











Minister Aiyar with Bodo Dancers in Kokrajhar, Assam

There 1s a need for having enough trained teachers to promote the North Eastern culture
in the region.

Scope to increase multi-purpose cultural complexes in the region.

Many more initiatives need to be taken upon documentation, dissemination of NE art and
culture and propagation of tribal arts, crafts and traditions and promoting, projecting and
preserving the cultural heritage of the Himalayas and for promoting Buddhist and Tibetan
cultures and traditions through research work.

Preservation of manuscripts/rare books and conservation of archival material need to be

given focus.

Institutions in the region do not have enough capacity to take advantage of its rich art,
culture and traditions.

8.1.8 Art and Culture: The Way Forward

A holistic and planned approach needs to be taken up at the central, regional and State
levels to draw an action plan to rope in central organizations like the Sangeet Natak Academy,
Sahitya Academy, Lalit Kala Academy, Indian Museum and Regional and state organizations
to depict the rich culture of the North East.

The Archeological Survey of India need to draw up an action plan for the maintenance
of centrally protected monuments in the region. These include temples, rock carvings,
tombs, graves, rock inscriptions/sculptutes, palaces and monoliths.

An action plan is required for Site restoration of ruins in all the NE states

Majuli, the largest river island in the world, need to be appropriately projected as a World
Heritage Site.

Performing literary and visual arts need to be regularly undertaken in the region by National
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Academies and the National School of Drama by getting participation of local stakeholders
through seminars, festivals, theatre workshops and literary forums.

Need to set up a Centre for Cultural Resources and Training in the region with sub/
centers in the NE states for promoting the North East culture in the region by training
teachers.

Need to set up multi-purpose cultural complexes in all the major cities/towns of the NE
states.

An action plan needed to comprehensively deal with the issues of documentation,
dissemination of North East culture and propagation of tribal arts, crafts and traditions in
the NE region and to the outside world.

Plan to promote, project and preserve the cultural heritage of the Himalayas through
support from local institutions, universities, museums and individual experts in a regular

manner.
Promoting Buddhist and Tibetan cultures and traditions by incentivising research work.

Preservation of manusctipts/rare books and conservation of archival matetial for which

manuscript resource centers need to set up in the region and sub-centers in the NE states.

An action plan to organize exhibitions including reorganization and renovation of reserve

collections of State museums.

Promotion of a scientific culture through setting up of Regional Science Centres and Sub-
regional Science Centres in NE States.

Promoting and supporting a public library movement in a more liberal manner.

Observation of centenaries and anniversaries of important national personalities and events
in a regular way.

Entering into cultural agreements with other states in the country and neighbouring foreign

countties.

Creating cultural awareness from the grassroots level in the region and organizing cultural
exchange programmes at inter, intra -regional level and with the neighbouring countries.

Health

The vision is to achieve overall improvement in the health status of NER, both as an end

in itself, and as a fundamental requirement for raising productivity and growth within the region.

This will require raising access to quality healthcare for everyone, especially for children and women,

tackling the major health issues in the region (AIDS, cancer, alcoholism), and raising awareness

about nutrition, environmental sanitation and disease prevention and control measures. The low

use of existing facilities will be tackled by improving the quality and range of services offered both

by the public and private facilities, by involving other agencies and putting in place innovative

techniques that have worked in other parts of the country.

The region has witnessed declining infant mortality rates (IMR) (comparing very favourably

with national averages - since 1981, Manipur has had the lowest IMR in the country), an increase in

child immunization and increasing life expectancies in almost all the states. Many states have set up



in impressive public health infrastructure through a network of hospitals, primary health centres,
primary health sub-centres and community health centres. In fact, apart from Assam and Tripura,
there is a surplus of primary and community health centres in the rural areas (see Table 8.12A in
Annexure 8.1).

Despite the physical expansion of healthcare facilities, access to quality health services
remains low in remote areas as well as in urban areas, especially for women and children. People
still need to travel long distances to consult doctors or specialists, or to access diagnostic or therapeutic
treatment; there is a shortage of trained medical staff at almost every level; and a lack of
supplementary infrastructure such as roads and environmental sanitation which exacerbate health
issues.

The public health policy in NER will have three objectives: to direct financial resources
towards ensuring good health services in areas where private investment is unlikely to go; to create
an environment conducive to attracting and retaining private health providers, with some incentives
to enter certain areas, such as smaller towns; and protect consumers by enforcing regulation of
private healthcare.

8.2.1 Providing Healthcare for All

High averages in most states mask major variation in health services across states, between
urban and rural areas, in hilly terrains and so on. In some instances this is because of lopsided
provisioning (as in Arunachal, where 88.5 percent of the general and district hospitals are located
in the urban areas), in others because of the absence of transportation links with health centres.

As in many other states, primary health care provided in NER is generally poor in quality,
inaccessible and unavailable,” (perhaps with the exception of Mizoram, which appeats to have a
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Minister Aiyar visiting a hospital in Kohima

Y From various HDRs and SDRs.




well-functioning system which people have faith in). Rural public healthcare services are especially
abysmal with high levels of absenteeism, shortages of skilled medical and para-medical staff, an
absence of medicines and supplies and inadequate supervision and monitoring (see Tables 8.22A
and 8.23A in Annexure 8.1).

