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Every moment one should learn, from every bit one should earn. If you waste a 
second you can’t get knowledge and if you waste a bit u can’t get money.

Government intervention, sometimes though well intended, often ends up undermining 
the ability of the markets to support wealth creation and leads to outcomes opposite 
to those intended. This chapter analyses four examples of anachronistic government 
interventions, though many more abound.
First, frequent and unpredictable imposition of blanket stock limits on commodities 
under Essential Commodities Act (ECA) neither brings down prices nor reduces price 
volatility. However, such intervention does enable opportunities for rent-seeking and 
harassment. For instance, imposition of stock limits on dal in 2006-Q3, sugar in 2009-
Q1 and onions in September 2019 spiked up the volatility of the wholesale and retail 
prices instead of smoothening them – in contrast to its objective of easing pressure 
on prices. Around 76000 raids under ECA were conducted during 2019. Assuming a 
minimum of 5 persons involved in a raid, considerable administrative effort goes into 
enforcement of ECA. As the conviction rate, however, is abysmally low and raids have no 
impact on prices, the ECA only seems to enable rent-seeking and harassment. The Act is 
anachronistic as it was passed in 1955 in an India worried about famines and shortages; 
it is irrelevant in today's India and must be jettisoned.
Second, the regulation of prices of drugs through the DPCO 2013, has led to increase in 
the price of a regulated pharmaceutical drug vis-à-vis that of a similar drug whose price 
is not regulated. Our analysis shows that the increase in prices was witnessed for more 
expensive formulations than for cheaper ones and those sold in hospitals rather than 
retail shops, reinforcing that the outcome is opposite to what DPCO aims to do - making 
drugs affordable. The evidence across different commodities (pulses, sugar, onions and 
drugs) - not just onions or sugar where cartelisation is often suspected - and episodes 
spanning different time periods (2006-19) suggests that the ineffectiveness of ECA stems 
from unnecessary government intervention that undermines markets.
Third, government policies in the foodgrain markets has led to the emergence of 
Government as the largest procurer and hoarder of foodgrains – adversely affecting 
competition in these markets. This has led to overflowing of buffer stocks with FCI, 
burgeoning food subsidy burden, divergence between demand and supply of cereals and 
acted as a disincentive towards crop diversification.
Fourth, analysis of debt waivers given by States/Centre shows that full waiver 
beneficiaries consume less, save less, invest less and are less productive after the waiver 
when compared to the partial beneficiaries. The share of formal credit decreases for full 
beneficiaries when compared to partial beneficiaries, thereby defeating the very purpose 
of the debt waiver provided to farmers.

Undermining Markets: When 
Government Intervention Hurts 
More Than It Helps
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economic freedom as the freedom of choice 
enjoyed by individuals in acquiring and 
using economic goods and resources. In the 
Index of Economic Freedom,  India was 
categorized as ‘mostly unfree’ with a score 
of  55.2 in 2019 ranking the Indian economy 
129th among 186 countries, i.e., in the 
bottom 30 per cent of countries (Figure 1). 
In the component pertaining to “investment 
freedom”, which measures the ease of flow of 
investment capital both internally and across 
the country’s borders, India scores a low 
40.0 on a scale of 0-100 (repressed) against 
the world average of 58.5. In the Index of 
Global Economic Freedom too, India ranks 
79th among 162 countries with 108th rank in 
business regulation. 

Figure 1: Relative Economic Freedom in India

 
 
 
 

Source: Index of Economic Freedom, 2019 accessed at https://www.heritage.
org/index/

4.2	 Economic freedom enhances wealth 
creation by enabling efficient allocation 
of entrepreneurial resources and energy to 
productive activities, thereby promoting 
economic dynamism. This is manifested in 
the close correlation of the ranks in the two 
referred indices of economic freedom with 
per capita GDP of the countries (Figure 2). 
The low rank in economic freedom makes 
it evident that India chains opportunities 
for wealth creation by shackling economic 
freedom for its citizens. Figures 3-6 show 
the cross-country correlation of the index 
of economic freedom with the density 
of registration of new business, the ease 
of doing business indicators, number of 
patents applied in a country, the number of 

4.1	 Though India has made significant 
progress in enhancing economic freedom for 
firms and its citizens, it still counts among 
the shackled economies in the world. In 
the global indices of economic freedom, 

India ranks in the bottom half. The Index 
of Economic Freedom, which is brought 
out by the Heritage Foundation, and the 
Global Economic Freedom Index, which is 
brought out by the Fraser Institute, measure 

The chapter makes the case that each department and ministry in the Government 
must systematically examine areas where the Government needlessly intervenes and 
undermines markets. Note that the chapter does not argue that there should be no 
Government intervention. Instead, interventions that were apt in a different economic 
setting may have lost their relevance in a transformed economy. Eliminating such 
instances of needless Government intervention will enable competitive markets and 
thereby spur investments and economic growth.
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Figure 3: Correlation of IEF with density of new business registration 
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Note: The new business entry density is defined as the number of 
newly registered corporations per 1,000 working-age people (those 
ages 15–64). Units of measurement are private, formal sector 
companies with limited liability.

Figure 2: Correlation of Indices of Economic Freedom with Per Capita GDP
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Figure 4: Correlation of Economic Freedom with Ease of Doing Business 
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Figure 6: Correlation of Indices of Economic Freedom with Index of Innovation

 
Source: World Intellectual Property Organization (WIPO) database and 
Index of Economic Freedom accessed at https://www.heritage.org/index/

Figure 5: Correlation of Indices of Economic Freedom with Patents Applied and 
Patents Granted

  
Source: NBER patent data and Index of Economic Freedom accessed at https://www.heritage.org/index/
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patents granted in a country and the index of 
innovation respectively. Thus, it is clear that 
economic freedom affects several aspects of 
wealth creation significantly.

4.3	 While there is a case for Government 
intervention when markets do not function 
properly, excessive intervention, especially 
when markets can do the job of enhancing 
citizens’ welfare perfectly well, stifles 
economic freedom. Government can affect 
markets either through direct participation 
(as a market maker or as a buyer or supplier 
of goods and services), or through indirect 
participation in private markets (for example, 
through regulation, taxation, subsidy or other 
influence). Any Government intervention of 
the first kind, however, affects the dynamic 
interaction of supply and demand in markets 
and thereby determination of ‘equilibrium’ 
market prices. When the price is too high, 
there is an excessive amount of the product 

for sale compared to what people want. When 
the price is too low, it causes consumers to 
want more of the product than producers 
have available. In both cases, serious welfare 
loss results because not enough of the good 
is sold. The wasted chance to create both 
producer and consumer welfare from such 
sales leads to ‘deadweight loss’ - income 
that is lost forever. In addition to creating 
deadweight loss, an artificially high price 
transfers profits from consumers to producers 
and creates opportunities for rent seeking 
and an artificially low price leads to transfer 
of profits from producers to consumers and 
leads to low incentive to invest further and 
aggravates the scarcity of the product. 

4.4	 As we illustrate in this chapter, the 
Indian economy is replete with examples 
where Government intervenes even if there is 
no risk of market failure, and in fact, in some 
instances its intervention has created market 

Box 1: Essential Commodities Act, 1955

Essential Commodities Act (ECA), 1955 was enacted to control the production, supply and distribution 
of, and trade and commerce in, certain goods considered as essential commodities. The Act itself does 
not lay out Rules and Regulations but allows the States to issue Control Orders related to dealer 
licensing,  regulate stock limits, restrict movement of goods and requirements of compulsory purchases 
under the system of levy. The Act also provides for action to confiscate the stock seized; to suspend/
cancel licences, if any and impose punishments like imprisonment. The Act also gives the power to fix 
price limits, and selling the particular commodities above the limit will attract penalties. Most of the 
powers under the Act have been delegated by the Central Government to the State Governments with 
the direction that they shall exercise these powers.   Food and civil supply authorities in States execute 
the provisions of the Act.      
The major commodity groups included in the Act are

(i)	 Petroleum and its products, including petrol, diesel, kerosene, Naphtha, solvents etc
(ii)	 Food stuff, including edible oil and seeds, vanaspati, pulses, sugarcane and its products like, 

khandsari and sugar, rice paddy
(iii)	 Raw Jute and jute textiles
(iv)	 Drugs- prices of essential drugs are still controlled by the DPCO
(v)	 Fertilisers- the Fertiliser Control Order prescribes restrictions on transfer and stock of fertilizers 

apart from prices
(vi)	 Onion and Potato
(vii)	 Seeds of food crops, fruits and vegetables, cattle fodder, Jute seeds and Cotton seeds
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Figure 7: Agricultural Market distortions due to ECA
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failures. This may be partly due to the legacy 
of post-independence economic policies 
which the country followed. However, as the 
role of markets has been recognized globally, 
it is only natural that markets are allowed 
to work to enable quick wealth creation and 
thereby economic growth. 

ESSENTIAL COMMODITIES 
ACT (ECA), 1955

4.5	 The Essential Commodities Act (ECA), 
1955 controls the production, supply and 
distribution of, and trade and commerce in, 
certain goods such as vegetables, pulses, 
edible oils, sugar etc., which are treated as 
essential commodities. Under the Act, the 
powers to implement the provisions of the Act 
are delegated to the States. When the price of 
any of these essential commodities rises, the 
regulator can impose stockholding limits on 
the commodity, restrict movement of goods, 
and mandate compulsory purchases under the 
system of levy. Consequently, all wholesalers, 
distributors, and retailers dealing in the product 
must reduce their inventories to comply with the 

holding limit. The purported aim of this Act is 
to ensure affordability of essential commodities 
for the poor by restricting hoarding. It is an 
overarching legislation regulating agricultural 
marketing and production. 

4.6	 The ECA, however, affects the efficient 
development of agricultural markets by 
creating market distortions (Figure 7). 
As agriculture is a seasonal activity, it is 
essential to store produce for the off-season 
to ensure smoothened availaibility of a 
product at stable prices throughout the year. 
Therefore, producers face an inherent trade-
off between building an inventory in the 
harvest season and drawing down inventory 
in the lean season. ECA interferes with this 
mechanism by disincentivising investments 
in warehousing and storage facilities due 
to frequent and unpredictable imposition of 
stock limits. As stockholding limits apply to 
the entire agriculture supply chain, including 
wholesalers, food processing industries and 
retail food chains, the Act does not distinguish 
between firms that genuinely need to hold 
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stocks owing to the nature of their operations, 
and firms that might speculatively hoard 
stocks. Further, this reduces the effectiveness 
of free trade and flow of commodities from 
surplus areas to markets with higher demand. 
ECA also affects the commodity derivative 
markets as traders may not be able to deliver 
on the exchange platform the promised 
quantity, owing to stock limits. The Act 
distorts markets by increasing uncertainty and 
discouraging the entry of large private sector 
players into agricultural-marketing. These 
market distortions further aggravate the price 
volatility in agricultural commodities- the 

opposite of what it is intended for.

4.7	 This market distortionary impact is 
clearly evident from several experiences. The 
ineffectiveness of stock limits in controlling 
price volatility, as described above, is not 
restricted to a specific commodity or a specific 
time period. The figure below indicates the 
standard deviation of prices of pulses and 
sugar, on which stock limits were notifioed 
in 2006-Q3 and 2009-Q1 respectively. These 
limits had limited success in containing the 
volatility of prices, even two to three years 
after the imposition (see Figure 8a and 8b). 

Figure 8a: Volatility in Retail prices of
Dal even after stock limits under
ECA were imposed in 2006 - Q3

Figure 8b: Volatility in Retail prices of 
Sugar even after stock limits under

ECA were imposed in 2009 - Q1
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Source: Computed from data available from 
Deparment of Consumer Affairs (DCA)

Source: Computed from data available from 
Deparment of Consumer Affairs (DCA)

4.8	 The recent  experience with rise in onion 
prices illustrate the same phenomenon. There 
are three harvesting seasons in India for the 
onion crop viz., Kharif (October-December), 
Late Kharif (January-March) & Rabi (March-
May). There is a period from around May to 
September in the year wherein the demand 
for onions has to be met by the stocks kept by 
the traders/wholesalers. Due to heavy rains 
in August-September, 2019, the kharif crop 

of onions was adversely affected leading to 
lower market arrivals and upward pressure 
on onion prices. This kharif crop usually 
caters to the demand during the period from 
October to December till fresh produce from 
late kharif crop comes in the market. In view 
of a sustained increase in onion prices, stock 
limits under the ECA were imposed across 
the country on September 29, 2019 (the limits 
equaled 100 quintals on retail traders and 500 
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quintals on wholesale traders which were 
subsequently reduced to 20 quintals and 250 
quintals respectively). The stock limits were 
imposed to control the price rise of onions 
by facilitating the release of stocks in the 
market and preventing hoarding by traders 
to enhance supply in the market. However, 
the imposition of stock limits has had no 

effect on the volatility of the  wholesale and 
retail prices for onions after September, 2019 
(Figure 8c). The lower stock limits must have 
led the traders and wholesalers to offload 
most of the kharif crop in October itself which 
led to a sharp increase in the volatility from 
November, 2019 onwards. The volatility in 
retal prices mirrors that in wholesale prices. 

Figure 8c: Volatility in Retail and Wholesale prices of  
Onion in 2019 even after stock limits were imposed under ECA

Wholesale Retail

 

0

5

10

15

20

25

30

01
-A

pr

22
-A

pr

13
-M

ay

03
-J

un

24
-J

un

15
-J

ul

05
-A

ug

26
-A

ug

16
-S

ep

07
-O

ct

28
-O

ct

18
-N

ov

09
-D

ec

30
-D

ec

St
an

da
rd

 d
ev

ia
tio

n 
of

 p
ri

ce
s

Potato Onion

Pr
od

uc
tio

n 
sh

oc
k

St
oc

k L
im

its
 Im

po
se

d

 

0

5

10

15

20

25

30

01
-A

pr

22
-A

pr

13
-M

ay

03
-J

un

24
-J

un

15
-J

ul

05
-A

ug

26
-A

ug

16
-S

ep

07
-O

ct

28
-O

ct

18
-N

ov

09
-D

ec

30
-D

ec

St
an

da
rd

 D
ev

ia
tio

n 
of

 p
ri

ce
s

Potato Onion

Pr
od

uc
tio

n 
Sh

oc
k

St
oc

k L
im

its
 Im

po
se

d

Source: Computed from data available from Department of Consumer Affairs (DCA)
Note: Both onion and potato are covered under ECA but Stock Limits were imposed on onion since 29th September, 
2019 and not on potato

4.9	 This effect of the imposition of stock 
limits is also evident in the trend of the 
wedge between the wholesale and retail 
prices of pulses and onion (Figure 9a and 9b). 
In the case of onions, the wedge has shown 
a sharp increasing trend from November, 
2019 onwards as most of the kharif crop, 
which itself was lower, would have had to 
be offloaded in the market in October itself.  
Absent government intervention through 
ECA, traders would store a part of their 
produce to ensure smooth availaibility of a 
product at stable prices throughout the year. 

The increasing wedge between wholesale 
and retail prices reinforces that ECA reduces 
welfare of consumers. In the long term, the 
Act disincentivizes development of storage 
infrastructure thereby leading to increased 
volatility in prices following production/
consumption shocks – the opposite of what it 
is intended for. The evidence across different 
commodities and different time periods - not 
just onions or sugar where cartelisation is often 
suspected - suggests that the ineffectiveness 
of ECA stems from unnecessary government 
intervention that undermines markets.
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Figure 9a: Increasing wedge between Retail and Wholesale prices of gram dal (pulse) 
even after ECA is imposed
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Figure 9b: Increasing wedge between Retail and Wholesale prices of Onion in 2019 even 
after ECA is imposed
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4.10	 Under the ECA, states are required to 
enforce the adherence to any stock limits 
specified under the Act.  Given that around 
76000 raids were conducted during 2019 
and assuming that a minimum of 5 persons 
are involved in a raid, a considerable 
administrative effort is utilized for the 
enforcement of the Act. Our analysis shows 
that such raids conducted by States have had 

no impact  on both the wedge between retail 
and wholesale onion prices and volatility in 
these prices in consumer or producer states, 
thereby raising concerns on their effectiveness 
(Figure 10).

4.11	 Our analysis shows that in states that are 
primarily consumer of essential commodities, 
there is a negative relationship between the 

Figure 10a: Correlation of raids conducted under ECA with wedge between retail 
and wholesale onion prices
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Figure 10b: Correlation of raids conducted under ECA with volatility of retail and 
wholesale onion prices
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 Source: Compiled from data available from Department of Consumer Affairs (DCA)
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probability of being caught (reflected by 
the ratio of prosecution to raids) and wedge 
between retail and wholesale prices. This 
shows that ECA is only effective when it is 
executed properly (Figure 11). As per the 
reports received from the State Governments/
UT Administrations, the conviction rate 
under the Act is abysmally low at 2-4 per 
cent on an average. As on 16.12.2019 which 
is the latest available from DCA, total raids 
conducted in 2019 under ECA were 76,033 
but number of persons convicted were only 
2941, which equals only 3.8 per cent of the 
total raids conducted. This indicates that 
the raids under ECA may be only leading 
to harassment of traders, thereby adversely 
affecting the role of trade in the marketing of 
the given commodity. 

