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COST AND BENEFIT ANALYSIS OF CASINO GAMBLING- A CAS E FOR LEGALISATION OF 

CASINOS FOR ECONOMIC DEVELOPMENT

- PARIDHI PODDAR*

ABSTRACT

Gambling is often perceived as a pathological disorder and is considered to be the 

perpetrator of both financial problems and personal distress. It is cursed as the 

source of bankruptcy and other crimes. Nonetheless, recent studies conducted on 

the impact of gambling have suggested that whether viewed either as an 

entertainment good or a speculative investment, gambling is much desired in an 

economy. Gambling, thus, has proliferated due to a desirability of enhancing the 

liquidity of the state treasury as well as the exhaustion and stagnancy of the 

conventional sources of income for the government. This article is, thus, a quick 

and curious attempt to examine the economic benefits and costs of casino 

gambling. The central argument raised here is that the benefits of gambling can 

far outweigh its costs, and thus the government should bring policy changes for 

the expansion of legalised casino gambling.1

INTRODUCTION 

A few decades back, legalised gambling was limited only to the casinos of Las Vegas and state-

run lotteries. Today, legalised gambling has proliferated in the form of online lottery schemes, 

video poker, sports wagering etc. in the international arena. For instance, between 1989 and 

                                                
* The author is a 3rd year B.A. LL.B., student at West Bengal Nat ional University of Juridical Sciences, Kolkata. 
She can be contacted at paridhipoddar@nujs.edu. 
1 Due to a paucity of space, the author would restrict the present discussion to the analysis of the economic costs and 
benefits of gambling, thereby leaving the reader to refer to other literature for the analysis of its social costs and 
benefits. This is done because any generalised assessment of social costs for the entire country would only be 

speculative in nature. Further, like any other economic theory, it is also assumed that the consumers would be 
rational and hence, would not fall p rey to pathological gambling or unwise spending. The analysis thus expects 
consumers to behave responsibly.  In essence, this article would not delve into the normat ive issues of public capital 

formation through promoting the gambling industry. 
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2000, there was a sharp increase in the number of countries permitting casinos from 77 to 109.2

In the Indian context, however, gambling is heavily restricted by means of prohibitive legislative 

which includes The Public Gambling Act, 1867 as well as the Information Technology Act, 

2000, and in essence, casino gambling is legal only in the states of Sikkim and Goa. This may be 

because the society either condemns casino gambling or considers it as a purely recreational 

activity. Nonetheless, illegal gambling over the internet or through horse-racing operations is still 

widespread in India. There is, thus a continuous tussle between the compulsive nature of 

gambling and its speculative earning potential. As a result, as the practice of gambling becomes 

common, debates have ensued over its costs and benefits. 

This article seeks to investigate the nature of revenues generated by the casino industry and its 

overall impact on the national economy with a view to critique the policies of the government. 

The question, thus pondered is, whether casinos cause a net economic growth. The central idea 

proposed is that if the revenue generated from illegal gambling is legalised, a huge amount 

would be added to the State treasury which could be used for outstanding developmental 

activities.

However, it must be noted that there is a dearth of a comprehensive literature in this regard. 

There is also a lack of relevant primary data on the quantum of casino and other forms of 

gambling in India. Thus, this article is largely theoretical in nature, as opposed to the empirical 

studies that have been taken in other jurisdictions like Brazil and USA. Moreover, the article 

would not delve into the dilemma of social and the moral issues involved as the evaluation is 

from a purely economic perspective. Further, the present research paper would only investigate if 

there would be an overall economic gain from its legalisation and would not draw any inferences 

about the absolute figures.

UNDERSTANDING GAMBLING AND COST-BENEFIT ANALYSIS 

The!word!�gambling�!largely!connotes!games!of!chance!or!generally!refers!to!games!�in!the!form!

of a wager where a person risks valuable commodity (generally money) for the outcome of an 

                                                
2 Jeffrey J. Sallaz, The Making of the Global Gambling Industry: An Application and Extension of Field Theory , 35 

(3) Theory and Society 265 (2006), available athttp://www.jstor.org/stable/4501755
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uncertain! event,�3 with the primary objective of securing a higher reward or prize. Thus, the 

definition of gambling excludes from its ambit any kind of game which involves application of 

skill. As a broad activity, gambling is categorised broadly into lottery, betting, casino gambling, 

racing and sports gambling, high stakes bingo, remote gambling through the internet or the 

mobile phones etc.  

Cost-benefit analysis refers to an assessment of the positive and negative impacts of a policy 

when pitched against other policies or against itself. This is accomplished by reducing the costs 

involved in the execution of the policy and comparing it with the revenues or benefits generated 

from it. It refers to a process of decomposition of the impact of a given policy to the general 

welfare level of the people, where welfare is expressed in terms of money. The economic returns 

thus fetched reflect the feasibility of the financial project. The ultimate object of any such 

exercise boils down to an introspection of whether a given policy should be adopted or 

not.4Therefore, a cost-benefit analysis of casino gambling would investigate into the positive and 

the negative externalities generated by it, and an assessment of its overall impact on the 

economy.

ECONOMIC IMPACT OF CASINO LIBERALISATION IN OTHER JURISDICTIONS 

Compulsive gambling is essentially seen as a stigma in all societies. Despite the availability of a 

plethora of revenue generating ventures, gambling is particularly preferred in these jurisdictions 

for two reasons: first, due to its sheer popularity and potential to tap huge funds without much 

initial investment by the government and second, due to an exhaustion of revenue generating 

potential of other economic activities. Thus, in most jurisdictions, casinos are either run as 

monopolies of the State or as private entrepreneurships subject to a rigorous tax regime. In this 

context, legalised gambling as a developmental policy has been found to be extremely profitable 

in countries like Canada and the USA. For instance, due to the expansion of state lotteries and 

government run casinos undertaken by the Canadian government to fund the 1996 Olympics, 

revenue worth $4.6 billion was generated due to a 350 percent rise in the gambling industry.5

Similarly, legalised casinos have contributed to the development of some states in the US. For 
                                                
3Madalina  Diaconu, International Trade in Gambling Services 7 (2010).  
4
See generally, Gines de Rus, Introduction to Cost-Benefit Analysis: Looking for Reasonable Shortcuts (2010).  

5 Colin S. Campbell and Garry J. Smith, Canadian Gambling: Trends and Public Policy Issues, 556 Annals of The 

American Academy of Po lit ical and Social Science 22, 28 (1998), available athttp://www.jstor.org/stable/1049327  
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instance, Nevada, which was the only state which legalised gambling until 1970, banked upon 

the gambling revenues to the extent that it became one of the three fastest growing states in the 

US. Similarly, in the past few years, Macau has also emerged to be the gambling hub of the 

world, thereby boasting of the highest per capita GDP in the world. Thus, gambling has emerged 

as the new painless way of economic revitalisation. 

The GNP statistics of the country, however, do not take into account the income accrued through 

casino gambling as it is illegal except in Goa and Sikkim. Further, official data regarding illegal 

casino gambling is also scarcely available. Nonetheless, various unofficial statistics have 

reported that the illegal gambling industry in India manipulates more than £250 million every 

year.6Other statistics have reported the quantum of illegal gambling to be around $ 40 billion7

and a recent study conducted in 203 pitches the estimates of illegal gambling to be in excess of 

$70 billion.8In this regard, whatever be the exact quantum of income generated, it cannot be 

denied that it is a substantial amount in a country whose GDP is not more than $ 1870 billion.9

Thus, it becomes pertinent to map the sources through which revenues are generated once casino 

gambling is legalised in an area.

ASSESSING THE INCREMENT IN EARNINGS 

It is a standard principle of economics that increase in the total utility of goods and services 

produced in the economy serves as an indicator of economic growth. Though gambling is often 

considered to be an unproductive social activity, many scholars consider gambling as simply the 

purchase and sale of the commodity that offers entertainment. 10 From this perspective, it can be 

argued that the gambling industry enhances the total utility in the economy by adding to the 

wages earned by the employees, to the taxes earned by the government as well as to the 

                                                
6 Paul Kelso, Government Set to Lobby for Legalisation of Sports Gambling in India , The telegraph, September 8, 
2010, available at http://www.telegraph.co.uk/sport/cricket/international/india/7987952/Government-set-to-lobby-

for-legalisation-of-sports-gambling-in-India.html  
7James Thompson, Betfair and William Hill target India , The Independent, October 27, 2009, available at 
http://www.independent.co.uk/news/business/news/betfair-and-william-hill-target-india-1810025.html  
8Albert, Online gambling scenario in India, Bluesea Gaming and Gambling, February 16, 2013, availab le at 
http://bluesea-gaming.com/2013/02/ind ia/online-gambling-scenario-in-india/ according to the Indian chamber of 
commerce and industry, the estimated size of illegal gambling in India is around $ 49 billion).  
9Trading Economics, World Bank Group, India GDP, available at http://www.trad ingeconomics.com/india/gdp  
10 William R. Eadington, The Economics of Casino Gambling , 13(3) The Journal of Economic Perspectives 173, 
180(1999), available at http://www.jstor.org/stable/2646993
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exchange of the relevant set of equipment etc. Even if it is assumed that wealth is not ge nerated 

through the production of goods, the simplistic argument in favour of gambling would be that 

consumers who gain satisfaction out of it have a right to consume it, and its production should 

continue as long as the value exceeds costs.11

Simply, the profits or revenues generated by the gambling industry would be essentially 

reflective of the losses suffered by the players. That is, the profits generated are equal to the 

proportion of the waged amount that is not paid out as the winnings, less the opera ting costs.12

However, as elucidated by Prof. Lipsey, the quantification of the benefits of casino gambling is 

not so simplistic. According to him, it would be fallacious to say that the net addition to the 

government revenue would be the amount of tax imposed on this amount. This is because the 

money spent on the operation and management of the casinos is, in reality, the money that has 

been diverted from other additional lines of purchase expenditures that would have been made in 

the economy.13 This implies that there is an opportunity cost inherent in the revenue generated. 

At the same time, an expansion of legalised gambling would imply a diversion in the revenues 

from the already existing units, which would impact the net increment in the revenue so 

generated. Thus, the eventual earnings from gambling would also impact like industries in 

competition, especially other entertainment industries. Hence, the whole earning potential would 

have to lie in the multiplier potential of the industry.  

The multiplier model of analysis of casino gambling was proposed by Ricardo Gazelin 1998.14

This model suggests that a casino has certain primary effects on a local economy in the form of 

job creation, infrastructural development, tax-revenues, tourism etc. which then trigger infusion 

of additional resources which can be multiplied depending on the unique characteristics or the 

                                                
11 William R. Eadington, Contributions of Casino-Style Gambling to Local Economies, 556 Annals of the American 

Academy of Po lit ical and Social Science 53, 55(1998), availab le at http://www.jstor.org/stable/1049329  
12 Lennart E. Henriksson and Richard G. Lipsey, Should Provinces Expand Gambling?, 25(2) Canadian Public 
Policy / Analyse de Politiques 259, 260 (1999), availab le athttp://www.jstor.org/stable/3551892  
13

Id. 
14

See Alan Mallach, Economic and Social Impact of Introducing Casino Gambling: A Review and Assessment of the 

Literature 7(Federal Reserve Bank of Philadelphia), availab le at http://www.philadelphiafed.org/community-

development/publications/discussion-papers/discussion-paper_casino-gambling.pdf  
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location of the casino.15 As per this analysis, the net economic gain generated by a casino can be 

defined as

Casino + Nonlocal visitor spending] � [Leakage + Displacement] × Multiplier16 - [Costs 

+Negative Externalities]

{where, displacement refers to the offsets due to the loss in other casinos as well non-casino 

businesses and costs refers to the additional public expenditure incurred due the development of 

casinos.}

On the basis of the above model, the benefits of casino gambling can be studied under the 

following heads.

A. CASINOS AS SOURCES OF TAX REVENUES

First, when casinos operate in areas free from stiff prohibition, they tend to enhance their profit 

rates in such a manner that allows the government to extract higher taxes. This has a direct 

impact of injection of more funds for the concerned authority, which ideally should be deployed 

for the development of that area. Similarly, proliferation of casinos in an area would also 

contribute to a rise in the local property values, thereby enhancing the revenues earned by the 

government from property taxes.17

B. CASINOS AS SOURCE OF EMPLOYMENT

Apart from tax generation, debates have also arisen around whether the gambling industry, in 

fact, contributes to the creation of employment opportunities. Prof. Lipsey is of the view that 

employment generation has an inherent opportunity cost, i.e. not only is employment lost in 

other industries where this money could have been invested, it is also severed from the existing 

gambling industry.18 However, it is difficult to appreciate this argument because the inherent 

opportunity cost is suffered for any industry in its expansion stage. Moreover, this argument is 

                                                
15

 Id.
16

Id., 9. 
17Robert Goodman, Legalized Gambling as a Strategy for economic development , United States Gambling Study 

(March 1994), 56, availab le at 
file:///C:/Users/Parihdi/Downloads/Legalized_Gaming_as_a_Strategy_for_Economic_Development.pdf
18

Id., 263. 
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fallacious because it assumes that the value of the new jobs created would be lower than the jobs 

existing in place. Therefore, development of casinos would not only generate employment in the 

main industry but also in ancillary industry like food services, music, etc.

C. DESTINATION CASINOS AS CENTRES OF EXPORT

Casinos have a huge potential to export services to nationals from other countries, thereby 

leading to the earning of foreign exchange. This is particularly true when nationals of other 

countries frequent to casino hubs to consume their gambling services. For example, research 

show that over half of the money gambled in English casinos is rooted through the pockets of 

Chinese players.19Also, casino gambling in Las Vegas derives a huge chunk of earnings from 

non- local visitors. The revenue so generated would be manifold when destination gambling 

casinos are set more frequently that the central urban ones. At the same time, destination casinos 

also minimise the negative social externalities on society associated with gambling.20 Thus, in 

the Indian context, if metropolitan cities like Mumbai and Delhi are developed as elite gambling 

hubs, there would be an immense scope of tapping money from the Chinese market, including 

attracting players who gamble in Macau. Nonetheless, even if exports are not initially attracted, 

legalisation would prevent the Indian currency from flowing out to other exotic gambling 

destinations.

D. DEVELOPMENT OF ANCILLARY SERVICES

The direct impact of casinos includes expenditure on purchase of supplies like food and 

beverages, construction of buildings, lodging and transportation for external visitors, 

entertainment expenses etc., which provides impetus to the music and dance industry, impetus to 

the advertisement industry etc.  At the same time, gambling also generates opportunities for 

insurance companies to offer to cover the routine losses suffered by frequent gamblers, 

particularly for routine gamblers who hail from otherwise comfortable backgrounds.

E. AVOIDING COSTS OF NON-LEGALISATION

                                                
19William N. Thompson, Casinos de Juegosdel Mundo: A Survey of World Gambling, 556 Annals of the American 
Academy of Po lit ical and Social Science 11, 20 (1998), available at http://www.jstor.org/stable/1049326
20 William R. Eadington, supra note 11, 60. 
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Legalising gambling would play a pivotal role in helping the government capture the money that 

is already being traded illegally in the gambling industry. 21 At the same time, legalisation would 

also reduce the economic costs of enforcing the prohibition on illegal gambling, which is 

incurred in patrolling by police authorities, in institution of proceedings against violators etc.

F. WEALTH DISTRIBUTION: A BETTER ALTERNATIVE THAN LOTTERIES

States prohibiting gambling are sometimes themselves involved in running lotteries on the 

pretext that the proceeds from the same would be deployed for developmental expenses. 

However, acceptance of state sponsored lottery schemes does not in fact animate this claim for 

multiple reasons. First, lotteries are equally depraving and viciously engulf public money like 

gambling and are rarely used to accelerate development as claimed by the government.  Second, 

while access to casinos may be limited by charging of high entry fees as per norms set by the 

government, purchase of lottery tickets comes cheap and hence, can continue unabated even by 

vulnerable groups. 

On the contrary, legalisation of gambling can play an instrumental role in promoting wealth 

distribution and higher welfare than state lotteries for three reasons. First, lotteries are generally 

used by the poor masses in a desperate attempt to make quick money, whereas fancy casinos 

which are patronised as status symbols attract speculations from rich sections of the society. This 

aids in the circulation of wealth and prevents its accumulation by a few. This is harmless because 

while the low-income masses often indulge into gambling in hope of a higher financial status, the 

rich resort to it only because of its entertainment value. This approach would also address the 

apprehensions of a welfare state that gambling triggers financial ruins for the society. Second, 

unlike lotteries, casinos can restrict their admission only to adults, thereby ensuring that 

youngsters do not fall prey to speculative attempts at money-making. 22Third, once it is 

recognised that goods and services exchanged in casinos also entail utility, it would be possible 

for the government to tax the proceeds from casino gambling, and thereby use the same for 

financing state-run developmental projects. Fourth, while such lotteries only cannibalise on the 

citizens�!money,!casino!gambling!may!attract! foreign!money!and!prevent!the!domestic!earnings!

                                                
21 Robert Goodman, supra note 16, 10.  
22 Frank L. Quinn, First Do No Harm: What Could Be Done by Casinos to Limit Pathological Gambling,  22 

(3)Managerial and Decision Economics 133, 137 (2001), available athttp://www.jstor.org/stable/3657263  
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from being lost to exotic gambling hubs abroad. Last, conducting state lotteries poses 

management problems, which are not duplicated in case of privately run casinos which can be 

simply taxed for the earnings they generate.23

THE POLICY MEASURES TO COUNTER THE NEGATIVE IMPACT OF GAMBLING 

Ricardo Gazel has pointed out that the negative effects of gambling can be broadly categorised 

as! �cannibalisation,! additional! public! sector! expenditures! and! negative! externalities.�! In!brief,!

cannibalisation refers to the notion that casinos earn their share of profits only by feeding on the 

visitors�!losses!and!by!promoting!consumerism!of!food,!beverages and shopping in the gambling 

area, which manifests itself in a negative manner when the number of local visitors outweighs 

that of external gamblers. Cannibalisation also refers to the reduction in the expenditure on other 

sources of entertainment due to an increased expenditure on gambling. Additional public sector 

expenditure refers to the expenditure incurred by the government on the maintenance of security 

and regulation of order in the casinos. Negative externalities, in essence, refer to most of the 

economic implications of the social costs of gambling in the form of addiction and crime. Some 

of these economic implications of the social costs of gambling include compulsive gambling and 

an acute damage to public health, complete failure of economic stability and security of 

individuals, facilitation of growth of organised crime like illegal liquor distribution etc. 24

While these externalities are not denied, scholars have put forward arguments and recommend 

measures which would address concerns over the negative impact of gambling. 

First, if the developmental authorities opine that the gambling industry would result in a high 

additional expenditure, a thorough investigation into its socio-political consequences should be 

undertaken by an independent authority. Such an authority should deploy its resources for 

conducting research on the strategies to be adopted for an optimal expansion of the gambling 

services.

                                                
23 Raymond D. Sauer, The Political Economy of Gambling Regulation , 22(3) Managerial and Decision Economics 5, 
11 (2001), available athttp://www.jstor.org/stable/3657256  
24Washburn, Gaming and Gambling Law: Cases and Materials 63 (2011).  
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Second, social costs that flow in the form of crime are intrinsic to an individual and he nce, are 

not governed directly by the mechanisms of the market. In order to address the issue of 

compulsive gambling, family members or the person himself can register as a banned member in 

the casino directory that would prevent him from falling prey to his pathological disorders.25In 

order to take care of collateral costs such as deterioration in health etc., the State can forge 

agreement with the owners wherein they would have to compensate for the direct losses to the 

local community, including counselling services to address behavioural problems.26 This could 

be enforced in the form of Corporate Social Responsibility of the gambling industries, failing 

which the government can reserve the right to rescind their licenses. Similarly, in order to 

prevent the poor sections from blowing away their hard-earned money, the casinos can be restrict 

their clientele by charging a higher entrance fee.