Low use of Facilities: Even when health centres exist, people do not make full use of
them, for vatious reasons such as preference for traditional health services or private providers,
poor quality of care, lack of equipment, supplies and medical staff.”’ Thus, the mere existence of
infrastructure is not necessarily positively correlated with an improvement in health conditions of
the population. This has important policy implications: building healthcare centres is not sufficient
to raise health standards in the region: awareness and willingness among people are as important,
as is the quality of service offered.

Dependence on Non-Traditional Providers: Many people in the region have greater
faith in the vast network of indigenous medical practitioners (IMPs) who have been dispensing
health advice for decades. In states such as Nagaland and Sikkim they continue to reach out to a
majority of the villages and are even part of the public health system. Apart from people’s intrinsic
faith in these systems of medicine, IMPs have the convenience of easy accessibility, as they often
live in the village and can be consulted at all hours, unlike the more restricted hours of heath

centres and doctors.

Lack of Tertiary Care: There is an overall lack of modern medical diagnostic and
therapeutic aids in the existing facilities even in urban areas and severe shortage of medical specialists,
especially in the hill states. The few laboratories and ancillary diagnostic facilities that exist, especially
in Arunachal Pradesh, Manipur and Nagaland, are fairly primitive. Patients with serious ailments or
complications, or requiring advanced investigations have to travel outside the state, to Guwahati,
Kolkata or Delhi, for treatment. The costs of reimbursing medical expenses for government
employees to the public exchequer are very high, not to mention the out-of-pocket expenses of
non-governmental patients.”’ Whether it is lack of funds, general apathy, corruption or distances
that create an absence of supplies and staff at public health facilities, the outcome is that many
people even among poor families now avoid using the existing public health facilities.

Box 8.2: Akha- Ship of Hope

On the saporis or river islands of Assam that are inundated with floods every time the
mighty Brahmaputra unleashes its fury, life is a constant struggle against disease and deprivation.
Some 30 Lakh people live in 2,300 remote, floating villages on the Brahmaputra in Upper
Assam. Here, there are no functional anganwadis, no health centres, no schools, no power, not
even drinking water. Till recently, immunization, ante-natal care, disease management and
treatment were all unheard of. Then in 2005 the Centre for North East Studies and Policy
Research (C-NES)’ intervened. It partnered with NRHM, UNICEF and the government of
Assam, to start Akba (meaning hope in Assamese) a 22 metre long, four metre wide ship that
carries hope and healthcare to 10,000 forgotten people in Tinsukhia, Dhemaji and Dibrugarh

% National-level data shows that even when free, poot and rural populations often prefer to pay for ptivate and traditional healers, rather
than visit public health centers. Low institutional births in the NER indicate that the trend is the same in this region (Table 6.14).

2! The cost of reimbursing government employees for treatment was estimated at Rs. 20 crore annually in Nagaland (Nagaland HDR),
added to this is the non-reimbursed costs of non-government patients.



districts of Upper Assam. The 120 hp powered Akha has an OPD room, cabins for medical
staff and ship crew, medicine storage space, a kitchen, two toilet cum bathrooms and a general
store. A generator set and a 200 litre water reservoir are also installed to ensure that the medical
team which travels to the saporis has adequate power and water supply. The idea behind A&ha is
simple use the river to tackle the problems and challenges created by it. Doctors and ANMs
who are unwilling and unable to survive on these remote islands, live on this ship stocked with
medicine and other supplies and hold health camps on the saporis. They immunize, treat, provide
medicines and advise people on preventive measures. They even take critically ill patients to the
nearest health centre in Dibrugarh. In less than two years, A4ha has provided succour to many.
If we can upscale this innovative intervention under NRHM, healthcare will no longer be a
distant reality for the people living on this highly volatile river. It can be upscaled to include a
hospital ship with diagnostic facilities, an inpatient ward and Operation Theatre. Then healthcare
would become truly inclusive.

8.2.2 Focusing on Child and Maternal Health

Although infant mortality rates (IMRs) have decreased overall, they are still higher than
the national average in some states (Table 8.13A in Annexure 8.1). Surprisingly few children have
been vaccinated against diseases in spite of high female literacy rates and favourable sex ratios in
the region. Most worryingly, child malnutrition is on the rise in five of the eight NER states and
female anaemia levels are high (Charts 8.4 to 8.0).

Rural women, especially in remote and inaccessible areas have some of the poorest health
indicators. The maternal mortality ratio (MMR)* has been declining in Assam (the only NE state
for which data is available from the SRS) but at 490 is still far higher than the already high national
rate of 301.” While there has been an increase in institutional births across the country, over 50
percent of the births in NER (apart from Mizoram) take place outside an institution (Table 8.14A
in Annexure 8.1). The situation is particularly setious in Nagaland, where bately one in ten babies

is born in an institution. >*

Very few deliveries are assisted by a medical professional: only one in four deliveries in
Nagaland was professionally assisted (26 percent overall and only 18 percent in rural areas), and
less than one-third in Assam, Meghalaya and Arunachal, way below the already low national average
of 48 percent. This lack of interaction with health providers has important implications for maternal
and child care including nutrition and disease prevention, immunization, child healthcare and family
planning, Urgent attention should also be paid to increasing the number of assisted births (by a
well-trained midwife or doctor), who can manage ‘low-risk,” routine deliveries and also recognize
and refer cases with major obstetrical complications.