4.12	 A beginning was made by setting up 
of the Price Stabilization Fund (PSF) in 
2014-15 to help regulate the price volatility 
of important agri-horticultural commodities 
like onion, potatoes and pulses. It provides 

for maintaining a strategic buffer of 
aforementioned commodities for subsequent 
calibrated release to moderate price volatility 
and discourage hoarding and unscrupulous 
speculation. This needs to be strengthened 
further as it supplements the market forces 
rather than substitute them which the ECA 
does.   

4.13	 The ECA was enacted at a time when 
speculative hoarding and black marketing 
was a threat as agricultural markets were 
fragmented and transport infrastructure 
was poorly developed. But the Act, while 
penalising speculative hoarding, also ends up 
penalising the much desirable consumption-
smoothing that storage provides. With the 
agricultural markets in India increasingly 
becoming more integrated and competitive, 
the utility of the Act is dubious and is 
incompatible with development of an 
integrated competitive national market for 
food. The anti-hoarding provisions of ECA 
discourage open reporting of stock holdings, 
storage capacities, trading and carry forward 

Figure 11: Correlation of Prosecution with wedge between retail and wholesale prices of 
onion
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positions. There is no aggregated data of the 
total private storage capacity available in the 
country, which would enable policymakers to 
assess the impact of any production shocks on 
the prices. Besides discouraging investment 
in modern methods of storage and in market 
intelligence, the lack of information on 
trades makes it harder for market participants 
to make accurate forecasts for the future. 
Supporting development of commodity 
futures markets would help efficient discovery 
of market expected future prices, which can 
provide a better basis for private storage 
decisions and avoid ‘peaks’ and ‘troughs’ in 
prices. Development of effective forecasting 
mechanisms, stable trade policies, and 
increasing integration of agricultural markets 
can serve the purpose of stabilising prices 
of agricultural markets more efficiently than 
government fiat imposed through ECA. 

DRUG PRICE CONTROLS 
UNDER ECA
4.14	 Given the important task of ensuring 
access to essential lifesaving drugs and to 
avoid poor households from falling into 
poverty, Governments often resort to price 
controls for drugs. In India, the Government 
has historically relied on price controls 
to regulate the prices of pharmaceutical 
drugs through the National Pharmaceutical 
Pricing Authority (NPPA) and Drug (Prices 
Control) Order (DPCO). The National List 
of Essential Medicines (NLEM), prepared 
by Ministry of Health and Family Welfare, is 
a list of medicines considered essential and 
high priority for India’s health needs. It is 
based on aspects like prevalence of disease 
in the population, safety and efficacy of the 
medicine, and current affordability. DPCOs 
are issued by the Government, in exercise of 
the powers conferred under section 3 of the 
ECA to ensure that the medicines listed under 
NELM are available at a reasonable price to 
the general public.

4.15	 To examine carefully the impact of 
the DPCO order on the price and quantity of 
essential drugs, we undertake the following 
comparison. Consider Glycomet (Metformin) 
and Glimiprex-MF (Glimepiride+Metformin) 
both of which are used for controlling high 
blood sugar. Glycomet came under price 
control in DPCO, 2013 while Glimiprex-
MF did not. Therefore, a comparison of the 
before-after change in price and quantity 
consumed for Glycomet vis-à-vis that for 
Glimiprex-MF controls for the effect of all 
other confounding factors such as demand 
and supply of drugs in this category. This 
comparison, therefore, estimates the pure 
effect of the DPCO order. Figure 12 shows 
that the price of Glycomet actually increased 
more than that for Glimiprex-MF after 
DPCO, 2013. It, however, had no effect on 
the quantity consumed, which is consistent 
with pharmaceutical drugs being an essential 
commodity for which the demand is inelastic, 
or insensitive, to the changes in price. 

4.16	 Our estimates also show that the 
prices of drugs that came under DPCO, 
2013 increased on average by ` 71 per mg 
of the active ingredient. For drugs that 
were unaffected by DPCO, 2013, the prices 
increased by ` 13 per mg of the active 
ingredient. The difference-in-difference 
estimate in prices was 58 per mg of the active 
ingredient, which was statistically significant 
at 5 per cent (Figure 13). The difference-
in-difference in quantities was statistically 
indistinguishable from zero. 

4.17	 To parse out the effect of the DPCO 
order, we separate formulations by those 
that are sold primarily through retail outlets 
and those that are primarily sold through 
hospitals. The prices of formulations that 
came under  DPCO, 2013 and that were 
mostly sold at hospitals increased by `99 
per mg. In the case of formulations mostly 
sold in hospitals that were unaffected by 
DPCO, 2013, the prices increased by only 
25 per mg (Figure 14). Thus, the difference-
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Box 2: Drugs Prices Control Order (DPCO)
The Drugs Prices Control Order (DPCO) is an order issued under Sec. 3 of Essential Commodities 
Act (ECA), 1955 that seeks to regulate the prices of pharmaceutical drugs. The DPCO, among other 
things, specifies the list of drugs that come under the price ceiling and the formula for calculating the 
ceiling price.  The National List of Essential Medicines (NLEM) lists the pharmaceutical drugs that 
fall under price control. The DPCO, 2013 for instance, contains 680 scheduled drug formulations 
spread across 27 therapeutic groups whose prices are regulated. 

National Pharmaceutical Pricing Authority (NPPA) is responsible for fixing and revising the prices 
of pharmaceutical products as well as the enforcement of the DPCO. The Government of India has 
amended the DPCO several times and most recently in 2013. Until 2013, DPCO specified the price 
ceiling using the cost-based pricing method in which the ceiling price was calculated as a multiple 
of the cost that it took producers to promote and distribute a pharmaceutical drug. This multiple 
referred to as the Maximum Allowable Post-manufacturing Expenses (MAPE) was set at 50 per cent 
for formulations imported into India and at 100 per cent for indigenously manufactured formulations.

In 2013, for the first time, India transitioned from cost-based pricing to market-based pricing. Under 
the market-based pricing method, the Government determines the ceiling prices as the maximum 
mark-up that a retailer can charge over the reference price, which is the simple average of the prices 
of the all the brands with market share of greater than or equal to 1 per cent based on market data 
provided by IMS Health, a market research firm. The order capped the maximum mark-up to 16 per 
cent for all formulations specified in the NLEM.

Figure 12: Effect of DPCO, 2013 on Prices of Glycomet (regulated)
vs Glimiprex-MF (unregulated)
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Figure 13: Effect of DPCO, 2013 on Prices and Quantities consumed of regulated drugs

Source: Survey Calculations
Note: Data comprising of 1751 formulations and 49893 brands was used from IMS Health. 
Averages are computed over all the drugs that were unaffected by DPCO, 2013 separately for 
the period before 2013 and for the period after 2013

in-difference estimate for formulations sold 
primarily through hospitals was `74 per mg. 
In contrast, the prices of drugs that came under 
DPCO, 2013 and primarily sold through 

retail outlets increased by a meagre `0.23 per 
mg during the same period. However, in the 
case of formulations unaffected by DPCO, 
2013 and mostly sold by retail chemists, 
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Box 3: Methodology of Difference-in-differences - Explained
Difference-in-differences (DiD) is a statistical technique used to estimate the effect of a specific 
intervention or treatment (such as a passage of law, enactment of policy, or large-scale program 
implementation). The technique compares the changes in outcomes over time between a population 
that is affected by the specific intervention (the treatment group) and a population that is not (the 
control group). DiD is typically used to mitigate the possibility of any extraneous factors affecting 
the estimated impact of an intervention. This is accomplished by differencing the estimated impact of 
the treatment on the outcome in the treatment group and the estimated impact of the treatment on the 
control group.  
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the prices increased by about `1.72 per mg. 
Thus, the difference-in difference estimate 
for formulations primarily sold through retail 
outlets was `(-)1.49 per mg. This shows that 
the DPCO, 2013 appears to have increased 
the prices of drugs mostly sold through 
hospitals but decreased it mildly in the 
case of drugs sold through the retail chemists. 
This effect of price controls on drugs is 
expected because the enforcement of the 
DPCO orders would be easier in the case of 
retail outlets when compared to hospitals. 

4.18	 Our estimates also show that the DPCO, 
2013 order increased prices by about 21 per cent 
for the cheaper formulations (i.e, those that were 
in the 25th percentile of the price distribution). 
However, in the case of costly formulations 
(i.e., those that were in the 99th percentile), 
the increase was about 2.4 times (Figure 15).  
The effect of DPCO, 2013 in increasing prices 
was, therefore, more potent for more expensive 
formulations than for cheaper ones – reinforcing 
the effect opposite to what it was instituted for 
i.e., making drugs affordable.

Figure 14: Effect of DPCO, 2013 on Prices and Quantities consumed of formulations sold 
at hospitals vs retail outlets

       Figure 15: The effect of DPCO 2013 on prices by percentile (of prices)
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4.19	 Our analysis of the ECA clearly shows 
that stock limits and price controls under 
the Act lead to sub-optimal outcomes which 
are  actually opposite to what the Act is 
mandated to achieve. The Act interferes with 
the functioning of the markets and provides 
incentives which are detrimental to wealth 
creation thereby adversely affecting both 
social welfare and economic development. 
ECA needs to be repealed and replaced by 
market freiendly interventions like price 
stabilization funds, Direct Benefit Transfers 
(DBT) of support to consumers, incentives 
to innovations, increasing market integration 
and smooth flow of goods and services.

GOVERNMENT INTERVENTION 
IN GRAIN MARKETS

4.20	 In the grain markets in India, Government 
has sought to achieve food security while 
ensuring remunerative prices to producers 
and safeguarding the interest of consumers 
by making supplies available at affordable 
prices. In trying to achieve this, the state 
controls input prices such as those of fertilizer, 
water, and electricity, sets output prices, 
undertakes storage and procurement through 
an administrative machinery, and distributes 
cereals across the country through the PDS. 

4.21	 The Food Corporation of India 
(FCI) was set up in 1965 under the Food 
Corporations Act, 1964 with the primary duty 
to purchase, store, move/transport, distribute 
and sell foodgrains and other foodstuffs. The 
main objectives of FCI are (a) procurement 
of foodgrains from farmers at Minimum 
Support Prices (MSP) announced by the 
Government; (b) distribution of foodgrains 
to consumers through PDS, particularly the 
vulnerable sections of society at affordable 
prices; and (c) maintenance of buffer stock 
of foodgrains for food security and price 
stability.  Thus, it is mandated to serve the 

interests of producers and consumers alike. 

4.22	 Subsequent to this mandate, the 
Government has emerged as the single 
largest procurer and hoarder of foodgrains. 
Government procures around 40-50 per cent 
of the total markets surplus of rice and wheat 
emerging as the dominant buyer of these grains 
(Figure 16). In some States like Punjab and 
Haryana, this share of purchase by Government 
reaches as high as 80-90 per cent (Figure 12). 
A record procurement of 44.4 million tonnes of 
rice and 34 million tonnes of wheat was done 
in 2018-19. Thus the government, as the single 
largest buyer of rice and wheat, is virtually a 
monopsonist in the domestic grain market and is a  
dominant player crowding out private trade. This 
disincetivizes the private sector to undertake 
long-term investments in procurement, storage 
and processing of these commodities. 

4.23	 These procurement operations largely 
support the MSPs that are designed to 
be indicative prices for producers at the 
beginning of the sowing season and floor 
prices as an insurance mechanism for farmers 
from any fall in prices. However, the secular 
increasing trend in these prices have served 
to give a signal to farmers to opt for the crops 
which have an assured procurement system. 
Figure 17 clearly shows that an increase in 
MSP translates into farmers offering their 
produce for the open-ended procurement 
by the Government. This also indicates that 
market prices do not offer remunerative 
options for the farmers and MSPs have, in 
effect, become the maximum prices rather 
than the floor price – the opposite of the aim 
it is intended for. 

4.24	 Given the obligations under the 
Targeted Public Distribution System (TPDS) 
earlier and now under the National Food 
Security Act (NFSA), 2013 that covers upto 
75 per cent of the rural population and 50 
per cent of the urban population to receive 
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Figure 16:  Government – Single Largest Procurer of Rice and Wheat
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Figure 17: Increasing MSPs leading to Higher Procurements
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Figure 18: Trend in Buffer Stocks with FCI
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subsidized foodgrains, Government has also 
emerged as the single largest hoarder of rice 
and wheat.  As against the buffer stock norm 
of 41.1 million tonnes of rice & wheat (as on 
1 July of each year), total Central Pool stocks 
were at 74.3 million tonnes on 1 July, 2019  

(Figure 18). The current peak comprises 45.8 
million tonnes of wheat (against a buffer 
norm of 27.58 million tonnes) and 28.4 
million tonnes of rice (against a buffer norm 
of 13.5 million tonnes). 

4.25	 Accounting for the fact that the 
economic cost of FCI for acquiring, storing 
and distributing foodgrains is about 40 
per cent more than the procurement price, 
the current mix of policies of assured 
procurement (at MSPs), storage (through 
a monopolist administrative government 
organistion) and distribution under TPDS 
have contributed to building up of a high 
cost foodgrain economy. Figure 19 shows 
that the inefficiency of FCI (estimated by 
the wedge between Economic Cost excl 
Distribution Cost and average wholesale 
prices) increases with the increasing level of 
stocks. It is evident that if foodgrain markets 
are opened for active participation of private 
players with Government as an equal player 
(and not as a monopsonist in procurement 
and monopolist in storage and distribution), 
competition would lead to more efficiency in 

the operations and development of adequate 
infrastructure in storage and warehousing. 

4.26	 These policies have led to burgeoning 
burden of food subsidy which largely covers 
the procurement cost of FCI (difference 
between the MSP and the Central issue 
prices (CIP) of foodgrains under PDS) 
and distribution and carrying costs of FCI. 
Given fiscal constraints, there is always a 
trade-off between allocating money through 
subsidies and increasing investments. Figure 
20 clearly shows that the growth in public 
investments in agriculture is negatively 
correlated to increases in food subsidy 
outlay. As investments are the crucial input 
to increase in productivity, the increasing 
focus on subsidies is harming the growth 
of agricultural sector in the long-run. This 
imbalance between subsidies and investments 
needs to be urgently corrected for sustainable 
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Figure 19: Increasing Inefficiency of FCI with Stocks (for Wheat)
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Figure 20: Inverse correlation between Change in outlays of food subsidy and 
Public Investments in Agriculture
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growth in Indian agriculture and overall 
inclusive growth.

4.27	 Above trends need to be juxtaposed 
with the trends in consumer expenditure and 
thereby demand of cereals. NSS 73rd round on 
consumer expenditure shows that the share 
of cereals in Monthly Per Capita Expenditure 
(MPCE) has fallen by about 33 per cent in 
rural India and about 28 per cent in urban India 

from 2004-05 to 2011-12 (latest estimates 
available). Further, the share of cereals 
declines steadily as MPCE level increases, 
from about 19 per cent for the bottom decile 
class of rural India to about 5-6 per cent for 
the top decile class, and from 15 per cent for 
the bottom decile class of urban India to under 
3 per cent for the top decile class. This is in 
line with decreasing consumption of food and 
increasing expenditure on non-food items as 
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Figure 21: Trends in Consumption and Production of Cereals in India

 
Source: DACF&W and NSS 68th Round
Note: Cereals consist of Rice, Wheat and Coarse cereals wherein Rice and Wheat comprise more than 80 per cent 
of total production of cereals Data for Consumption is available only till 2011-12

incomes rise. Figure 21 shows the declining 
share of cereals in cosumer expenditure while 
the production of rice and wheat has reached 
new records. This trend of decreasing demand 
for cereals and increasing supply of cereals 
shows that the production pattern is not 
synchronized with the demand patterns. The 

farmers are deriving their signals, not from the 
demand patterns (reflected in the actual market 
prices) but from the Government policies 
of procurement and distribution policies for 
grains. Thus, the intervention of Government 
has led to a disconnect between demand and 
supply of grains in foodgrain markets.

4.28	 It is evident from the analysis above that 
there has been a paradigm shift on food (cereal) 
front between the time when FCI was created 
and today. India has moved from being a  
food scarce country to a food surplus country 
with a substantial increase in production and 
has emerged as a net exporter of cereals. The 
Government policies of assured procurement 
and distribution gave the right incentives to 
increase production at that time. The current 
foodgrain economy is, however, riddled with 
various economic inefficiencies described 
above. These policies, therefore, need to 
move on now to incentivize diversification 
and environmentally sustainable production.   