MAJOR RECOMMENDATIONS 

As the above research reveals, there is a dire need to appreciate the potential of growth in the 

gambling industry. Therefore, it is recommended that the government should set up gambling 

units in prosperous industrial areas with a view to channel the income from the richer sections, as 

well for destination casinos that would attract foreign visitors. As an initial experiment, the 

government may opt for setting a cap on the number of licenses to be issued every year, thereby 

increasing competition among the prospective units. As a result of this, the government would 

have an added advantage whereby tax policies conducive to development could be easily framed. 

This should, however, not be to the extreme detriment of the firms or otherwise that would 

impair their long term viability.

CONCLUSION 

There is no denying the fact that the imagery of gambling as a form of social evil or organised 

crime has been undone to a large extent. In this research paper, a cost-benefit analysis has been 

used to substantiate the argument that the government should recognise that a liberalised 

gambling regime would be an innovative policy measure to promote its revenues. Thus, there is a 

                                                
25 William N. Thompson, supra note 18, 15. 
26Robert Goodman, supra note 16, 21. 
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need to bring about a shift in the role of the government from a gambling regulator to that of a 

facilitator. In a nutshell, it is argued that casino gambling has immense latent demand which 

would trigger positive externalities in the market once its status is validated.
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WOMEN IN THE UNORGANIZED SECTOR: THE LESSER NARRATED TALE

- SREYOSHI GUHA &AAYUS HI SINGH
*

ABSTRACT 

Employment in India diversifies itself into two sectors � the organized & the 

unorganized. While the organized sector boasts of formal employment and social 

benefits, its less coveted sibling employs more than 75% of India�s total 

workforce, including a staggering 90% of India�s female workforce.

This paper throws light on several aspects: the reasons underlying the statistics, 

the discrepancies in formal recognition of labor and institutions that are possible 

solutions to these problems, with specific reference to women. The paper then 

explores the scope of the MSMED Act as a viable solution against a backdrop 

of the untapped development potential of the unorganized sector against the 

creative response it emits towards economic progress. 

Economic tools like Annual Average Growth, Net Domestic Product, etc have been 

utilized to compare the performances of women governed MSMEs in the pre and 

post-liberalization scenario and highlight its potential as a workable 

solution favorable to the fairer sex.  It then goes on to dissect the definitional 

aspects of MSMEs and examine the impediments (in financing, lack of 

infrastructure, poor managerial capabilities) while also analyzing the 

existing legal lacuna with respect to women�s employment.

Towards the end, to bridge the aforesaid legal lacuna, the authors suggest policy 

changes and propose an economic model wherein the elimination of existing 

discrepancies becomes the self-sustainable solution. It does this by firstly, 

addressing challenges faced by women entrepreneurs in SMEs, and then assessing 

the scope of improvement by combining individual areas (textile, agriculture, 

artisans etc) with their potential dimensions.  

                                                
* The authors are 2nd year B.A. LL.B., students at Symbiosis Law School, Pune. They can be contacted at 

sreyoshi.guha@symlaw.ac.in or aayushi.singh@symlaw.ac.in
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INTRODUCTION

The unorganized sector complete with its features and dimensions, is no mystery to the layman 

Indian. The maid working on an hourly basis, constantly asking for a raise; the construction 

workers in ragged clothes, working till late in the night and living in sheds that represent all the 

contrasts of a developing nation. Middle school economics textbooks have not left much to 

imagination in terms of the scope of the unorganized sector, or the lack thereof. It is well known 

that, as opposed to the organized sector, this sector is characterized by a lack of securities, 

benefits, uniform and regular wages, and various other things that are abundant in the organized 

sector. Any further discussion on the aspects affected by this sector, however, requires a working 

definition of the same. 

THE UNORGANIZED SECTOR IN INDIA: MYRIAD DEFINITIONS

India, like its international counterparts has for years, struggled with how exactly it wanted to 

define the unorganized/informal sector. For years on end, India could not come up with the exact 

way to define the sector that employs the most number of Indians. The existing NCEUS 

recommendation regarding the framework of definition for informal employment was something 

that evolved after many years of debate and discussion. 

National Commission on Labour27 (1966-69) was first to try and define this sector. Coming up 

with what is submitted to be a rather vague, statistically irrelevant definition that classified 

unorganized labour as those who have not been able to organize themselves in pursuit of 

common objectives on account of several constraints.

Then came the National Sample Survey organization, which from time to time provided several 

criteria for the identification of unorganized sector workforce. In a survey conducted specifically 

for the informal sector in 1999-2000 � it concluded that the unorganized sector could be 

identified!as! �all! non-agricultural enterprises, excluding those covered under the Annual Survey 

of!India,!with!type!of!ownership!as!either!proprietary!or!partnership�.!

                                                
27 Report of the National Commission of Labour, Min istry of Labour and Employment and Rehabilitation 1969,  
https://casi.sas.upenn.edu/sites/casi.sas.upenn.edu/files/iit/National%20Commission%20on%20Labour%20Report.p

df.
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The National Accounts Statistics (NAS) definition involved all the residual enterprises or those 

that are not primarily included within the purview of the organized sector. According to this 

definition, the organised sector units are enterprises in the public (government) sector, private 

corporate sector and cooperatives, manufacturing units registered under the Indian Factories Act, 

1948 or the Bidi and Cigar Workers Act, 1966 and recognized educational institutions. 

Enterprises that do not belong to any of these categories are unorganised sector units. 28

The definitional lacuna in India therefore, was a glaring reality. The problem that India faced 

was a rather unique one: large numbers of people were employed in a sector that was not 

effectively recorded in statistics. The need of the hour was to better plan and reform a sector that 

they did not even know how to properly define. How were they to solve the ab undant problems 

of the vast majority of employed persons in the nation? 

Broadening Definitions: Recognition of an �informal economy�

The need for a uniform definition for the unorganized sector for statistical purposes was 

recognized internationally in 1993, by the 15th International Conference of Labour Statisticians 

(ICLS). It was in this conference, that the enterprise-based definition, as opposed to the labour-

based definition, for the unorganized or informal sector was approved as the most suitable one. 

The 15th ICLS clarified that for accounting and statistical purposes: the informal sector would 

include private, unincorporated non-agricultural enterprises who undertook some sort of market-

oriented output.29 This was accepted as an internationally applicable definition embodied in the 

System of National Accounts. Subsequently, in 2002, the International Labour Organization 

released a report30 that introduced a new concept, hitherto ignored in statistical data collection 

and research on the informal sector.! They! clarified! that! �informal! economy�! transcends! the!

boundaries!of! traditionally!defined! �informal!sector�.!It! includes!(a)!the!enterprises!as!delimited!

by! the!15th! ICLS!definition! and! (b)! informal! employment!beyond! such! �informal�! enterprises.!

                                                
28Jeemol Unni, Size, Contribution and Characteristics of Informal Employment in India, The Gujarat Institute of 
Development Research, Ahmedabad. 

https://casi.sas.upenn.edu/sites/casi.sas.upenn.edu/files/iit/UNNI%20India%20Case%20Study%20for%20ILO%20st
ats%20book.pdf. Accessed September 25, 2015. 
29Sheila Bhalla, Definit ional and Statistical Issues related to workers in the informal Sector, Working Paper 3, 

National Commission for Employ ment in the Unorganized Sector. http://nceuis.nic.in/Working%20Paper%20-3.pdf. 
Accessed September 25, 2015. p.9.  
30

Decent Work and Informal Economy, Report of the Director General, International Labour Conference, 90th

Session, 2002.  
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The ILO recommended that this be tested in several countries, including India. After successful 

testing, in 2003 � this! definitional! framework! for!what! as! now!called! the! �informal! economy�!

was endorsed, with significant amendments, in the 17th ICLS. Some notable observations and 

adoptions in the 17th ICLS would include: the inclusion of domestic wage employees as part of 

�informal! employment�!but! not! as! �informal! sector�,! regardless! of! the! type!of! enterprise! they!

were employed in; an exclusion of informal agricultural workers other than those employed in 

agricultural households producing solely for self-consumption.31 The 17th ICLS laid down an 

exhaustive set of guidelines as to what would be so included in the conceptual framework 

covering informal employment.

What the NCEUS said: Decrypting a definitional standpoint

The Government of India, then, established The NCEUS in 2004, to study and provide for 

recommendations for workings of the sector. The NCEUS in its report in 2006 32, put forward an 

internationally compatible and statistically viable definition of the unorganized sector. Endorsing 

the definition put forward by the 15th ICLS, it defined the informal sector as consisting of, �all 

unincorporated private enterprises owned by individuals or households engaged in the sale and 

production of goods and services operated on a proprietary or partnership basis and with less 

than ten total workers�.

A bare perusal of the above definition shows that in order to be classified as part of the 

unorganized sector, the enterprise has to be:

a) Private � Anything that is not a public enterprise.

b) Unincorporated (Owned by individuals or households) � referring to incorporation under 

the Companies Act of India. 

This definition makes the requirement for registration flexible � being up to the parties to follow. 

c) Engaged in the sale or production of goods and services � highlighting the enterprise-

based approach. This to a large extent excludes both agricultural enterprises and self-

                                                
31 Sheila Bhalla, Definitional and Statistical Issues related to workers in the informal Sector, ibid.  
32

Social Security for Unorganized Sector, National Commission for Employment in the Unorganized Sector, May 

26. 
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consumption enterprises from being classified under the unorganized sector. The NCEUS 

has recommended their inclusion, as mentioned below. 

d) Operated on a proprietary or partnership basis � Enterprises that are owned by individuals 

are! classified! as! �proprietary! enterprises�! and! those! that! are! owned! by! two! or! more 

individuals! are! known!as! �partnership! enterprises�.! This! indicates! the! inclusion!of! only!

those organizations that do not have a separate legal identity apart from their owners.

e) With less than ten total workers � This is the most defining feature of the unorganized 

sector definition in India. For any enterprise to be classified under the unorganized sector 

in India, they are required to have a task force below ten workers. 

It! further,! recognized! the! existence!of! an! �informal! economy�,! as! laid!down! in! the 17th ICLS 

which included those workers who were informally employed beyond the definition of the 

�informal! sector�,! per! se.!The!problems!of! women!workers! in! general! and! in! the! unorganized!

sector in particular deserve special emphasis and focus in view o f their marginalized position 

within the class of workers. Even when women are not employed in the sense of contributing to 

the national output, a considerable share of their time is consumed by socially productive and 

reproductive labor. This is what is called the double burden of work that distinguishes women 

from men. A number of national and international studies have documented the sex-typing of 

jobs and occupations by women. Sexual division of labour has implications for the wages earned, 

permanency in the job and the possibilities for upward mobility in the industry. The overall 

picture that emerges is one of greater disadvantage for women workers in general and those 

belonging to rural as well as Scheduled Caste/Scheduled Tribes in particular.

In analysis of the informal sector definition put forward by the 15th ICLS and the informal 

economy definition highlighted in the 17th ICLS, the NCEUS report attempted to bridge the 

obvious definitional lacunae and solve the number of problems that arose as a result of the same. 

The Recommendations put forward by them to this end can be summarized as follows 33:

                                                
33Sheila Bhalla, Definitional and Statistical Issues related to workers in the informal Sector, Working Paper 3, 

National Commission for Employment in the Unorganized Sector. http://nceuis.nic.in/Working%20Paper%20-3.pdf.
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(i) Private, unincorporated enterprises producing for self-consumption be included in the 

definition!of!�informal!sector�!

(ii) Agricultural enterprises be included in the definition.

This is in view of the dire consequences that Indian policy-making and accounting would face, 

for the non- inclusion of such enterprises in either the informal or formal sector.  

(iii) Employment size � which was left to national guidelines by the 15th ICLS should be 

set at less than 10 workers for India.

(iv) Contributing family members of self-producing household units, who are excluded 

from!the!definition!of!�informal!employment�!as!put!forward!by!the!17th ICLS � be so 

included.

The NCEUS makes a simple yet persistent plea. They contend that any enterprise or employment 

that!does!not! find! recognition!within! the! �formal�!arena!must!be!so!recognized! in! the! informal!

economy � whether! in!the! �informal! sector�!or! �informal!employment�.!The!crux!of!the issue at 

hand is that a massive chunk of the Indian population is informally employed. An analysis into 

the reasons of this cannot ever be conducted if there is no accurate data on the number of people 

informally employed. A definitional lacuna, therefore seems to reinforce a problem that must, 

ideally, be solved on priority. 

With this in perspective, the NCEUS recommendations and the 15th& 17th ICLS definitions are 

accepted for the purpose of this paper. Women in the unorganized sector, would, for the 

operational purposes of this paper, include those employed in the unorganized economy as a 

whole. It is to be understood that the objective of this paper is to discuss operational solutions to 

unfortunate consequences suffered by women who are informally employed, as a whole and not 

just in informal enterprises.

WHAT THE NUMBERS SAY: DATA ON THE INFORMAL ECONOMY

One cannot fathom the true nature and scope of the unorganized or informal without a perusal of 

the statistics that define it. In 2012, the International Labour Organization released a 
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comprehensive report34 that included the statistical information governing the informal economy 

in a number of countries � as it has been defined above. According to the report, whose primary 

source is the 66th round of the National Sample Survey, the informal economy in India (2009-

2010) employed around 84.7% of the female workforce. Out of this, 59.4% were employed in 

the informal sector and 26.2% were employed in other forms of informal employment. In 

comparison to the male workforce, it is noticed that although the total male workforce employed 

in the informal economy is almost at par with the female workforce (83.3%) � the percentage of 

men employed in other informal jobs is much lower, at 14.7%. The report specifies percentages 

of men and women workers employed in varied informal employment. In India, the 

manufacturing sector records 94% of informal employment of women. Construction and trade 

also informally employ around 99% and 97% women respectively. 

The data, therefore, clearly shows that large numbers of women are informally employed and 

most! of! them! beyond! the! �informal! sector�.! It! is! also! important,! to! clarify! here,! that! these!

statistics only reflect the non-agricultural informal workforce as they are based on the ICLS 

guidelines and do not include the NCEUS recommendations within their fold. 

Women in the informal economy: the socio-legal perspective

As per statistics, women seemed to be informally employed in large numbers. Not just that, their 

informal employment seems to be highest in activities that perhaps need the coveted benefits of 

the organized of formal economy � more than the rest. Construction workers, domestic workers, 

manufacturing and trade workers are all those women one sees slogging away for hours on end, 

without social security or benefits or even just regularity of income. The plight of these women 

has time and again been discussed and analyzed � it is a familiar informational standpoint. 

Exorbitantly long hours of work, sexual violence, wage discrimination, occupational hazards, 

lack of skills 35, etc are not just things we read about in books and articles. They are also that 

forgotten truth of society lurking in the shadows of every fancy new apartment that is built or 

even within the folds of that designer top bought off the internet. 

                                                
34

Statistical Update on Employment in the Informal Economy, ILO � department of statistics, June 2012 
http://laborsta.ilo.org/applv8/data/INFORMAL_ECONOMY/2012-06-Statistical%20update%20-%20v2.pdf.
35Dr. VandanaBhave, Women Workers in Unorganized Sector,! Women�s! Studies! Research! Centre,! Kurukshetra!

University, Kurukshetra, July-September 2012, p.10. http://www.isidelhi.org.in/wl/art icle/vandana1803.pdf.
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While the reasons for such large percentages of women being employed in this sector, are 

many36 � some of the most basic sociological reasons are poverty, globalization, domestic 

pressures (wherein unhappy or desperate domestic or familial contexts may force the women to 

venture out of the house in search of easy employment.) 

The NCEUS in 2007, proposed two separate bills for the social security and conditions of work 

for the unorganized sector. One bill was for workers engaged in agricultural activities37 whereas 

the other bill was for workers engaged in non-agricultural activities38. In consequence of this, 

Social Securities Act was adopted by the Parliament. In many ways, the Act of 2008 fell short of 

the requirements that were highlighted in the draft bills proposed by the NCEUS 39.

It is in this context of legislative failure, in identifying and resolving the problems faced by the 

workers employed in the informal economy � a more practical solution is endorsed. This paper 

recognizes that in light of the lack of laws or policies in adequately reforming such employment, 

a more workable solution would be to bring more such women within the purview of a sector 

that could not only meet their needs of employment, regular wages and safety but also help to 

increase skills and knowledge � and therefore elevate their position in the socio-economical 

spectrum of the country.

VIS UALIZING A NEW SOLUTION-THE SECTOR OF MICRO, SMALL AND MEDIUM ENTERPRIS ES

Micro, small and medium scale enterprises have been recorded to employ 74% of the entire 

working population in 201340. Its universally beneficial role in providing large-scale employment 

at low capital costs is a fact that has been appreciated time and again. The uniqueness of this

sector is that it solves, at a very basic level, the problem of lack of skill and education of the 

majority of Indian masses and brings them within the purview of workable legislations. It also 

                                                
36

Ibid. p.15. 
37Draft Bill for Social Security of agricu ltural workers, NCEUS.  
38Draft Bill for Social Security of non-agricultural unorganised workers, NCEUS. 
39
Legislat ive! Brief,! The! Unorganised! Sector! Workers�! Social  Security Bill 2007, PRS Legislative Research, 

http://www.prsindia.o rg/uploads/media/Unorganised%20Sector/bill150_20071220150_Legislative_Brief____Unorg

anised_Sector_Workers_Social_Security_Bill_ link.pdf.
40Abhijeet Biswas, Impact of MSMED Act 2006 on the growth of Small Industries in India , International Journal in 
Multidisciplinary and Academic Research (SSIJMAR) Vol. 3, No. 3, May-June (ISSN 2278 � 5973). 

http://ssijmar.in/vol3no3/vol3%20no3.1.pdf.
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successfully feeds the needs of an economy that is currently still transitioning into the service 

sector. 

The MSMED Act, 200641 defines micro, small and medium scale enterprises. It classifies 

enterprises according to investment in plant and machineries (for manufacturing enterprises) and 

in equipment (service enterprises) A Micro industry would thus have less than 25 Lakh-

investment in plant and machineries and less than 10 lakh in equipment. A small industry would 

have more than 25 lakh & less than 5 crore (machineries) and more than 10 lakhs and less than 2 

crore (equipment). Similarly, a medium industry would have more than 5 crore and less than 10 

crore for machineries and more than 2 crore but less than 5 crore for equipment. 

The MSME act includes several specific provisions for women, encouraging them to adopt and 

pursue entrepreneurial roles and positions. Notable ones among these include: 80 per cent 

guarantee cover to enterprises operated and/or owned by women; financial assistance of up to 90 

per cent of the cost, for clusters of women-owned enterprises; 50 per cent concession in fees to 

women candidates in entrepreneurship/ management development programmes, etc. This is 

supplemented by assistance in participation in showcasing and exhibiting their products and 

entrepreneurial developments. 

The MSME sector, along with the right legal amendments and policy changes seems to answer 

all the questions raised by the large chunk of informally employed women.

FORTIFYING THE FAIRER SEX � A STUDY OF DEFINITIONAL ASPECTS OF WOMEN GOVERNED 

MSMES.