Environmental Sanitation: Public health services are also judged by their ability to prevent
the onset of diseases. Water-borne diseases like diarrhoea, cholera and infectious hepatitis account

# The number of maternal deaths per 100,000 live births.

%1 From 2001-03 Special Survey of Deaths using RHIME (representative, re-sampled, routine household interview of mortality with
medical evaluation) from http://www.censusindia.net/ Maternal_Mortality_in_Tndia_1998-2003.doc

* There is a clear correlation between the proportion of non-institutional deliveries and neonatal and infant mortality rates. Kerala
has the lowest NMR, with 95.8 percent institutional delivery rate, and the corresponding figure for Tamil Nadu is 89 percent; Bihar
and Uttar Pradesh with institutional deliveries of less than 25 percent, have predictably high rates of IMRs between 80 and 88 per
1000 live births. Mid term Appraisal of the Tenth Plan.




Chart 8.4 : Underweight Children Aged 3 and Under
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for a large proportion of NER’s health problems, much of which are caused by poor sanitation
and water supply. Many communicable diseases can be prevented by appropriate sanitation systems.
The lack of drainage in most households in NER (a higher percentage than the national average)
also contributes to a potentially disease-infested environment.

Proliferation of HIV/AIDS is a major public health problem especially in Manipur (which
has the third highest rate of sero-prevalence in the country after Maharashtra and Tamil Nadu) and
Nagaland. The incidence of cancer in the NER at 128 per lakh people is reportedly three times
higher than the national average (43 persons per lakh people). The information available suggests a
high incidence of oral cancer in males and females, attributed to the widespread use of paan masala,

beetle nut and tobacco.”

Chart 8.5: Proportion of Immunised Children (12-23 months)
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» Data from NFHS-2 shows that Mizoram and Meghalaya are two states in the country where over 55 percent of men still smoke;
in Nagaland and Manipur over 35 percent of men currently smoke.



Chart 8.6: Proportion of Women who are Anaemic
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8.2.3 Health: The Way Forward

As the discussion above shows, limited outreach combined with sub-optimal delivery has
led to poor health outcomes in the region. The current focus on curative health interventions
needs to shift to preventive measures; we also need an expansion in people’s access and use of
health services, private or public; an increase in awareness about infant and maternal health, prevalent
diseases and vastly improved environmental sanitation.

8.2.3.1 Increasing access to Primary Healthcare

Several of the issues relating to poor rural healthcare are being addressed by the National Rural
Health Mission (NRHM) set up in 2005 to address gaps in rural healthcare.®

. Innovative interventions that bring healthcare and awareness about health and nutrition to
people should be strengthened or evolved such as the system of boat clinics(See box 8.2)
that service the riverine char areas, or mobile units attached to referral hospitals.

. In areas where it has been difficult to get doctors to work full time, public health professionals
or even fully trained nurse clinicians could be appointed to head PHCs (as in Tamil Nadu
where PHCs are often managed by three staff nurses in lieu of one doctor). Arunachal has
started working with non-conventional agencies such as private trusts to manage their
health facilities (see Box 8.3).

% As part of the National Rural Health Mission, integrated district health plans will have a holistic approach which integrates
health determinants with safe drinking water, sanitation and nutrition. As funds are not tied to a specific objective, states have the
flexibility to focus on areas important to them. The Mission locates an Accredited Social Health Activist (ASHA) in each village.
Its emphasis in the North Fast given the shortage in services of doctors and specialists, is recruiting, training and upgrading the
skills of locally recruited ANMs, nurses, mid wives and para-medics.




Box 8.3 Managing PHCs through Trusts

The Arunachal Pradesh Government recently handed over the management of Primary Health
Centres (PHCs) in 16 districts to private medical trusts such as the Voluntary Health Association
of India (VHAI) and the Karuna Trust as part of the National Rural Health Mission (NRHM)
initiative. The trusts are now responsible for the entire functioning of the PHCs, and for the
provision of all health services. They engage medical and other health workers and are responsible
for full attendance at all times. The government will pay for staff, drugs and consumables.
Functioning and arrangements will be monitored by a PHC management committee and a state
steering committee, on the basis of output-based performance indicators. So far, nine PHCs
have been outsourced to the Karuna Trust, five to VHAI and one each to JAC (Prayas) and FGA

(Ttanagar).

Source: Draft Report on the Recommendation of the task force on Public Private Partnership

C Communities play a very important role in people’s lives in NER, whether it is through
Panchayats, tribal councils, church-based organizations, or village committees, and can be
effective in spreading primary health care in more remote communities where the hilly
terrain prevents the efficient delivery of the health services to the most needy in the
interiors.

C A major option would be to train Panchayat members in basic healthcare, so that they can
manage the PHCs. Rural PHCs could be handed over to panchayats who could run them
with the support of health-based NGOs in the region such as the Voluntary Health
Association of India, the Red Cross Society and Association of Social Health in India.
Appropriate capacity will need to be developed consistently over a period of time among
Panchayat members to enable them to manage PHCs effectively.

0 Nagaland’s experiment to communitize health care in its villages may be highlighted for
partial or complete adoption in other states (Box 8.4).