4.29	 The farmers need to be be empowered 
through direct investment subsidies and cash 
transfers, which are crop neutral and do not 
interefere with the cropping decisions of the 
farmer.  The coverage of NFSA needs to be 
restricted to the bottom 20 per cent and the 
issue prices for others could be linked to the 
procurement prices. A better alternative would 
be giving income transfers to consumers 
through Direct Benefit Transfers (DBT). It 
may be noted here that internationally, there 
is a move towards conditional cash transfers 
(CCTs), aimed at tackling problems of food 
insecurity and poverty and for nudging people 
towards improved health and education levels 
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Box 4: Examples of Successful Conditional Cash Transfer Schemes

Country Year Modalities Impact

Brazil: 
Bolsa 
Famil-

ia
2003

•	 Covers 25 per cent of total population
•	 Eligible beneficiaries below income 

level of
$60 and further identified through house-

hold surveys
•	 Size of transfer – R$15-95
•	 Access payments through banks, lottery 

offices, retail stores using debit card
•	 Conditions – Minimum 85 per cent at-

tendance and compulsory attending of       
health checkups for women and chil-
dren

•	 Cost of scheme – 0.5 per cent of GDP

•	 80 per cent  of  benefits  went  
to  identified beneficiaries

•	 Decline in households that  are 
food inadequate

•	 Decrease   in   number   of   
children malnourished

•	 Increase in food consumption
•	 Over 60 per cent transactions 

made through non-bank agen-
cies

Mexico: 
Opor-
tuni 

dades
1997

•	 Focus on geographically poor regions. 
Households identified in these regions 
using marginal index

•	 Covers 20 per cent of total Population
•	 Cost of scheme – 0.4 per cent of GDP
•	 Size of transfer – 235 pesos (average)
•	 Payments made bimonthly
•	 Benefits can be withdrawn from 

bank branches and authorized 
non-financial agencies

•	 Conditions – Minimum attendance re-
quirement and mandatory health check 
ups

•	 60 per cent of benefits went to 
poorest 20 per cent of the pop-
ulation

•	 12 per cent decrease in inci-
dence of illnesses

•	 Increase in enrollment of chil-
dren into schools and reduc-
tion in dropout rates

•	 Increase in likelihood of   
women deciding on how ben-
efits to be spent

Philip-
pines: 

Pantawid 
Pamilyang 

Pilipino 
Program

2007

•	 Covers 20 per cent of total popu-
lation

•	 Beneficiaries identified through 
Household surveys

•	 Cost of scheme – 0.5 per cent of 
GDP

•	 Conditions- Minimum atten-
dance requirement and mandato-
ry health check -ups, participate 
in monthly community-based 
Family Development Sessions.

•	 20 million Filipinos benefited 
•	 Program has led to a poverty 

reduction of 1.4 percentage 
points per year

•	 10.18 million children cur-
rently benefit from CCT

•	 Drastic decrease in alcoholism 
in 4Ps households (spending 
on vices was lower by 39 per 
cent)

 Source: World Bank FAQ (2017), ICRIER(2017)

(Box 4). Therefore, the foodgrains policy 
needs to be dynamic and allow switching 
from physical handling and distribution of 
foodgrains to cash transfers/food coupons/
smart cards. At the macro level, the 

agricultural marketing, trade (both domestic 
and foreign) and distribution policies need to 
be aligned so that farmers receive the correct 
signals for diversification into remunerative 
and sustainable production. 
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Figure 22: Loan Waiver Allocation as a  per cent of State/Central Budget
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DEBT WAIVERS

4.30	 Government intervention in credit 
markets, in the form of full or partial, 
conditional or unconditional, debt relief has 
become increasingly common at the state 
level in India. The phenomenon of granting 
debt waivers to farmers just before or after an 
election, which was to fulfill the promise 
made in the election manifesto, had died 
down in the early nineties. However, this 
phenomenon has become widespread after 
the large-scale farm debt waiver announced 
by the union government in 2008. This was 
followed by announcement of waivers in states 
such as Andhra Pradesh, Telangana, Uttar 
Pradesh, Madhya Pradesh, Rajasthan, Punjab, 
Maharashtra, and others. Figure 22 shows 
the scale of these waivers as a proportion of 
state/central budgets. Given the prevalence 
of government intervention in the form of 
farm debt relief in India, it is important to 
understand its consequences on both the 
beneficiaries and the credit market in general.

4.31	 The consequences of government 
intervention in credit markets in India have 
been examined by several carefully crafted 
research studies (Kanz (2016), Giné and Kanz 
(2017), Mukherjee, Subramanian, and Tantri 
(2018), Tantri (2018)). Unlike simple pre- and 
post- event comparisons or opinions largely 
based on anecdotes, these studies compare the 
actual outcomes with carefully constructed 
representation of the counter-factual. In other 
words, the attempt is to compare what actually 
transpired after a government intervention 
with what would have happened had there 
been no such intervention, which represents 
the counter-factual. Therefore, causal claims 
made by these studies are reliable for policy 
purposes. 

4.32	 When arguing the benefits of debt 
waivers on farmers, proponents postulate 
that borrowers suffer from the problem of 
“debt overhang”. This refers to a situation 
where all current income gets used up in 



89Undermining Markets

repaying the accumulated debt, leaving 
little incentives to invest either in physical 
or human capital. The incentives become 
muted because any incremental benefit of 
such investment in physical or human capital 
is likely to go to the lenders in the form of 
repayment of existing obligations and not 
the farmer. Such borrowers are unlikely to 
receive new funding, either equity or debt, as 
the ability of the borrower to repay additional 
loans or grow his/her business/farm is in 
question. Debt overhang, therefore, leads to 
abandonment of beneficial investment and 
hence reduces social welfare. Given this 
situation, proponents of debt relief argue that 
a debt waiver helps the borrowers to come out 
of the debt trap as it cleans their balance sheet 
and reduces the burden of debt servicing. 
This clean-up of borrowers’ balance sheet is 
likely to lead to both new investments as well 
as fresh fund rising as borrowers’ repayment 
capacity increases even if there is no change 
in income.

4.33	 Kanz (2016) examines the 2008 debt 
waiver offered by Government of India and 
tests whether any of these effects actually 
play out. He uses the fact that farmers having 
less than 2 hectares of land received full 
relief while those with less than 2 hectares 
of land received only partial relief. A farmer 
having 1.98 hectares of land is not different 
from another farmer having 2.02 hectares 
of land. However, the farmer having 1.98 
hectares of land receives the full relief while 
the farmer having 2.02 hectares of land 
receives only partial relief. If debt relief 
indeed benefits the farmers, then the former 
set of farmers should be definitely better off 
than the latter set. The results, however, are 
quite the opposite of what proponents of 

debt waivers believe. Neither agricultural 
investment nor productivity increased after 
the waiver. Consequently, there was little 
impact on consumption as well. In other 
words, a stimulus worth close to 2 per cent 
of the GDP did not have any meaningful real 
impact on the lives of the farmers. 

4.34	 Figure 23 summarizes these results, 
where each panel shows the impact of 
the debt waiver on a key outcome on the 
y-axis. The horizontal axis denotes distance 
from the two hectare  cut-off in terms of 
landholding. Borrowers having positive 
distance received a partial waiver as they 
have landholding more than two hectares. 
In contrast, borrowers having negative 
distance have landholdings less than two 
hectares and therefore received full waiver. It 
is clear from the figure that the waiver did 
not benefit the full beneficiaries more than 
the partial beneficiaries. In fact, full waiver 
beneficiaries consume less, save less, invest 
less and are less productive after the waiver 
when compared to the partial beneficiaries. 
The effects for agricultural investment and 
productivity are statistically significant. 
As well, the disconcerting evidence is that 
the share of formal credit decreases while 
the share of formal credit decreases for 
full beneficiaries when compared to partial 
beneficiaries, thereby defeating the very 
purpose of the debt waiver provided to 
farmers.

4.35	 Debt waivers impact credit markets 
negatively as well. Bolton and Rosenthal 
(2002) argue that debt relief can help as 
long as they are awarded under exceptional 
circumstances and remain unanticipated. 
In such situations, a debt relief can prevent 
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farmers going out of farming and the 
consequent reduction of output. However, 
they also note that an anticipated waiver 
may lead to moral hazard and destroy the 
credit culture. Given the nature of the 2008 
waiver, the later consequences seem to have 
prevailed.  Gine and Kanz (2017) find that 
the waiver led to increased loan defaults on 
future loans and no improvement in wages, 
productivity, or consumption. They compare 
districts based on their exposure to the 2008 
debt waiver provided by Government of 
India. A one percentage increase in exposure 
to the debt waiver increased the amount of 
non-performing assets by about 7 per cent. 
Most worryingly, they find that the loan 
performance deteriorated the most in areas 
that were headed for election, indicating 
strategic default in anticipation of waiver. 
Ironically, flow of bank credit to waiver 
beneficiaries declined after the waiver. A one 
standard deviation increase in the exposure 
of a district to the waiver led to a 4-6 per cent 
decline in the number of new loans and a 
14-16 per cent decline in the amount of post-
program lending. 

4.36	 Tantri (2018) finds that the Andhra 
Pradesh government’s 2010 intervention in 
micro-finance loans had a contagious impact on 
other segments of credit markets such as bank 
loans. In October, 2010, the government of 
Andhra Pradesh issued an ordinance virtually 
banning almost all loan recovery practices 
of micro-finance lenders. However, the loan 
delinquency rates in the micro-finance went 
up significantly following this intervention. 
The intervention had a contagious impact 
on bank loans as well. Rate of defaults and 
the rate of non-performing assets rose on bank 
loans increased by 12.4 per cent and 24.5 per 

cent respectively following this intervention. 
Finally, as the flow of new credit reduced by 
half, government intervention that intended 
to help micro-finance borrowers ended up 
hurting borrowers by depriving them of 
credit. 

4.37	 Mukherjee, Subramanian, and Tantri 
(2018), who also examine the 2008 waiver 
provided by the Government of India, make 
a much more nuanced point. They study the 
impact of the waiver on distressed and non- 
distressed borrowers separately by using crop 
insurance claims and weather conditions to 
identify economic distress of the borrowers. 
They find that loan performance of genuinely 
distressed borrowers improved by about 9 per 
cent due to the loan waiver. However, the loan 
performance of non-distressed beneficiaries 
deteriorated by about 23 per cent after the 
waiver. They use the waiver eligibility cut-off 
date of December 31, 2007 to carefully construct 
a regression discontinuity based identification 
strategy. It is crucial to note that the cut-off 
date for deciding beneficiaries was February 
29, 2008 and hence borrowers were not aware 
about the cut-off date as on December 31. 

4.38	  Consider two distressed farmers, A 
and B who defaulted on their crop loans on 
December 30th 2007 and January 1st 2008, 
respectively. Due to the December 31st cut-
off date for being eligible for the waiver, 
borrower A gets his/her loan waived whereas 
borrower B does not.  Otherwise, both the 
borrowers are comparable. The study shows 
that loan performance of distressed borrower 
A improves after the waiver. Now consider 
two non-distressed farmers, C and D who 
defaulted on their crop loans on December 
30th 2007 and January 1st 2008, respectively. 
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Figure 24: Impact of Debt Waiver On Distressed And Non- Distressed Borrowers

A: Distressed Borrowers

B: Non-distressed Borrowers

Source: Adapted from Mukherjee, Subramanian, and Tantri (2018)

Borrower C gets his/her loan waived whereas 
borrower D does not.  Otherwise, both 
the borrowers are comparable. The study 
shows that loan performance of borrower D 
worsens after the waiver.  In other words, a 
waiver helps only when the beneficiaries are 

genuinely distressed but fuels even greater 
default when relief is not made conditional 
on genuine distress.  

4.39	 Figure 24 shows the main results of 
this study. The horizontal axis denotes the 
distance, in terms of days, from the waiver 
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eligibility cut-off. The vertical axis denotes 
the default rate. Panel A (B) present the 
results for distressed (non-distressed) 
borrowers. Those who are on the left (right) 
of the cut-off are waiver beneficiaries (non-
beneficiaries). It is clear from the figure 
that among the distressed (non-distressed) 
borrowers the waiver beneficiaries default 
less (more) when compared to comparable 
non-beneficiaries after the waiver. The 
horizontal axis denotes the distance, in terms 
of days, from the waiver eligibility cut-off. 
The vertical axis denotes the default rate on 
agricultural crop loans. Figure A indicates 
that distressed waiver beneficiaries default 
9 per cent less than comparable distressed 
non-beneficiaries. Figure B shows that non-
distressed beneficiaries default 23 per cent 
more than comparable non-distressed non-
beneficiaries.

4.40	 It is clear from the above studies that an 
unconditional and blanket debt waiver is a bad 
idea. It does not achieve any meaningful real 
outcomes for the intended beneficiaries while 
the costs to the exchequer are significant. 
Most importantly, debt waivers disrupt the 
credit culture and end up reducing the formal 
credit flow to the very same farmers it intends 
to help. As noted by Mukherjee, Subramanian, 
and Tantri (2018) and Bolton and Rosenthal 
(2002), there is a case for a limited relief 
only when distress can be identified credibly. 
In other words, a waiver can at best be an 

emergency medicine to be given in rare cases 
after a thorough diagnosis and identification 
of illness and not a staple diet. In most cases, its 
side effects, the unintended consequences, far 
outweigh any plausible short term benefits.

LEGISLATIVE CHANGES 
REQUIRED TO REDUCE 
GOVERNMENT 
INTERVENTIONS

4.41	 The analysis above highlights clearly 
that India is still stuck with several forms 
of Government intervention that are  
anchronistice with today’s economy. In 
several spheres of the economy, India has 
traversed the transition from a command 
and control economy to a market-driven 
economy. Table 1 illustrates this across 
several areas. Specifically industrial 
deregulation, privatizations of several state-
owned enterprises, reduced controls on 
international trade and investment stand out 
in this context. 

4.42	 However, as highlighted in previous 
sections, several areas of unnecessary and 
inefficient government intervention still 
remain. Table 2 summarizes some key Acts, 
as low-hanging fruits to begin with, which 
have outlived their use and need to be repealed 
by one ‘stroke-of-the-pen’ as was done post-
1990s or amended to enable functioning of 
competitive markets.
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Table 1: Traversing the ‘Full Circle’ – From ‘Control’ to ‘Market’

Act Market Distortion created Transformation towards Developing a Market 
Economy

Capital Issues 
(Control) Act, 1947

The Government decided which 
company could raise how much 
capital - Control over the amount 
as well as pricing of shares led to 
ineffective valuation of capital

Repealed and replaced by The Securities and 
Exchange Board of India (SEBI) Act, 1992 as a 
regulator of the capital markets. SEBI has steered 
the capital markets to ensure price discovery, 
governance of securities, allowing efficient 
mobilisation and allocation of capital, protecting 
the interest of investors in mind enabling enormous 
wealth creation (as detailed in chapter 1)

Oil and Natural 
Gas Commission 
(ONGC) Act, 1959

ONGC was created with the 
mandate to plan, promote, 
organize and implement 
programmes for the development 
of petroleum resources – created 
a Government monopoly in this 
sector

On 4 September 1993, the Act was repealed 
and ONGC was converted into a company.  The 
evolution of hydrocarbons policy has been from state 
monopoly in 1948, to the beginning of deregulation 
in 1991 through nomination, to competitive bidding 
and profit sharing under New Exploration Licensing 
Policy (NELP), 1997, to gas pricing guidelines 
in 2014, to discovered small field policy in 2015 
and, finally, to a uniform licence for exploration 
and production of all forms of hydrocarbon and 
revenue sharing under Hydrocarbon Exploration 
and Licensing Policy (HELP) in 2016. 

Banking Companies 
(Acquisition and 
Transfer of Un-
dertakings) Act of 
1970 & State Bank 
of India Act, 1955

To provide for the acquisition 
and transfer of the undertakings 
of certain banking companies 
created – created 27 nationalized 
banks – Private sector banks were 
allowed only after 1994

Merger of banks announced which will reduce 
public sector banks from 27 to 12. Further, attempts 
to create a level playing field between private sector 
banks and public sector banks are in place. 

Monopolies and 
Restrictive Trade 
Practices (MRTP) 
Act, 1969

MRTPC was constituted to 
prevent concentration of economic 
power, control of monopolies, 
prohibition of monopolistic 
practices, prohibition of restrictive 
and unfair trade practices. This 
restricted companies to grow and 
achieve a global scale and led to 
proliferation of small companies. 

Repealed to give way to the Competition Act in 
2002. The Competition Act aims to “promote and 
sustain competition in markets, protect interests 
of consumers, ensure freedom of trade carried on 
by other participants in markets and prohibition of 
abuse of dominant position”. The focus has shifted 
from ‘prevention of dominance’ to ‘regulating 
abuse of dominance’ 

The Coking 
Coal Mines 
(Nationalisation) 
Act, 1972 and 
Coal Mines 
(Nationalization) 
Act, 1973

Government took over the 
management of coking and non-
coking coal mines as energy 
sector became a crucial sector

Repealed in 2018. Private firms have been permitted 
to enter the commercial coal mining industry. 
The mines will be auctioned to the firm offering 
the highest per tonne price. The move broke the 
monopoly of Coal India Limited over commercial 
mining.

Nationalisation 
of Life Insurance, 
1956 and General 
Insurance Business 
(Nationalisation) 
Act, 1972

Acquisition and transfer of shares 
of Indian insurance companies 
and undertakings of other existing 
insurers to create LIC and GIC 
– led to cheap mobilisation of 
resources for investment in sectors 
decided by Government

Amended various times Insurance Regulatory 
Development Authority of India (IRDAI) Act, 
1999 enacted to open the insurance sector. This 
was a journey from nationalisation to creation of 
a monopoly to opening up to private competition.
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Act Market Distortion created Transformation towards Developing a Market 
Economy

Foreign Exchange 
Regulation Act, 
1973

Imposed restriction on foreign 
equity in companies to 40 percent 
and permission was needed 
from RBI to operate, if their 
shareholding was higher. This 
restricted access to foreign capital 
and technology

Repealed and replaced by Foreign Exchange 
Management Act (FEMA), 1999 to facilitate external 
trade and payments. Under FERA, everything 
was prohibited unless special permissions were 
received, while under FEMA, everything was 
permitted unless specifically restricted or regulated 
to enable development of forex market. 