Instead of seeking to overturn the class system, the informal sector organizations represent a 

certain degree of challenge to hierarchical class relations. This challenge is both intrinsic and 

extrinsic as the informal sector often supplies vital services and goods to the forma l economy at 

cheap rates due to low labor and infrastructural costs and this is where most of the growing 

number of workers in the developing countries is concentrated. 42In the last two decades, research 

on!this!sector! has!evolved!rapidly!with!the! �focus shifting from the analysis of its characteristics 

                                                
41 Micro, Small and Medium Enterprises Act, 2006.  
42Dilip  Kumar, (1996),  Social Security  for  Women;  Indian  Journal  of  Labour Economics 10 
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and its linkage with the organized sector to policy oriented studies.�43The importance of the 

unorganized sector is brought to the forefront when we consider the employment potential it 

holds and how effectively it can be utilized to aid economic development.

Most of the early literatures relating to the concept have come from the studies undertaken under 

the auspices of ILO and World Bank, which make a plea for a better proposition for this sector. 

The studies examine the conceptual issues along with a host of empirical problems like size, 

growth, structure, prospects and significance of unorganized sector in the changing socio-

economic environment.44

The study by Unni45concluded that female workers had to bear the most work burden, with 12-14 

hours of work and yet remained the most disadvantaged class of workers. The studies of Saran 

and Sandhewar46 revealed that the women were exploited, paid low, and there prevailed mass 

illiteracy. Further, rebuking, cheating, threatening, beating and sexual abuses were common 

features reported by women working in the unorganized sector. For bridging these lacunas, two 

models have been merged with each other in the succeeding submissions.

A.1. Dual-Sector Model and its scope in India

The pertinence of the unorganized sector was elaborately discussed by Arthur Lewis 47 who 

explained the growth of a developing economy in terms of a labor transition between two 

sectors, the capitalist sector and the subsistence sector, and formulated a �Dual-Sector� Model, 

which went on to become a key model in developmental economics. 48

How can this be one of the plausible models applied to our own women-governed micro, small 

and medium enterprises? Lewis divided the economy into the following two sectors:

                                                
43Sethuraman S.V. (1976), The Urban Informal Sector: Concepts, Measurement and Policy , The Internal Economic 
Review, Vol.19, No.3 
44Harold Lubell (1978), Urban Development and Employment, Prospects for Calcutta, IJLE, Vol.37, No.2   
45Unni,  Jemmol  1989,  �Changes  in  Women Employment in Rural Areas 1961 -81�, Economic and Political 
Weekly, pg. 23 
46 Saran, A.B. and Sandhewar, A.N 1990, �Problems o f Women Workers in Unorganized Sector� (BrickKlines, 
uarries!and!Mines!of!Bihar!and!West!Bengal)�,!Northern!Book!Centre
47 Lewis W.A. (1954), Economic Development with Unlimited Supply of Labour, The Manchester School of 

Economic and Social Studies, Vol.22, No.4.  
48 Hunt, Diana (1989), "W. A. Lewis on �Economic Development with Unlimited Supplies of Labour" , Economic 
Theories of Development: An Analysis of Competing Parad igms. New York: Harvester Wheatsheaf. pp. 87�95. 

ISBN 0-7450-0237-4 
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1. Subsistence sector

2. Capitalist sector

For the purpose of analogy, women in the unorganized sector have been considered part and 

parcel of the subsistence sector and an invisible hand is seen to dominate the capitalist sector and 

its effects are seen on the subsistence sector. The capital sector expands by absorbing unlimited 

labor supply in the subsistence sector and its most pertinent feature is that the unlimited labor 

supply primarily because of the unprecedented population, makes the wage in this se ctor 

constant,!and! the!accumulation!of!capital! is!attained!by!the!capitalists�!reinvesting!all! the!excess!

of profits over wages.49Let us hypothecate that women in the unorganized sector, mostly form a 

part of the subsistence sector, yearning to break even the iron law of wages.50For Lewis, this 

capital accumulation is the key to development in developing countries. The model also 

theoretically explains the existence of inequality between the rich and the poor, the wage gap 

between men and women and economic growth in less developed countries (hereinafter referred 

to!as!�LDCs�)!without!making!a!reference!to!the!concept!of!Socialism!of!Marxism51 which would 

fail in the very first instance in our own country.

With respect to the MSMED Act, the need has been emphasized from time to time by stake 

holders in different forums. In addition, recommendations were made by the Committees such as 

the Abid Hussain Committee (1997)52 and Study Group under Dr. S.P. Gupta (2000)to provide 

for a proper legal framework for the small sector, to relieve it of the requirements to comply with 

multiple rules and regulations.53 In the agricultural sector, there is a surplus of labor. That surplus 

makes the wage rate stay very low and near to subsistence level, thereby having a marginal 

productivity of zero. Marginal productivity is defined as the increase in total product due to the 
                                                
49 S. K. Misra; V. K. Puri (2010), Economics Of Development And Planning � Theory And Practice (12th ed.). 
Mumbai: Himalaya Publishing House. p. 263. ISBN 81-8488-829-5
50William J. Baumol (May 1983). "Marx and the Iron Law of Wages". The American Economic Review73 (2): 303�

308. JSTOR 1816859
51Gollin, Douglas (2014), "The Lewis Model: A 60-Year Retrospective",,Journal of Economic Perspectives (3): 71�
88. JSTOR 23800576 
52Hussain, Abid, Report of the Expert Committee on Small Enterprises, January 27, 1997, 
http://www.isedonline.org/uploads/userfiles/file/file/Report%20of%20the%20Expert%20Committee%20on%20Sma
ll%20Enterprises%20Shri%20Abid%20Hussain.pdf, Accessed on 18th September, 2015 
53 Gupta, S.P., Planning Commission, Government of India, Report on the Study Group on Development of Small 

Scale Enterprises, March 2001, 
http://www.isedonline.org/uploads/userfiles/file/file/Report%20of%20study%20group%20on%20develo pment%20o

f%20Small%20scale%20enterprise%20gupta.pdf
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employment of one more unit of labor. Therefore, as there is a surplus of labor in the agricultural 

sector, labor can be added or removed from the workforce with no effect on the output of 

productivity. The Law of Diminishing Marginal Productivity asserts that as the labor 

employment increases, the additional unit of labor employed starts producing less. This law is 

irrelevant since there is a marginal productivity of zero in this sector. It does not matter if a 

significant amount of the labor employment leave as it will not affect total productivity because 

there is a surplus of labor, and there will always be enough people there to meet the demand of 

the work.

Lewis assumed that the rate of growth in manufacturing would be identical to that in agriculture, 

but if industrial development involves more intensive use of capital than labor, then the flow of 

labor from agriculture to industry will simply create more unemployment. Is the Lewis model, 

with all its assumptions, applicable to the process of development of present LDCs, and 

specifically our own country? It is worthwhile to examining the classical framework of 

�unlimited surplus labor�, which is one of the critical assumptions of the Lewis model. As we 

can see from the examples of Japan and Ghana, private saving can be one of thevital factors for 

capital formation in a country.54 However, individual savings have been widely ignored in the 

Lewis model and are very lightly dealt with in the MSMED Act.

A.1.1. Seeking chaos in the conundrum: Studying reserve army of labor.

The basic advantages of the dual sector may be utilized in our own country with respect to 

women, specifically where the basic labor surplus model of Lewis was, of course, very simple, 

elegant and precise.55Where he excelled was in the strength of his intuition and his sense of 

history.  For one, he was one of those early birds who helped move this hitherto neglected sub-

field of development economics away from the neglect of prices and the lack of faith in the 

potential for agricultural productivity change and exports. 56 He did not share the commonly held 

belief in an all-powerful state, which was expected not only to create the preconditions for 

                                                
54Fei, J. C. H., Ohkawa, K. and Ranis, G. (1985) �Economic Development in Historical Perspective: Japan, Korea, 

and Taiwan�, in Ohkawa, K., Ranis, G. and Meissner, L. (eds.), Japan and the Developing Coun tries: A Comparat ive 
Analysis, pp.35!59 (USA Basil Blackwell).
55Osmani, S. R. (1991). �Wage Determination in Rural Labor Markets: The Theory of Implicit Cooperation�, 

Journal of Development Economics, Vol. 34, pp. 3-23
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Kuznets, Simon (1955).  �Economic Growth and Income Inequality�, American Economic Review, Vol. 45, No. 

1, pp. 1-28. 
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development but also to organize most of the required directly productive activities. 57His notion 

of dualism, especially that which focused on the labor market dimension, rural and urban, 

continues to offer a theoretically valid, empirically relevant and practically useful framework for 

dealing with some fundamental real world issues of development. 58

Women enter the market as wage earners but occupy secondary position in the labor workforce, 

wherein their significance is considered marginal. They enter the labor market only when the 

economic compulsions force them to supplement the meager family earnings. This perception of 

women�s work as a supplementing or balancing force in the family and the nation�s workforce 

has made them susceptible to all sorts of discriminatory treatment and exploitation in the field of 

employment.59 Applying this model to the present micro, small and medium enterprises 

governed by women, it may be established that the women do not always have to be treated as 

they have been pushed to the line of profession even though the retrenched people immediately 

move to informal sector in most less-developed economic structures. On the other hand, if the 

formal sector expands, people move from the informal sector to the formal sector. That means 

women in the informal and unorganized sector serve the role of �reserve army of labor.�60

Reserve army of labor is synonymous with "relative surplus population" except that the 

unemployed can be defined as those actually looking for work and that the relative surplus 

population also includes people unable to work. The use of the word "army" in the term refers to 

the workers being conscripted and regimented in the workplace in a hierarchy, under the 

command or authority of the owners of capital. 61 Herein in our case, the analogy drawn is such 

that the command or authority could mean the social diktats that force women into working as 

part of the unorganized and informal sector.
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59 Gaur, K.D. and RanaRachita 2002, �Participation of Women in Unorganised Sector�, in Singh, J.L.Pandey, R.K. 
and Singh, A.K. (eds.) Women in Unorganised Sector: Problems and Prospects, Sunrise Publications, New Delhi, 
pg. 1-19.
60 Francis Green, �The Reserve Army Hypothesis: A Survey of Empirical Applications,� in Paul Dunne (ed.), 
Quantitative Marxism, Cambridge: Polity Press, 1991, pp. 123-140.
61Power, Marilyn, "From Home Production to Wage Labor: Women as a Reserve Army of Labor", Review of 

Radical Po litical Economics 15, 1 (1983)  
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Marx did not invent the term "reserve army of labor". It was already being used by Friedrich 

Engels in his book, The Condition of the Working Class in England.62 Applying the Dual-Sector 

Model and the reserve army of labor theorem, the following proposition has been drawn by the 

authors:

· The idea that women workers are useful as reserve army of labor, to be adopted and 

thrown out of wage labor as the interests of capital dictate, has a massive currency among 

Marxists and Feminists alike.63The specificity of female labor is hence placed within a 

Marxist model of capital accumulation that provides a material basis for the 

differentiation of male and female wage labor, which is discriminatory and prejudicial. 

· It also shows the similarities between the situation of women as wage laborers and that of 

other groups of workers such as immigrants. Although not unemployed, these workers 

usually know that they are in a precarious situation and behave accordingly. 64

· There are also many instances about hidden unemployment wherein women cannot get 

more working hours or they cannot get a job for which they are qualified. People might 

also drop out of the official labor force, because they are discouraged and no longer 

actively looking for work - they are no longer counted as unemployed, although they 

are.65

SELF-SUSTAINABLE MODEL

Looking at the merger of the two aforementioned theorems of the Lewis model and the reserve 

army of labor, the authors seek to establish a self-sustainable model which essentially works on a 

three-pronged structure of three A�s:

· Address problems at the level of inception of the enterprise (funding, lack of managerial 

skills etc.)
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· Analyze the past growth structure by economic tools (Annual Average Growth, Net 

Domestic Product etc.)

· Assess the improvement areas and demarcate potential dimensions.

Despite the fact that women have demonstrated themselves to be capable of performing at high 

levels, they still encounter resistance as entrepreneurs. Mainstream jobs that were once 

considered non-traditional employment for women have evolved to accommodate women in 

nearly every field. In some cases, credibility lags behind the modern reality of a diverse 

workforce, forcing women to rise to another entrepreneurial challenge men do not face. 66

A.1. Addressing the impediments

The World Economic Forum�s 2014 Global Gender Gap Report 67 finds a positive correlation 

between gender equality and per capita GDP, the level of competitiveness, and human 

development indicators. Seminal work by Goldin (199568) explored the U-shaped relationship 

between female labor supply and the level of economic development across countries. Women�s 

entrepreneurial skills are not often approved by their family and they are often faced with a 

limited range of over-competitive occupations. 

They often have to deal with institutional apathy where government officials and departments do

not pay adequate heed to their specificity of needs. They are often victims of lopsided policies 

implemented by organizations that later accord low priority to their promotion and 

encouragement to further opportunities. Women face greater obstacles than men when starting 

and growing businesses, especially when it comes to receiving angel and venture capital. Though 

it might be unintentional, men fund people who look and sound just like them, and the 

consequences are just as harmful as if there was malicious aforethought.69Vinze (1987)70

                                                
66 Enterprise, Northern Ireland, 5 Key Challenges Facing Entrepreneurial Women, 7 th July, 2014, 
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History,� in T. Paul Schultz, ed., Investment in Women�s Human Capital and Economic Development , Chicago: 
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69 Geri Stengel, author of "Forget the Glass Ceiling: Build Your Business Without One"  (Dell, 2014) - See more at: 
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70Vinze, M. D, (1987), Women Entrepreneurs in India, Mittal Publication, Delhi, pg 66 to 70 
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categorized their problems as �formulation specific�, �implementation specific� and �operation 

specific� problems. Lalitha Iyer (1991)71 classified them as psychological and socio-cultural 

constraints which hamper business. El-Namaki (1990)72 identified the problems in terms of entry, 

survival and exit barriers.

A.2 Analysis of economic structure

The Prime Minister�s Task Force on the MSME enterprises (January, 2010) 73 has highlighted 

various issues relating to credit to these enterprises, a large part of which are in the unorganized 

or informal sector. Earlier, on the  advice of  the National Statistical  Commission, a Committee  

set  up  by RBI under  the  Chairmanship  of  Prof.  P. Venkataramaiah (2001) 74 had examined 

the status on Informal Financial Sector Statistics and made recommendations for improving such 

statistics. Women laborers generally work in unorganized sector placing them outside the reach 

of Protective Labor Laws and Trade Union Organizations. 75

A.3 Assessment of improvement areas & Demarcation of potential dimensions

During the 3rd and 4thcensus of small-sector enterprises covered within the folds of MSME, some 

information on unregistered enterprises was collected. Thereafter, a Committee instituted 76noted  

that  MSME  is  taking initiative  to  evolve  production  index  based  on  MSME  Census  data. 

In the light of the same, it is recommended  that  an exercise  of  statistical  auditing  of  

production  index may be  undertaken.  For  enhancing  the utility  of MSME  census  and  its  

comparability  with  other  surveys  on  unorganized  sector,  the schedule  of  enquiry  should  

incorporate  information  on the type  of  enterprise,  and  the  employment size.  The  unit  level  

data  of  MSME  census  should also  be  disseminated,  maintaining  the confidentiality. 77This 

will help in making the analysis more in-depth and the understanding of managerial and 

empirical data wider and more comprehensive.
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Cluster and management development programs may be undertaken to improve  the decision  

making  capabilities  of  existing  and  potential  entrepreneurs  resulting  in  higher productivity 

and profitability.78As a successful example, 10,000 Women is a five-year, global program that 

harnesses the power of women entrepreneurs to foster economic growth by educating and 

supporting them in becoming stronger businesswomen. In an attempt to fill this critical gap, 

10,000 Women invests in women in the SME sector who belong to what is often referred to as 

the �missing middle.�79

To counter the funding problem, the  Government  must work to implement the Credit 

Guarantee  Fund  Scheme80 for  MSMEs  with  the  objective  of  facilitating  flow  of credit  to  

the same.  For making  the  scheme  more  lucrative, several  modifications  have  been  

undertaken  which,  inter  alia,  include:  

· enhancement in the loan limit  to  hundred lakhs without collateral or third party 

guarantees.

· enhancement of guarantee cover from 75 per cent to 85 per cent for loans up to 

five lakhs

· enhancement of guarantee cover from 75 per cent to 80 per cent 

· reduction  in one-time guarantee fee from 1.5 per cent to 1 per cent and annual 

service charges from 0.75 per cent to 0.5 per cent for loans upto five lakhs

As the reality of today�s global competitiveness environment requires a team effort to succeed 

another suggestion to tackle managerial difficulties could be with respect to partnership. In the 

developed countries, businesses, government and academia are partnering to make strategic 

choices about how to develop and sustain the knowledge and capabilities necessary to be leaders 
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in the advanced manufacturing economy. Leading organizations derive a much more significant 

portion of their revenue and funding from private sources than from public sources.81

CONCLUSION

It is well-known that globalisation has created and reinforced the informal sector. Trying to 

eliminate this �informal economy� would be to undermine the practicalities of a nation, striding 

fast towards modernity. What can and must be done is to refine the finer aspects governed by this 

sector � improve the conditions of work and life of all its workers, and especially its women. 

As a nation, we have continually been associated with images of women walking miles in search 

of water, or living unacknowledged lives behind closed doors. The woman is placed high above 

the mantelpiece in every Indian household and prayed to, alongside the brightest of flowers and 

the most fragrant incense sticks. Yet, she lies forgotten in the eyes of the law and policy of our 

country. It is in light of that context, that this paper proposes the upliftment of women in the 

informal economy through the practical, workable solution of MSMEs. 

                                                
81Madhav Lal, Secretary, Ministry of Micro, Small and Medium Enterprises Ministry of Micro, Small and Medium 
Enterprises September, 2013, Recommendations of the Inter-Ministerial Committee for Accelerating Manufacturing 

in Micro, Small & Medium Enterprises Sector. 
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GREEN GROWTH AND SUSTAINABLE DEVELOPMENT: LOOKING INTO THE GLOBAL AND 

NATIONAL APPROACH

- ADITYA SHARMA, SAKSHI MATHUR & AKASH DEEP GUPTA*

INTRODUCTION

The easiest definition of sustainable development according to me is that development which 

leaves a possibility to survive. The understanding of economic policies and the theory of equality 

teaches us that the future generation holds as much right over resources as we do and being 

custodians we have a duty to withdraw and utilise resources judicially. The paper is an attempt to 

decipher some fundamental aspects of sustainable development. Also, the national policies along 

with current problems faced by them would also be discussed.  

Over the years Economic growth has contributed in improving the living conditions of the nation 

and has lifted many people out of poverty, but recently it has been observed that growth comes at 

the cost of our environment. Since the onset of globalisation a lot of concerned has been showed 

for the environment, every other day there are news bits about natural disasters, droughts, global 

warming which is one way or the other related with the growth process and advancement in the 

technologies. 

With the onset of the 21 century the there have been an increased awareness about green growth 

and sustainable development. They are started to be viewed as complementary goals with 

economic growth and development. Sustainable development, as discussed previously is the 

development that meets the needs of the present without compromising the ability of the future 

generations to fulfil their needs (Commission), 1987). Green growth is a way to ensure 

sustainable development; it ensures steady growth in outputs in the economy without having any 

adverse effect on the environment with efficient energy usage and better technology.  

SUSTAINABLE DEVELOPMENT

India with a population of over a billion people is the second most populous country in the world 

and the estimates further predicts that we�ll reach zenith by 2050. This is easily deducible from 
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the former text, that India has over a billion mouths to feed and would need even more in the 

coming future. This gives rise to another very obvious question i.e. Will we be able to provide 

the future generation and the ever growing population with same resources and opportunity as 

we have? Over a period of time, with a sole aim to grow, trees and forests were cut 

uncontrollably, high yielding varieties of crops were sown which affected the land adversely and 

further exploitation of resources has led to causing some irreparable damage to the natural 

environment. The affect is such that there has been an increase in number of skin diseases caused 

as a result of UV rays that contacts human skin through depleted ozone layer, further there is also 

a surge in lungs related illness. The rampant cutting of rain forests in Brazil has horrified 

environmentalist throughout the world wondering about the repercussions it will have. 

