Raising of domestic oil
Production, setting up of refineries, laying pipeline fo_r tran.sportauon of gas as
the requirement for investible resources in the

Well as ol products would raise the |
Nth Plan. The priority areas in the oil sector were as follow:

de oil production was required to be augmented by
ac ' oration efforts in deep off-shore, un explored / less
celeration of expl n-shore areas, improving reservoir

explored off-shore as well as © /
ed oil recovery (EOR). A Ne:'w Exploration
management and enhanc fiscal and financial incentives was

Licens: , ELP) with certain 1ISCE _ . ;
o sgjrl::% dPtoollgycl) O(SF\: inve)stment in exploration. This could help in accretion

of the hydrocarbon reserves. The average recovery factor in India was low

by i - ~An improvement in the recovery factor would
Y international standarcs hout corresponding accretion of reserves.

ive additi nt of ol wit _ .
gin?uﬁgggfgg;agﬁoration and development projects would require to be
taken up in othér countries as well as to increase equity oil abroad.

' ill the late 1980s. However, in
A was bein flared .t|II . .
rec!::ge amouﬂnt 'Of gc";‘esclined. Gas utilization was to improve further with
the cogz?ézior?ig;gof gas compression and evacuation facilities as well as
augmentation of existing pipeline network.

* The indigenous cru

nal Economic Reforms
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In order to meet the increasing demand for oil products, additional
infrastructure, viz, port handling facilities for crude oil and petroleum
Pr_oducts, pipelines, tankers, rail wagons etc were to be established and
this would involve large financial requirements. Joint ventures among
public sector undertakings as well as between the public and private

sector undertakings could go a long way to finance these activities.

beralization program, the petroleum industry

(both upstream and the downstream) was thrown open to private sector
participation (both Indian and foreign). The response, particularly in the

down stream sector, was encouraging.

In the wake of the ongoing li

The prices of oil products continued to be largely administered. In view of
the greater need for raising the resources for expansion of oil sector as
well as large scale private sector participation, it was important that the
present administered pricing regime was dismantled at the earliest. The
initial steps in this direction were already taken and these needed to be
carried through to the logical conclusion. Since the country was a net
importer of crude oil as well as petroleum products, border process should
be the guiding principle in fixing the prices of crude oil as well as

petroleum products in the economy.

In view of the severe foreign exchange constraints that the country had
been facing, the conservation of petroleum products recgived high priority
since early 1970s. It is important that these efforts continued in the Ninth
Plan. This would also help in ensuring greater energy security. The
transport sector being the largest user of petroleum products needed

special attention.

The existing infrastructure facilities for ha]r]dling _petroleum products were
inadequate. In order to handle the additional imported and indigenous
| gas, including Liquefied Natural

ducts and natura
nts for ports, tankers, rail loading,

d to be enhanced substantially.

crude oil, petroleum pro !
Gas (LNG), the infrastructure requireme

pipeline and product tankage, would nee

untries pursué a national policy to maintain a
rance against contingent situations like war,
hedging against violent price fluctuations in
r strategies would need to be taken up

iti tic production and demand

expeditiously as the gaP between domes | was
widening sh);rply. ThézJ present strategic tankage is for 12 days storage of
crude oil and petroleum products import. The capacity needs to be
increased by at least 15 days of import requirements during the Ninth

Plan.

Most of the oil importing ¢O
strategic reserve as an insu
natural calamities and also for.
the international market. Simila

al Economic Reforms
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Energy Strateqy in the IX Plan

;he,e”efgy strategy for the future could b
edium term strategy and long term strategy. The various compon

e divided into short term strategy,
ents of short /

medium term strategy could be:

cture of various energy products, particularly the

prices charged by State Electricity Boards from the various categories of
consumers. This is an important component, if not a pre-requisite for the
restructuring of the SEBs in order that they become bankable and credit
worthy. The SEBs have to be restructured so as to permit them to operate

on commercial lines.

Rationalizing the tariff stru

Dismantling of the Administered Pricing Mechanism (APM) in a fairly short

time frame

Strengthening of the institutional reforms that have been initiated during
the Eighth Five Year Plan, ie., deregulation etc.