Maruti Limited 
(Acquisition 
and Transfer of 
Undertakings) Act, 
1980

The purpose was to  modernise 
the automobile industry and 
ensure higher production of motor 
vehicles

On 14 May 2007, the government exited the 
company through a two-stage process: a rights 
issue of Rs. 400 crore followed by the sale of its 
existing shares through a public issue

Air Corporations 
Act of 1953

Nationalise nine airlines to form 
Air India and Indian Airlines 
– intended to provide safe, 
efficient, adequate, economical 
and properly coordinated air 
transport services, whether 
internal or international or both. A 
market-driven, services-oriented, 
consumer-centric business was 
nationalised.

Replaced by Air Corporations (Transfer of 
Undertaking and Repeal) Act, 1994 wherein 
Private operators were allowed to provide air 
transport services. The Airports Authority of 
India (Amendment) Act of 2003 introduced the 
term “private airport” and authorised Airports 
Authority of India (AAI) to transfer operations 
and management of its existing airports by way 
of long-term lease to private players. The Airports 
Economic Regulatory Authority (AERA) of India 
Act, 2008 was enacted to regulate tariff and other 
charges and to monitor performance standards

Urban Land Ceiling 
and Regulation Act, 
1976

Imposition of a ceiling on 
acquisition of vacant land in urban 
agglomerations for the acquisition 
to prevent the concentration of 
urban land in the hands of the 
few and bring equity to subserve 
the common good. This led to 
distortion of land markets in 
urban areas, rise in slums, creation 
of artificial land scarcity and 
skyrocketing land prices.

Repealed in 1999. 

Sick Industrial 
Companies Act 
(SICA), 1985

Timely detection of sick and 
potentially sick companies 
and speedy determination 
of  preventive, ameliorative, 
remedial and other measures by 
Board of Industrial and Financial 
Reconstruction (BIFR). It put in 
place a debtor-friendly regime, in 
which defaulting borrowers could 
delay resolution for long periods 
of time and strip assets of value

The Act was repealed on 1 January 2004, and BIFR 
was dissolved on 1 December 2016 to give way to 
the Insolvency and Bankruptcy Code (IBC), 2016.
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Table 2: Need to complete the Transformation : Acts which need to be Repealed/
Amended

Act Market Distortion created Need for repeal/amendment
Factories Act, 1948 Regulates occupational safety and health in 

factories and docks. Gives prosecutor powers 
to a ‘chief inspector’ – Raises cost of such 
entitlements and may nudge capital away from 
labour. This may be merged with

 It is proposed to be subsumed by 
the Occupational Safety, Health and 
Working Conditions Code, 2019 
which is in the Parliament.

Essential 
Commodities Act 
(ECA), 1955 and 
Prevention of Black 
marketing and 
Maintenance of 
Supplies of Essential 
Commodities Act, 
1980

Enables the Government to regulate the 
production, supply and distribution of ‘essential’ 
commodities such as drugs, oils, kerosene, 
coal, iron, steel and pulses. It imposes stock 
limits which discourages large-scale private 
investments in agricultural markets

These Acts owe their origin in times 
of shortage and inefficient linking of 
markets. With enhanced production 
and integration of markets, these 
Acts have become an instrument 
of coercion and inhibit proper 
functioning of markets of these 
essential commodities.

Food Corporation of 
India (FCI), 1965

FCI was created for purchase, storage, transport, 
distribution and sale of food grains and other 
foodstuff to safeguard the interests of farmers, 
maintain buffer stocks for food security and 
make grains accessible at reasonable prices to 
the weaker and vulnerable through the public 
distribution system (PDS).

With a comfortable production 
scenario of foodgrains, the role of 
FCI, with a total storage capacity of 
more than 80 million tonnes, must be 
re-examined. Procurement operations 
of wheat, paddy and rice need to be 
given to states. FCI should primarily 
focus on creating competition in 
every segment of foodgrain supply 
chain, from procurement to stocking 
to movement and finally distribution 
in TPDS. This would reduce costs and 
plug leakages in the food management 
system. 

Sick Textile 
Undertakings 
(Nationalisation) Act, 
1974

To acquire sick textile units,

reorganize and rehabilitate them. 103 sick textile 
mills were nationalised and transferred to the 
National Textile Corporation (NTC).  The Act 
was amended in 1995 to allow NTC to transfer, 
mortgage or dispose of land, plant, machinery 
or other assets for the better management, 
modernization, restructuring or revival of a sick 
textile undertaking.

Land of textile units has been 
monetised to create offices and 
residential buildings in Mumbai’s 
Lower Parel area. However, the 
nationalisation of these mills failed 
to achieve the desired objectives of 
rehabilitating or reorganising them 
and failed to deliver yarn, cloth, fair 
prices or jobs. This Act, therefore, 
needs to be repealed and NTC should 
be divested.

Recovery  of Debts 
due to Banks and 
Financial Institutions 
Act, 1993

Led to establishment of Debt Recovery 
Tribunals (DRTs) for “expeditious adjudication 
and recovery of debts due to banks and 
financial institutions”. However, there are huge 
delays due to insufficient number of presiding 
officers, recoveries taking two years instead of 
the recommended statutory six months, lack 
of sufficient judicial experience by recovery 
officers, and inconsistency of the decision-
making process between  tribunals

With the IBC now firmly in place to 
fix the problem of non-performing 
assets, the DRTs can be phased out or 
integrated with the IBC.
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The Right to Fair 
Compensation and 
Transparency in 
Land Acquisition, 
Rehabilitation and 
Resettlement Act, 
2013

Regulates land acquisition with  80 percent of the 
land to be acquired through negotiations, with 
the government stepping in only for the balance 
20 percent; for PPP projects, it is 70 percent.

This tilts the balance in favour of land 
owners who need to be made an equal 
partner in development of land and 
share the benefits and costs with the 
developer/acquirer.

CHAPTER AT A GLANCE

 Indian economy is replete with examples where Government intervenes and thereby un-
dermines markets unnecessarily, i.e. even in areas where there are no “market failures”. 
Though there are many such instances, the chapter highlights four examples to show 
that Government intervention leads to outcomes opposite to what it actually intended to 
achieve.

CONCLUSION

4.43	 Competitive markets are effective in 
allocating resources in an economy. However, 
while the ideal of a completely efficient 
market is rare, the costs of Government 
intervention may outweigh the benefits when 
“market failures” – a term that economists 
use to denote situations where markets may 
not work very well in allocating resources – 
are not severe. Of course, governments play 
a crucial role by intervening in situations 
where “market failures” are acute (see Figure 
25 for a summary).

4.44	 This chapter makes the case that there 
are several areas in the Indian economy where 
the Government needlessly intervenes and 
undermines markets. Note that the chapter does 
not argue that there should be no Government 
intervention. Instead, interventions that were 
apt in a different economic setting, possibly 
because the “market failures” were severe 
then, may have lost their relevance in a 
transformed economy where the “market 
failures” are not severe. Eliminating such 
instances of needless Government intervention 
will enable competitive markets and thereby 
spur investments and economic growth.

Figure 25: Strengths and Weaknesses of Markets
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 Frequent and unpredictable imposition of blanket stock limits on commodities under 
Essential Commodities Act (ECA) distorts the incentives for the creation of storage in-
frastructure by the private sector, movement up the agricultural value chain and devel-
opment of national market for agricultural commodities. Imposition of stock limits on 
dal in 2006-Q3, sugar in 2009-Q1 and onions in September, 2019 had no effect on the 
volatility of the retail and wholesale prices of onions.

 The Ministry of Consumer Affairs and its related arms must examine whether the anach-
ronistic ECA, which was passed in 1955 in an India worried about famines and shortag-
es, is relevant in today’s India. Around 76000 raids under ECA were conducted during 
2019. Assuming a minimum of 5 persons involved in a raid, considerable administrative 
effort goes into enforcement of ECA. As the conviction rate, however, is abysmally 
low and raids have no impact on prices, the ECA only seems to enable rent-seeking and 
harassment. The Survey provides clear evidence that the case for jettisoning this anach-
ronistic legislation is strong.

 The regulation of prices of drugs, through the DPCO 2013, has led to increase in the 
price of the regulated pharmaceutical drug vis-à-vis that of a similar drug whose price is 
not regulated. The increase in prices is greater for more expensive formulations than for 
cheaper ones and for those sold in hospitals rather than retail shops. These findings rein-
force that the outcome is opposite to what DPCO aims to do - making drugs affordable.

 As the Government is a huge buyer of drugs through its various arms such as CGHS, 
Defense, Railways etc., the Government can intervene more effectively to provide af-
fordable drugs by combining all its purchases and thereby exercise its bargaining power. 
The Ministry of Health and Family Welfare as well as its related arms must imbibe the 
evidence to evolve non-distortionary mechanisms that utilise Government’s bargaining 
power in a transparent manner.

 Government policies in the foodgrain markets has led to the emergence of Government 
as the largest procurer and hoarder of rice and wheat crowding out. This has led to bur-
geoning food subsidy burden and inefficiencies in the markets, which is affecting the 
long run growth of agricultural sector. The foodgrains policy needs to be dynamic and 
allow switching from physical handling and distribution of foodgrains to cash transfers/
food coupons/smart cards.

 Analysis of debt waivers given by States/Centre shows that full waiver beneficiaries 
consume less, save less, invest less and are less productive after the waiver when com-
pared to the partial beneficiaries. Debt waivers disrupt the credit culture and end up 
reducing the formal credit flow to the very same farmers, thereby defeating the very 
purpose of the debt waiver provided to farmers.

 This chapter makes the case that each department and ministry in the Government must 
systematically examine areas where the Government needlessly intervenes and under-
mines markets. Note that the chapter does not argue that there should be no Government 
intervention. Instead, interventions that were apt in a different economic setting may 
have lost their relevance in a transformed economy. Eliminating such instances will en-
able competitive markets and thereby spur investments and economic growth.
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Every man lives by exchanging.

- Adam Smith

The current environment for international trade presents India an unprecedented 
opportunity to chart a China-like, labour-intensive, export trajectory and thereby 
create unparalleled job opportunities for our burgeoning youth. By integrating 
“Assemble in India for the world” into Make in India, India can create 4 crore 
well-paid jobs by 2025 and 8 crore by 2030.  Exports of network products, which 
is expected to equal $7 trillion worldwide in 2025, can contribute a quarter of 
the increase in value-added for the $5 trillion economy by 2025. This chapter, 
therefore, articulates a clear-headed strategy to grab this opportunity. China’s 
remarkable export performance vis-à-vis India is driven primarily by deliberate 
specialization at large scale in labour-intensive activities, especially “network 
products”, where production occurs across Global Value Chains (GVCs) 
operated by multi-national corporations. Laser-like focus must be placed on 
enabling assembling operations at mammoth scale in network products. As an 
India that harbours misplaced insecurity on the trade front is unlikely to grab 
this opportunity, our trade policy must be an enabler. In fact, contrary to recent 
fears, careful analysis that controls for all confounding factors shows that India 
has gained from trade agreements: a 0.7 per cent increase per year in trade 
surplus with partner countries for manufactured products and 2.3 per cent per 
year for total merchandise.

5.1	 Growth in exports provides a much-
needed pathway for job creation in India. For 
instance, in just the five year period 2001-
2006, labour-intensive exports enabled China 
to create 70 million jobs for workers with 
primary education (Los et al. 2015). In India, 
increased exports explain the conversion of 
about 800,000 jobs from informal to formal 
between 1999 and 2011, representing 0.8 per 
cent of the labour force (ILO report 2019).

5.2	 The US–China trade war is causing 
major adjustments in Global Value Chains 
(GVCs) and firms are now looking for 

alternative locations for their operations. Even 
before the trade war began, China’s image 
as a low-cost location for final assembly of 
industrial products was rapidly changing 
due to labour shortages and increases in 
wages. These developments present India an 
unprecedented opportunity to chart a similar 
export trajectory as that pursued by China and 
create unparalleled job opportunities for its 
youth. As no other country can match China 
in the abundance of its labour, we must grab 
the space getting vacated in labour-intensive 
sectors. This chapter focuses on articulating a 
clear-headed strategy for the same. 

Creating Jobs and Growth 
by Specializing to Exports in 
Network Products

05
CHAPTER



5.3	 Post the 1991 reforms, India’s share in 
merchandise (goods) exports has grown at 
13.2 per cent per annum and our share in 
world exports has increased from 0.6 per cent 
in 1991 to 1.7 per cent in 2018. Yet, even by 
2018, India’s world market share remains 
paltry compared to 12.8 per cent for China.  
Further, merchandise exports as a percentage 
of GDP remained consistently lower for India 

compared to the world average by a significant 
margin (Figure 1(a)). Imports of merchandise 
have grown faster (at the rate of 14.9 per cent 
per annum during 1993-2018) than exports, 
resulting in increasing trade deficits (Figure 
1(b)). On the other hand, exports of services 
generally grew faster than imports, providing 
some cushion to current account deficit.

Figure 1(a): Share of exports in 
GDP, India versus World

Source: UNCTAD Statistics and Survey Calculations Source: Reserve Bank of India and Survey Calculations

Figure 1(b): Share of exports in 
GDP, India versus World
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5.4	 Key questions that arise in this context 
are: (i) what type of policy interventions 
would help achieve faster export growth? 
(ii) should policies target export growth 
through specialization (intensive margin) 
or diversification (extensive margin)?; 
(iii) is it in our interest to promote strong 
local linkages for domestic industries or 
to participate in GVCs wherein linkages 
are globally dispersed?; (iv) which are the 
industries that hold the greatest potential for 
export growth and employment generation?; 
and (vi) are free trade agreements beneficial 
to India? 

5.5	 By addressing these questions, this 
chapter lays out the policy map to achieve 
sustained and faster export growth and 
thereby well-paid jobs.  India must focus on 
a group of industries, referred to as “network 

products”, where production processes are 
globally fragmented and controlled by leading 
Multi-National Enterprises (MNEs) within 
their “producer driven” global production 
networks.  Examples of network products 
include computers, electronic and electrical 
equipment, telecommunication equipment, 
road vehicles etc. China’s remarkable 
export performance vis-à-vis India is driven 
primarily by deliberate specialization at large 
scale in labour-intensive activities, especially 
“network products”, where production occurs 
across GVCs operated by multi-national 
corporations. By importing components and 
assembling them in China for the world, 
China created jobs at an unprecedented scale. 
Similarly, by integrating “Assemble in India 
for the world” into Make in India, India can 
raise its export market share to about 3.5 per 
cent by 2025 and 6 per cent by 2030, which 
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Panel(a): World Export 
Share

Panel(b): Specialization 
Effect

Panel(c): Diversification 
Effect

Figure 2: Decomposition of World Export Market Shares of India and China into Spe-
cialization and Diversification Effects, Manufactured Products, 2000 to 2015

Source: Veeramani, Aerath and Gupta (2018) based on UN-Comtrade (WITS) database
Note: Following Hummels and Klenow (2005), world market shares of India and China in Panel (a) are decomposed 
into specialization effect in Panel (b) and diversification effect in Panel (c).  For a given country and year, the world 
market share is obtained by multiplying the corresponding values of specialization and diversification effects.
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is highly feasible. In the process, India would 
create about 4 crore well-paid jobs by 2025 
and about 8 crore by 2030.  The incremental 
value added in the economy from the target 
level of exports of network products, which 
is expected to equal $248 billion in 2025, 
would make up about one-quarter of the 
increase required for making India a $5 
trillion economy by 2025.

INDIA’S EXPORT UNDER-
PERFORMANCE VIS-À-VIS 
CHINA
5.6	 Before outlining the potential strategies 
for the immediate future, the Survey examines 
the reasons for India’s under-performance in 
exports vis-à-vis China. 

Specialization versus Diversification

5.7	 Is India’s lacklustre export performance 
caused by a lack of diversification in its 

export basket (extensive margin) or is it 
because of a lack of specialization (intensive 
margin)? This question is examined by 
comparing India and China on these two 
dimensions (see Box 1). Each country’s share 
of world exports of manufactured products is 
decomposed into the effects of diversification 
versus concentration (see Figure 2).  It can 
be seen that Panel (a), which depicts the 
world market shares of the two countries, is 
a mirror image of Panel (b), which shows the 
contribution of specialization. Thus, China-
India gap in world market share is almost 
fully driven by the effect of specialization.  
On the other hand, India is clearly catching up 
with China in terms of diversification across 
products and markets (Panel (c)). Overall, 
high diversification combined with low 
specialization implies that India is spreading 
its exports thinly over many products and 
partners, leading to its lacklustre performance 
compared to China.
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5.8	 The specialization effect can change, 
over the years, due to changes in the quantity 
and/or the prices of exported commodities. 
Therefore, it is of interest to further decompose 
the specialization effect into quantity and 
price effects. Figure 3 shows that the China-

India gap with respect to specialization has 
been fully driven by the quantity effect.  The 
bottom line is that if India wants to become 
a major exporter, it should specialize more in 
the areas of its comparative advantage and 
achieve significant quantity expansion.