Environment and green growth being only one of the facets, sustainable development includes 

many. Where on one hand green growth is limited to plantation and other environmental issues, 

sustainable development is a much broader concept. The concept of sustainable development 

started in 80�s and was based on three pillars: economy, environment and society. Sustainable 

development is more of a holistic qualitative growth. It talks about education, income 

distribution, unemployment, infrastructure etc. The progress in each would amount to be called 

as a sustainable development. 

Government Policies: 

India has signed and ratified many treaties and has actively participated in different 

environmental conferences such as COP and UNEP. Along with it India on the line of the 

International expectations has also established ministry, Institutions, courts which work full time 

for environment related issues. The policies that a government wishes to adapt to a large extend 

depend on how people respond to it. The government at the same time has to balance between 

the economic growth as well as sustainable development. Internationally, this is often discussed 

whether after exploiting the resources without restriction; do developed nations right to dictate 

what developing nations ought to do? Moreover the question is not related to whether they have 

a right, rather it is if we in a position to do so. If the cost and benefit analysis is made of the trend 

that we follow, definitely the costs will outweigh the benefits. Though laws have been made and 

the governments throughout the world have started acting on the issue, given the challenges 

faced by earth today, especially the climate change a much more meaningful instrument is 
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required and a new ethic based on ecological carrying capacity of the earth82.  United Nation in 

one of its eight millennium goals that were to be achieved by 2015, talks about maintaining 

environment sustainability83. What is irking fact in the case of non-sustainable development is 

that, where on one end today there is an excessive exploitation of resources to achieve growth, 

there will be a time on other that this would backfire and hugely impact o ur growth. The worst 

thing that would possibly happen if the scenario stands true is that we�ll be having very thin 

chances of reviving. One solution to this problem was that the man-made goods shall be 

substituted for natural resources and defining certain natural assets which are critical to our 

survival and well-being as critical natural capital84. But then the question is how to ascertain the 

critical natural capitals. One has to realise that even the tiniest of act that a man does for example 

a farmer at his farm by sowing crops, spraying pesticides, fencing the area and such others have 

a far greater impact that is not limited to the farm85. The last two years of UPA saw majorly a 

stalemate. Neither the government could give push to major projects nor did they stopped the 

environmental depletion effectively. The coal scam that hit India shall not only be seen as a 

monetary loss, rather it is a story of disproportionately, inadequately used natural resources that 

take years of formation and for which neither the nation nor the polis was benefitted. The other 

story is the one the ports build by Adani group in the Kutch area of Gujarat. Various reports 

submitted by the NGO�s and the local people state how nonchalantly the state ignore the 

depletion of geologically, ecologically, economically important mangrove forest. Sustainable 

development can be economic growth for a place where economic growth is needed. At other 

places along with economic growth non exploitation others also need to be kept in mind. While 

growth has been a term specified to economic growth, development has a wider arena to be 

talked about. Sustainable development also talks about the equal distribution of income among 

the inhabitants of the economy, which certainly seems to be growing more unequal with the 

growth in income of the nation, for example France. In India, the difference between have and 

have not�s have widened even though the nation have been improving in its economic growth.
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Group and Individual Responsibility: 

As already stated, sustainable development thinks above individualism and focuses on group 

ideals. Owing such responsibility towards our neighbours the basic principle of sustainable 

development focuses on paying more attention on the rights of present and future stakeholders. 

None the less, what needs to be initiated among masses is the principle of Common but 

differentiated responsibility. Not just the government, the bureaucratic departments have a 

responsibility towards judicial usage, the common man has a larger role to pay too. Judicial 

spending or sustainable usage is only one part of the sustainable development; the other part is 

about not spending where it is not needed or saving energies. Spending considerable period of 

time it is common man who utilises many such resources in his daily usages, many of which are 

non-renewable resources like fuels, coals, electricity. A sense of understanding that needs to be 

developed should be greater among the masses which should further be supplemented. 

Maximising of such supplement goods which could be commonly shared rather than each 

individual there can be considerably saving that can be brought. For example using of a public 

transport is all time favourable both to economy and environment. Saving and spending 

judicially shall in no way be considered a burden; rather it is a responsibility that we all share. 

Recently, India has been debating much on Land acquisition act, the issue raises many questions 

which are directly or indirectly related to sustainable development. India today can be said as an 

agro modern mixed economy. There is considerable number of people who are still employed in 

agriculture and agriculture related jobs. The tragedy with the bill or the act is the cost benefit 

analysis which is done with an aim to compensate the peasants and the farmers. Majority of the 

land that is acquired by the people is of five to ten acres and is the only source of employment 

for these people. The factor that has been troubling the stalwarts of sustainable development is 

that once the people are paid and compensated they are unfit, uneducated, and unskilled to get 

employed in any other job or business. It has none the less obvious that in order to establish new 

industries and give a push to economy land needs to be acquired. Possibly what can be done is 

that a guarantee of five years shall be signed between the parties that is the government and the 

farmers. Guarantee should be taking care of the family for a period of five years which shall 

include ration to the family, education to the kids and most importantly the skill required to be 

employed with at par job responsibility. The other factor which has drawn attention of the world 

is the food security bill which was placed before the nation as a social welfare policy at the Bali 
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conference. India from the past decade or so has constantly suffered a food inflation of 9-10 per 

cent which has affected both the GDP and stakeholders of GDP. This food security bill is a noble 

step but none the less if ill managed would lead to havoc. The Indian government in past has 

provided people with policies of mid-day meal, subsidised ration to below poverty line people 

and many such policies run by the state government. But these policies have been a bit failure 

and have led to huge loses creating unnecessary burden on the government. The implementation 

of food security bill requires huge infrastructure development and a clever usage of land. The 

reason why the issue is linked with sustainable development is because it involves the issue of 

equal distribution of a substance to which all must have a share in.  

National and International Responsibility: 

World today is a global village where the interference of one state to another has come far ahead 

of the archaic concept of restrictive interference. With each country having flexible boundaries 

today few countries aid and help other countries which require economic dependence. India itself 

has transformed from an import promotion economy to an export promotion economy. The 

bilateral ties of India for economic related benefits are with all the major economies of the world. 

History tells us that United States of America, Britain, Russia, Germany and China exploited 

resources without worrying about rest of the world. It is world known fact that the world is still 

affected by the exploitation that these people did years back. Today when they are developed 

they ought to share a greater responsibility towards environment maintenance, for each growing 

nation growth of economy will be taking place. Therefore these nations by sharing new 

technologies, economically acting as big brothers ought to support the developing nations. 

Resources that we spent affect the whole world, the territorial boundaries can only control 

political relationships but the impact that the natural resources and the usage would have on the 

people throughout the world is not something that a man can control.  

GREEN GROWTH

Green economy has emerged out as a burning idea among the developing countries all around 

the world for building of an economically and ecologically secured future. Even India strives to 

balance economic growth with the environmental capacity. However it�s not clear whether this 

new emphasis on green growth represents a paradigm shift or just spins to cover up 
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inconsistencies between economic and environmental objectives of government. 86 The urgency 

to implement this shift is due the increases human practices pertaining to development. The 

green growth model has made economic growth more desirable.  

The right form of growth involving all perspectives will have a more desirable effect on the 

development of a nation.  

There is no universal definition of the term green growth and what has been established until 

now is only consensus between different parts of the world about what should be practiced in 

following this concept. It�s just a way to continue development using natural resources in such a 

way that the sources provided by the environment continue to exist for the future generations. 

The World Bank regards �green Growth� as �Growth that is efficient in its use of natural 

resources, clean in that it minimises pollution and environmental impacts and resilient in that it 

accounts for natural hazards and the role of environmental management and natural capital in 

preventing physical disasters�87. It includes economic, social and environmental aspects.  

The current economic growth process involves high usage of carbon emissions through 

industries and one of the major objectives of green growth is to reduce the carbon emissions 

from the industries. They are not only harmful for the environment but also dealing in 

hydrocarbons is an expensive process. This idea promotes short term growth prospects for the 

policy makers.  

Climate change needs to be looked after along with various other market failures as sometimes 

environment affects the market. Market failure occurs when there is not efficient production or 

consumption. Green Houses gases for instances cause market failure as they are extrinsic to 

production.  The production of electricity results in some harmful emissions that damage the 

overall climate without any incentive that limits them. Hence the economists all around the 

world seek to find a remedy by keeping a price on these emissions uniformly to achieve 

reduction in such emissions without the involvement of the policy makers, for instance carbon 
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tax or emissions trading systems are possible tolls to achieve this. 88 Other market failure can be 

due to poor infrastructure or lack in setting up networks.  

If this issue of greenhouse gases is looked over in a cost effective way then experts claim that 

there will be benefits in the economy and innovation practices would be promoted and 

development and growth would be on a path with appropriate infrastructure and land usage.  

The natural resources are being used without any accounts of the costs of the resource depletion 

and without any other alternatives. These types of activities pose a threat to the long term 

sustainability of growth and environment along with social progress. Despite the present growth 

systems there are still millions of people who live without electricity, no proper sanitation or 

clean drinking water which shows that the growth has not been inclusive enough89. It has been 

noted that economic green growth is compatible and can be ensured with the merger of 

innovation with investment. 

Green growth provides with an approach to achieve stable progress taking into consideration the 

social consequences. The focus is to ensure that the natural resources are utilised to their full 

economic potential on a sustainable basis. It includes basic life supporting services like clean 

water and air, preservation of the biodiversity for the balance of food and production. At the 

same time it needs to be kept in mind that natural resources are not sustainable for life and the 

policy makers should take that into account. The environmental issues are large and multifaceted 

including problems like the growing rate of slums in the urban areas and the lacunas in the 

municipal services. Pollution is another issue taken into consideration.

An area for concern is the consumption of energy and waste generated in any industry and also 

the amount of waste discharged by it. Any discussion on green growth concerns with proper 

waste disposal as an emerging environmental issue, especially from the power sector, as even 

today in a country like India over two third of its power production is coal dependent followed 

by other sources like hydro power, oil, nuclear and gas. Coal tends to remain dominant in the 
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time to come and the state needs to ensure safe emissions and waste disposal. Looking after 

hazardous substances produced as by products from various industries, transportation and the 

danger posed by the chemical accidents to the environment as well as human life90.

The growing environmental issues along with local economic issues increase the need for some 

innovative solutions. Green growth provides response to economic, food and climate crisis 

together with protecting the earth and ensuring poverty alleviation. One of the ways is to increase 

savings and investments in the present to reduce environmental damage for better future 

generations. 

According to UNEP (United Nations Environment Programme) investing in green growth might 

lead to slower growth in the initial stages as it takes time for the renewable natural resources to 

replenish but in the long run it would result in rapid economic growth. Such investments will 

also decrease the risks of adverse environmental issues like climate changes, energy, water 

scarcity, loss of ecosystem and biodiversity. Green investments are usually more employment 

generative and help in poverty reduction special yin case of agriculture sectors where green 

technologies help in increasing production. Green investments can increase economic activities 

and employment which is much needed for the industries which are marked by high level of 

unemployment. Certain investments and consumptions should be restricted to avoid resource 

depletion and generation of waste and environmental friendly investment and consumption 

should be expanded (The Transition to a Green Economy: Benefits, Challenges and Risks from a 

Sustainable Development perspective).

There are various national and international organisations that ensure and design a framework 

for green growth like the World Bank, United Nations, Global footprint network, Organisation 

for economic cooperation and development, etc. Green Growth can be ensured in various ways 

like promotion of energy efficiency and low carbon production technologies and new 

transportation systems.

Improvements in energy efficiency systems can deliver some of the largest and cheapest carbon 

dioxide reductions. During financial crisis these can be implemented more efficiently and 
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quickly bringing in benefits to the environment than any other technology, it will give more time 

to the low carbon technologies to evolve lowering the environment costs; the government needs 

to overcome all the barriers and implement this strategy91.

There is a clear need for investments in all the branches of energy. The energy demand will 

increase over the years increasing carbon emissions which will further increase the global 

temperature over the years. However low carbon technologies which already exist or which are 

on their way can maintain the carbon emissions balance towards a greener tomorrow (Ensuring 

Green Growth in a Time of Economic Crisis: The role of Energy Technology). Improved energy 

efficiency is the best way to reduce emissions. It will also give financial benefits. Further 

emissions can be reduced through increased utilisation of renewable resources and energy like 

wind, solar, biomass, etc. Carbon Capture and storage is another effort to reduce carbon 

emissions in power houses and industries. It should be taken into consideration that all the steps 

are important on promoting green growth. Changes are also requires in infrastructure and 

transportation. 

Research and development are also an important measure to ensure green growth as investment 

in good research and development would produce many innovations and technologies which are 

both economic and environment friendly. Another way to ensure green growth is formulation and 

implementation of efficient policies by the state considering the formation of new technologies. 

The policies should aim at promoting research and new innovations. The government should 

keep in mind while drafting the policies to overcome the barriers face by the researchers and 

development and create a free way for growth and production. Methods like environmental 

taxation and promotion of intellectual property rights also ensures green innovation and green 

growth.

It can be concluded that environmental technology is an important source in reducing emissions 

and promoting green growth. Such technologies help in tackling issues of climate change. These 

innovations help in improving market efficiency. Green environment technologies focus on the 

innovation minimising the degradation of environment; reducing the greenhouse gas emissions, 
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improving the health, conserving natural resources and also promoting the use of both renewable 

and non-renewable resources. Such innovations, also reduces the cost of materials, cost of 

production, increase the rates of production and attractiveness of products in the market place92.

These methods also prove benefits for business decreasing the production cost and creating 

employment and reducing the impact on environment. Research and Development plays a 

significant role in innovation and environmental technologies to reduce the environmental 

damages. Hence, good policy implementation and improvement in technology can ensure green 

growth resulting in sustainable economic growth and development reducing the pressure on the 

earth. 

POLICY APPROACH

As we have discussed earlier in this paper, we are now acquainted with the concepts of 

sustainable development and green growth. Basically, these can be understood as the concepts of 

development and growth in the harmony with environment. The sustainable development and the 

green growth are two concerned concepts in the contemporary world. With the processes of 

modernization, which can be understood as the advancement of mankind in relation to living 

standards, technology, production, etc, urbanisation and industrialisation the impact of human 

activities is increasing on the environment. The major focus of the economies around the world 

remains on economic growth and development and in the midst of this environment is neglected. 

For an economy to function well and continue on the path of growth and development, the 

policies concerning them need to be well designed and properly implemented. The same goes 

with the environment. In order to have a sustainable approach, the policies regarding the 

safeguard of environment need to be properly designed and implemented. But when we enter 

into the sphere of green growth and sustainable development the policies should not solely focus 

on environment or on growth and development. They have to focus on both the sides of a coin; 

the economic growth and development as well as the environment. 

The world is a collection of economies. In this era of globalisation each economy is interrelated 

and interdependent. This interrelation and interdependency mean that the actions of one 
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economy will have the impact on others too. When we limit ourselves to the discussion of 

environment, then this interrelation and interdependence would mean that the actions of one 

economy and its impact on environment would affect the others too. So when we talk about the 

sustainable development and green growth we need to understand that it is not a matter of 

individual responsibility. It calls for a global approach; an approach where the economies around 

the world corporate to sustain the environment and at the same time continue on the path of 

growth and development. So when we talk about policies relating to the sustainable development 

and green growth, these policies must impose a kind of responsibility that is more of collective in 

nature rather than individualistic.  

In order to design proper policies that would fulfill the objective of sustainable development and 

green growth, it must be understood that what kind of approach do these policies must have? 

First, when we talk about sustainable development and green growth, we do take into account the 

development and growth. So any policy regarding the safeguard of environment must not be at 

the cost of growth and development of an economy. The policy must be such as to keep the 

process of development and growth in harmony with the environment. Second, the policies 

which are not implemented the way they are meant to be are of no value. For a policy to be 

effective, its implementation needs to be ensured. For a proper implementation, two things must 

be paid attention to; the how and the why of policy decision making 93. It means the policy must 

be designed by proper authorities keeping in mind the structure and condition of the economy 

and the task of implementation must be in the effective hands. Third, in order to have effective 

policies, the approach of sustainable development must be understood. When we talk about 

sustainable development and green growth, there can be two approaches; the environmentalism 

and the ecologism approach94.The former focuses on the environmental problems and suggests 

that they can be dealt by changes in the mode of productions and consumptions and the latter 

focuses on the relationship between the human life, the social and the political, and the non-

human world, that is the environment95. So a proper, effective policy would be the one which 

adopts the apt approach. Fourth, the participation is an important aspect regarding any policy 
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making and implementation96 distinguish between two types of institutions who participate in 

policy making and implementation; the formal groups who are at certain positions and influence 

policies directly and the informal groups. The former includes regulatory bodies, NGOs, public 

sector bodies, education institutions, etc while the latter includes co-operatives, campaign 

groups, protest groups, etc.97 While the former groups do have adequate participation, the 

participation of the informal groups should be ensured as it could address issues at local level 

and have an impact on the grass root levels as well which is a necessary part of the policy 

making and implementation. 

When we discuss the issue of sustainable development and green growth, we have to address the 

issue at international level. We are mainly concerned with the roles of two kinds of economies in 

the sustainable development and green growth; the developed economies and the developing 

economies. The policies concerning the issue of sustainable development and green growth must 

establish a certain relationship between the developed and the developing economies. As the 

processes of sustainable development and the green growth involves sacrifices at certain levels, 

there has to be a corporative approach between the developed and the developing economies so 

that the developing economies would not suffer a hamper in their development and growth in the 

midst of this environmental approach. Suppose take the case of CO2 emissions. The developed 

economies and the developing economies have differences in relation to the emission levels. 

When we talk about policies, some of them restrict the allowed emissions by putting a limit. 

These emissions can be reduced either by reducing the production and consumption of goods or 

by enhancement of the technology. The former way is not a viable approach for a developing 

economy as it would hamper the economic growth and development of that economy. For the 

latter approach, here comes the role of cooperation. The developed economy should provide the 

developed economy with the enhanced technologies so that the developed economy could carry 

out the growth and development in par with the environmental approach98.

When we talk of sustainable development and policies concerned, one of the major problems is 

the problem of interpretation of the term. The term sustainable development is open to several 
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interpretations and thus this affects the policy making and the implementation process99.

According to MUNTON100 there are at least 300 different definitions of the term. When we talk 

of sustainable development, it means to include economic development along with the focus on 

conservation of nature, protection of environment and fulfilling the social goals 101. As the term 

also includes in its sphere the social goals, so when it comes to interpretation, it varies mostly 

because of the difference in social values102. This difference of interpretation leads to the 

difference in the approach of policy making and implementation.  

As we discussed that policies need to be drafted concerning the interrelation and interdependence  

of the economies, there is a need for the economies themselves to make certain policies 

concerning their local needs. In this paper we will look into some of the major international 

policies relating to sustainable development and green growth and some of the Indian policies 

concerning the same issue.  