Box 8.4: Communitization: An Innovative Health Intervention

At primary healthcare levels Nagaland’s experiment with communitization of healthcare is
proving successful. The management and maintenance of health facilities by the village
community has improved staff attendance and ensured that salaries are disbursed on time,
medicines are available and services are in line with community needs. The experiment has
worked because it has engendered a sense of ownership of the facilities: each household
contributes Rs. 10 for maintenance of the facilities; villagers organize cleanliness drives and
have donated community-built houses for sub-centres and staff quarters; and in some villages
private medical practitioners volunteer their services on fixed days at the health facility. In
Khuzama village, villagers have started cultivating vegetables on community land to raise funds
to supplement the stock of medicines and medical supplies.

Source: Nagaland HDR, field visits

C Given their reach into remote villages, traditional healing practices should be integrated
into the healthcare framework by providing indigenous medical practitioners (IMPs) a
platform for their practice, and training them to address health priorities in the region at all



levels sub-centre, PHC and CHC. Community health NGOs and doctors could work with
IMPs to fill in the scientific gaps in treatment to bring them in sync with today’s needs and
environments. There will be additional benefits for the environment as this will help preserve
traditional medicinal knowledge systems and protect and conserve the region’s biodiversity.
Some form of licensing of IMPs will be needed to ensure the quality of services provided.

. Health Insurance: NRHM has proposed health insurance for vulnerable groups to reduce
their expenses when visiting a government hospital, *’and expand the use of government
hospitals.® However, given the few hospitals in the rural areas of the region, hospitalization-
based health insurance may not be the solution. Here, providing insurance for out-patient
care and transport would be a reasonable option. This could be outsourced to a credible
NGO in this region on a pilot basis. Micro-health insurance can also be promoted through
Self Help Groups (SHGs) as one of the main reasons SHG members take loans is to meet
medical expenses.

The low doctor-to-population ratio in the region has been attributed to the low proportion
of medical colleges in the region (which has only 3 petrcent of the medical seats in the country).”
An increase in the number of seats within the region is called for, either by expanding the capacity
of existing medical colleges, or setting up new colleges with private partnerships. The location of
new medical colleges outside urban areas would add an impetus to overall health services in more
remote areas, and also encourage medical students to move away from their urban areas. State
assistance should be available for developing infrastructure for medical education particularly in

nursing and para-medical. Private investments can be also encouraged in this sector.

8.2.3.2 Involving Private Provisioning in Health Services

Apart from the unsustainable burden on the government, it is clear that users themselves
are seeking choices beyond the public health system (Table 8.15A in Annexure 8.1). As much as 25
pet cent of the people below the poverty line depend on private hospital facilities for their health
needs, indicating that apart from the need to enhance the quality of public services, people are
willing to pay for good health facilities. The private sector is already engaged in NER either in
partnership with state governments or alone at all levels of health care: by managing public health
facilities, running major tele-medicine units within a public hospital (see Box 8.5), providing laboratory
and blood screening services at the secondary and tertiary levels (Tripura) or operating a full-
fledged hospital within a medical college (Sikkim Manipal University).

Some caution has to be exercised in the rapid expansion of private services to fill the
vacuum of public provisioning in the absence of any controls, as this has often resulted in sub
standard services to people. Ideally the private sector would function within the overall health
policy framework for each state to achieve shared health outcomes. Regulation on private healthcare
across the country has had limited efficacy, and the North East is no exception. Some states have
passed legislation related to this, but of greater importance is the state governments’ ability and
interest in enforcing regulation, to protect people’s rights.

7 People incur expenses even when they visit a public hospital (NSSO 60" Round).
2 NRHM: Framework for developing health insurance programmes: Some Suggestions for States, Ministry of Health & Family Welfare.

# Background Papers Report - National Commission on Macroeconomics and Health, 2005. From the Report of the Task Force
on Medical Education for the National Rural Health Mission, Ministry of Health and Family Welfare Government of India.




Box 8.5 Improving Specialty Medical Care in Nagaland through Tele-medicine

Tele medicine could be the answer to two major impediments to top-quality healthcare in the
North East: the remoteness of most areas and the almost complete absence of medical
specialization. Given the poor quality and out-datedness of the medical facilities in the state,
patients invariably had to go outside for medical intervention. To fill this void the Apollo Hospitals
Group recently set up the Tele medicine Centre at the Naga Hospital in Kohima in collaboration
with Marubeni India Pvt. Ltd. The Naga Hospital is now tele medically linked with the Indraprastha
Apollo Hospitals in Delhi, allowing medical practitioners in Kohima to access expert advice
from specialists, transfer medical records and images and even get real-time assistance for complex
procedures being undertaken in Nagaland.

By significantly raising the level of medical facilities available in Kohima and negating the need
for locals to travel for treatment, the new Centre has drastically reduced medical expenses. Video-
conferencing-based medical programmes in the telemedical facility also allow doctors practicing
in Nagaland to upgrade their skills.

Sources: Apollo Website and Nagaland Human Development Report .

However, it is important to note that whatever the public-private mix of finance and
provisioning, the government is eventually responsible for making available essential health services
to poor people, in as efficient, effective and equitable a manner as possible.