Figure 3: Decomposition of Specialization Effect into Quantity and Price Effects, India 
and China, 2000-2015

Panel (a): Quantity Effect

Source: Veeramani, Aerath and Gupta (2018) based on UN-Comtrade (WITS) database
Note: Following Hummels and Klenow (2005), specialization effect shown in Figure 2, Panel (b) is decomposed 
above into quantity effect in Panel (a) and price effect in Panel (b).  For a given country and year, the specialization 
effect is obtained by multiplying the corresponding values of quantity and price effects.

Panel (b): Price Effect
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Box 1: Methodology for Decomposition into Specialization and Diversification Effects

Following Hummels and Klenow (2005), the world export market share of a given country i (India 
and China, in our case) in year t to a destination group D (which consists of several partner countries 
j) can be decomposed as follows. Let Sit stand for the export market penetration of country i relative 
to ‘rest of the world’ (r) in destination market D.

where, Xit = value of aggregate exports from i to destination D; Xrt= value of aggregate exports from 
r to destination group D; xp

ijt= value of exports from i to j in product p; xp
rjt = value of exports from r 

to j in product p;Np
ijt= the set of partner-product pairs where country i records ‘export relationships’ 

(i.e., the set where x >0); Np
rjt = the set of partner-product pairs where r records ‘export relationships’ 

(i.e., the set where x >0).
Sit can be expressed as the multiplicative product of diversification (extensive margin) and specialization 
(intensive margin) effects.
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The denominator of the term (1) above measures total exports from r in those partner-product pairs 
in which country i records ‘export relationships’ in year t. Therefore, specialization effect is the ratio 
of country i’s exports to total exports from r within the common set of partner-product pairs. Its value 
is always positive and can be above or below unity. The denominator of the term (2) represents total 
exports from r while the numerator is the sum of r’s exports in those partner-product pairs in which 
country i records export relationships. Thus, diversification effect is a measure of the fraction of r’s 
exports in those partner-product pairs in which country i reports positive export values. It can be 
seen that the numerator of term (2) is equal to the denominator of term (1).  While intensive margin 
measures the depth of a country’s export profile, extensive margin captures the breadth. 
Since intensive margin captures changes in the value of exports due to changes in quantity as well as 
price, it can be further decomposed into price effect (Pit) and quantity effect (Qit).

Intensive Margin

The price effect measures the aggregate weighted ratio of i’s prices to r’s prices, where the weights 
are the logarithmic mean of share of product p in exports of i and r within the common set of partner-
product pairs.

where, uvp
ijt and uvp

rjt are unit values (proxy for prices) of product p exported by i and r respectively to 
j and w   is the logarithmic mean of s  (share of product p in i’s exports to j) and s  (share of product 
p in r’s exports to j).

This methodology draws on an extensive literature in international trade (Evenett and Venables (2002), 
Hummels and Klenow (2005), Felbermayr and Kohler (2006), Helpman et al. (2008), Amiti and 
Freund (2010), Eaton et al. (2007), Besedes and Prusa (2011), Veeramani, Aerath and Gupta (2018). 
The results reported in Figure 2 and 3 are based on Veeramani, Aerath and Gupta (2018) who used 
data on manufactured exports at the 6-digit level for the period 2000-2015. An ‘export relationship’ 
is identified if xpijt>0 – that is, if country i (India or China) reports a positive export value to partner 
country j in product p (i.e., at HS 6-digit level) in year t.

Low Level of Participation in Global 
Value Chains 

5.9	 Despite being abundant in labour, 
the share of traditional unskilled labour-
intensive industries in India’s non-oil 
merchandise exports declined by almost one-
half from 30.7 per cent in 2000 to 16.3 per 
cent in 2018 (Figure 4(a)). The fast growing 

commodities in India’s export basket are 
capital and skill intensive (see also Kochhar 
et al., 2006; Panagariya, 2007, Veeramani, 
2012a, Veeramani and Aerath, 2020). In fact, 
India’s participation in GVCs has been low 
compared to the major exporting nations in 
East and Southeast Asia (Athukorala, 2014; 
Veeramani and Dhir, 2017; Veeramani, 2019).
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Figure 4(a): Composition of India’s 
Non-oil Merchandise Exports

Source:  UN-Comtrade (WITS) database and Survey Calculations 
Note: See Box 2 for details regarding the classification of traded products into the four categories

Figure 4(b): Composition of China’s 
Non-oil Merchandise Exports
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5.10	In contrast, China’s export composition 
shows a strong bias towards traditional labour-
intensive industries and labour-intensive 
stages of production processes within capital-
intensive industries (in particular, assembly 
of electronics and electrical machinery).  
Notwithstanding its decline over the years, 
unskilled labour-intensive products account 
for a higher share in China’s export basket 
compared to India’s (Figure 4(b)). During the 
first decade of its trade liberalization (1980-
1990) China’s export growth was mainly 
based on its specialisation in unskilled labour 
intensive products; its share in China’s 
export basked increased from 27.8 per cent 
in 1980 to 46.5 per cent in 1990.  On the other 
hand, the share of unskilled labour intensive 
products in India’s export basket remained 
around 30 per cent during 1980-2000, before 
experiencing a premature decline since 2000 
(Veeramani, 2012b).

5.11	While capital-intensive products 
account for a higher share in China’s export 
basket than that of India’s, it is important to 
emphasize two contrasting patterns. First, 
exports of capital-intensive products from 
China expanded since 2000 after the country 
recorded a major export expansion, for nearly 
two decades (1980-2000), of traditional 
unskilled labour intensive products. By 
contrast, India had not undergone a similar 
transition. Second, in contrast to India, export 
growth of capital-intensive products from 
China has been driven by its high level of 
participation in GVCs within these industries. 
China’s export promotion policies since the 
1990s have relied heavily on a strategy of 
integrating its domestic industries within 
the GVCs. Making use of imported parts 
and components, China emerged as a major 
assembly hub for several capital-intensive 
products.

Box 2: Factor Intensity Classification of Traded Products
The values reported in Figure 4(a) are estimated using the factor intensity classification of the 
International Trade Centre (ITC), adapted by Hinloopen and van Marrewijk (2008), which distinguishes 
between five broad factor-intensity categories at the 3-digit level of Standard International Trade 
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Figure 5(a): Trading partners by 
income level, India

Source: UN-Comtrade (WITS) database and Survey Calculations

Figure 5(b): Trading partners by 
income level, China
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Classification (SITC). A total number of 240 products, at the 3-digit level, have been grouped into 
five categories: primary (83 products), natural resource-intensive (21 products), unskilled labour-
intensive (26 products), human capital-intensive (43 products), technology-intensive (62 products), 
and unclassified (5 products). The detailed classification is available at: (http://www2.econ.uu.nl/
users/marrewijk/eta/intensity.htm). The capital-intensive category consists of human capital-intensive 
plus technology-intensive products. 

Export of “refined petroleum products” (SITC 334) is not included in any of the four factor intensity 
categories shown in Figure 4a and 4b. Note that, as per the ITC classification, SITC 334 is part of 
“primary” category. Since the early 2000s, India’s exports of refined petroleum products recorded 
significant growth with its share in total merchandise exports increasing from 3.3 per cent in 2000 to 
14.6 per cent in 2018. The export surge has been driven mainly by India’s private sector oil refineries. 
India imports crude oil and specializes in the refining stage of the value chain in this industry. Since 
petroleum refining is a highly capital-intensive process, it is appropriate to include this product in the 
capital-intensive, rather than primary, category (Veeramani, 2012a). Thus, if SITC 334 is treated as 
capital-intensive, the share of capital intensive products in India’s total merchandise exports almost 
doubled from 31.6 per cent in 2000 to 59.9 per cent in 2018.  For China, it does not make much 
difference as SITC 334 accounts for a small share (about 1 per cent) in its export basket.  

Low Market Penetration in High 
Income Countries

5.12	The dominance of capital intensive 
products in the export basket along with a low 
level of participation in GVCs have resulted in 
a disproportionate shift in India’s geographical 
direction of exports from traditional rich 
country markets to other destinations 

(Veeramani, 2012a, Veeramani and Aerath, 
2020). The high-income OECD markets 
accounted for 49.7 per cent of China’s exports 
in 2018 (Figure 5b) while the corresponding 
figure for India was 40.2 per cent (Figure 5a); 
similarly, high-income OECD and other high-
income countries together accounted for 63.9 
per cent of China’s exports while that of India 
was 56.7 per cent.
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5.13	 That India’s market penetration in 
high-income countries is perceptibly low, and 
has declined disproportionately during the 
recent decades, is not difficult to understand 
given the distorted pattern of its specialization.  
Developing countries, especially those with 
low level of participation in GVCs, find it 
extremely difficult to export capital intensive 
products to the quality/brand conscious 
markets in richer countries. In contrast to 
capital-intensive products, high-income 

countries generally provide relatively a larger 
market for India’s unskilled labour-intensive 
products (Figure 6, panel (a)). On the other 
hand, Chinese products, irrespective of 
whether they are capital intensive or unskilled 
labour-intensive, are able to penetrate equally 
both in high income and low & middle income 
countries (Figure 6, panel (b)). For China, 
this pattern is expected as it is an assembly 
centre for the world market, irrespective of 
who the buyer is.

Figure 6: Share of capital intensive exports as a ratio of the share of labour-intensive 
products across partner country groups

Panel (a): India

Source: UN-Comtrade (WITS) database and Survey Calculations

Panel (b): China
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5.14	 The extent of China-India gap in terms 
of dollar value of total exports, specialization 
effect, diversification effect, quantity effect 
and price effect is shown in Figure 7(a). These 
estimates are obtained from a regression 
analysis which controls for the effects of 
various factors that affect bilateral trade flows 
of each of the two countries.  On an average, 
China’s export value in dollar terms exceeds 
that of India by about 743 per cent per year 
during the period 2000-2015.  The bulk of this 
gap is accounted by specialization and quantity 
effects.  Interestingly, however, China-India 
gap almost fully disappears once the effect 

of China’s high trade orientation with richer 
trading partners is taken into account (Figure 
7(b)). 

5.15	 A general perception is that China’s 
exchange rate policy mainly contributed 
to its export success.  However, as seen in 
Figure 2 and the subsequent ones, India’s 
export under-performance persists over 
two decades when India’s exchange rate 
depreciated significantly. In fact, multivariate 
analysis using regressions, which are omitted 
for brevity, shows that exchange rate does not 
significantly explain China-India gap. It can 
be concluded that China’s remarkable export 
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Figure 7(a): Estimates of China-India 
Gap (Per cent)

Source: Based on regression results in Veeramani, Aerath and Gupta (2018)
Note: The regression is based on pooled bilateral export data for India and China for the period 2000-2015. The 
variables on the x axis are the dependent variables. Independent variables include real GDP of partner countries, 
real per capita GDP of trading partners, real bilateral exchange rate, real inward FDI from trading partners, dummy 
variables for trade agreements, China dummy (taking value 1 if exporter is China and 0 if India), partner fixed 
effects and year fixed effects. Estimates of China-India gap is based on the coefficient of China dummy.

Figure 7(b): China-India Gap after 
controlling for  China’s exports to 

high-income partner countries

 

743%

374%

103%

907%

-113%-200%

0%

200%

400%

600%

800%

1000%

C
hi

na
-I

nd
ia

 G
ap

  P
er

 y
ea

r (
%

)

 

37%

-41%

228%

6%

-45%
-200%

0%

200%

400%

600%

800%

1000%

C
hi

na
-I

nd
ia

 G
ap

 P
er

 Y
ea

r (
%

)

performance, compared to India, is driven 
by a set of interrelated factors including a 
high level of participation in GVCs, a high 
degree of specialization in labour intensive 

production activities, large scale in the chosen 
sectors of specialisation, and a high level of 
export penetration in traditional rich country 
markets.

5.16	 In a nutshell, driven by the nature 
of its specialization, India has gained a 
competitive advantage in relatively low and 
middle income country markets but at the 
cost of losing the much bigger markets in 
richer countries1. Though India can benefit 
significantly from utilising the potential 
opportunities from greater trade with high 
income markets, this requires a reorientation 
of our trade specialization towards labour-
intensive product lines. This can be achieved 
both via selective focus on (i) traditional 
labour-intensive sectors such as textiles, 

especially man-made fibres, (ii) increased 
participation in GVCs.

REAPING GAINS FROM 
PARTICIPATION IN GLOBAL 
VALUE CHAINS

5.17	 Is it desirable to promote strong 
local linkages for domestic industries by 
sourcing intermediate inputs domestically 
or to participate in GVCs wherein linkages 
are globally dispersed? The answer to this 
question depends on which of these strategies 

_________________________ 

1	 An illustrative example will make this point clearer. India’s exports of passenger motor vehicles (SITC 7810), a capital and skill-intensive 
product, increased remarkably from $102 million in 2000 to $5392 million in 2015, registering an annual average growth rate of 34 per cent. 
In 2015, high-income OECD countries accounted for only 22 per cent of Indian exports of passenger motor vehicles while low & middle-
income countries accounted for 68 per cent. On the other hand, India’s exports of apparel (SITC 84), a traditional labor-intensive category, 
grew at a much lower rate of 9 per cent per annum during 2000-2015. In 2015, while high-income OECD countries accounted for 64 per 
cent of India’s exports in this category, low & middle-income countries accounted for just 12 per cent (Veeramani and Aerath, 2020).
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would result in higher levels of aggregate 
value added and employment within the 
country. A higher level of participation in 
GVCs implies that, for any given country, 
the share of foreign value added in gross 
exports is higher than when most inputs are 
sourced locally. However, owing to scale and 
productivity effects of selling in the world 
markets,  participation in GVCs can lead 
to higher absolute levels of domestic value 
added and domestic job creation (Grossman 
and Rossi-Hansberg, 2008). See Figure 8 
for the conceptual framework explaining 
this phenomenon. Chinese dominance of 
assembly in iPod and iPhone illustrates 
this phenomenon (Box 3). The scale effect 
creates millions of jobs and is therefore 
particularly suited for implementation in a 
labour-intensive economy such as India.

5.18	 Multivariate analysis using regressions 
confirms that participation in GVCs, as 
measured by the sectoral ratio of foreign 
value added to gross exports, leads to higher 
absolute levels of gross exports, domestic 
value added and employment (Figure 9). It can 
be seen that a 10 per cent increase in foreign 
value added share of gross exports leads to 
17.9 per cent increase in the dollar value of 
gross exports [panel (a) in Figure 9], which 
in turn, causes domestic value added (from 
exports) to increase by 7.7 per cent [panel (b) 
in Figure 9]. Finally, 7.7 per cent increase in 
domestic value added increases employment 
by 13.2 per cent.  These relationships are 
robust to different model specifications with 
full set of control variables. The bottom 
line is that India can reap rich dividends by 
adopting policies aimed at strengthening its 
participation in GVCs.

Box 3: Example of Gain from Assembly: Apple iPod and iPhone 7 Assembly in China
Within the iPod value chain, China specializes 
in assembly while parts & components are 
imported. The factory-gate price of an assembled 
iPod was estimated to be $144 in 2008, but only 
$4 of this constituted Chinese value added (3 
per cent of factory gate price). However, China 
assembled almost all of the 54.83 million iPods 
that Apple sold, which led to aggregate domestic 
value added of $219 million.

China makes only US$8.46 from the assembly 
of an iPhone 7. However, total Chinese value 
added is very high ($8.46 × number of iPhones 
sold in the world). iPod and iPhone are just two 
examples. There are thousands of such products, 
where China has emerged as an assembly centre. 

Distribution of value added in Apple iPod

Distribution of value added in iPhone 7
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Figure 8: The Conceptual Framework for Gains from “Assembling in India” as part of 
“Make in India”

Figure 9: Gains from participation in GVCs, Empirical Evidence for India’s  
Manufacturing Industries

 
 
 

 

 

Greater Use of 
Imported Inputs 

Scale and Productivity 
Effect for Producing for 

the World 

Greater 
Participation 
in Assembly

Share of 
Foreign 

Value Added 
in Gross 
Exports 

increases

$ value of 
gross exports 

rises 
significantly

$ value of 
Domestic 

Value Added 
increases 

significantly

Number of 
Jobs 

Increases 
significantly

Panel (a) Panel (b) Panel (c)

 

 

17.9%

0

5

10

15

20

0 5 10 15 20

Fo
re

ig
n 

V
alu

e 
A

dd
ed

 S
ha

re
 o

f 
G

ro
ss

 E
xp

or
ts

 (%
 in

cr
ea

se
)

$ value of gross exports
(% increase)

 

 
7.7%

0

5

10

15

20

0 5 10 15 20

$ 
va

lu
e 

of
 g

ro
ss

 e
xp

or
ts

 
(%

 in
cr

ea
se

)

$ value of domestic VA 
(% increase)

 

 

13.2%

0

5

10

15

20

0 5 10 15 20

$ 
va

lu
e 

of
 d

om
es

tic
 V

A
 

(%
 in

cr
ea

se
)

Number of Jobs
(% increase)

Source: Based on regression results in Veeramani and Dhir (2019a) and Survey Calculations
Note: The arrows in the figure show percentage increase in the y-axis variable leading to a corresponding percentage 
increase in the x-axis variable. The three graphs are interlinked such that the variable in the x-axis of panel (a) is 
the same as that on the y-axis of panel (b) and variable in the in the x-axis of panel (b) is the same as that on the 
y-axis of panel (c). The estimates reported here are based on a simultaneous equation model (3SLS regressions) 
run on a panel data set of 56 Indian manufacturing industries for the period 1999-00 to 2012-13. The regression 
specifications include full set of control variables, including industry and year fixed effects.