INTERNATIONAL POLICIES � THE GLOBAL APPROACH

United Nations Framework on Climate Change Convention (UNFCCC)103: 

The UNFCCC is an international agreement focusing on the problems of climate change and its 

adverse effects on environment. The UNFCCC was incorporated in 1992 in the Earth summit in 

Rio de Janeiro. The parties to the UNFCCC acknowledge the climate change that has occurred 

and is occurring and its adverse effects on the environment and on the mankind. The UNFCCC, 

under Article 1(2), defines climate change as change in climate, directly or indirectly, due to 

human activities which creates disturbance in the global atmosphere. These human activities are 

basically the economic activities that take place in the process of development and growth. Now 

the convention clearly addresses the issue of sustainable development under Article 3 and states 

that the parties to the agreement should protect the climate system for the benefit of present and 

future generations.  
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As we discussed that a good policy must have a cooperative approach, the UNFCCC reflects the 

same. It lays down the principle, under Article 3, of �common but differentiated 

responsibilities�. As we discussed that the developed economies should coope rate with the 

developing ones so as to help them on the path of sustainable development and green growth, the 

principle of common but differentiated responsibility reflects the same. The common 

responsibility of the developed as well as developing economy is the same towards sustainable 

development and green growth but their burdens are different. The developed nations should 

carry more burdens of protecting the environment and contributing less in climate change. The 

most astonishing aspect of UNFCCC is the Article 3(4) which states about the right to 

sustainable development. It states that there should be policies to protect the environment from 

climate change induced by mankind and these policies should be a part of national policies of 

development and growth. So basically it talks about the integration of developmental and 

environment protection policies. The focus on environment cannot be at the cost of economic 

growth and development of the economy. It is rightly said by104 that a nation cannot be expected

to protect the environment when its belly is empty. Another important aspect of UNFCCC is the 

Article 4(c) which talks about the cooperation between the economies. It states about the 

technology transfer from developed economies to developing economies so as to help developing 

economies to reduce the emissions of greenhouse gases and at the same time do not bear the cost 

of slow growth and development.  

Montreal Protocol105 : 

The Montreal Protocol is related to the tackling of the problem of Ozone layer dep letion. The 

Montreal protocol has been one of the most successful international environmental agreements 

where it invited a large cooperation. Two treaties were signed in this protocol by 197 countries. 

It focuses basically on the elimination/reduction of the substances that are responsible for the 

depletion in the Ozone. The chemical gases that are responsible for the depletion are basically 

the ones emitted from the factories, households, automobiles, etc. Under the aegis of United 

Nations Industrial Development Organisation (UNIDO), the Montreal protocol came into 
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existence in 1987. The main objective under this protocol is the elimination of the substances 

contributing to the Ozone depletion such as CFCs, HCFCs, etc.  As these chemical gases emit 

mostly from the household appliances such as refrigerators, etc, industries, automobiles, etc, 

apart from elimination the protocol focuses on other things too like the old technology 

substitution with the new clean and efficient one, up gradation of production units, awareness 

about the human health, technology, industrial safety, etc.  

Kyoto Protocol106 :

Kyoto protocol is an international agreement that came into existence in 1998 and was enforced 

in 2005 as a part of UNFCCC. It focuses on the issue of reduction in emissions of greenhouse 

gases. The Kyoto protocol base itself on certain presumptions that greenhouse gases like CO2 are 

responsible for global warming. It has 192 members. The Kyoto protocol is based on the 

principles laid by the UNFCCC under Article 3. The Kyoto protocol goes on to tackle the 

greenhouse gases emission problems not covered by the Montreal protocol.  

Comprehensive Test Ban Treaty (CTBT)107:

The CTBT came into existence in 1996. It focuses on the elimination of the nuclear weapons. 

The treaty focuses on the nuclear disbarment around the world. It works in a negative approach 

by hindering or stopping the development of nuclear weapons. The parties to the treaty cannot 

carry out any nuclear explosion test nor can help other to carry out the same.  

Vienna Convention108:

The Vienna convention of 2001 is related to the protection of Ozone layer. It came into existence 

in 2001. The convention discusses about the Alternative technologies or equipment under Article 

1, which could help reduce the emissions. Basically it focuses on the technology shift from old to 
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new clean and efficient one. The convention also states about the scientific assessments to tackle 

the problems of depletion.  

These were some of the major international conventions and protocols that were basically of 

general nature. Apart these, there are number of international conventions, protocols, agreements 

which are addressed to particular aspect relating to environment. These international policies that 

we discussed are some of the successful ones which went through successful implementation and 

invited great participation. Now we shall look into the approach India has adopted relating to the 

issue of sustainable development and green growth. India is among the developing economies. 

As we discussed earlier in this paper, the developing and the developed economies have 

differentiated responsibilities for a common objective and thus the approach of India concerning 

the sustainable development and green growth is quite different from the developed economies 

such as U.S.A. India is a member to various major international conventions and its policies are 

thus in par with these international policies.  

POLICIES IN INDIA � THE NATIONAL APPROACH

We discussed earlier that policies need to be in par with the conditions and structure of the 

economy. The policies must be addressing the major concerns of the economy where it needs 

mending. Talking about India, with the economic liberalisation and deregulation, the impact on 

the environment has been large. One of the major environmental issues that India faces is the 

greenhouse emissions. The problem itself arises from various reasons; deforestation, agricultural 

practices and mainly the inefficient energy production and consumption109. The policy structure 

that is available here and is viable is the Sustainable energy planning (SEP) approach that 

focuses on the implementation of policies related to efficient energy production and 

consumption110. When we lay focus on energy consumption and production pattern as one of the 

major reasons of emission problem, the SEP approach suggest two kinds of management models; 

the demand side management and the supply side management111. Where the former focuses on 

the consumption patterns and suggest measures such as fuel shift (Replacement of fuel), 
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efficiency, pricing etc, the latter is concerned with the production patterns and suggest measures 

such as technology advancement, regulatory policies, etc112.  

Now we shall look into some of the major Indian policies related with the sustainable 

development and green growth. Some of the policies are of regulatory nature and some strives 

towards establishing environmental organisations and bodies.  

The Environment (Protection) Act, 1986113: 

The act is concerned with the overall protection of the environment and its improvement. The act 

was a result of the lessons learned in the wake of Bhopal gas tragedy. The act also focuses on the 

prevention of hazards. It is in par with the policies of United Nations Conference on the Human 

Environments to which India was a party. The act extends to whole of India.  

When the act states about protection and improvement of environment, it needs to be understood 

what environment means here. As per the act, the environment includes water, air and land and 

also the interrelationship between these three and the humans and other living creatures. So the 

scope of this act is much wider in sense it covers all the aspects of environmental protection. In 

the Chapter II of this act, it states about the powers of the government in relation to the 

protection of environment. It states about establishing authorities to prevent environmental 

pollution in all its forms and also focusing on specific environmental problems pertaining to a 

particular part of the country114. So we see that the act is regulatory in nature and also establishes 

environmental institutions under its aegis.    

National Forest Policy, 1988115: 

Adopted in 1988 by the Ministry of Food and Agriculture, the Forest policy focuses on the 

problems of deforestation and strives for the management of the forests. The policy 

acknowledges the reasons for the depletion of forest covers. The policy focuses on the 
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preservation of forests, improvement of the productivity of forests to meet essential needs of the 

nation, conservation of the biological diversity, etc. The policy puts forward the target of one 

third of the total land area of nation to be forest covers and two third in the mountainous regions. 

The policy also lays focus on the malpractices that lead to the deplet ion of forests and soil 

covers.   

The National Environmental Tribunal Act, 1995 (National Environment Tribunal): 

The act focuses on the delivery of justice to the victims who inflict damages arising out of any 

accident occurring in the handling of hazardous substance. The act provides for the establishment 

of a National Environment Tribunal for the cases related to the mentioned issue. It lays down the 

provision of strict liability in such cases. The act is in par with the policies of United Nations 

Conference on Environment and Development to which India was a party.  

Government is the formal source of the policy making and implementation. India has a separate 

ministry, Ministry of Environment and Forests, to look into the policy making and 

implementation related to the overall environmental issue. These policies are kept in par with the 

economic development and growth policies of the nation and thus sustaining the issue of green 

growth and sustainable development.  

CONCLUSION

The sustainable development and the green growth are different concepts where the sustainable 

development includes in its sphere the qualitative aspects too. The green economy focuses on 

economic-environment connection and includes in its sphere the aspects of environmental and 

resource productivity, green policy, economic opportunities resulting from green economy, 

etc116. The concept of sustainable development includes the qualitative aspects too such as 

quality of life, human, social and financial capital, global impact, etc117. These are the global 

concepts which call for the corporation among the economies. The UNFCCC118 has laid down 
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the principle of �Common but differentiated responsibilities� and bestowing the developed 

economies with additional responsibilities of supporting the developing economies to achieve the 

objective of sustainable development and green growth. The objectives need to exist in the form 

of policies so that they can come into existence. There have been a number of international 

policies that relate to the issue of environment. These policies are implemented in a way so as 

not to compromise with the development and growth. India too has drafted and implemented a 

number of policies relating to one or other issues of environment. The concep t of sustainable 

development and green growth are of great importance concerning the increasing environmental 

issues. But again, the practice of these concepts must not over shadow or compromise the 

development and growth of an economy. 
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GLOBALIZATION, LIBERALIZATION AND REFORMATIONS: THE NEW INDIAN

ECONOMIC ORDER

- HITESH BORANA & KHUS HBOO OSWAL*

ABSTRACT 

The impact of the globalization on the world nations differs from one aspect to 

another. Globalization and liberalization are correlated terms which plays a

critical role in the economic growth and development. There are several 

approaches for the outcome of globalization and it has inevitable economic, social, 

cultural results. The rise of developing specifically in the east side is the single 

most important force reshaping the world economy at the beginning of the 21st 

century. Presently, India is considered as fastest moving economy, where 

reformations in the policies and regulations are indispensable en route for 

developed country. The new government has taken numerous initiatives to the 

industrial and business growth through Ease of doing business, Make in India, 

ebiz portal, Skill development, etc. Further, financial regulations, fiscal and 

monetary policies and other significant policies are continuously reforming on the 

track of emerging economy with strong governance mechanisms. Policymakers 

and regulators are continuously making progress in addressing business and 

economic flaws which will remain open to global trade and capital. International 

capital flows are providing Indian entrepreneurs with the capital resources for the 

growth of the company which will ultimately contribute to the development of the 

country in various ways like Infrastructure development, Social development and 

Economic development. With the liberalizing of the foreign policies and 

contribution through overseas fund, there is prospect of capital imbalances and 

risk in the economy, which may affect the economic stability from various 

perspectives. This article will contribute for better understanding of the present 

Indian economy and it highlights the importance of the globalized and liberalized 
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policies and its continuous reformations in the growth of the economy and its 

stability.

INTRODUCTION

Today, virtually every country in the world is affected by what happens in other countries. 

Globalization and liberalization is the increasing economic integration and interdependence of 

national, regional and local economies across the world through an intensification of cross border 

movement of goods, services, technologies and capital119. It has entailed key developments in 

trade, finance, and foreign direct investment by multinational corporations. Globalization of the 

Multinational corporations and financial sector has become the most rapidly development and 

most influential aspect of economic globalization. Globalization led to the reformation in the 

various financial and business policies according to need of the emerging economy, towards the 

new! era! of! economic! world.! The! world�s! economic balance of power is rapidly shifting and 

world trade is being transformed. This new economic order is governed by rules of law, financial 

and trade policies and cordial relations between nations.

Today,! Indian! economy! is! the! world�s! seventh! largest! by! nominal Gross Domestic Product 

(GDP) and third largest by purchasing power parity (PPP). 120 Its annual growth rate of GDP has 

been 7.2% in 2014 and it is expected to grow at the rate of 7.5% in 2015 and remain stable in 

2016.121 A more robust economic performance than was earlier indicated emerges from revised 

data based on an updated base year, wider coverage of goods and services, and the inclusion of 

tax data to estimate economic activity. Great changes are already begun and the final movements 

towards a New Economic Order, with its consequences for our planet, will be rapid ones. Rapid 

labor force growth, high rates of investment, and the continued absorption of technology in 

emerging markets will make this growth possible. 
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A pivotal election result in 2014, improved fiscal and current account deficits, and some 

movement toward resolving structural bottlenecks buoyed investor sentiment and foreign capital 

inflows improved growth prospects. Economic expansion picked up in 2014 where inflation 

markedly declined, and the external position was comfortable, helped by positive policies and 

lower global oil prices. Declining oil prices, weakening food inflation, improved job prospects, 

and a stable currency helped lift consumer confidence in the economy. The outlook is for 

economic strengthening through higher infrastructure spending, increased fiscal devolution to 

states, and continued reform to financial and monetary policy. The government underscored its 

intention to move steadily to tackle politically difficult structural issues that have stalled 

investment and limited economic performance in recent years. Recently, the monetary policy 

framework is formalized under which the primary objective is to maintain price stability while 

remaining mindful of growth. 

As we approach the turn of yet another century we do so with both sense of expectation and 

foreboding. With the increased competition from and among developing countries, occurrence of 

financial crisis, the shifting of economic power away from its traditional centers i.e. western 

countries, increase of carbon emissions as economies grows will have some negative impact on 

the reformation of new economic order. A further pickup in economic growth would be 

contingent on accelerated investment. Prospects look promising at this stage, though significant 

challenges remain. Policy momentum toward addressing structural bottlenecks that hampered the 

investment climate is likely to provide a fillip to the investment cycle. The competition is all-out 

because, now that it has started with a rocket speed, there is no way it can be reversed or called 

off.

GLOBALIZATION AND LIBERALIZATION

Globalization and Liberalization are the crucial and interlinked term used in the economics 

perspective. The first wake of globalization started in India when the economic liberalization 

policies were undertaken in the 1990s by Dr. Manmohan Singh, the then Finance Minister of the 

country. Since then, the economy of India has improved to a great extent and has significantly 

led to the rise in the standard of living of the people. Presently, Globalization and liberalization 

has greatly influenced the Indian economy and made it a huge consumer market in the world and 
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due to which new opportunities were created for imports and exports, firms could inc rease output 

and lower costs through economies of scale. Additionally, increased pressure of globalization 

compelled domestic firms to innovate and devise more efficient means of production, lower 

prices, better the quality of goods etc., in a fight for survival. The economic benefits of easing of 

policies regarding trade and tariff barriers, elimination of quantitative restriction on imports and 

exports, encouragement of international trade, adopting multilateral frameworks enabling firms 

to expand their horizons to the global market, led the world into globalized economy.

Globalization and Liberalization involves an increased level of interaction and interdependence 

among the various nations of the global economy. Undoubtedly strongest revolution of new 

world economic order has been one of digitalization of the world through Information 

Technology. This revolution was different because it made globalization even more obvious and 

stark. It made possible transfer of real time human labor across nations, witho ut transfer humans 

themselves. Further, it erased all boundaries which hinder free flow of information. 122 This has 

benefited in connecting world and its economies into one which has sharing and development of 

knowledge in societies which has contributed in the growth of the Indian economy.

The new government continuously trying to bring a slew of measures economic reforms to 

portray India on the path of globalization and liberalization. 123Presently, it also seems that India 

economy adopting reformations in the policies and regulations which would resultant benefits of 

trade liberalization and will also contribute in the anti-competitive practices in the market. The 

result of globalization and liberalization on the one hand led to increased economic growth and 

development of the economy on other hand increased the standard of living of people in India.

RECENT INITIATIVES TO BOOST INDUSTRIAL GROWTH

The new government has taken several initiatives to boost the economy of the Country. Since 

May 2014, the government has taken several strong measures to revive both growth cycle and 

investor sentiment. In the initial round of its major policy initiatives, the new government has 
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allowed the FDI in railways and defense sectors, followed by labor reforms, complete 

deregulation of diesel prices and easing of FDI rules in construction. 124Some of the major 

initiatives taken by the new government are as follows; 

MAKE IN INDIA

The prime minister emphasized the need to strengthen the manufacturing sector and indigenize 

production by! appealing! �Come,! make! in! India�! to! investors. 125 The revival of Indian 

manufacturing!a!top!priority,!reflected! in!his! �Make! in!India�! campaign!and!slogan! that! aims!to!

transform India into a manufacturing hub. The Make in India programme is aimed to facilitate 

investment, foster innovation, enhance skill development, protect intellectual property, and build 

best- in-class manufacturing infrastructure. Further, Information on twenty-five priority sectors 

has been provided on a web portal along with details of FDI policy, National Manufacturing 

Policy, and intellectual property rights among various others. The initiative also brings to light 

the challenges faced by the Indian manufacturing sector especially since it has been stagnant as 

compared to other East Asian countries. This programme will improve the manufacturing sector 

of India and will contribute in the export of the trade and growth of the economy. 

EASE OF DOING BUSINESS

The important measures that have been undertaken are liberalization of licensing and 

deregulation of a larger number of defence products, extending the validity of licenses to 

provided enough time to licenses to procure land and obtain the necessary approvals from 

authorities, adoption of checklist with specific time-lines for processing all applications filed by 

foreign investors in cases relating to foreign investments, automation of processes for 

registration with the Employees State Insurance Corporation, processing of environment and 

forest clearances online, reducing the number of documents for exports, adoption of best 

practices by states in granting clearance and ensuring compliance through peer evaluation, self-
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certification, etc.126 Currently, India ranks at 142 out of 189 in the Ease of Doing Business Index 

of World Bank which indicates the one of the complex country for doing business in terms of 

business and financial policies and regulations, but through the initiatives of the new government 

and reformations towards the ease of doing business in India, it seems that in the forthcoming 

years India will be considered as attractive destination for the business activities on the planet. 

E-BIZ PORTAL

Under the project a Government to Business (G2B) portal is being set up to serve as a one stop 

shop for delivery of services to the investors and address the needs of the business and industry 

from inception through the entire life cycle of the business. The process of applying for industrial 

licence and industrial entrepreneur memorandum has been made online

SKILL DEVELOPMENT

For promoting and improving the Skill development and entrepreneurial activities in India, one 

of the major and crucial step taken by the new government by setting up  of  a  new  Ministry  of  

Skill  Development  and  Entrepreneurship where work is being undertaken on setting up 

common norms for skill training  across  central  ministries/departments. While we look at the 

progress and what manufacturing has meant for China, we should consider the best practices. We 

need to guard against India becoming a sweatshop for the developed world and lay utmost 

emphasis on skilled manufacturing and human capital sustainability.

Apart from above mentioned initiatives, several other initiatives of the government, including 

efforts to revive stalled projects, re-schedulement of premium payouts for road ventures and 

relaxation of environmental clearances have also alleviated some sector-specific concerns.127

Further, for the initiative to be successful in India, the sectors need to possess these five 

attributes: high level of productivity, unconditional convergence, expansion, alignment with 

comparative advantage and tradability. Moving ahead on its reforms agenda, the government has 

also inched closer to its aim of rolling out the Goods and Service tax (GST) from April 
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2016.128To get the economy fully back on track with the introduction of major initiatives, the 

new government will have to keep up the pace of efforts for the improvement of investor 

sentiment, climate for doing business by removing bottlenecks, employment generation and 

containing inflation.

REFORMATION IN THE POLICIES AND REGULATIONS

In the competitive business world, one of the core requirements for the growth of the economy is 

providing the entrepreneur with the stable and flexible policies for doing business in any

particular region. The policies and legislations at the domestic and global level play a crucial role 

in the development of the economy. A new balance needs to be struck between market and 

government- led growth. In order to mitigate the myriad risks and meet the various challenges, it 

is imperative to strengthen international policy coordination and cooperation and in particular, 

macroeconomic policies worldwide should be aligned towards supporting robust and balanced 

growth, creating productive jobs, and maintaining economic and financial stability in the long 

run. The business environment exists with many types of policies and regulations like fiscal and 

monetary policies, land acquisition policy, banking regulations, competition law policy, labor 

market policies, company law, FDI Policy, Securities and Capital Market regulations, etc. 