An optimum utilization of existing assets

Efficiency in production system and reduction in transformation losses,
including those in traditional forms of energy sources
technologies for environmentally

and use of
d renewable energy sources

Promoting R&D, transfer
ding new an

sound energy system, inclu

Improving energy efficiency in accordance with national socio-economic

and environmental priorities

Promoting appropriate energy efficiency and emission standards to reduce

adverse impact on the environment

Adoption of energy efficient technologies N major energgl intensive

industries like iron, steel, chemicals, petroleum, pulp, paper and cement
be tackled in such a way that social,

The energy challenges need {0 problems are ameliorated and not

envi .~ and security , :
angrl'OnmentaI, "t°°"°f"':,, ar;he case with conventional energy strategies
gravated, as is typicay roblems Of do not deal with them adequately.

Which either ignore these P do g

ry to adopt measures
Therefore i dium to longd term, it is nece .
that wﬁ}rfei;'utclet?: energy intensity of the economy, some of which are

listed below:
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* Demand management through greater conservation of energy, optimum
fuel mix, structural changes in the economy, an appropriate modal mix in
the transport sector, i.e., greater dependence on rail than on road for the
movement of goods and passengers and a shift away from private modes
to public modes for passenger transport, greater reliance on co-
generation, recycling, changes in design of different products to reduce

the material intensity of those products, etc.

* There is a need to shift to less energy intensive modes of transport. This
would include measures to improve the transport infrastructure viz., roads,
better design of vehicles, use of compressed natural gas and synthetic
fuel, etc. Similarly, better urban planning would also reduce the demand

for energy use in the transport sector.

* There is a need to move away from depletable to inexhaustible resources,

viz, solar, wind, bio-mass energy etc.

e laid on the exploitation of hydro-electric

* Greater emphasis has to b
k demand.

power, particularly for meeting pea

e Greater aftention will have to be paid to research, development, transfer

and use of energy efficient technologies and practices In thg supply as
well as the end-use sectors. Attention will also have to be paid to factors
like rehabilitation of displaced people, environmental considerations, etc,
while adopting these technologies.

Strategy for Oil & Natural Gas Sector in IX Plan

has played a crucial role in the economic
dependence. The share of IE:etroleum
Prody : | final energy consumption has been
increa(;tiigagee :irt]t;ra; eg?: ;2 in 1996-97. The country is heavily
- SPendent on imports of crude oil and petroleum products and this dependence
- Will e. This underscores the need for increasing
| i :onal Oil Companies (NOCs) have made
| and gas in order to meet ever rising
il become the mc(;Tt ;avloriz_g sourc:e of
er ; and environment friendly fuel. The available
. Dtio%i (figf r:noa;:is;n ?a::lurethissahglrzagf gas in energy through domestic as well as

Porteq sourcesztog moet the energy demand are being examined. The
Detro|eum and natural gas sector was opened up for private participation at the
beginning ol thna Eu.ralhtﬁ Sian. As of NOw, exploration, production, refining and
marketin e Eig _ .te articipation. The Restructuring Grgqp fpr Oil
N g are open for private P t of about US $ 100 billion in the

ector . 'nveStmen .
Detroleéi-gazug ; tt?:l Z:t;n;aet;gragp'to 2010 for ensuring the security of oil and

The Petroleum and natural gas sector

de"e"meent of the country since in
the tota

d was 54%

conti '
g“tanOUS efforts for discovery of Ol
Mand in the country. Natural gas W
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?hai Squligs to various sectors of the economy. It was against this background
at? major incentives were announced by the petroleum and natural gas sector to
ract a larger degree of private participation. A New Exploration and Licensing

Policy (NELP) have been announced recently by the Government to boost

| . . . H
nvestment in exploration for increasing the level of hydrocarbon reserve

accretion to enhance the domestic oil and gas production.

Pricing (IX Five Year Plan)

The principles of pricing adopted fo
(F:?ttem of growth of the energy sec
energy pricing are multi-dimensional:

r energy products have greatly influenced the
tor in the country. The economic implications

* They have a direct bearing on the efficiency of allocation of resources
within the energy sector as well as in the overall framework of the
economy. This includes the impact of energy prices on inter fuel

Substitution.

* The end use efficiency in the sector is directly influenced by energy prices.
n energy production is also important in

Pricing of resources that aré used i
view of the efficient use of these resources.