WHICH INDUSTRIES SHOULD 
INDIA SPECIALIZE IN FOR JOB 
CREATION?

5.19	 Which industries should India focus 
on? Given our comparative advantage in 
labour-intensive activities and the imperative 
of creating employment for a growing labour 
force, there are two groups of industries that 
hold the greatest potential for export growth 
and job creation. 

5.20	 First, there exists a significant 

unexploited export potential in India’s 
traditional unskilled labour-intensive 
industries such as textiles, clothing, footwear 
and toys (Veeramani and Dhir, 2016). The 
GVCs in these industries are controlled by 
“buyer driven” networks wherein the lead 
firms that are based in developed countries 
concentrate in higher value added activities 
such as design, branding and marketing. 
Physical production is carried out, through 
sub-contracting arrangements, by firms in 
developing countries. Examples include 
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the production networks of Wal-mart, Nike, 
Adidas etc.

5.21	 Second, India has huge potential to 
emerge as a major hub for final assembly in 
a range of products, referred to as “network 
products” (NP) (Athukorala, 2014; Veeramani 
and Dhir, 2017). The GVCs in these industries 
are controlled by leading MNEs such as 
Apple, Samsung, Sony etc. within “producer 
driven” networks.  In general, these products 
are not produced from start to finish within 
a given country; instead, countries specialize 
in particular tasks or stages of the good’s 
production sequence.  Within the production 
network, each country specializes in a 
particular fragment of the production process; 
this specialization is based on the country’s 
comparative advantage. Labour abundant 
countries, like China, specialize in low skilled 
labour-intensive stages of production such as 
assembly while the richer countries specialise 
in capital and skill-intensive stages such as 

R&D. Thus, the lead firms retain skill and 
knowledge-intensive stages of production in 
high-income headquarters (e.g., the U.S.A, 
E.U and Japan) but locate assembly related 
activities in low wage countries (e.g., China 
and Vietnam). The rest of the discussion 
in this Chapter focuses on India’s growth 
potential in NP. 

5.22	 Athukorala (2011) identified six 
groups of NP, based on Standard International 
Trade Classification (SITC) nomenclature, 
where global production sharing is most 
prevalent (Table 1). Together, NPs accounted 
for nearly 30 per cent of world exports in 
2018, with the share of Electrical Machinery 
(SITC 77) being the highest at 10.4 per 
cent. Using trade data at a detailed level of 
disaggregation and the UN-Broad Economic 
Categories (BEC) system, it is possible to 
disentangle total trade in these NP into its two 
main sub-categories - parts & components 
(P&C) and assembled end products (AEP).

Table 1:  World Exports of Network Products, 2018
SITC 
Code SITC Description World Exports, 2018 

(trillion US$)
Share in Total World 

Exports, 2018 (per cent)
75 Office machines and automatic data 

processing machines
0.83 4.37

76 Telecommunication and sound recording 
equipment 

0.65 3.42

77 Electrical Machinery 1.97 10.44
78 Road Vehicles 1.55 8.23
87 Professional and scientific equipment 0.48 2.53
88 Photographic Apparatus 0.12 0.66
Total Network Products 5.59 29.6

Source: UN Comtrade (WITS) Database
Note: Based on import data reported by all countries in 2018.

World Exports of Network Products: 
Trends and Patterns

5.23	 The world exports of NP increased 
steadily from US$ 2.01 Trillion in 2000 to 
US$ 5.41 Trillion in 2018 (Figure 10(a)). The 
increase was mainly driven by AEP whose 

value rose from US$ 1.11 Trillion to US$ 
3.93 Trillion. On an average, NP accounts 
for about 42 per cent of world manufactured 
exports. The average share of AEP exports 
in total NP exports increased from about 59 
per cent during 2000-2016 to about 72 per 
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cent during the last two years (2017-2018).   
Asia’s share in world exports of NP increased 
phenomenally from about 37 per cent in 2000 
to 51 per cent in 2018 while the shares of 
both Europe and America declined (Figure 

10(b)). East Asia accounted for the bulk of 
total Asian exports followed by Southeast 
Asia (Figure 10(c)).  Rest of Asia (including 
South, Central and Western Asia) accounted 
for just 3 per cent of the total Asian exports.

Figure 10: Trends and Geographic Distribution of Network Product Exports, 2000 to 
2018

Figure 10(a): Trends in 
world exports

Figure 10(b): Geographical 
Distribution of NP World 

Exports

Figure 10(c): Distribution of 
Asian NP Exports

 

 

2.01

5.42

0.90

1.48

1.11

3.93

0

1

2

3

4

5

6

20
00

20
02

20
04

20
06

20
08

20
10

20
12

20
14

20
16

20
18

U
SD

 T
ril

lio
ns

NP P&C AEP  

 

24.5
14.6 13.7

33.3
29.8 28.7

36.6
49.8 50.9

5.6 5.8 6.7

0%

20%

40%

60%

80%

100%

2000 2010 2018
Rest of the world Asia
Europe Americas  

 

70.3 77.6 75.0

27.4 19.5 21.8

0%

20%

40%

60%

80%

100%

2000 2010 2018
Eastern Asia South East Asia
Rest of Asia

Source: UN Comtrade (WITS) database and Survey Calculations
Note: NP stands for Network Product, P&C and AEP stand for Parts & Components and Assembled End Products 
respectively within the group of Network Products. Estimates are based on mirror statistics (imports reported by 
trading partners) for a fixed set of 118 countries that have reported import data for every year during 2000-2018. In 
2018, these 118 countries accounted for 96.8 per cent of total world trade in NP.

India in Comparison to East and 
Southeast Asia 

5.24	 Even as India’s export of NP 
increased from about US$2 billion 
in 2000 to US$32 billion in 2018, its 
participation in this market remains 
miniscule compared to that of other 
Asian countries (Figure 11). The share of 
NP exports in total national merchandise 
exports by each country is shown in 
Figure 12(a).  It is evident that, despite 
some increase, NP exports accounts for a 
very small share (10 per cent in 2018) in 
India’s export basket. In contrast, these 
products account for about one half of the 
total national exports of China, Japan and 

Korea. Between 2000 and 2018, the share 
of NP in the export basket has increased 
by 41 percentage points for Vietnam and 
by 18 percentage points for China. 

5.25	 Among the major Asian countries, 
India and Indonesia are the only ones 
with a trade deficit in NP (Figure 12(b). 
India’s import value of $68 billion in 
2017 is higher than that of Thailand 
($61billion) and Philippines ($39 billion) 
even as the latter two countries record 
significantly higher level of exports 
than India. India’s import basket mostly 
consists of electronics and electrical 
machinery, primarily meant for domestic 
final use (Tewari and Veeramani, 2016).
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Figure 11: Exports of NP by Asian Countries, USD Billions, 2000 to 2018
Panel (a): Early entrants

Figure 12(a): Share of NP in India’s mer-
chandise export basket is very low

Source: UN Comtrade (WITS) Database and Survey Calculations
Notes: China’s export values are in secondary axis in Panel(b). Estimates are based on export data reported by each 
country. Vietnam has not reported data for the year 2018.

Source: UN Comtrade (WITS) Database and Survey Calculations

Panel (b): Late entrants and laggards

Figure 12(b): Among the major Asian 
countries, India is the only one with 

trade deficit in NP
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5.26	 Turning to the product group 
composition of India’s NP exports, the 
percentage shares of four product groups 
recorded an increase in 2018 as compared to 
2000 (Figure 13). These are:  Road vehicles 
(SITC 78), Electrical machinery (SITC 77), 
Telecommunication and sound recording 
equipment (SITC 76), and Professional and 
scientific equipment (SITC 87). The main 

category of NP exported by India is Road 
vehicles with a share of 4.9 per cent in its 
total exports in 2018 (up from 1.3 per cent 
in 2000). In contrast, Electrical machinery, 
which accounts for the largest share in 
the export baskets of China (16.8 per 
cent) and Korea (30.5 per cent), accounts 
for less than 3 per cent of India’s total 
exports. Apart from electrical machinery, 
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other two sub-categories where India can 
achieve significant export growth are: 
(i) Office machines and automatic data 

processing machines (SITC 75) and (ii) 
Telecommunication and sound recording 
equipment (SITC 76).

Figure 13: Shares of NP sub-categories in National Export Basket
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5.27	 Several leading automobile 
companies have established assembly plants 
in India and some of them have begun to 
use India as an export base within their 
production networks (see the discussion 
in Box 4). Since the early 2000s, India’s 
exports of assembled cars (completely built 
units) have increased at a much faster rate 
than automobile parts (Athukorala and 

Veeramani, 2019).  The case of mobile 
phone assembly is another recent success 
story for India (see Box 5). In contrast to 
auto industry, the MNEs that have set up 
production bases in India’s electronics and 
electrical goods industries have been mainly 
involved in production for the domestic 
market (Athukorala, 2014, Tewari and 
Veeramani, 2016).

Box 4: Learnings from Integration into GVCs by Indian Automobile Industry

After Government of India established Maruti Udyog Limited (MUL) in 1981, MUL entered into a 
license and joint venture agreement with Suzuki Motor Co Ltd in 1982. Suzuki acquired 26 per cent 
stake in MUL in return for providing latest technologies and management practices. The company 
started its operation with the import of totally assembled cars in Japan, followed first by assembly 
of semi- knocked down (SKD) packs and then by completely- knocked down (CKD) packs supplied 
by Suzuki. During the early stage, assembly of cars in India involved fitting low-technology and 
low-value components and equipment into the imported car (Hamaguchi, 1985). During 1985-89 the 
import value of auto components shot up rapidly (D’Costa, 1995). India’s imports of auto parts from 
Japan increased from US$4 million in 1980 to US$155 million in 1986, accounting for 77 per cent of 
India’s total auto parts imports. However, with the development of domestic auto ancillary industry, 
imports of auto parts declined sharply since the late 1980s. In the meanwhile, the success of the joint 
venture led Suzuki to increase its equity from 26 per cent to 40 per cent in 1987, to 50 per cent in 
1992, and further to 56.21 per cent in 2013. Indian government sold the remaining 18 per cent of its 
shares in 2007. 

Following the entry of Suzuki, other major Japanese automobile manufacturers (Toyota, Mitsubishi, 
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Nissan, and Mazda) arrived (Athukorala and Veeramani, 2019). Several Tier 1 automobile parts 
suppliers (such as Denso, Aisin Seiki, and Toyota Boshoku) and global automobile parts producers 
arrived (such as Robert Bosch, Delphi, Magna, Eaton, Visteon, and Hyundai Mobil). Hyundai was 
the first automobile MNE to establish a 100 per cent subsidiary in the country. Volkswagen, Nissan, 
BMW, and Isuzu Motors followed suit. Companies that first entered as joint ventures, such as Honda, 
Ford, Fiat, and Renault severed links with their local partners and established 100 per cent subsidiaries.

From about the early 2000s, the Indian automobile industry has undergone a remarkable transformation 
from production for the domestic market, which remained its modus operandi for over a half century, to 
global integration. The country has emerged as a major assembly centre for compact cars (Athukorala 
and Veeramani, 2019). India’s exports of completely built units (CBUs) increased from about US$225 
million in 2001 to US$8.8 billion in 2017, while exports of parts and accessories increased from 
US$408 million to US$5.5 billion between these two years (see panel (a) in the figure below). The 
pattern is quite different on the import side with parts and accessories growing significantly faster 
than assembled vehicles during the same period (see panel (b) in the figure below). In 2017, the 
import value of assembled vehicles stood below US$1 billion compared to about US$5.4 billion worth 
of imports of parts and accessories. While assembled motor vehicles constitute the bulk of India’s 
automobile exports, parts and accessories account for the lion’s share of total automobile imports. This 
pattern is consistent with the emergence of India as an assembly centre for automobiles.

The key learning from the successful case study of the Indian Automobiles sector is that domestic 
firms graduate up the production value chain by first starting with low-technology operations such as 
assembly and then moving to manufacturing of components. In the process, imports of components 
increase in the short run. Following a policy of import substitution right from the outset does not 
enable the process of graduation up the production value chain.

Exports and imports of motor vehicles versus and parts & components (P&C)

Source: UN Comtrade (WITS) database
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Box 5: Assembly of mobile phones in India
India toppled Vietnam to become the second largest manufacturer of mobile phones globally following 
China in 2018 with a world share of 11 per cent. India could manufacture around 1.25 billion handsets 
across various segments by 2025, firing up an industry worth around $230 billion (ICEA-McKinsey 
report, 2018).  Between 2013 and 2017, while India’s import of telecom handsets declined from 
US$4.47 billion to US$3.31 billion that of telecom parts increased steadily from US$1.34 billion to 
US$9.41 billion. At the same time exports of telecom handset increased significantly during the last 
three years. This pattern is consistent with the emergence of India as an assembly centre for telecom 
handsets.

Motor vehicles P&C Total 
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Exports of telecom handsetsImports, US$ Billion

Source: DGCI&S
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PATTERN OF ENTRY
5.28	 The pattern of entry, rise, survival, 
and relative decline of countries in the export 
market for NP is consistent with the “wild-
geese flying model” formulated by Japanese 
economist Kaname Akamatsu during the 
1960s. The first Asian country to enter the 
export market for NP was Japan followed 
by a number of East and Southeast Asian 
countries. Japan, the lead goose, provided 
capital, technology and managerial know-
how to “follower geese” countries in East 
and Southeast Asia. “Wild geese fly in 
orderly ranks forming an inverse V, just as 
airplanes fly in a formation” (Akamatsu, 
1962, p.11). The export market participation 
of several of the Asian countries, over the 
years, indeed depicts an “inverted V” pattern 
(see Figure 14). Panel (a) in the figure depicts 
the pattern for the early entrants – Japan, 
Korea, Singapore, Malaysia and Philippines. 
Panel (b) shows the pattern for the late 
entrants (China, Thailand and Vietnam) and 
laggards (India and Indonesia). Among the 

late entrants, China seems to have reached 
the inflection point of “inverted V” while 
Thailand and Vietnam are on the rising part 
of the curve. A comparison of the charts 
shows that the take-off process in NP exports 
may be beginning in India.

5.29	 Larger countries like Japan and China, 
which have survived in the market for longer 
periods of time, took off with an expansion of 
assembled end products (AEP) while parts & 
components (P&C) followed suit (Figure 15). 
Japan’s descent on the inverted V-path also 
began with AEP in 1985 followed by P&C 
circa 1993. China seems to have reached the 
inflection point of the inverted V-curve for 
AEP circa 2015 while its world market share 
in P&C continues to increase. The most recent 
entrants, Thailand and Vietnam, have taken 
off with an expansion of AEP exports while 
P&C is following suit.  For India, P&C has 
recorded some growth in recent years while 
AEP, with exceptions such as passenger cars 
and telecom handsets, has declined.
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“The King (i.e., the State) shall promote trade and commerce by setting up 
trade routes by land and by water, and establishing market towns and ports” – 

Kautilya’s Arthashastra, 4th century B.C.

Ease of doing business is key to entrepreneurship, innovation and wealth creation. 
India has risen significantly in the World Bank’s Doing Business rankings in 
recent years, but there are categories where it lags behind – Starting a Business, 
Registering Property, Paying Taxes and Enforcing Contracts. This chapter 
focuses on these parameters and compares India’s performance with both its 
peers and with the best-in-class. For example, registering property in Delhi and 
Mumbai takes 49 and 68 days respectively, while it takes 9 days in China and 
3.5 days in New Zealand. These performance matrices provide a measure of the 
scope for improvement. The chapter then explores the density of laws, rules and 
other statutory compliance requirements faced by a manufacturing or services 
business (specifically the restaurants segment).

Export competitiveness depends not only on the cost of production but also on the 
efficiency of logistics. A series of case studies are used to analyse the time taken 
at each stage for specific merchandise items to travel from factory gate to the 
warehouse of the foreign customer. For instance, a study found that an apparels 
consignment going from Delhi to Maine (U.S.) takes roughly 41 days, but 19 of 
these are spent within India due to delays in transportation, customs clearance, 
ground handling and loading at sea-ports. A study of carpets exports from Uttar 
Pradesh to the United States also showed similar results. The process flow for 
imports, ironically, is more efficient than that for exports! In contrast, however, 
the imports and exports of electronics through Bengaluru airport was found to be 
world class. The processes of Indian airports should be adapted and replicated 
in sea-ports.