According to the need of the business climate and economy, the policies are required to be 

reformed or new policies are required to be introduced as to provide the stable b usiness 

environment to the entrepreneur.

Fiscal Policy is considered as one of the key policies in any particular economy. It has direct 

linked with the taxation policies of the country. In India, fiscal deficit is a key issue for the new 

government. Fiscal deficit is a long-term issue that takes time to bring under control. The Union 

Budget of 2015 seems the fiscal deficit at 3.9 percent of Gross Domestic Product in 2015-

2016.129 The fiscal policy and its discipline should be kept in mind despite need for higher 

investment for the long term growth of the economy. Thus, the total impact of fiscal policy on 

growth may be largely neutral. Nevertheless, the long-term sustainability of the entitlement 

programmes is being questioned repeatedly and their reforms will remain on the agenda, 
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although the sharp political divisions will most likely prevent reaching any consensus in the near 

term.

Monetary Policy is again one of the critical policies which have direct impact on the economy. 

The direction of monetary policy has become more divergent in the Indian economy. Monetary 

are quarterly reviewed by the Reserve Bank of India which according to the situation and need of 

the economy, the position of interest rates and other rates are changed, reflecting a diverse 

economic situation. The Monetary policy has direct link with the other polices of the 

government, mainly fiscal policy.

Along with changes in the development landscape, there have been significant efforts at 

reforming the financial architecture of the country, which include strengthened financial market 

regulations, efforts to improve tax cooperation, and reforms of global economic governance. Yet 

more concerted efforts are needed to ensure the stability and sustainability of financing for 

sustainable development. Financial regulations need to be strengthened with the current changes 

in business environment and economy. The financial system intermediates the flow of funds 

between savers and borrowers and allocates these funds to productive uses within and across 

economies. Safety and soundness of both individual institutions and the system as a whole are 

crucial for economic growth and sustainable development. The financial system also needs to 

broaden the access to credit and other financial services to facilitate sustainable investments. 

Managing the trade-offs in reducing risks while promoting access to resources presents a 

complex challenge for policymakers.

In recent times, the new government has taken important steps to strengthen the resilience of the 

financial sector and reduce the risk of future crises through regulatory reforms. Domestic and 

International financial regulatory oversight and reformation of governance system of the same, 

easing of the business entry regulations, easing of commercial business transaction regulations 

and policies, strengthening policy coordination and financial regulation and supervision 

cooperation, and promoting the sound development of global financial markets and banking 

systems will led to the new world economic order. 

INTERNATIONAL CAPITAL FLOWS
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Foreign Capital has significant role in every national economy regardless of its level of 

development. The movement of money for the purpose of investment, trade or business 

production. Capital flows occur within corporations in the form of investment capital and capital 

spending on operations and research & development.130 Capital  flow  in  the  forms  of  portfolio 

and  foreign  direct  investment  is  not  only  an  engine  for globalization  but  also  a  catalyst  

for  economic development  for  developing  countries.131International capital flows are the 

financial side of International trade. International Capital flows can be in various forms like 

Foreign Direct Investment (FDI), External Commercial Borrowings (ECBs), Foreign Portfolio 

Investment (FPI), NRI Deposits, etc.

International capital flow such as direct and portfolio flows has huge contribution to influence 

the economic behavior of the developing countries positively. Capital inflows are necessary for 

macroeconomic stability as capital inflows affect132 a wide range of macroeconomic variables 

such as exchange rates, interest rates, foreign exchange reserves, domestic monetary conditions 

as well as saving and investments. Fitz Gerald (1998) theoretically argues that higher capital 

inflows lower interest rates, which helps increase investment and economic growth. 

Nowadays, virtually all countries are actively seeking to attract FDI, because of the expected 

favorable effect on income generation from capital inflows, advanced technology, management 

skills and market know-how. FDI plays a very important role of bridging the gap between the 

available resources or funds and the required resources or funds in the development of the nation. 

It inflows have remained the most stable and relevant source of financing for developing 

countries. Foreign Direct Investment (FDI) flows record the value of cross-border transactions 

related to direct investment during a given period of time, usually a quarter or a year. 133 A typical 

characteristic of these developing and underdeveloped economies is the fact that these economies 

do not have the needed level of savings and income in order to meet the required level of 

investment needed to sustain the growth of the economy. At the macro-level, FDI is a non-debt-

                                                
130Investopedia Capital flow definit ion. Retrieved from http://www.investopedia.com/terms/c/capital-flows.asp 
131SumanJeet (2009). Foreign Capital Flows into India: Compositions, Regulations, Issues and Policy Options. 
Working Paper No. 155. National Library of Australia. ISSN: 1037-4612. Retrieved from 

http://www.murdoch.edu.au/Research-capabilit ies/Asia-Research-Centre/_document/working-papers/wp155.pdf 
132Capital inflows, however, are not an unmitigated blessing. Large capital in flows often are associated with 
inflationary pressures, a real exchange rate appreciation, and deterioration in the current account. 
133OECD (2015), FDI flows (indicator). doi: 10.1787/99f6e393-en
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creating source of additional external finances. At the micro- level, FDI is expected to boost 

output, technology, skill levels, employment and linkages with other sectors and regions of the 

host economy.

In India, FDI is considered as a developmental tool, which helps in achieving self-reliance in 

various sectors and in overall development of the economy. In recent times, FDI inflows in India 

during the period from January-June 2015 in India stood at $19.4 billion in comparison to $14.94 

billion in the same period a year ago. The foreign investment inflows exhibited a fluctuating 

trend during the sex-months period, according to Department of Industrial Promotion & Policy 

(DIPP). The FDI's received in January stood at $4.48 billion as compared to the amount received 

in the same month last year which was $2.18 billion. According to data, the FDIs also increased 

in February as compared to the same month last year which was $2.01 billion, FDI in February 

2015 stood at $3.28 billion.134 The amount of the increased in the capital indicates the prospect 

development of the economy and currently, the new government has been continuously 

proceeding for economic reforms and is quiet assured to secure legislation to allow more foreign 

investment in various sectors.

RISK AND UNCERTAINTIES IN THE INDIAN ECONOMY

Risk and uncertainties are indispensable with the growth and development of the economy. Risk 

implies future uncertainty about deviation from expected earnings or expected outcome. Risk 

and Return have inverse relation from the economic point. Capital imbalances has negative 

impact on the economy of the country through sudden declines in capital inflows are more 

harmful as sudden declines of capital inflows may lead any economy into insolvency and affect 

the various macroeconomic variables. Therefore, effective buttressing of these capital inflows is 

a key economic policy issue today. Countries with sound macroeconomic policies and well-

functioning institutions are in the best position to reap the benefits of capital flows and minimize 

the risks. India's inability to deal with capital inflows is partly a result of the government doing 

less of what it should do more of, and doing more of what it should do less of. 

                                                
134How much FDI d id India really get in January-June 2015? (2015, October 1).DNA India. Retrieved from 

http://www.dnaindia.com/money/report-how-much-fd i-did -india-really -get-in-january-june-2015-2130556 
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A significant part of capital imbalances and risk appears to be driven by weaker demand in many 

economies since the global financial crisis along with a decline in potential output. There is 

precious little in terms of economic reforms, but the government has gone to great lengths to 

encourage more capital inflows. Further, any deviation from the policy interest-rate path 

expected by financial markets could have major ramifications in financial markets. 

From a global perspective, the magnitude of current-account imbalances does not appear to pose 

an imminent threat to the stability of the economy, but capital account imbalances pose and 

threat to the stability of the economy. International policy coordination can be further 

strengthened to reduce risks associated with volatile capital flows and enhance financial safety 

nets.

India as emerging economies continues to face a challenging macroeconomic environment, as 

weaknesses in their domestic economies interact with external financial vulnerabilities. Much of 

the recent downturn in emerging economies outside Asia can be attributed to weak growth in 

investment and in total factor productivity. A broad-based downturn in emerging economies, 

particularly a sharp slowdown in China, would not only weigh on growth in smaller developing 

countries and economies in transition, but could also derail the fragile recovery in emerging 

economies like India. Further, the crisis in Ukraine has led to several rounds of sanctions 

between the Russian Federation and leading OECD economies. Over the course of 2014, those 

countries have introduced a series of increasingly tough sanctions against the Russian economy 

other economies.

Currently, it seems that India has adequate reserves to mitigate risks associated with volatile 

international capital flows and open capital accounts. Further reformations in the policies in 

parallel with the global risk uncertainties can play an increasingly critical role in strengthening 

global economic cooperation, enhancing global financial stability and creating a financial 

architecture that enables sustainable development.

RISING OF NUMBER �ECONOMIC GROWTH

Today�s!scenario!has!completed!change,!the!year!2015!and!onwards!will!be!considered!as!fastest!

growing economies and the key factors for businesses to look out for: 
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§ US economic growth: US unemployment has fallen during July 2015135 below 5.3%, which 

is lowest since 1973 and if it is, combined with lower oil prices; it will contribute to rising 

household consumption. In main scenario, US economic growth of 3.2% in 2015, the fastest 

growth rate since 2005. In line with this, we expect the US to contribute around 23% of 

global GDP growth in 2015136, its largest contribution in a single year since before the 

financial crisis.

§ Economic growth in China: China will make the biggest contribution to global growth in 

2015. However, its projected growth rate of 7.2% would be its slowest since 1990 and its 

high debt levels pose some downside risks to that main scenario. 137

§ India expected to resume growing at above 6%: After growing at below 6% since 2012, 

the year 2015 could be the year that India turns the corner, posting growth of around 7%. In 

the short-term,!low!oil!prices!are!likely!to!increase!GDP!growth,!ease!the!pressures!of!India�s!

high current account deficit. Further it is predicted that oil prices will average between $60-

70 over the course of 2015138 and finish the year at around $80. Looking towards the longer-

term, India took a step towards implementing new structural reforms which will boost the 

economy.139

LOOKING BEYOND THE CRISIS AND RECESSION

In 2008,! the! world�s! financial! system! was! shaken! to! the! core! with! a! global! financial! crisis.!

Followed by Recent breakdown of Greece nations (in 2015) has shaken the world economy and 

which has major impact on the global markets. Greece's debt crisis has kept the world glued to 

their respective stock markets. International financial crisis has exposed the inadequacies and 

deficiencies of the existing international monetary and financial system. In recent months, 

domestic policy makers have focused on pulling the world economy back from the brink of 

collapse, and appropriately so.

                                                
135Myles Udland (2015, July 23). This is the most insanely bullish commentary we've read about the US economy in 
a while. Business Insider India. Retrieved from http://www.businessinsider.in/This -is-the-most-insanely-bullish-
commentary-weve-read-about-the-US-economy-in -a-while/articleshow/48192079.cms  
136John Hawksworth (2015). Predict ions for 2015: The US back in the game!, PWC Global Economic Watch. 
137
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138John Hawksworth (2015). Predict ions for 2015: The US back in the game!, PWC Global Economic Watch.  
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Currently, Great Recession in Greece heralded the beginning of a new global era. On the one 

hand, it has exposed fault lines in the global economy, particularly in the economies like Ind ia. 

On the other hand, the recovery from the recession is being propelled by the dynamism and 

extraordinary growth in the leading developing countries. The reformation and improvement of 

the international monetary system, with a broad-based international reserve currency system 

provides stability and certainty ultimately to the economy of the country.

FUTURE BELONGS TO BRICS, INDIA IN FRONT

When! it! rains,! it! pours.! The! International! Monetary! Fund�s! (IMF)! annual! report! on! global!

economic activity shows the world�s!economic! landscape!has!shifted!dramatically,!with!western!

economies declining faster than previously imagined. In its Report140, the IMF says China has 

unseated! the!US!as! the!world�s! largest! economy,! with! India! ranked! third! ahead!of! Japan.! The!

concept and the emerging reality of BRICS as a geopolitical and economic grouping of nations 

introduce a new dynamic to global governance and economic relations. 141BRICs have robbed the 

US of its 21st-century unipolar moment, rewritten the rules of East-West global engagement, and 

reshaped!the!world�s!patterns!of!trade!and!the!world�s!distribution!of!economic!activity.

In the recently organized 7th BRICS summit142, it brings together a group of nations on the 

parameter of 'future potential,' rather than existing prosperity or shared identities. Currently, 

BRICS nations account for 43% of the world's population and 27% of the planet's land area 

which is rapidly contributing to the world economy in new order. The increased cooperation of 

BRICS in economic, finance and trade matters, will contribute to the long-term steady, sound 

and balanced growth of the world economy. Creation of the new international financial 

institution called New Development Bank (NDB) is again the historic mark of their future and in 

contribution to world economy. And it is clearly geared to lend money for real development, 

without the hated austerity conditionality and green policies associated with the IMF and World 

Bank.
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141Pravin Gordhan. (2007). An Emerging New World Order. Retrieved from 
http://www.aucegypt.edu/GAPP/CairoReview/Pages/articleDetails.aspx?aid=75 
142The 7th BRICS simmit held on 8-9 Ju ly 2015 summit of the head of states or government of the BRICS member 

staes. It was held in the Russian city of Ufa in Bashkortostan (see http://ufa2015.com)  
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Where,!India!has!a!rare!opportunity!to!become!the!world�s!most!dynamic!big!economy. Recently 

International Monetary Fund (IMF) in its World Economic Outlook (April 2015)143 says that 

India and United States are expected to emerge as the fastest growing economies among the 

major!emerging!and!advanced!economies.!While!India�s!growth!rate is expected to pick up from 

7.2% in 2014 to 7.5% in 2015 and remain stable at that level in 2016 growth in the United States 

will pick up from 2.4% in 2014 to 3.1% in 2015 and remain stable at that level in 2016. India 

will do well to take full advantage of the changing global scenario where the macroeconomic 

risks have slightly declined even as financial and geo political risks have gone up the other way. 

India and Emerging markets used to be a beacon of hope in the world economy, but now they are 

more often a source of gloom.

EVENT OF NEW ECONOMIC ORDER

The new order of economic emerges as a consequence of the impact of globalization that placed 

the Nation-State at the center of the economy and the rule of law. This new economic order may 

be ascertained by the observation of mainly two phenomenons: globalization and liberalization 

of the economy and reformations in the current policies and regulations. 

After decisive general elections of 2014, the elected new government has completely changed 

the face of Indian economy in front of the whole world with their major initiatives in the 

introduction and reformation of the business and financial governing policies and regulations 

towards globalization and liberalization. The new government breaks down economic structures, 

thwarts decades-old legacies of Plan era, cuts down on doles and subsidies and starts building 

new institutions to move towards more market driven economy, a new resurgent India is in the 

making towards a developed country.144The Union Budget of 2015 came out with a pragmatic 

way which is directionally focused at achieving growth and keeping the fiscal prudence in mind. 

The focus is on ease of doing business in India and increased infrastructure spends. 145 Further the 

                                                
143World Economic Out look Database. Retrieved from http://www.imf.org/external/pubs/ft/weo/2015 
144OP Thomas (2015, January 26). A new economic order is rising. DNA News. Retrieved from 

http://www.dnaindia.com/money/comment-a-new-economic-order-is-rising-2055678 
145SouravMajumdar (2015, February 28). ArunJaitley's Budget 2015 sets the stage for a new economic order. 
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Budget also focused on enhancing the foundations of competitiveness and social wellbeing of its 

people.146

Further, the coordinal international economic relations between the nations are again of the most 

crucial driver of the Indian economy. The field of International Relations deals with fostering 

cooperation in the community of nations, to achieve good international outcomes, whether 

through benevolent hegemony or explicit institutions. With the observances of the common rules 

and norms, embracing liberal economic systems, forswearing territorial conquest, concerning 

problems of global climate change, respecting national sovereignty, and adopting participatory 

and democratic systems of governance, will have overall impact on the growth of the society and 

economy. 

CONCLUSION

India is flying towards new economic order. Globalization and increasing economic 

interdependence with the national economies are indeed very important. International economic 

relations and Global governance are changing as countries rise and these shifts will be 

incremental. The policymakers will continue to make progress in addressing economic flaws and 

that will remain open to global trade and capital. The role of the law and policymakers is 

immense in the growth of the economy. The rise of developing specifically in the east side is the 

single most important force reshaping the world economy at the beginning of the 21st century. 

India's growing weight in the world economy is elevating it to a central position in global 

economic and financial affairs. It is a world of rapidly shifting markets characterized by 

changing!patterns!of! trade,! investment! and!opportunity.! Today�s! transition!of! Indian! economy!

had opened new opportunities on the worldwide economic platform. The coming changes will 

represent a strong fundamental shift in the Indian economic order.

                                                
146Amit Kapoor (2015, March 2). Enhancing India�s! Competitiveness:! A! New! Economic! Order! in! Making.!
Retrieved from http://www.businessinsider.in/Enhancing-Indias-Competit iveness-A-New-Economic-Order-in-

Making/articleshow/46428006.cms  
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RETROSPECT AND PROSPECT OF DIRECT CASH TRANSFER SCHEME AND ITS

IMPACT ON THE ECONOMY

- SAMARTH SHARMA
*

INTRODUCTION

Social projects have constantly appreciated budgetary need in India. In the budgetary allowance 

for the current financial year of 2014-15, just about Rs.2,50,000 crores were assigned to 

sponsorships embodying food, fuel and fertilizers.147Rs.1,15,000 crores were distributed to food 

subsidies, while Rs.65,000 crores were checked for fuel sponsorships. An alternate Rs 73,000 

crores would be spent on fertilizers. In this generation of employment, Rs. 34,000 crores will be 

spent on NREGA (National Rural Employment Guarantee Scheme). 148

The figures may cause a considerable measure of eyebrows to shoot up however they are of little 

help to poor people. In spite of spending such humongous sums on open welfare, little to nothing 

ends up at the disposal of poor people.149 India is known as the yearning capital of the world with 

about one fourth of its populace moping in appetite.150 We have more poor in India than 26 of 

the poorest African nations joined.151 Albeit different reasons have been credited to this, primary 

reasons are focusing on inefficiencies, spillages, leakages, large administrative cost and 

participating expanses.152 As per a Planning Commission gauge, the Government needs to spend 

Rs. 3.65 to exchange Re. 1 to poor people, showing a gigantic spillage of 70%. 153 In an alternate 

evaluation, it was discovered that for each Rs. 100 that the Government spends, just Rs. 21.6 is at 

last transferred to the poor through the Employment Guarantee Scheme and simply Rs 11.2 

                                                
*  The author is a 3rd year BA, LL.B student at at West Bengal National University of Ju rid ical Sciences.
147Reuters , Highlights-India's Modi focuses on growth, deficit in first budget , July 10, 2014, available at 
http://in.reuters.com/article/2014/07/10/india -budget-idININBUDGET20140710, (Last visited on August 18, 2014).
148Times of India, Nrega Lives On, In New Avatar, July 11, 2014, available at 

http://timesofindia.indiatimes.com/budget-2014/union-budget-2014/NREGA-lives-on-in-new-
avatar/articleshow/38172239.cms. (Last visited on August 18, 2014)
149Sachin Chaudhuri, Do Poor Gain from Subsidies?, 21(12)  Economic and  Po lit ical Weekly 461, 461 (1986) 
150Deccan Herald, India is still world's hunger capital, August 16, 2014, available at 
http://www.deccanherald.com/content/21720/india -still-worlds-hunger-capital.html. (Last visited on August 18, 
2014)
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through the Public Distribution System.154 Of the Rs.2000 crores spent on grain appropriations in 

India, just 10% of the sum i.e. Rs.200 crores arrived at the poor as 19 % of the allocated cash 

went to non-poor, 43% was occupied while 21% was lost to government inefficiencies like 

absence of storerooms, poor transport and appropriation frameworks. 155With such outrageous 

inefficiencies and rising budget deficits, economists and policy makers, socialists and capitalists 

are locked in a debate over the justification of such expenses which are ostensibly 

pointless.156They look to answer whether an update of the structure is essential or whether a 

radical change must be accumulated or whether one ought to scrap such plans out and out and 

redirect the add up to other fund-starved territories. Yet with poverty levels still high as can be, 

scrapping poverty alleviation projects is by all accounts an improbable situation. Nonetheless, 

with regularly fixing supports, an option or an advancement is direly required. Furthermore such 

an!option!may!be!Direct!Cash!Transfers!(hereinafter!�DCT�).