8.2.3.3 Prevention and Spreading Awareness

Many health interventions such as improving child health and maternal care, and the
prevention of the spread of HIV/AIDS and cancer will call for increasing people’s awareness
about the importance of environmental sanitation, preventive measures such as immunization and
so on. Popular media such as television and radio should be used as much as possible to inform
people of preventive measures, more nutritional practices, for home counselling and other health

interventions.

C Healthcare providers (traditional birth attendants, ANMs, MPWs, Angampad; workers etc.)
can be trained to impart good infant and young child feeding practices during ante- and
post natal check-ups. This will obviously be more successful with increasing interaction
between people and healthcare institutions or trained medical workers.

C All dwelling units should be equipped with sanitation facilities and adequate water supply
by 2010.
. Awateness on HIV/AIDS and the negative outcomes of drug abuse and the treatment

needs to be spread through all possible agencies, HIV care and support should be
mainstreamed into the PHC system; and treatment and post-care centres for recovering
addicts (including reintegration interventions such as vocational training, counselling and
mainstreaming them) need to be set up. At the state level, one of the most important tasks
is to check cross-border drug trafficking.

0 The recommendation is to use diverse channels the postal network, village kiosks, e-choupals, retail outlets, the local barber,
cobbler, dhobi and paanwala along with marketing networks of FMCGs to disseminate health-related information and health
products (from the Eleventh Plan Report on PPPs in Healtheare, Planning Commission)



The role of NGOs and religious organizations in actively addressing the proliferation of
HIV/AIDS needs to be highlighted, well-defined and coordinated within the overall public policy
framework so that they work in consonance with government departments. For this they will need
support from the government in the form of skills and capacity building and possibly funding.

8.2.4 The Central Role for Local Bodies in Public Health

Many of the above recommendations recognize the central role of local bodies in improving
the health outcomes in the region. The National Rural Health Mission (NRHM) strategy also
places Panchayats at the forefront of its programmes. It proposes to train and enhance the capacity
of Panchayats to own, control and manage public health services and promote access to improve
healthcare at the household level through a female health activist (ASHA). ASHA is chosen and
accountable to the Gram Panchayat to act as the interface between the community and the public
health system. Panchayats are also involved in Rogi Kalyan Samitis for good hospital management.
Members of PRIs will be trained in health issues, and this could be combined with training on
public health, to provide a more holistic approach to health outcomes.

8.3 Basic Services

Good sanitation and drainage, clean water, electricity and permanent housing structures
are now considered necessities and preconditions for development. States have made efforts to
increase the reach of these services, but there are still large gaps and thousands of households still
do not have these necessities. Poor access to amenities in rural areas coupled with the lack of non-
farm employment opportunities has propelled people to move to urban centres. Increasing
urbanization along with the expansion of the administrative sector over the past decade have in
almost every state resulted in untrammelled, unplanned urban growth and pressures on urban
amenities, with serious implications on the environmental and economic sustainability of these

towns.

This section first looks at the ‘quality of life” indicators in NER (sanitation, sewage and
waste disposal, water supply and electricity), and then analyses the pattern of urban development
that is taking place. The vision would be to improve living conditions and increase access to amenities
and employment opportunities (especially non-farm employment) in the rural areas, so that the
rural-urban disparities, so stark in the region, are reduced.

8.3.1 Sanitation and Sewage Disposal

If their statistics are to be believed, NER states have done fairly well in providing households
with toilet facilities in their dwellings (Table 8.19A in Annexure 8.1). However, specialists say that
households in a state like Assam have barely 8 per cent toilet coverage while Meghalaya has reported
11 percent in a survey done for the World Bank (report by Group of Consultants, to Government
of Meghalaya on Rural Drinking water Supply and Sanitation in Meghalaya, May 2007). Large




Chart 8.7: Households with Access to Toilets and Safe Drinking Water
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disparities continue to exist between rural and urban supply. Drainage continues to be a problem
(Table 8.19A in Annexure 8.1) both in the rural and urban areas. The lack of sanitation, poor
systems of sewage and disposal of solid waste (and lack of safe drinking water) are among the
main reasons for poor health and high morbidity levels.

8.3.2 Shelter

Housing is central to improving people’s quality of life. Data related to housing in the
North East (Table 8.17A in Annexure 8.1) can be somewhat deceptive because of the definition of
permanent structures: in the national census, houses built with bamboo and cane are classified as
temporary structures (ku#cha housing). However, this style of building is the natural outcome of
the resource base of the region, and traditional building styles and techniques. Thus, NE households
uses bamboo and wood to construct walls however, there is an increasing shift to metal sheets and
concrete.

A more appropriate path for improving the quality of housing in the region, as observed
by the study team, given the abundance of bamboo, is being initiated in some of the Cane and
Bamboo Technology Mission offices.”” This is cleatly a more appropriate technology for NER,
based on the use of low-cost local materials, and eventually more sustainable in the long run.

8.3.3 Water Supply

While the supply of good quality water to NER has increased over the last 20 years, the
proportion of households which have access in all states, apart from Arunachal and Sikkim, is still
below the national average (Chart 8.7 and Table 8.18A in Annexure 8.1). Rural water coverage is
particularly poor in Manipur, Meghalaya and Mizoram, where less than 30 per cent of the households
have access to safe water. A higher proportion (than the national average) of both urban and rural

’! Different forms of bamboo thatching, reinforced with water-repellent surfacing, are being expetimented with in the Cane and
Bamboo Technology Missions at Dimapur and Guwahati, as also the use of bamboo to build sturdy, strong walls (Study team
report).