INTRODUCTION 

6.1	 As India leapfrogs towards a five 
trillion-dollar economy by 2024-25, simplifying 
and maintaining a business-friendly regulatory 
environment is essential. To ease the constraints 
and gaps in the regulatory processes involved 
in doing business, it is necessary to assess 
the country’s progress vis-à-vis other leading 
economies on various parameters.

6.2	 India has made substantial gains in the 
World Bank’s Doing Business rankings from 
142 in 2014 to 63 in 2019. It has progressed 
on seven out of the 10 parameters.The Goods 
and Service Tax (GST) and the Insolvency and 
Bankruptcy Code (IBC) top the list of reforms 
that have propelled India’s rise in rankings. The 
trajectory of India’s performance over the last 
decade is shown in Table 1.
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6.3	 However, India continues to trail in 
parameters such as Ease of Starting Business 
(rank 136), Registering Property (rank 154), 
Paying Taxes (rank 115), and Enforcing 
Contracts (rank 163). It takes roughly 58 
days and costs on an average 7.8 per cent of 
a property’s value to register it, and 1,445 
days for a company to resolve a commercial 
dispute through a local first-instance court. 
These figures are longer in time and often 

greater in cost than OECD high-income 
economies, and therefore, impede wealth 
creation. 

6.4	 This chapter analyses India’s 
performance in the parameters used in Doing 
Business reports, and compares it to its peers 
as well as to the best-in-class countries like 
New Zealand, which has been ranked number 
one over the past several years.

Table 1: Capturing India’s decade-long journey in the Doing Business Rankings

Parameters 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019
Ease of starting 
a business 169 165 166 173 179 158 155 155 156 137 136

Dealing with 
construction 
permits

175 177 181 182 182 184 183 185 181 52 27

Getting 
electricity - - 98 105 111 137 70 26 29 24 22

Registering your 
property 93 94 97 94 92 121 138 138 154 166 154

Getting credit 
for your 
business

30 32 40 23 28 36 42 44 29 22 25

Protecting 
minority 
investors

41 44 46 49 34 7 8 13 4 7 13

Paying taxes 169 164 147 152 158 156 157 172 119 121 115
Trading across 
borders 94 100 109 127 132 126 133 143 146 80 68

Enforcing 
contracts 182 182 182 184 186 186 178 172 164 163 163

Resolving 
insolvency 138 134 128 116 121 137 136 136 103 108 52

Overall Rank 133 134 132 132 134 142 130 130 100 77 63

Source: Doing Business database, World Bank.

6.5	 In addition, this chapter presents 
several case studies and surveys that 
were conducted to capture the on-ground 
experience of doing business in the country 
including the logistics of merchandise exports 
and imports, the number of permissions 
needed to set up a restaurant and so on. This 

allows a close look at the nuts-and-bolts of 
the business environment. Case studies of 
merchandise exports found that logistics is 
inordinately inefficient in Indian sea-ports. 
The process flow for imports, ironically, is 
more efficient than that for exports. Although 
one needs to be careful to directly generalise 
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from specific case studies, it is clear that 
customs clearance, ground handling and 
loading in sea ports take days for what can 
be done in hours. A case study of electronics 
exports and imports through Bengaluru 
airport illustrates how Indian logistical 
processes can be world class. The main goal 
of the chapter, therefore, is to help the reader 
to identify the most crucial issues when 
evaluating Ease of Doing Business (EoDB) 
in India beyond the approach taken by the 
World Bank’s surveys.

GLOBAL COMPARISONS 
6.6	 In this section, India’s performance 
has been compared with its peers (China, 
Brazil & Indonesia) as well as the best-in-
class economy in EoDB, i.e., New Zealand. 
In the interest of brevity, the comparisons 
are limited to how India fared over the 
decade from 2009 to 2019 across only those 
parameters of EoDB where India lags, 
namely- Starting a Business, Registering 
Property, Paying Taxes, and Enforcing 
Contracts. The comparisons demonstrate the 
gap that India needs to travel to achieve the 
best international standards.

6.7	 The number of procedures required to 
set up a business in India, for example, has 
reduced from 13 to 10 over the past ten years 
(Table 2). Today, it takes an average of 18 
days to set up a business in India, down from 
30 days in 2009. On the other hand, New 
Zealand has a seamless process of business 
incorporation which takes place through a 
single window via one agency. It just takes 
half-a-day with a single form and minimal 
cost to set up a business in New Zealand. 
Although, India has significantly reduced 
the time and cost of starting a business, a 
lot more is needs to be done. Some further 
simplification of processes in India has been 
implemented very recently but it is too early 
to gauge its impact. 

6.8	 Property registration is another 
interesting example. It takes nine procedures, 
at least 49 days, and 7.4-8.1 per cent of the 
property value to register one’s property in 
India. Moreover, the number of procedures, 
time and cost have increased over the last 
10 years. Meanwhile, New Zealand has only 
two procedures and a minimal cost of 0.1 per 
cent of the property value.

6.9	 In the case of paying taxes, even 
though the number of payments per year 
has significantly reduced in India from 59 
to 12 over the last decade, time spent on this 
activity has not reduced much. While India 
takes 250-254 hours per year to pay taxes, 
New Zealand spends just 140 hours a year. 
Interestingly, time spent to pay taxes in New 
Zealand has doubled from 2009 to 2019. 

6.10	 Enforcing contracts is one parameter 
in which India’s performance has been very 
poor over the years. While India takes 1,445 
days to resolve an average dispute, New 
Zealand takes approximately one-seventh  
of it, i.e., 216 days. The previous Economic 
Survey1   had argued that the single biggest 
constraint to ease of doing business in India 
is its inability to enforce contracts and resolve 
disputes. Given the potential economic and 
social multipliers of a well-functioning legal 
system, this may well be the best investment 
India can make.

6.11	 When compared to the performance 
of India’s peer nations, namely China, Brazil, 
and Indonesia, on the same parameters, it can 
be seen that China fares much better than 
India on virtually all parameters (Table 3).

6.12	 The comparisons with other nations  
is not so one-sided. An entrepreneur has to 
go through 10 procedures to set up a business 
in India taking 17-18 days to do so. On the 
other hand, Indonesia and Brazil require one 
extra process than India to open a business. 

________________________
1	 See Economic Survey 2018-19 Chapter 5, Volume I.
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Table 3: India v/s Peers on EODB Parameters (2019)
India China Brazil Indonesia

Starting a Business
Number of Procedures 10 4 11 11
Time – No. of days 17/18* 9 17 13
Cost (% of income per capita) 5.3/ 9.3* 1.1 4.2 5.7

Registering your Property
Number of Procedures 9 4 14 6
Time – No. of days 49/ 68* 9 31 31
Cost (% of property value) 8.1/ 7.4* 4.6 3.6 8.3

Paying Taxes
Number of Payments 10/ 12* 7 10 26
Time (hours per year) 250/ 254* 138 1,501 191
Total tax payable (% of gross profits) 49.7# 59.2 65.1 30.1

Enforcing Contracts
Time – No. of days 1,445 496 801 403
Cost (% of debt) 31 16.2 22 70.3
Overall Doing Business Rank 63 31 124 73

Source: World Bank Doing Business Report, 2020.
Note: India numbers are for Delhi/Mumbai respectively, as these are the two centres covered by World Bank for 

India.
	 #: Before India reduced its Corporate tax rate from 30 to 25 per cent. 

Table 2: Mapping New Zealand across EODB parameters where India struggles

India New Zealand
2009 2019 2009 2019

Starting a Business
Number of Procedures 13 10 1 1
Time – No. of days 30 17/18* 1 0.5
Cost (% of income per capita) 66.1 5.3/ 9.3* 0.4 0.2

Registering Property
Number of Procedures 5 9 2 2
Time – No. of days 44 49/ 68* 2 3.5
Cost (% of property value) 7.4 8.1/ 7.4* 0.1 0.1

Paying Taxes
Number of Payments 59 10/ 12* 8 7
Time (hours per year) 271 250/ 254* 70 140
Total tax payable (% of gross profit) 64.7 49.7# 32.8 34.6

Enforcing Contracts
Time – No. of days 1,420 1,445 216 216
Cost (% of debt) 39.6 31 22.4 27.2
Source: Doing Business database, World Bank.
	 *: Denotes values for Delhi/ Mumbai as these are the two centres covered by World Bank for India.
	 #: Before India reduced its Corporate tax rate from 30 to 25 per cent.
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While Indonesia takes four days less than 
India, Brazil takes almost the same time as 
India to do so. In fact, countries like Pakistan, 
Turkey and Sri Lanka (ranked 72, 77, and 85 
respectively in Starting a Business parameter) 
have a less cumbersome process to start a 
business than India.

6.13	 Similarly, while India has five less 
procedures than Brazil (14) to register one’s 
property, it takes much less time to do so in 
Brazil (31 days) than in India (49-68 days). 
Indonesia, on the other hand, has only six 
procedures and takes same time as Brazil to 
register property. 

6.14	 In case of paying taxes, although 
Indonesia (26) has more than double the 
number of payments per year than India 
(10-12), its citizens spend far less time in 
paying them than India. Brazil seems to fare 
particularly poor in this segment. 

6.15	 India’s performance in contract 
enforcement is poor even when compared 
to India’s peer nations. While it takes 
approximately four years to enforce a 

contract in India, Brazil and Indonesia 
spend 2.2 and 1.1 years, respectively to do 
so. With a rank of 163 out of 190 nations in 
Enforcing Contracts, only a few countries like 
Afghanistan, Mozambique, and Zimbabwe 
perform worse than India. 

6.16	 A holistic assessment and a sustained 
effort to ease business regulations and 
provide an environment for businesses to 
flourish would be a key structural reform that 
would enable India to grow at a sustained rate 
of 8-10 per cent per annum. This requires a 
nuts-and-bolts approach of feedback loops, 
monitoring and continuous adjustment. The 
next section, surveys some of areas where 
there is scope for significant efficiency gains. 

DENSITY OF LEGISLATION 
AND STATUTORY 
COMPLIANCE REQUIREMENTS 
IN MANUFACTURING 

6.17	 A major challenge most companies 
face is the complex architecture of 
the Indian governance framework 

Table 4: Applicable Rules and Statutory Laws for Manufacturing

S. No. Name of the Act
(A)

No. of 
Sections 

(B)

No. of 
Rules, etc. 

(A+B)
Total

1. Apprentices Act, 1961 37 14 51
2. Air (Prevention & Control of Pollution) Act, 1981 54 - 54
4. Central Excise Act, 1944 40 90 130
5. Central Excise Tariff Act, 1985 5 - 5
6. Central Sales Tax Act, 1956 26 9 35
7. Companies Act, 2013 470 19 489
8. Contract Labour (Regulation and Abolition) Act, 1970 35 83 118
9. Customs Act, 1962 161 53 214
10. Customs Tariff Act, 1975 13 - 13
11. Depositories Act, 1996 31 - 31
12. Employee Compensation Act, 1923 36 52 88
13. Employee State Insurance Act, 1948 100 211 311

14. Employment Exchanges (Compulsory Notification of 
Vacancies) Act, 1959 10 8 18
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15. Environment (Protection) Act, 1986 26 88 114

16. Employee Provident Funds & Miscellaneous Provisions 
Act, 1952 22 156 178

17. Equal Remuneration Act, 1976 18 6 24
19. Factories Act, 1948 120 128 248
20. Foreign Exchange Management Act, 1999 49 102 151
21. Foreign Trade (Development & Regulation) Act, 1992 20 18 38
22. Finance Act, 1994 36 43 79

23. Guidelines of Department of Scientific and Industrial 
Research - 6 6

24. Income Tax Act, 1961 298 125 423
25. Indian Stamp Act,1899 78 22 100
26. Indian Boiler Act,1923 34 626 660
27. Indian Electricity Act, 2003 185 - 185
28. Indian Wireless Telegraphy Act, 1933 11 13 24

29.
Indian Standard Code of Practice for Selection, 
Installation and Maintenance of Portable First Aid Fire 
Extinguishers

- 16 16

30. Industrial Disputes Act,1947 40 80 120
31. Industrial Employment (Standing Orders) Act, 1946 15 22 37
32. Legal Metrology Act, 2009 57 64 121
33. Maternity Benefit Act, 1961 30 - 30
34. Minimum Wages Act, 1948 31 32 63
35 Motor Vehicles Act,1988 217 164 381
36. Narcotic Drugs and Psychotropic Substances Act, 1985 51 68 119
37. Payment of Gratuity Act, 1972 15 17 32
38. Patents Act, 1970 161 139 300
39. Payment of Wages Act,1936 26 13 39
40. Payment of Bonus Act, 1965 40 5 45
41. Petroleum Act,1934 31 202 233
42. Poisons Act, 1919 9 - 9
43. Securities and Exchange Board of India Act, 1992 31 334 365
44. Securities Contract (Regulation) Act, 1956 31 21 52
45. Special Economic Zones Act, 2005 58 6 64
46. Water (Prevention and Control of Pollution) Act, 1974 64 - 64

48. Water (Prevention and Control of Pollution) Cess Act, 
1977 17 9 26

49. Shops and Establishment Act State-wise State-wise State-wise
51. Trade Marks Act,1999 159 185 344

Total 3,214 3,582 6,796
Source: Federation of Indian Chambers of Commerce and Industry (FICCI).
Note: This is not a comprehensive list and not every rule applies to every manufacturer. It is just an illustration of 
the wide range of rules that a manufacturer faces.
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including the density of legislation and 
statutory compliance requirements. A list 
containing the names of Acts applicable 
as well as number of Sections / Rules of 
such Acts required to be complied with 
by manufacturing units is given in Table 
4. Manufacturing units have to conform 
with 6,796 compliance items, which is a 
tedious and time consuming task. It must 
be noted that this is not a comprehensive 
list and not every rule applies to every 
manufacturer. It is just an illustration of 
the bewilderingly wide range of rules that 
the sector faces. 

STARTING A BUSINESS: 
REGULATORY HURDLES IN 
OPENING A RESTAURANT 

6.18	 The services sector too faces 
many regulatory hurdles even for routine 
businesses. The bars and restaurants sector 
is an important source of employment and 
growth everywhere in the world. It is also 
a business that, by its nature, faces a high 
frequency of starting new businesses and 
shutting old ones. 

6.19	 A survey showed that the number 
of licenses required to open a restaurant in 
India are significantly more than elsewhere. 
While China and Singapore require only 

four licenses, India requires several more 
mandatory licenses and approvals (the 
comparison is in Table 5  and some of Indian 
requirements are listed in Table 6). 

6.20	 According to the National Restaurants 
Association of India (NRAI), a total of 36 
approvals are required to open a restaurant in 
Bengaluru, Delhi requires 26, and Mumbai 
22. Moreover, Delhi and Kolkata also require 
a  ‘Police Eating House License’. The number 
of documents needed to obtain this license 
from Delhi Police is 45 – far more than the 
number of documents required for a license 
to procure new arms and major fireworks, 19 
and 12 respectively (Table 7). 

6.21	 Moreover, in India, only the list of 
licenses and permissions can be obtained 
from a government portal or information 
center. On the other hand, in New Zealand, 
the website of Auckland Council (operated 
by a private third-party agency) has all 
detailed guides and stepwise procedures 
about permissions, fees and timeline to open 
a restaurant. The website is also equipped 
with ready-to-use business plan templates 
and comprehensive information on different 
businesses irrespective of the scale of 
business.  The contrast reflects a difference 
in approach – government control versus 
curation/ partnership. 

Table 5: Licenses Required to Open a Restaurant

Country Market Size (US $ billion) No. of licenses Nature of licenses
India 61 12-16* As detailed in Table 6

Singapore 8.3 4

Food shop License
Liquor License
Importing Food License
Halal Certificate

China 815 4

Sanitation License
Environment License
Fire License
Sales License

Source: National Restaurants Association of India (NRAI).
Note: * These are just key licenses. In practice, each city requires several more approvals as mentioned in the text.
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Table 6: Key Mandatory Licenses required to open a Restaurant in India

S. No. License Authority Delhi Mumbai Bangalore Kolkata
1. Food Safety FSSAI Yes Yes Yes Yes

2. Heath/Trade Municipal 
Corporation Yes Yes Yes Yes

3. Police Eating House 
License

Police Commissioner 
Licensing Yes Yes

4. Fire NOC Fire Department Yes Yes Yes Yes

5. Shops & 
Establishment Labor Department Yes Yes Yes Yes

6. Liquor License (If 
serving Liquor) Excise Department Yes Yes Yes Yes

7. Tourism License (for 
liquor service) Tourism Department Yes

8.

Environment 
Clearance for Grease 
Trap/ETP (Water 
Pollution Act)

State Pollution 
Control Board Yes Yes

9.

Environment 
Clearance for Gen 
Sets (Air Pollution 
Act)

State Pollution 
Control Board Yes Yes

10. Weights and Measures Legal Metrology 
Department Yes Yes Yes Yes

11. Music License
Copyright Societies 
registered by Govt. 
of India

Yes Yes Yes Yes

12. Signage License Municipal 
Corporation Yes Yes Yes Yes

13. GST/VAT Registration GST/Tax Authorities Yes Yes Yes Yes

14. Employees State 
Insurance/ PF

Labor/ PF 
Commissioner Yes Yes Yes Yes

15. Lift License (if lift 
installed) Electrical Inspector Yes Yes Yes Yes

16. Delivery Bikes (if 
employed) FSSAI Yes Yes Yes Yes

Source: National Restaurants Association of India (NRAI).