It is to be noted that in this paper the author after giving a brief take on the present scenario will 

then deal with a brief history of Direct Cash System and the leakages caused due to inefficiency 

in the public distribution system. Right after this retrospective analysis the paper will discuss the 

prospects and positive aspects of direct cash scheme. Finally, in the last section the paper will 

briefly analysis the economic impact of direct cash scheme on the economy.  

RETROSPECT

A. A BRIEF HISTORY

Cash Transfer schemes are accepted to have developed in the Latin American nations in the 

1990s.157 These plans were created to essentially give money related help to the poor on occasion 
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of financial emergency and to urge individuals to take part in social welfare programs. Progresa,

a Mexican project is viewed as the soonest of such activities. It was started to lead and bestow 

instruction, health and nourishment building exercises in a coordinated way. 158 Numerous 

economists accept that Direct Cash Transfer is a novel social welfare advancement of South 

American nations. Hanlon in his work Just Give Money to the Poor presents money exchange as 

a Southern leap forward out in the open welfare, calling it an development revolution from the 

South159 as the Latin American countries have been taking part effectively in this field in present 

day financial history and plans like Bosla Familia and Oportunidades have been altogether 

effective. On the other hand, it might not be right to say the Latin American nations are pioneers 

in this field. Direct Transfer like plans have been around in changed economies through diverse 

times of time. Our neighboring nation Bangladesh had been fiddling with the thought of a money 

exchange based venture to advance young ladies' optional training subsequent to the early 1980s, 

at long last actualizing it in the 1990s in a phased manner.160 Money Transfer plans have been 

seen around since medieval times and references to such plans have been noted in a few Indian 

and!Islamic!writings.!In!Kautilya�sArthashastra, we notice a system of tax payments wherein the 

poor received benefits from the rich in the form of transfers. Moves were made in differed 

circumstances extending from characteristic catastrophes to instances of interminable or chronic 

indigents. Various Sultans and Shahs were known to follow a system of Zakat through which the 

poor and the needy received financial support from state revenues. 161

B. LEAKAGES IN THE PREVIOUS SYSTEM

Wide inter-State variations in different types of leakages have been observed. In the self-

explanatory tables below, the States are grouped with respect to the intensity of the problem of 

leakage of subsidized grains.

                                                
158Leigh Gantner, An Integrated Approach to Poverty Alleviation in Mexico , available at 
http://cip.cornell.edu/DPubS/Repository/1.0/Disseminate?view=body&id=pdf_1&handle=dns.gfs/1200428168  
159Joseph Hanlon, Just give money to the poor (2012), available at 

http://www.sinteseeventos.com.br/bien/pt/papers/josephhamlonJustgivemoneytothepoor.pdf. 
160Jane Raynor, Kate Wesson, The Girls� Stipend Program in Bangladesh , 2(2) Journal o f Educat ion for 
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161Jayati Ghosh, Cash Transfers as the Silver Bullet for Poverty Reduction: A Sceptical Note, 46 (21) Economic & 
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In addition to leakages, Targeted Public Distribution System suffers from diversions of 

subsidized grains to unintended beneficiaries (Above Poverty Line households) because of Error 

of Inclusion. While small inclusion errors and diversions could be ignored (as these could be due 

to genuine measurement errors), in the States of Andhra Pradesh (36%), Himachal Pradesh 
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(20%), Karnataka (42%), Kerala (21%) and Tamil Nadu (50%), the proportion of subsidized 

grains received by APL households is unacceptably large. Notes prepared by the field units of 

PEO suggest that a section of the APL households holding BPL cards actually do Very High 

Leakage (+50%) High Leakage (25%-50%) Moderate Leakage (10% to 25%) Very Low 

Leakage (Less than 10%) 1 2 3 4 Bihar, Haryana & Punjab Rajasthan & Uttar Pradesh Andhra 

Pradesh, Gujarat, Karnataka, Kerala & Maharashtra Assam, Himachal Pradesh, Madhya Pradesh, 

Orissa, Tamil Nadu & West Bengal.162

There are many other systematic drawbacks in the old Public Distribution System (PDS) that has 

made incorporation of a new system a necessity. The PDS/TPDS currently suffers from a 

number of issues that makes it impossible to ensure that the allotted quota of help or subsidy 

reaches the intended underprivileged part section of the country.  

· One of the serious drawback of the PDS in India that has caused the leakage is its 

inefficiency. A large number of families living below the poverty line do not yet have the 

access to ration cards as they are not been enrolled even after constant drills of enrolment 

by the state and central government.  

· Various sham proportion cards which don't compare to genuine families, exist in the BPL 

& AAY classes. Sustenance drawn on the premise of these false cards is a critical 

spillage/leakage from the framework, as it doesn't reach the intended individuals. Also, 

these additional cards blow up the quantity of BPL and AAY cards available for use and 

further diminish the measure of nourishment/food accessible to each legitimate 

beneficiary.163

· There have been marked instances where without the knowledge of a rightful entitled 

family, there benefits are being availed by the families who are way above the below 

poverty line. 

· Blunders in classification of families that prompt BPL families getting APL cards and the 

other way around.  

                                                
162Planning Commission of India, Performance Evaluation of Targeted Public Distribution 11, available at  
Systemhttp://planningcommission.nic.in/reports/peoreport/peo/peo_tpds.pdf (last visited on 20, Feb, 2015)  
163UID AND PDS System, available at- http://pdscvc.nic.in/Annexure%20C.pdf 
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· A noteworthy allotment of profits gave to the APL classification under the TPDS, are not 

profited by the planned recipients and are rather redirected out of the framework.  

· The most serious flaw plaguing the system at present is the lack of transparency and 

accountability in its functioning. The system lacks transparency and accountability at all 

levels making monitoring the system extremely difficult. 164

· The size of issue and the nature of nourishment grains conveyed to the recipient is 

infrequently in similarity with the arrangement. Numerous FPS are open just for a couple 

of days in a month and recipients who don't visit the FPS on nowadays are denied their 

privilege. The FPS additionally utilize numerous reasons to both charge higher rates and 

convey diminished amount of sustenance grains.  

There are likewise noteworthy contrasts in the way in which the Center and States land at 

the quantity of BPL families. This bungle normally means lower designations for every 

family as states touch base at higher quantities of BPL families. As this issue may not go 

away even after diminishment of duplicates, a standard method for doing this must be 

landed at for every state to determine this issue.  

PROSPECT - OF DIRECT CASH TRANSFERS

Direct Cash Transfer is picking up ubiquity as a distinct advantage for poverty alleviation across 

the world. Its capacity is to do what it has been named: Direct Cash Transfers or provision of 

cash support in a direct manner. In this way, here, as opposed to giving products at a subsidized 

rate at ration shops, the government will directly transfer cash to the intended beneficiaries with 

which they can purchase the desired goods at their disposal from the regular retail shops. 

With the development of innovation, cash transfers are steadily picking up a notoriety of a 

cutting edge and more proficient option to the routine Public Distribution System. The 

Government additionally stands to collect significant increases from this undertaking in 

examination to the current framework. An internal rate of return of the value of 52.85% is 

expected to be earned by the government from the implementation of this project. 165

                                                
164

Id.
165The Economic Times , Nipfp Study: 52.85 Per Cent Returns Expected From Aadhaar Project , Nov 10, 2012, 
 http://articles.economictimes.indiatimes.com/2012-11-10/news/35032814_1_aadhaar-pro ject-unique-identification-

authority-corruption-and-pilferage. (Last visited on August 18, 2014) 
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Direct Cash Transfers can be grouped into two expansive divisions. First and foremost division 

is on the premise of Conditionality. Under Conditionality, cash exchanges can be either 

restrictive or unqualified. Contingent cash exchanges require the planned recipient to meet 

certain pre decided demands to qualify for the benefit.166 For instance, the legislature may 

designate Rs. 1000 to each family inside a certain pay bunch upon vaccination of their 

youngsters. Genuine exchanges then again don't require the imminent recipient to satisfy any 

interest. The second division is on the premise of what size or segment of the populace is being 

focused on. On the off chance that the profits are to be given all around and everybody is 

regarded qualified, then such an exchange will be viewed as Universal Cash Transfer. 

Nonetheless, if the profits are being administered just to a certain segment, then such an 

exchange will be viewed as Targeted Cash Transfer. 167

The key steps in execution of this plan are recognizable proof of who the recipients are and what 

the amount of transfer will be. Upon a right identification of an individual, qualification of an 

individual can be effectively decided. The distinguishing proof of an individual is critical as it 

serves to recognize meriting and undeserving hopefuls. The correct identification will help in 

removing the ineligible beneficiaries. This is where the role of an efficient identification card 

begins, an identification card like Aadhaar.  

POSITIVE IMPACTS

The positive impacts of the Direct Cash Transfer can be summarized as follows:  

1) In this model, targeted population will get benefits. The government spends over Rs.70,000 

crore a year on providing kerosene, fertilizer and cooking gas at below market rates. The purpose 

of direct subsidy is to ensure that it reaches the targeted beneficiaries. Thus, people who deserve 

it will get it. 

2) DCT will facilitate monitoring the subsidy transactions carried out at different levels. Hence, 

better monitoring can be ensured in order to curb corruption.  

                                                
166

Supra note 15. 
167

Id.
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3) When government spending on subsidy reduces, fiscal deficit will decrease and inflation can 

be controlled. 

4) DCT gives a scope to expand financial inclusion. There shall banking facility for all since 

having a bank account is mandatory on the part of the beneficiaries. It would stop large-scale 

diversion of subsidized goods, while giving poor rural Indians the opportunity and motivation for 

opening their first bank accounts.168

ECONOMIC IMPACT OF DIRECT CASH SCHEME

The goals of the Direct Cash Transfer plan are respectable. The push is on move from the creak y, 

item focused appropriations to an arrangement of electronic, direct money exchanges to the 

destitute individuals. The defenders hail the plan as a panacea to all present issues. The desires 

from this plan are numerous, out of which, generation of meaningful fiscal saving, better 

identification of the poor and boosting consumption are at prime. But on the other hand the 

opponents of this scheme believes that the idea of Direct Cash Transfer is an ambitious project 

which will never prove its worth. In order to gauge the economic viability and implications of 

the scheme of DCT the author would like to answer the following questions:  

I. Is there any potential for Fiscal savings? 

II. Will it have a great impact on fiscal health of India? 

III. Impact of Direct Cash Transfers on Aggregate Demand & Supply: 

IV. What is the possible Impact on Consumption? 

IS THERE ANY POTENTIAL FOR FISCAL SAVING?

Our nation's enormous measure of welfare spending is a significant giver to our decreasing 

public finances. A year ago the budget deficit was 5.8% of gross domestic product. The 

legislature says the new cash transfer plan can produce abundantly required investment funds 

and budget savings by wiping out corruption, for example, individuals utilizing fake 

recognizable proof documents to get the same benefit twice. It essentially implies that the 

                                                
168Bandana Chowdhary, Impact of Direct Cash Transfer in India, available at 
http://theglobaljournals.com/paripex/ file.php?val=June_2013_1371303541_72a9a_16.pdf (last visited on 20, Feb, 

2015)
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government will direct the money saved, which initially was leaked out due to the inefficient 

system,!to!the!deficit!financing!of!the!nation�s!economy.

Although it has to be noted that it would only happen if the government successfully wipes out 

the inbuilt corruption in the system. Interestingly, the government by linking of Direct Cash 

Transfer!to!the!AADHAR!scheme,!has!ensured!that! �X!is!truly!X�.!This! is!where!the!bulk!of!the!

fiscal savings lie�by rooting out fake beneficiaries, ghost ration cards and identification-error 

related leakages. 

It can therefore be concluded that if the current plan is followed that way it has been laid down. 

It will definitely bring stop most of the leakages discussed above and the money saved from 

these leakages shall improve the fiscal worth/savings of the nation.  

WILL IT HAVE A GREAT IMPACT ON FISCAL HEALTH OF INDIA?

Majority of the spillages is credited to identification errors, for example, fake 

recipients/beneficiaries, ghost ration cards. These spillages/leakage run between 15-20% of the 

nations GDP. The legislature's allocation for the plans possibly qualified to be brought under 

Aadhaar linked DCT (Direct Cash Transfer) in the Fiscal Years from 2013 to 2015 is liable to be 

about Rupees 3 lakh crore which includesPDS food and kerosene, LPG, fertilizers, MGNREGA, 

scholarships, pensions, Indira AwaasYojana. In the event that these plans are inevitably brought 

under Aadhaar and the system is rolled out in the whole nation, a progressive leakage saving 

evaluation of 15% would bring about total funds of Rs.45,000 lakh crore, which is around 0.5% 

of GDP. In the event if it does better than expected and plugs leakages to the tune of 25%, this 

would result in savings of about 0.8% of GDP.  In this way we see that the normal results as far 

as amount is concerned is much lesser, yet at the same time worth. At first, the profits will be 

unassuming and modest. A little part (around 3%) of the GDP that is government 

consumption/expenditure on welfare projects is thought to be brought under Cash Transfers. This 

implies that the plan may not take care of all the monetary issues in next few years. But if it 

keeps on running for at least 10years then we may witness a system that is finally proving an 

asset to the economy and simultaneously fulfilling the social cause.  

WHAT IS THE IMPACT OF CASH TRANSFERS ON AGGREGATE DEMAND & SUPPLY?
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Before we answer this question, it is important to know what does Aggregate Demand and 

Aggregate Supply implies. Supply.Aggregate demand is the sum of demands for all the goods 

are services in an economy at any particular time. 169 It is usually defined as the sum of 

consumer�s! expenditure,! investment,! government! expenditure,! and imports less exports. 

Aggregate supply is the total supply of all the goods and services in any economy.  

As we have already discussed as to how Direct Cash Transfer linked with AADHAR will bring 

down the amount leakages in the system. It is quite clear that the amount saved by non- leakage is 

nothing but the saving from the de-duplication. Automatically, due to the generation of saving, 

the government expenditure comes down assuming every other component remains unchanged. 

At!this!point!a!�Fiscal!Drag�! is!created! specifically!due! to!reduction in government expenditure. 

�Fiscal!Drag�!refers!to! a!situation!when!due! to! lack!of!state!spending!or!to!excess!taxation,!the!

aggregate demand reduce in the economy.  Ultimately, the natural course of action of these 

preceding changes is reduction of aggregate demand and growth. Hence, it can be concluded that 

Direct Cash Transfer should dampen aggregate demand and growth.

WHAT IS THE POSSIBLE IMPACT ON CONS UMPTION?

In order to understand how DCT scheme will affect the consumption at both micro and macro 

level,!let�s!understand!it!via!an!easy!example.!On!the!off!chance!that!10!kg!of!rice!at!Rs.!50!every!

kg is supplied at Rs.10 every kg through general society appropriation framework (PDS), the 

poor spare Rs.400. Without PDS, he would have spent this Rs. 400 to purchase the same amount 

of rice from the market. This spared sum now gets spent on different things. Rather, if Rs. 400 is 

given as direct cash transfer disposable at one's will, the outcome would likewise be the same. 

There would be no diminishing in grain utilization yet there can be an enhancement of needy 

individuals'!eating!regimen!and!a!diversification!of!poor!people�s!diet.

On micro level, the objective that DCT aims to achieve is a greater fraction of unhindered 

transactions between the government and the intended recipients. As we know that the 

                                                
169General Knowledge Today, Available at- http://www.gktoday.in/economic-analysis-of-d irect-cash-transfer-

scheme/ 
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propensity to consume of an individual is the proportion of disposable income the concerned 

individual desires to spend and the marginal propensity to consume is the proportion of 

additional income that an individual desires to consume. It is therefore fairly obvious that the 

marginal propensity to consume is higher than those middlemen who are currently wrongly 

devouring the benefits. If there should be an occurrence of money sponsorship or cash subsidy of 

Rs.400 specified in the above case, it is likely that the recipient utilizes most piece of this 

appropriation for utilization and that is the reason he would have higher marginal propensity to 

consume than the usurper middlemen.  

On macro level, the direct cash transfer will effectively and efficiently transfer the purchasing 

power from the middlemen to the intended beneficiaries. It essentially means that the purchasing 

power is transferred from a person who is presumably better off and have a relatively lower 

marginal propensity to consume to a person who is in need and has a higher marginal propensity 

to! consume.! Automatically,! this! would! lead! to! more! transaction! and! increase! the! �fiscal!

multiplier�! of! every! rupee! the! government! spends.! Ultimately considering every other factor 

remains equal, the direct cash transfer would lead to boost in consumption as well as aggregate 

demand. 

CONCLUDING REMARK ON ECONOMIC IMPACT (DCT)

Interestingly, there in a dual contrary impact of direct cash transfer on aggregate demand. It is to 

be noted that the net impact on aggregate demand will depend on the magnitude of each of the 

contrary forces discussed above. Essentially, if the increased fiscal multiplier from direct cash 

transfer over-rides the impact of lower government spending on account of AADHAR, the 

aggregate demand will get a boost. On the other hand, if the saving from de-duplication swamp 

the effect of the fiscal multiplier, the aggregate demand will come down. Hence, if we put the 

above analysis in the real world, it is highly probable that the aggregate demand do not get 

effected to a great extent as there are two opposite forces taking it two opposite directions.

It is therefore submitted that the direct cash transfer scheme is no doubt a welcomed step for the 

economy of the country as it most probably will raise the fiscal saving of the country and 

improve its fiscal health. Although, how much will it generate and in what direction to change 

the aggregate demand in the economy is hard to speculate theoretically.  
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UNDERSTANDING THE CHINESE STOCK MARKET CRASH, 2015 �A PRIMER TO

CHINESE CAPITAL MARKETS LAW

- RAGHUVEER SINGH M EENA
*

ABSTRACT

The Chinese economy has undoubtedly been a cause of concern in the recent 

past. Emerging from its Communist regime controlled closed economy to a 

gradually liberalizing model focused upon �corporatization without 

privatization� China has attempted to resemble economic models adopted in the 

West. The Chinese capital markets are an indication of the same. This paper 

attempts to analyze the existing Capital Markets structure in China and 

thereafter elucidates the causes of the recent Stock Market Crash. In an economy 

where investment opportunities are limited and the voice of the Government is 

seen within the Capital Markets structure, investors are often left without a 

choice. In an attempt to ease this concern the Chinese Government has adopted 

Western Capital Markets structures and has also introduced Margin lending to 

boost the stock market. Unfortunately, 2015 proved to be disastrous for the stock 

market and the limited margin lending regulation saw China�s stock market 

crash. This paper analyses the legal structure of the Chinese capital markets and 

the regulations governing investment to advocate that the present crisis has its 

roots in the legal and economic structures and the excessive governmental 

regulation in China has only cemented worries about the same. Part I of this 

paper analyses the saving model, investment opportunities and the nascent 

stages of China�s capital markets. The next section throws light on the recent 

changes introduced in Capital Markets regulations and the last segment of the 

paper elucidates the key causes of the 2015 crisis.  