Chart 8.7: Per Capita Consumption of Electricity
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residents in the NER has to ‘fetch water from far away’ (Table 8.19A in Annexure 8.1). Interestingly,
the urban areas of the North East are less fortunate in basic services when compared with the
national averages (the urban deprivation index for several NER states is higher than the national
index Table 8.19A in Annexure 8.1), while the rural deprivation index for almost all the NER states
is better than the national average.

The slippage in water provisioning between 1991 and 2001 in states like Manipur and
Sikkim exposes a major problem in this area, which is not asset creation, but the critical need to
sustain the schemes through appropriate maintenance mechanisms. High maintenance costs, which
state governments are increasingly finding difficult to meet have resulted in an erosion of the
ground covered in giving access.

8.3.4 Roads

Good road connectivity of habitations, especially in the villages, with neighbouring towns
and district headquarters, has become a vital precondition for development, especially in this region
with its almost total lack of rail and air networks. A poor road network linking rural areas with
urban centres has been responsible for their relative isolation and precluded large proportions of
people from fully participating in the development of the region. Roads are the main support
system for improving access to health and education, quite apart from access to other services,
markets and amenities.

Road connectivity is, therefore, a useful indicator of the ‘inclusionary’ aspect of development
process and, perhaps, reach of the market as well. It is particularly relevant in the Indian context
where over 80 per cent of the population continues to live in rural areas and where over 50 percent
of villages with population of less than 1000 are yet to be connected by roads(National Human
Development Report,2007).




8.3.5 Electricity

Access to electricity is a basic necessity, and while some progress has been made in the
region (Table 8.20A in Annexure 8.1), in Assam only 24.9 percent of the households have electricity
connections. Further, the rural-urban gap in access to electricity is still very large in states such as
Assam, Arunachal Pradesh, Meghalaya, Nagaland and Tripura.

A very different and more accurate picture emerges, however, when we look at the per
capita use of electricity in NER (Chart 8.8, Table 8.21A in Annexure 8.1), which is far below the
average per capita consumption (planning commission,2002). The unfortunate reality in the north
cast is that while a substantial proportion of houses are ‘electrified’ there is hardly any electricity
available for them.

8.4 Managing Urban Growth

A separate section on urban development is important in this vision document because of
the important role the urban centres play as drivers of growth, by being effective commercial and
administrative hubs for the rest of the state. Further, all the urban centres in NER (as in several
other parts of the country) have started experiencing serious problems from pressure on the basic
services as discussed above, but also as a result of unplanned urban development leading to
undesirable environmental and social outcomes. In Agartala, the study team observed open drains
lining almost every street, which were infested with mosquitoes, the almost complete absence of
any street lighting which made it difficult to walk outside at night and frequent power black outs.
Urban slum population is as high as 65 percent in Shillong and 16 percent in Agartala.’® The poor
suffer the most from the high prevalence of water-borne diseases on account of lack of access to
safe drinking water. Studies in many metropolitan cities show a higher rate of diseases and longer
duration per illness from poor quality of drinking water supply in slum areas.

The corresponding influx in hill capitals such as Gangtok, Aizawl, Shillong and Kohima is
beginning to have environmentally unsustainable outcomes, given the scarcity of land and the
tragility of the environment. Buildings are constructed flouting existing regulation, adjacent to
mountain streams and in violation of height restrictions. The lack of a public transport system in
many of the cities (Gangtok, Imphal, Aizawl) means that people have to rely on taxis for all their
transport needs, further adding to the congestion on the narrow roads and to parking problems.
The explosion in the vehicular population has added noise and air pollution to the concrete mass
of construction, and with the pressure on land, has eroded all the greenery of these mountain
environments. The scarcity of land in these hill environments exacerbates the problem of effective
solid waste disposal.

Urban development, such as it is in NER, has been skewed spatially with its focus on
capital cities such as Imphal, Gangtok and so on, to the neglect of other towns in the states, such
as district headquarters. In Nagaland, this has led to the migration of people to Dimapur and
Kohima not only from the rural areas, but also from smaller urban centres, because of their relative
lack of urban infrastructure and employment opportunities.” The further pressure this places on
the urban services and infrastructure of the relatively better developed towns needs to be factored
in when urban strategy is planned. At the same time, it is important to develop infrastructure and

32 Slum Population, Seties 1, Primary Census Abstract, Census of India 2001, from Urban Finance, vol. 8, no. 4, October-Dec 2005, p. 8.
33 Nagaland Human Devell t Report
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services in the smaller cities so that they do not disintegrate into ‘ghost towns’ with deteriorating
civic amenities.

Much of the urban congestion results from administrative activity government offices and
officers moving about to meet each other. Here, the shifting of several government offices away
from the main city centres in Guwahati, Aizawl, and Kohima are excellent efforts to reduce tratfic
congestion. Imphal and Gangtok have similar plans to decongest their city centres which should be
implemented as soon as possible.