* The pricing system determines the viability of the sector and its financial

autonomy.
ties are wide, energy prices could lead

e dispari S ¢
dequate safeguards are built in.

* In a country where incom
nless a

to distributive implications U

* Continuation of APM is coming in the way of large scale private
Participation.

| make Indian Petroleum sector globally competitive

* Abolition of APM wil

* Contain Oil Pool deficit

ort of Kerosene, LPG was deregulated in VI

* Deregulation of import (IMP

Plan period)
announced by Government in

The e - s

Price i i to import parity was <

| eDtemberO{ 93'798-?:12 12?|?ngopricz of all grades of diesel would now be based on
Ort parity to be fixed on a monthly basis-

National Economic Reforms
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Privatization (IX Five Year Plan

bpsgt]riﬁﬁum and Natural Gas sector was opened up for private participation at the
are o ng of VIIl Plan. As of now, exploration, production, refining and marketing
estim:ter:j for private participation. The Restrup’gurlng Group (R — Group) has
Gas ed an investment of about US $ 100 billion in the Petroleum & Natural

sector up to 2010 for ensuring the security of oil and gas supplies for various

Sectors of economy.

Government of India has thrown up major segments for private investment.
root refineries by private sector either on their own

* Setting up of new grass
am sector PSUs

or as joint ventures with downstre

* Setting up lube refineries by private sector

* Parallel marketing of petroleum products by private sector

also being permitted to form JVs among

* The Oil sector PSUs are !
gn companies

themselves and with Indian and forei
* Parallel marketing of a number of petroleum products by .private sector
has been permitted and imports have been de-canalized. Due to
constraints at ports and inland transport facilities, parallel marketing has
succeeded only to a limited extent so far.

4103 Tenth Five Year Plan (2002-07)

In terms of action Plan, X Plan is an extension of IX Plan. The additional three

featur
€s of X Plan are:
will have to play the role of a

frontline industry in the country wards becoming an economic
Super powel:s ‘Ii‘yolsuccessfully fulfill this role, the industry will have to

become internationally competitive and endeavor to become a global

player.’ (Section 7.3.55, Chapter 7 Vol Il)

2. X tutory regulatory authority for the

P : of a statutory ¥ : M

dow:las?rezr:;/'z’?]gae:d trl:aet u;gllegas sector, after dlsmz;nt\lllniq"the administered
Pricing mechanism. (Section /- 57 & 89, Chapter 7, VO )

1 X Plan recognized that ‘Indian Ol Industry

ucturing of Oil PSUs so that they can

X P ion of restr ; :
Comlsgtemakgtsha msc:t(;n an multinational comp?nrlles. Follow!ng
IF‘?‘Structuring\;v ldisineestment in or privatization of some of these companies

ty with National Economic Reforms
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thro
ugh a transparent process would be undertaken. (Section 7.3.58 & 88

Chapter 7, Vol Il)

Besides

ab iti

makes a mc;\:? additional approaches to the downstream Oil sector, X Plan also

Government IIor.1 of ‘India Hydrocarbon Vision -2025', a document prepared b
, laying down the framework of the approach and policies that shaﬁ

guide Qil sector till 2025.

Summary

To sy
mmari i i
marize, India's development history has a unique feature that it is
r is guided by philosophy that is

€Xperi
roote(;""deel’ltal and experiential. Its path and teno
: ep into India’s socio-economic reality. It goes 10 the credit of Indian
Sight of fhre ko SF ‘deologica! proclivity, they have not lost
eology witr|‘1atlonal vision. Keeping the vision In mind, they have tempered their
evelopment pragmatism and experience- In the history of India’s economic
find homn , we do not see a rigid theory of development at work. In stead, we
it faces o e grown development theory, which has taken quite its own course as
e challenges and finds solution.

from independe
f revolutionary or
and democra
_ eclecticism an

nce to the present day is
sharp turns in direction. It
tic aspirations and indeed
d even incompatible

The

One o?té)\gl of Indian economic policy

reflects Ind-utlon and continuity — not ©

Compusio ian realities. Its size, diversity

Cohabit ons, all make for compromisé
ation.” (Patel, 2002)

ment with a national vision of

India' .
S ail policy has also treaded the path of experi ,
country. Oil Sector has found

ing energy to the development process of the :
the development policy from the beginning.