                                                
* The author is a 5th year BA, LL.B student at National Law School of India Un iversity, Bangalore. The author can 

be contacted at raghuveersinghmeena@nls.ac.in.
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INTRODUCTION

In an interconnected world described by cooperative monetary exercises, capital markets 

frame the foundation of exchanges. While capital markets are an umbrella term for a 

combination of monetary markets like value and security markets they work as an inseparable 

unit to empower money related exchanges. China today is a huge player in the realm of capital 

markets because of not just its potential outcomes that are getting to be accessible to other global 

players but also because of the exceptional size of the Chinese economy.  

It is crucial to note that the Chinese capital markets are not as open while contrasted with 

other capital markets in the world, for example in the United States of America. The blockades 

of government regulation and approbation restrict the extent of entry into Chinese capital 

markets.170 However,!on!the!other! hand!China�s!entrance! into!the!World!Trade!Organization!has!

made its internal securities market more appealing to investors globally. 171

While perceiving the restrictions of Chinese capital markets, it is crucial to enlist China's 

financial force both in Asia and universally. In 1970 China endeavored an economic reform to 

replace the state owned and controlled economy to a market players' economy elucidated by 

multiple players. This prompted the conception of China's driving national security exchanges, 

the Shanghai and the Shenzhen stock Exchange. 172 These trades today assume a dynamic part 

and have the capability of getting to be bigger to empower more noteworthy worldwide 

collaboration.  

China as a country is known for its saving patterns and the capital markets endeavor to 

channel such reserve funds to pump the financial markets, while regulating the same with the 

arrangement of national stock exchanges. The populace and savings are therefore motivators for 

development of Capital markets in China.173However, 2015 has seen the collapse of the very 

                                                
170Dong Anshen and Han Liyu, How Law Reform Enhances Trading on the Chinese Capital Market , Volume 10 
Uniform Law Review, 226-227, (2005). 
171Yuwa Wei, Volatility of China�s Securities Markets and Corporate Governance, Suffolk Transnational Law 
Review, 207, (2005-2006) 
172Serena Y. Shi, Comment Dragons� House of Cards: Perils of Investing in Variable Interest Entities domiciled in 

the People�s Republic of China and Listed in the United States, Volume 37, Fordham International Law Journal, 
1265-1266, (2013-2014). 
173Financial Sector Assessment, China: Financial Sector Assessment Program, (November 2011), 

http://www.worldbank.org/content/dam/Worldbank/document/WB-Chinas-Financial-Sector-Assessment-Report.pdf 
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same stock exchanges in China. 24th August! 2015!has!been! coined! �Black!Monday�! following!

this catastrophic collapse in China.174 The crisis unfortunately is not limited to China alone and 

its aftershocks have been felt across the world, as seen in the Dow Jones in America to the 

National Stock Exchange in India.175

This paper attempts to scrutinize the background of the crash in order to establish the key 

factors of Chinese capital markets that failed. Further the Author has adopted a comprehensive 

research model that analyses the overall Capital market activities in China, to explain the 

formation of this financial bubble. The Author also elucidates the deep and pervasive control of 

the Government in the capital markets, criticizing it for its inability to enable smooth functioning 

of markets in China. Lastly, the author briefly discusses the future of China and the impacts of 

the crash on the rest of the World. 

UNDERSTANDING CHINES E CAPITAL MARKETS

In this chapter the Author introduces factors that have played an important role in the 

causation of the triggers of the Stock Market crash. While some factors have contributed directly 

and others have an ancillary contribution, the Author has attempted to e lucidate all of them in 

congruence to form the basis of the latter sections of this paper. The factors have been analyzed 

below- 

A. The trend of High Savings �

Before the economic reforms in China in the 1970's the savings of the general population 

in was simply stored in State banks.176 Be that as it may, with the rise of stock markets such 

investment funds have now become a capital source adding up to very nearly 40 percent of 

China's Gross Domestic Product.177 Furthermore, the development of national securities

                                                
174

China's Black Monday Signals The End Of Its Growth Cycle , Frances Coppola, Forbes Magazine, August 24, 

2015. Available at http://www.forbes.com/sites/francescoppola/2015/08/24/chinas -black-monday-signals-the-end-
of-its-growth-cycle  
175

Chinas Black Monday sends markets reeling across the globe, The Guardian, August 24, 2015. Available at 

http://www.theguardian.com/business/live/2015/aug/24/global-stocks-sell-off-deepens-as-panic-grips-markets-live
176Solomon M. Karmel, Emerging Securities Markets in China: Capitalism with Chinese Characteristics, China 
Quarterly, 11-5, (1994 ed.).
177John H Makin, Does China save and Invest Too Much, Volume 26, No. 2, CATO Journal, 316-317, (2006).
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exchanges has brought in procedures and regulations that have to be complied with to be a player 

in the Chinese capital markets.  

In the past this was missing leaving State run companies and organizations without a 

checks and balance framework. Together these elements have prompted a more effective capital 

markets spine when contrasted with the past. Dissimilar to the regular myth encompassing 

Chinese companies, it is crucial to understand that organizations in China are actually 

encouraged to list in local capital markets as this permits greater economic participation and 

empowers the Chinese Government to check the threat of insider trading that has tormented 

Chinese companies.178 In the absence of a clearly demarcated Corporate Governance code, this 

urges privately owned companies to be listed too, supporting competition in the market and 

thereby increasing transparency.179

B. Deciphering the Securities Market-

Until, 1992 the Peoples' Bank of China controlled the Chinese securities market. In 1992, 

this changed with the development of a regulatory structure. The monetary policy, economic 

atmosphere and the danger of distress lead to a squeezing need to frame a regulatory body that 

could unify the practices in the securities markets . The first Securities law was consequently 

formulated in 1998 to give standard practices and achieve norms of investor protection. 180

The 214 Articles of this Statute direct the issuance and exchange of shares while 

indicating liabilities for disregarding any procurements of the Statute. It further perceives that 

admin or company law would oversee any lacunae in securities law. 181 Further, the types of 

shares in China are divided into tradable and non-tradable. Non-tradable shares are used only in 

private transactions, provided the governmental approval is met.182 Tradable shares on the other 

                                                
178DONG, Supra n. 1, at 225. 
179Donald C. Clarke, Law without Order in Chinese Corporate Governance Institutions, 30 Nw. J. Int'l L. & Bus. 
131 (2010) 
180Daniel M Anderson, Taking Stock in China: Company Disclosure and Information in China's Stock Markets,

Volume 88, Georgetown Law Journal, 1919, (1999-2000).
181

Id.
182Yeung, Horace W. H., "Non-Tradable Share Reform in China: Marching Towards the Berle and Means 

Corporation?" (2009). Comparat ive Research in Law & Political Economy. Research Paper No. 48/2009.



82

hand are those shares that can be traded in both International and national stock exchanges.183

This distinction is important to understand the Crash of 2015 as it forms the premise of a further 

classification of shares in China, which were the primary culprits of the crash.  

C. Further Classification of Shares � Type A and Type B 

This classification of shares is most important in understanding the Crash. The impacts of 

the classification have been addressed in the latter sections of the paper. Type A shares are those 

that are valuated and traded in Local currency and can only be help by domestic investors in 

China. On the other hand Type B shares are valued by the local currency, Yuan but can be traded 

in other foreign currencies. These are shares held by foreigners. 184 While the recent past has 

seen a slow but steady blurring in this distinction as the Chinese government has started allowing 

foreign investors to invest in Type A shares, it remains a pivotal factor in the crash.185 To limit 

the scope of research the Author has not explored this model and focuses upon features of Type 

A shares instead.  

Type A shares can be further classified based upon who owns the shares. There are three 

possible holders, the State, legal persons or individual investors. While the altter is freely 

tradable on national exchanges, the prior two are not and require State permission. Hence they 

are considered non-tradable shares.186 It is important to keep this classification in mind while 

analyzing the latter sections of the causes of the crisis.  

D. The Chinese Security Regulatory Commission (CSRC) �

China saw the adoption of its corporate laws in 1994. Post this the regulatory body CSRC 

was formed. However, an ailing issue in China lies in the extent of governmental control on this 

body. 187Further, the absence of clearly codified rules and procedures in Corporate law and the 

                                                
183Annette Kleinbrod, The Chinese Capital Market Performance, Parameters and Further Evolution and Implications 
for Development, 84-85, (2008 Ed.). 
184Hui Huang, The New Takeover Regulation in China: Evolution and Enhancement, Volume 42, The International 
Lawyer, 153-154, (2008).
185Woody Wu and Hua Zhang, Shareholding Structure and Corporate Performance of Partially Privatized Firms: 

Evidence from Listed Chinese Companies, Volume 8, Pacific Basin Finance Journal, 587-593, (2000).
186ANNETTE, Supra n. 12, at 85-87
187Chenxia Shi , Competition in China's Securities Market: Reform of Current Regulatory System, 3 Loy. U. Chi. 

Int'l L. Rev. 213 (2006).
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Securities Statute leads to misapplications of legal principles amounting in gross violations, 

especially in the light of company law and securities law overlapping.188

Hence despite having two separate codes, a rampant overlap persists. In 1994, an attempt 

to separate this overlap was made, giving the judiciary the power to fill any lacunae in securities 

law. 189However, the over interference of the CSRC has ensured the opposite in multiple aspects, 

such as imposing Corporate Governance norms for duties not linked to the securities market. 

Further, this has ensured a lingering Government presence in Chinese securities markets 

dampening the movement towards privatization. 190

E. Foreign Players in the Chinese Markets-

China directs the entry of foreign players and its capital administration policy prevents 

Chinese investors from putting their savings into certain investment classifications that are more 

alluring. This is combined with the low number of offerings in the Chinese securities sector 

prompting an inflated valuation of shares.191 Together, these variables leave China helpless 

against a bubble crisis on account of any change in! the! securities! law.! The! �Nationality!

Principle�!which!recognizes!and!differentiates!between!Chinese!nationals!and! foreign! investors!

entering the Chinese securities markets.192

Article 138 of the Securities Law mandates that only a Chinese company or individual 

can open an exchange account in China. Another shortcoming of this rule lies in the grouping of 

shares, which depends on corporate possession and the ensuing issuances of shares. 193 This is in 

                                                
188Nicholas Calcina Howson, �Quack Corporate Governance" As Traditional Chinese Medicine-The Securities 

Regulation Cannibalization of China's Corporate Law and a State Regulator's Battle Against Par ty State Political 

Economic Power, Volume 37, Seattle University Law Review, 667-668, (2013-2014) 
189189Nicholas C. Howson, Corporate Law in the Shanghai People's Courts: Judicial Autonomy in a Contemporary 

Authoritarian State-1992-2008, Volume 5, East Asia Law Review, 304-305, (2010). 
190Chen Daisong,Legal Developments in China�s Securities Market During three decades of Reform And Opening-

Up, Asli Working Paper No. 005, Asian Law Institute and National University of Singapore  
191Phillip Barber, Bull in the China Market: The gap between investor expectations and auditor liability for Chinese 

Financial Statement Frauds, Volume 24, Duke Journal of Comparative and International Law, 349-350, (2014).
192Lee Ming Hau, Encouraging Foreign Participation and Investment in Chinese Securities Markets, Volume 23, 
Singapore Law Review, 125-126, (2003).
193OECD (2011), Corporate Governance of Listed Companies in China: Self-Assessment by the China Securities 

Regulatory Commission, OECD Publishing
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contradiction with Western economies where stocks are arranged on the premise of expected 

profits or dividends, ensuring the markets valuation are self-governed.194

F. Heavy Reliance on Direct Financing �

While most developing economies rely upon direct financing via an array of products 

such as issuance of shares and bonds, China continues to rely primarily upon Bank loans. 195In 

the Chinese context these banks are state owned enterprises and reliance on other lending 

corporations is limited. This limited option of financing is ensured by the government to sustain 

the development of governmental agencies in the financial market. 196 Hence there is limited 

diversity in funding and this leads to a stagnating growth. When the sole financing route is 

impacted, it becomes a cause for a financial crisis like we have seen in 2015.  

G. Limited products traded in China �  

The restricted compass of items exchanged on Chinese securities exchanges postures yet 

another test for the capital markets. Innovative items like financial derivatives have restricted 

exploration in China, with securities exchanges concentrating essentially on shares and bond 

trading.197 This happens because of shortcomings in the trading mechanism in China. Besides, 

Short selling techniques were not present in China for quite a while contrasted with other 

developing capital markets, for example, in India and were initiated by the Hong Kong-Shanghai 

Connect and became applicable only in March, 2015.198

DIRECT CAUSATION OF THE CRASH DUE TO THE FACTORS ANALYZED ABOVE

Keeping in mind the factors of Chinese capital markets, which are often distinct from 

other open economies both in the West and Asia, China has embarked on a path of its own. 

                                                
194KPMG, China�s Capital Markets: The Changing Landscape, (2011), 
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While this path has been obstructed by the crisis of 2015, it is essential to study the combination 

of the factors in the previous section and read them in congruence with other economic and 

policy considerations in China before the Crash.  

Owing to the limited opportunities of investing money and the limitations on investing 

money abroad, Chinese individual investors find themselves with two options. The first is 

putting in savings in state owned banks and financial corporations, yielding much lower returns 

and no scope for diversification of assets.199 Secondly, they have the option of exploring the 

vulnerable stock exchanges in China. The reasons for the same have been analyzed in the 

previous section. In the year preceding the Crash China introduced the Hong Kong � Shanghai 

Stock Connect.  

This collaborative securities arrangement enabled smoother relationships with Hong 

Kong and was seen as a boost to Joint Ventures and companies located in Mainland china with a 

Hong Kong presence and vice versa.200 As a result the stock markets saw a boost. Further, in the 

same year the Chinese media capped onto this trend and encouraged Chinese individual inves tors 

to invest in the two major exchanges (share markets). This was in alliance with the objective of 

the state and as is known the Government in China controls the media, leading to congruence in 

thinking.201

Investors therefore flocked to the stock market,  with the objective of higher returns in the 

Chinese capital markets vis-à-vis state owned banks. This led to a gradual inflation in the stock 

markets, with prices of shares soaring due to the demand from Chinese investors.While this 

scenario has been seen in the past with other stock market crashes, what sets the Chinese crash 

apart is the rampant use of margin lending to investors in order to be able to buy shares. Often 

the amounts lent were much higher than the expected profitability or returns that were stipulated 
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by! the! companies�! investors!put!money! into.202 Margin lending is a mechanism of financing in 

which a loan is provided to the investor for investing shares. In return the lender uses the same 

shares as security. China right before the crash gave out margin loans to the quantum of 339 

billion dollars, leading to a flooding in the shares and their prices soared. 203

While margin loan funding in itself is not a problematic concept in capital markets, it is 

Chinas non-regulation of the same that has facilitated this catastrophe. Fund Matching 

companies in China indulge in such margin lending without any regulation to enable peer-to-peer 

lending. However, this scheme of financing is not included in margin loans regulation and 

therefore remains unregulated. Investors, who buy and sell their shares often, leading to a 

fluctuation in share prices, use peer to peer financing in China. 204

Unfortunately, China saw the rise of margin calls fueling the crisis. A margin call flows 

from margin lending and occurs when the lender realizes fluctuations in the stock market and 

fears devaluation of the securities held as collateral. Therefore the lender demands a greater 

collateral in the form of more shares, payment or disposal of currently held shares before values 

fall. This creates a domino effect as is best illustrated in the Chinese context. 205

Further, another aspect that sets this crash apart from the West is in the nature of 

investors. In China, the current crisis saw eighty percent of investors who had invested were  

individual investors trading independently on the Stock Exchange. This is unlike more modern, 

usually Western stock markets where institutional investors are the biggest contributors.206

Pension funds, Mutual funds and insurance companies often invest their pooled funds on behalf 
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of individual investors in the West, making the impact of this crisis closer to the Chinese 

populous who can seek no accountability of their losses post the crisis.  

The savings trend in China contributed to this impact, as in the absence of the Western 

model of security systems; individuals are forced to save for the rainy day. The government itself 

has been accused of intentionally keeping interest rates of state banks low, to boost corporations 

in China, leading to the flocking of stock markets by individual investors.207 Critics of the crash 

believe that beyond the falling prices and the crash, there is a greater plague in China that is 

posed by the Governmental regulation at each step of the securities market. In attempting to 

adopt the Western securities market China has successfully put up a similar structure for capital 

markets but has failed to comply with the substantive legal requirements due to excessive 

governmental control.208

Answering the second most pertinent question regarding foreign investors, it is essential 

to recapitulate the classification of shares- Type A and B. In the given crisis the value of Type A 

shares was lost. Chinese individual investors or corporations can only own these shares. As a 

result the losses in Type B shares are limited to a mere 2 percent for foreign investors in 

China.209 However, when viewed numerically the losses in Type A share also seem insulated due 

to!China�s! 1.36!billion!population.! Research! shows! that! only!one! in! every!30!Chinese! has! lost

money in the stock market crash. However the quantum and effects of this crash has extended to 

an already declining price of commodities such as Iron ore and crude oil, thereby impact the 

global economy.210

The trigger to this crisis as portrayed by the Chinese government was a news report by 

Journalist Wang Xiaolu who published a report on the speculation of the Chinese regulatory 

body, CSRC withdrawing funds.211 This led to further confusion in the market and the chaos saw 
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investors panicking and withdrawing their money as is common for most stock market crashes. 

However, the government has been grossly criticized for advancing this theory, as a crash of this 

magnitude is not due to a false report but only exposes the greater challenges that the Chinese 

securities market and regulations have been unable to address. 212 The attempt of the Government 

of China, to increase its production and efficiency by devaluing its currency in July, 2015 could 

be pointed to as the first domino to fall in this crash.  

The Chinese government has been accused of notoriously devaluing their currency for 

import- export trade profits and this supplemented by the recent fall in property prices could be 

individual triggers of the crash.213 However, we must keep in mind while these triggered the 

crisis the causes of the same are more deeply rooted in Chinese securities law itself, as analyzed 

in Chapter I.  

CONCLUSION

The Chinese stock market crash shows a very deeply rooted problem in the working and 

structure of Chinese capital markets. For a country that is a production hub and has huge 

populations, China has failed to provide adequate high yielding investment opportunities. China 

also has a savings trend that is higher than most other countries.  

Yet, the government in consonance with the Regulator, CSRC ensures limited options 

and vehicles for investment. This, in turn hit individual investors in China who are plagued by 

the unfortunate investment opportunity in low interest rates providing state owned banks and 

corporations. Analyzing the slowing trend that followed in China after the introduction of its 

economic reforms, the government urged investors to invest in state owned corporation listed on 

stock exchanges in India. 

The minute classifications in types of shares governed by who ho lds what share further 

cements this control of the government in the securities market.The problems of shadow margin 
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lending and short selling have been identified as triggers of the said crash. However it is essential 

to note that they are not triggers but only the first domino to fall due to the basic fallacies in the 

structure of Chinese capital markets. In adopting the Western structures of capital markets, China 

failed to provide an accompanying code of clear regulations that would govern securities.  

Further, the scope of government intrusion limits markets from functioning 

independently.  As a result of these factors, we saw a plummeting of the value of Type A shares, 

impacting not only China but also other stock markets in countries like the USA and India. 

Further this crisis has been linked to an already declining commodities price impacting 

jurisdictions across the world. Hence there is a pressing need for the Chinese government to set 

aside, let the regulators remain in a system of checks and balance and ensure the free market runs 

the pricing and cycles of the stock market.  
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