8.4.1 Basic Services and Urban Development: The Way Forward

Various reports have suggested ways to improve basic services in NER, all based on the
accepted view that development in the region will only be possible if there is a vast improvement
in the quality of overall infrastructure, and services (see Annexure 8.2 for a summary of these).
Our recommendations reiterate most of these suggestions

8.4.1.1 The Way Abead: Central Role for Local Governments

The provision and expansion of basic services itself creates a large amount of employment.
Direct employment is created by the actual setting up of these labour-intensive activities; the presence
of these services will attract industry and commerce, which in turn will create indirect employment.

. The newly introduced concept of a PURA (see Annexure 8.3), by improving rural services
and employment opportunities, presents a possible solution to rapid urbanisation.

Box 8.5 : Nagaland’s Water Communitization Experiment

Village communities in Nagaland are being made responsible for water maintenance as part of
the communitization process. Before this, the PHE departments were responsible for thefts,
leakages, waste, distributions, and so on. With communitization, users are responsible for
acquiring the land for catchments and installations, designing schemes to suit their needs, sharing
the costs (5-20 percent of the total), implementing the scheme (clearing forests where needed,
and taking up civil works) and, after commissioning, taking over its operation and maintenance.
Maintenance costs will be borne by consumers through their own efforts at resource mobilization
by levying a fee on users at a government-approved rate.

Communitization of water is a demand-driven approach: users come to the government
agency for technical support related to water supply. The PHE Department will supply and install
the water pipes and service reservoirs, help in scheme selection designs and evaluation to ensure
sustainability of the investment and ensure effective integration of the project components in the
village. It will train Village Watsan (water and sanitation) Committees on maintenance, basic repairs,
revenue collection, and resource mobilization through workshops, seminars, posters, and audio-
visual publicity.

. Communities working with NGOs, community-based organizations, church-based
organizations, or Panchayati Raj institutions are the most effective agents for delivery of
services. The Swajaldhara Scheme, being implemented in vatious parts of the region, relies
on a high degree of involvement from local participation through water users’ associations
or PRIs in the implementation and maintenance of water supply. The responsibility of
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water supply has shifted to the village Panchayats and to promote community participation
and improving the management of water supply, Public Health Engineering Departments
are providing services to strengthen capabilities of the several user communities that have
been formed in the villages. A similar experiment is being initiated in Nagaland (see Box
8.5).%

Similarly, in the area of sanitation, the Total Sanitation Campaign (aimed at providing
subsidized individual and community latrines) is part of the core responsibility of every
Panchayat, especially the Gram Panchayat. While achievements are often impressive in
terms of latrines constructed, without the creation of public awareness and social sanction
against open defecation, the programme targets are in danger of slipping back.

Managing urban development

Many of the problems related to urban development in the North Fast require urgent
attention, and fortunately the imminent implementation of JNNURM has persuaded many
of the state governments in the North East to begin instituting safeguards against further
haphazard growth and unregulated construction, to levying some modicum of recovery
charges for essential services and to involving residents in the planning and implementation
of development by the setting up of elected urban local bodies.

JNNURM has the potential to transform infrastructure and vastly improve civic amenities
in selected cities, but it may not be enough to cope with the scale of urbanization expected
in the coming decades as populations move out of villages in search of jobs. It is imperative
to begin the process of development of new townships and growth centers. New growth
centers could be created around existing small and medium towns or around mega-industrial
or infrastructure projects or set up in the periphery of mega cities. These centers would
ideally be located along existing or proposed high-capacity transport corridors.

Much of the traffic congestion in the small hill capitals such as Gangtok, Aizawl and
Kohima results from government activity. The speedy implementation and use of e-
governance could facilitate video-conferencing and telephone conference calls, minimizing
the need for travel within the city. But the longer-term solution being implemented in
Aizawl (and already in place in Guwahati) is the relocation of government offices and
departments away from the main city centre.

Most urban centres in the hills have no public transport system within the city, and are
serviced by mini-cabs or shared taxis. The introduction of mini-buses, capable of carrying
10-15 passengers, perhaps through private-public partnerships, would have a beneficial

effect on vehicular decongestion and air pollution.

There are few playgrounds or green areas in the town limits, and these need to be built into
any plans for urban areas.

Buildings can be constructed keeping in mind the traditional cultural aesthetics of the
region or state, and using materials locally available, which would be more appropriate and
instil in people a pride in their heritage. Building government offices along these lines,
which would have an excellent demonstration effect, could make a beginning;

3 The Shukla Committee has several valid recommendations related to transparency and monitoring of schemes (see Annexure 8.2).
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Chapter 9

Employment and Manpower Planning

Augmenting human capabilities in the region will require building skills among people so
that they themselves become agents of change and development, and at the same time raise the
potential for employment. The strategy for inclusive growth necessarily involves skill development
as it not only increases wage employment opportunities but also creates avenues for self/employment.
Employment growth will be a crucial objective of a people-based development strategy, as it raises
standards of living, improves access to basic services and leads to an overall improvement in social
welfare. The large youth population in the region, with over 30 per cent of the people between the
ages of 15 and 29 years in Nagaland, Manipur, Mizoram and Sikkim (against the national average
of 20.5 per cent) makes a focus on employment creation an essential element in planning for NER
(Table 9.1A in Annexure 9.1). Creating job opportunities is a challenge for a development strategy
for any State or region but more so in NER with its largely agrarian economies, low levels of
industrial activity and significant dependence on the public sector for employment-creation
opportunities. At the same time, the supply of manpower has been constrained by the lack of good
quality professional and vocational training in the region that would raise the skills base and boost
entrepreneurial abilities.