d

Plag

F'rsuye Oqf ?pecial significance in ,
» Oll is an essential ingredient in the country’s development process.

eCO .
ndly, the country did not have the requisite caplta}, techno‘logy and talent to
development era. Thirdly, India is not endowed

SXplore qif ;

\'}Iith oﬁ 0il in the beginning of the ! .

ti resources as much it WOUld require for its Consumptlon. Fourthly, when
i tment and to foreign market,

e
Nl Came for the sector to open up to priv .
ecto dition. Fifth and finally, Oil

dia dix :
did it with due care to its delicate market CON
tors in the economy that any step taken

8¢
in e ISS0m - :
uch entwined with other sec .
e some where else in the economy.

Qil
For, ' Sector hag .+ consequenc
M got far react s oil sector from the beginning. Private public

n in Oil sector from the

n .

partic? Connectivity was there with :
in ode of supply chal il sooe. .

Sacgy "9- But stil, there were a sures undertaken in the Oil
0 .

2 orms i ier econncsectoro 190 T

beginﬁation was an accepted M
the r d jot of reform MELe  chapter V. The |
& roc 2UMN i been detailed in Chap er V. The impact of
re g last 13 years, which hashas been oxamined in Chapter VI.
onomic Reforms
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Recap: Chapter IV
Oil Sector (referred to as ‘mineral oil’ in Industrial Policy Statements) was in the
exclusive list of industries which were reserved for Public Sector in Industrial Policy
Resolution 1948 (IPR 48). IPR 48 was adopted by Parliament on April 6, 1948. IPR 48
reserved for Government the manufacture of arms and ammunitions, the production and
control of atomic energy and the ownership and management of railway transport.
Another six industries were set aside as the exclusive responsibility of the state,

inclusive of Mineral Oil.
Recap contd...

India’s Oil Policy within the overall framework of India’s development policy had its own
course, at times making Oil Sector an exception. When in 1947, India woke to freedom;
the bulk of her oil requirement was being imported. Even Il Five Year Plan (1961-66)
states, ‘there is at present no production of oil within the country except for a small
quantity obtained from the Digboi area in Assam.’ Marketing of oil in India was done by
three multinational companies, namely, Burmah Shell, Standard Vacuum and Caltex.

There was no legislation in India regulating crude oil mining prior to independence,
though there were legislations on mining since 1894. It was only after independence that

the Indian Bureau of Mines (IBM) was set up in 1948 as the central agency for

coordinating mineral leases and the mineral policies of different states. The Central
Government enacted the Mines and Minerals (Regulation and Development) Act 1948,

which came into force in October 1949. The Petroleum Concession Rules, 1949 were
framed under this Act.

During 1957 to 1959, the policy makers at the highest level in India came to a realization
that the multinational oil companies are charging high pr 165 of oil to Indian consumers
through a pricing method known as ‘Valued Sltock Account’ (VSA). Basically, it is same
as import parity price, but the FOB price cong;dered was of Mexican Gulf, as there was
no Platts posted price of refined products in the Persian Gulf. The multinational Oil
companies were loading excessive charges in the price build up, which was not audited
by any Government agency, not even by their :{rrerfvaf auditor. It came to light that the
multinational oil companies earned higher profits in India than anywhere else in the

world,

IX Plan document is the only one, amongst all Plans, to hgve a great analytical and
n energy sector in general and oil sector in particular. One

oli 1 rch o :

gerggeggsgr;?; ;e;f: gets from the IX Plan document is that the planners and policy
makers might have attached overriding importance to this sector due to two reasons: a)
the country after achieving considerable level of development felt the crunch of energy.
Realization dawned on policy makers that the ambitious development process of the
country could be hindered, if energy seqror does not support it. The issue of energy
Security came to forefront of policy makmg on the eve of IX Plan. Secondly, energy
Sector, especially Oil and Power were in the forefront of reform agenda.

Petrole Gas sector was opened up for private participation at the
begfnnfig jf dvgag;a!; The Restructuring Group (Rl — Group) has estimated an
investment of about US $ 100 billion in the Petroleum & Natural Gas sector up to 2010

I and gas supplies for various sectors of economy.
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