Table 7: Documents required for obtaining a license from Delhi Police

Type of license Number of documents required
Eating and Lodging Establishments License 45
New Arms license 19
Fireworks license 12
Source: Delhi Police Licensing.
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Figure 1: Cost of Construction Permits in India

Source: World Bank Doing Business database.

CONSTRUCTION PERMITS
6.22	 Table 8 shows the procedures, time, 
and costs that businesses in Delhi have to 
undergo for building a factory/warehouse, 
including obtaining necessary licenses and 
permits, completing required notifications and 
inspections, and obtaining utility connections.

6.23	 When compared to the best in class- 
Hong Kong, which tops the World Bank 
rankings for ease of obtaining construction 
permits, it can be seen that Hong Kong takes 

just over two months to obtain a construction 
permit, while Delhi takes almost four months. 
Moreover, it takes 35 days to get water and 
sewer connection in Delhi. 

6.24	 Nonetheless, it must be noted that India 
has considerably improved the process to obtain 
construction permits over the last five years. 
Compared to 2014, when it took approximately 
186 days and 28.2 per cent of the warehouse 
cost; in 2019 it takes 98-113.5 days and 2.8-5.4 
per cent of the warehouse cost (Figure 1).

Table 8: Construction Permits - Delhi vs Hong Kong

Source: World Bank Doing Business Report, 2020.
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Table 9:  Emerging Economies Comparison - Scale and Logistics

Bangladesh China India Vietnam

Scale of Operations 80% large 
enterprises

80% or more large 
enterprises

80% small 
enterprises

80% or more large 
enterprises

Turn Around Time (in Days) 
(from order to delivery) 50 31 63 46

Time Taken to reach port (in 
Days) 1 0.2 7-10 0.3

Source:  High Level Advisory Group (HLAG) Report, 2019.

ACHIEVING SCALE ACROSS 
BUSINESS 
6.25	 One issue that gets in the way of 
business efficiency in India is that of scale. Most 
of the manufacturing units in India have small 
capacities and consequently low manufacturing 
efficiencies which are a disadvantage in the 
global supply chain. Countries like Bangladesh, 
China, Vietnam are able to progress in the value 
chain by increasing their competitiveness in the 
international market by improving their delivery 
time and domestic production capacity.

6.26	 Compared to Bangladesh, China, and 
Vietnam, which have more than 80 per cent of 
market value of exports by large enterprises, 
India has 80 per cent by small enterprises. 
Moreover, in India it can take 7-10 days to 
reach a port whereas in countries like China, 
Bangladesh and Vietnam it takes less than a 
day. Thus, the Indian supply chain ends up 
with a large number of small consignments 
clogging already inefficient logistics pathways. 
A comparison of turn-around time (i.e., order to 
deliver) is given in Table 9.

TRADING ACROSS BORDERS

6.27	 The Trading Across Borders indicator 
records the time and cost associated with the 
logistical process of exporting and importing 
goods. Globally, transportation by ports is the 
most favored followed by railways and then 
roads, whereas in India it is the opposite. 

6.28	 Italy tops the EoDB rankings in 
Trading Across Borders. Table 10 tabulates 
its comparison with India. While India 
takes 60-68 and 88-82 hours in border and 
documentary compliance for exports and 
imports respectively, Italy takes only one hour 
for each. Moreover, the cost of compliance is 
zero in Italy. In India, it costs US$ 260-281 
and US$ 360-373 for exports and imports 
respectively.

6.29	 It must be noted that almost 70 
per cent of the delays (both in exports and 

imports) occur on account of port or border 
handling processes which essentially pertain 
to procedural complexities (number and 
multiplicity of procedures required for trade), 
multiple documentations and involvement 
of multiple agencies for approvals and 
clearances. It is also observed that time delays 
and procedural inefficiencies end up pushing 
cost to trade.

6.30	 While the government has already 
reduced procedural and documentation 
requirements considerably, increasing 
digitalization and seamlessly integrating 
multiple agencies onto a single digital 
platform can further reduce these procedural 
inefficiencies significantly and improve user 
experience substantially. The accompanying 
box discusses the Authorized Economic 
Operators scheme that is being used to 
smoothen the process for registered exporters/
importers. 



138 Economic Survey 2019-20     Volume 1

Table 10: Trading across Borders- India vs Italy

Source: World Bank Doing Business Report, 2020.
Note: India numbers are for Delhi/Mumbai respectively, as these are the two centres covered by World Bank for 
India.

BOX 1: Authorised Economic Operators (AEO)
Authorised Economic Operator (AEO) is a programme under the aegis of the World Customs 
Organization (WCO) SAFE Framework of Standards to secure and facilitate Global Trade. The 
programme aims to enhance international supply chain security and facilitate movement of goods. 
AEO encompasses various players in the international supply chain. Under this programme, an entity 
engaged in international trade is approved by Customs as compliant with supply chain security standards 
and granted AEO status. An entity with an AEO status is considered a ‘secure’ trader and a reliable 
trading partner. AEO is a voluntary programme. It enables Indian Customs to enhance and streamline 
cargo security through close cooperation with the principle stakeholders of the international supply 
chain viz. importers, exporters, logistics providers, custodians or terminal operators, custom brokers 
and warehouse operators, who benefit from preferential treatment from customs authorities. Benefits 
include expedited clearance times, fewer examinations, improved security and communication 
between supply chain partners, and more. The Circular 33/2016 – Customs dated July 22, 2016 
provides the statutory framework for the AEO programme. 
There are three tiers of certification in the new AEO Programme for importers and exporters: 

1.	 AEO T1 – Verified on the basis of document submission only.
2.	 AEO T2 – In addition to document verification, onsite verification is also done.
3.	 AEO T3 – For AEO T2 holders who have enjoyed the status for two years only on the 

basis of document verification and for AEO T2 holders who have not enjoyed the status 
continuously or have introduced major changes in business, the applicant is subjected to 
physical verification.
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For logistics providers, custodians or terminal operators, custom brokers and warehouse operators 
there is only one tier: 
AEO LO – Here onsite verification is done in addition to document verification. 
Who is entitled for AEO Certification
Anyone involved in the international supply chain that undertakes Customs related activity in India 
can apply for AEO status irrespective of size of the business. These may include exporters, importers, 
logistic providers (e.g. carriers, airlines, freight forwarders, etc.), custodians or terminal operators, 
customs house agents and warehouse owners. Others who may qualify include port operators, 
authorized couriers, stevedores. The list is not exhaustive.
Eligibility
Any legal entity that undertakes Customs related work can apply for the AEO Programme if they fulfil 
the following conditions:

1.	 They have handled 25 Import or Export documents in last Financial Year.
2.	 They have had their business activity for last three Financial Year (can be waived in 

deserving cases).
3.	 The applicant must have been Financially Solvent for the last three financial years.
4.	 The applicant must not be issued a show cause notice involving ‘fraud, forgery, outright 

smuggling, clandestine removal of excisable goods or cases where Service Tax has been 
collected from customers but not deposited to the Government during last three financial 
years.

An entity can apply for AEO-T1 certification online, by visiting: https://www.aeoindia.gov.in/. Table 
A lists the number of AEO compliant entities in India.

Table A: AEO Certified Entities in India as on January 17, 2019
AEO Tier Number of AEO status holders
AEO T1 2,842
AEO T2 491
AEO T3 8
AEO LO 745

Total 4,086
	 	 	 Source: Central Board of Indirect Taxes and Customs (CBIC).

CASE STUDIES OF INDIA’S 
PERFORMANCE IN LOGISTICS 
IN SPECIFIC SEGMENTS
6.31	 This section presents the results of 
case studies and industry surveys conducted 
in October-December 2019 by the ‘Quality 
Council of India’ in order to understand 
the specific points in the supply-chain that 
experience inordinate delays and blockages.  

I. Case Study of Exporting Apparels 

6.32	 This case study tracks consignments 

from an apparel factory in Delhi, which is a 
non-AEO (Box 1), that exports its products 
to Maine, U.S. via India’s largest sea port 
Nhava Sheva in  Maharashtra, India’s largest 
sea port. Table 11 traces the logistics of the 
export consignment. 

6.33	 The study found that after the shipment 
leaves the factory gate in Delhi, it takes five 
days to reach Jawaharlal Nehru Port Trust 
(JNPT).   However, six processes in Nhava 
Sheva can take up to 14 days, of which a day 
or two is spent just on ‘Unloading’ depending 
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Table 11: Tracing an Apparel Export Consignment from Delhi to Maine, United States
Place Action Day No. of Days

INDIA

19
 D

ay
s i

n 
In

di
a

Delhi Shipment ready at factory Day 1

Delhi
Haryana
Rajasthan
Gujarat
Maharashtra

Transport of shipment via truck/
train to JNPT Day 1 – 5 5 days

Nhava Sheva, 
Maharashtra

Shipment reaches JNPT Day 5

Up to 14 
days

a)	Unloading Day 5/6

b)	Custom clearance Day 6/7 - 8

c)	Stuffing in container Day 8/9 - 12

d)	Queue for entry into ship Day 12/13 - 17

e)	Handover to shipping line Day 17/18

a)	Departure of Ship Day 18/19

19
 D

ay
s a

t H
ig

h 
Se

as High seas Ship traveling at seas Day 18/19 – Day 
38 19 days

UNITED STATES

3 
D

ay
s i

n 
U

.S
.

Houston, U.S.

Reaches port Day 38

3 days

Clears customs (considering all 
documentation is in place and 
inspections render safe results)

Day 38/39

Loading & Departure Day 39

Maine, U.S. Reaches buyer in US Day 40/41
Source: QCI Calculations.

on space availability at the port. Three days 
are then used up in ‘Custom Clearance’, 
another three days in ‘Stuffing Containers’ 
and up to five days are taken up by ‘queue 

for entry into the ship’. This is partly due to 
insufficient port infrastructure to handle the 
inflow of containers, narrow roads and poor 
strength bearing capacity of the roads at the port. 
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Table 12: Tracing a Carpet Export Consignment from Mirzapur to New Jersey
Place Action Day No. of Days

INDIA (AEO)

13
 D

ay
s i

n 
In

di
a

Mirzapur, U.P. Shipment ready at factory Day 1 1 day
Mirzapur to Piyala, 
Haryana

Transport of shipment via truck to 
ICD Piyala Day 1 – 3 2 days

Piyala

Shipment reaches Piyala Day 3

4 days
Custom clearance Day 3/4

Stuffing in container Day 4-7
Departure to Mundra Sea Port by 
Train Day 7

Rail Travel Transport of shipment via train to 
Mundra Day 7 – 10/11 3-4 days

Mundra Sea Port 
(Gujarat)

Queue with the truck to enter the 
port

Day 11 (6-7 
hours)

2 daysLoading of vessel Day 11-13

Departure of Ship Day 13

22
 D

ay
s a

t 
H

ig
h 

Se
as

High seas Ship traveling at seas Day 13 – Day 
35/36 22/23 days

UNITED STATES

5 
D

ay
s i

n 
U

.S
. New York Sea Port

Reaches port Day 36

4-5 days

Clears customs (considering all 
documentation is in place and 
inspections render safe results)

Day 36-39

Road Travel Transportation to New Jersey 
Warehouse Day 39/40

New Jersey Reaches warehouse Day 40

Source: QCI Calculations.

However, much of the delay is due to the 
misalignment of processes that do not allow 
for “just in time” protocols. The uncertainty 
of time needed to clear each step means that 
exporters have to pad up the time spent waiting. 
This adds to the clogging of port space. 

6.34	 Once the ship leaves the port, the 
consignment travels for 19 days by sea, 
reaching Houston, U.S. on day 38. Here, 
Customs take at most a day’s time to clear 

the consignment, provided all paper work 
and regulatory requirements are met. The 
consignment then reaches the buyer’s 
warehouse in Maine within two days.

6.35	 In short, of the total 41 days taken 
by the consignment from factory in Delhi to 
warehouse in Maine, 19 days were spent in 
India, 19 days at sea and roughly three days in 
the United States. There is obvious scope for 
improvement.
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II. Case Study of Exporting Carpets

6.36	 A similar exercise was done for 
a carpet manufacturer, who is an AEO, 
exporting   products from Mirzapur in Uttar 
Pradesh to New Jersey in the U.S. (Table 12).

6.37	 After the shipment leaves the factory 
in Mirzapur, it takes two days to reach the 
Inland Container Depot (ICD) in Piyala, 
Haryana. At the ICD, the consignment is 
cleared by Customs in a day’s time. In the 
next three days the consignment is stuffed in 
containers and sent to Mundra.

6.38	 It takes three to four days to transport 
the shipment via train to Mundra sea port. 
Another 6-7 hours are used up in queue to 
enter the port. The vessel is loaded in the next 
two days and the ship departs on day 13. The 
ship takes around 23 days to reach New York 
sea port on day 36. Here, Customs takes two-
three days to clear the consignment, provided 
all paper work and regulatory requirements 
are met. In the next two days the consignment 
is transported to the warehouse in New Jersey.

6.39	 To sum up, of the 40 days, 13 days 
are spent in India, another 22 days at sea and 
4-5 days in the U.S. before the consignment 
reaches the final buyer in New Jersey. 
Although, being an AEO significantly reduces 
the number of days a shipment takes to depart 
from India (compared to the previous case), 
it still takes an inordinate amount of time 
within the country.  

III. Case Study of  Importing Carpets 

6.40	 Another way to understand the 
process flow of logistics is to look at it in 
reverse.  This case study tracks the timelines 
involved while importing carpets from Milan, 
Italy to a warehouse in Beawar, Rajasthan 
(Table 13). 

6.41	 Once the shipment is ready at the 
factory gate in Milan, it takes only 10 
Hours to transport the shipment to Naples, 

773 kms away. Just two hours are spent in 
custom clearances and then it takes only 
an hour’s time to load the ship. This means 
that the consignment spends less than a 
day from factory to ship. It is possible to 
do this because of well-oiled “just-in-time” 
processes. The ship then spends 23 days 
on high seas, reaching Mundra sea port in 
Gujarat on Day 24. The next six days are 
spent at Mundra port, of which, about two 
days are used up waiting outside the port 
for entry, followed by another two days in 
custom clearance and a queue of 6-7 hours to 
exit the port. Lastly, the shipment reaches its 
final destination- Beawar, Rajasthan on Day 
31, including the two days of travel time by 
road. Thus, it takes 8 days in India to undergo 
border compliances and travel time before 
the consignment reaches the buyer. 

6.42	 To summarize, while it takes only 
one day in Italy to transport, and complete 
border compliance and documentation, India 
takes eight days to complete the import 
process (note that the importer for this study 
was an Authorised Economic Operator). 
Nonetheless, it is interesting to note that 
the imports process takes less time than the 
exports process. 

6.43	 The results of the case study approach, 
by definition, are limited by sample size, 
but the   above results were cross verified 
by QCI by interacting with   a wide cross 
section of importers and exporters in order 
to confirm that the collected data broadly 
fits their experience. The following were the 
outcomes (a) the inordinate delays in loading 
and customs processes in Indian sea-ports 
(b) the processes for imports, ironically, are 
better than those for exports (c) the large 
variance in process time means that exports 
are forced to account for the uncertainty by 
padding extra waiting time. This means that 
it is not good enough to simply improve the 
“average” without improving reliability.
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Table 13: Tracing a Carpet Import consignment from Milan to Beawar
Place Action Time No. of Days/ Hours

ITALY

13
 H

ou
rs

 in
 It

al
y

Milan Shipment ready at factory in Milan

Milan
Bologna
San Marino
Rome
Naples
(773 km)

Transport of shipment to Naples Day 1 10 Hours

Naples

Customs clearance
Documentary compliances Day 1 2 Hours

Loading
Departure of ship Day 1 1 Hour

23
 D

ay
s a

t 
H

ig
h 

Se
as

High seas  Ship traveling at seas Day 2-24 23 days

INDIA (AEO)

8 
da

ys
 in

 In
di

a

Mundra 
Sea Port 
(Gujarat)

Shipment reaches Mundra Port at Sea 
Shore Day 24

6 days

Vessel waiting time outside the port 
before entry Day 24-26

Unloading shipment at port Day 26

Custom 
Clearance

Handling shipment 
at port Day 27

Clearing security 
inspections 
conducted by port 
authorities

Day 28

Queue with the truck to exit port Day 29 
(6-7 Hours)

Road Travel Transport of shipment via truck to 
Beawar Rajasthan Day 29

2 days
Beawar 
(Rajasthan) Shipment reaches factory at Beawar Day 31

Source: QCI Calculations.

6.44	 It must be noted that the turnaround 
time of ships in India has been on a continuous 
decline, almost halving from 4.67 days in 
2010-11 to 2.48 days in 2018-192. This shows 
that achieving significant efficiency gains in 

the case of sea ports is possible. Although, a 
full case study of Chennai port was not done, 
partial data suggests that its processes are 
smoother than those of the ports discussed 
above.

_________________
2	 See Economic Survey 2019-20 Chapter 9, Volume II.