While the region witnessed a rapid expansion of employment in the 1980s and 1990s,
most of the job ctreation took place within public administration in response to the formation of
new States, the need to establish an administrative machinery and possibly to compensate for the
lack of employment opportunities from private investment (Table 9.2A in Annexure 9.1). The
share of public sector in overall employment was as high as 96.8 per cent in Manipur in 200
(Chattopadhyay, 20006). That this situation is unsustainable for any length of time is evident from
the widening gap between per capita GSDP in the region and the average per capita GDP for the

country as a whole.

Two essential elements of any strategy for increasing employment are: (i) expanding
economic activity to raise the demand for different levels of skills, which would in turn facilitate
the shift to a high-growth economy; and (if) human capital development, which would essentially
mean an enhancement of employable skills.

9.1 Employment and Population Dynamics

The significantly young population in the region' reiterates the need for careful manpower
planning and employment generation over the next few years. Employment generation has undergone
a crisis of sorts in the aftermath of the freeze on public sector jobs in the last plan period, but
surprisingly rising unemployment and underemployment are concomitant with high wage rates,
especially in the hill States.

The region is still very dependent on agriculture for employment both in the rural and
urban areas, with 85-88 per cent of jobs still concentrated in this sector. The significant unused

! As much as 18.6 per cent of the population is in the 20-29 years age group and 10.2 per cent in the 15-19 years age group. (See Table
9.1A in Annexure 9.1)




cultivable area, especially in the hill States indicates that the farm sector still has the potential to
provide livelihoods (NEDFI, 2003). However, declining productivity in agriculture calls for some
degree of Government intervention in creating livelihood opportunities in the region. As in the
rest of the country, there was a steep decline in the number of cultivators and an increase in the
number of agricultural labourers during the 1990s (Table 9.3A in Annexure 9.1), but the situation
in NER is exacerbated by the limited livelihood opportunities in both the farm and non-farm
sectors. However, the growing number of ‘other workers’ indicates that there was some improvement
in the non-farm employment scenario in the 1990.

Some encouraging trends are that the proportion of rural self-employed people increased
in many of the North Eastern States between 1999-2000 and 2004-05, and the share of casual
labour fell, especially in Assam, Sikkim and Nagaland (Table 9.4A (a) in Annexure 9.1). The trend
in urban areas is somewhat similar during the same period, except in Assam and Meghalaya where
self-employment fell, the share of regular employment increased, and casualization of labour
increased marginally in Assam (Table 9.4(b) in Annexure 9.1).

Unemployment declined marginally between 1993-94 and 1999-2000 in Assam, Arunachal
Pradesh and Tripura, but increased in the other five States, a situation which has been more adverse
for women and in urban areas (Tables 9.5A (a), (b) and (c) in Annexure 9.1). Rising unemployment
and underemployment has been accompanied by wages that are higher than the national average
and in general rose between 1999-2000 and 2004-05 (Tables 9.6A (a) and (b) in Annexure 9.1).
Underemployment with high wages presents a paradoxical situation. High wages could be a serious
constraint to private investment, especially from outside NER, given that regulations and local
conditions in some hill States restrict the free inflow of labout.”

9.2 The Way Forward: Recommendations for Manpower
Planning

A vision that emphasizes building capacities and opportunities would have a two-pronged
approach of developing human capital and expanding economic activity to boost employment in
the region.

9.2.1 Developing Human Capital

The strategy to create a pool of employable people in the region will be based on a holistic
planning framework that compasses interventions that begin at the school level and continue beyond
to draw in people from all levels of education, and provide them options for training and skill
building, While the best option for the large number of children who do not complete school
would be attempting to retain them within the school system, some manpower planning would be
required for those who leave the system after the Xth Grade and the XIIth Grade.

2 In Mizoram, factory owners have to obtain annual permits for workers from outside the State; further, striker on non-Assamese labour
in Assam appeat to be a manifestation of non-conducive local conditions for hiting of outside labour.



9.2.1.1 The School Level: An Important First Step

At the very base of a sound strategy to develop human capital will be good quality education
inputs at the school level (this has been emphasized in the Chapter on Human Development in the
Education section). There is widespread evidence that education has a positive impact on labour
productivity. Studies have shown that the spread of technology depends on learning potentials and
motivations linked to the extent of formal schooling, with a causal link from education to economic
growth. The base of employable skills will be built in schools, which apart from improving the
overall education will increase the use of computers in the classroom, and greatly raise the level of
maths and science teaching across all grades.

While there has been a temptation in many economies to vocationalize secondary schools,
a more cautious approach is required in view of the empirical evidence that several people who
studied vocational subjects eventually took jobs untelated to their training.” Such evidence coupled
with the high unit-cost of vocationalizing the curriculum (scale diseconomies), favour the more
conservative policy of emphasizing general skills, with the introduction of selective vocational
courses at the secondary level (to prepare the base for jobs in carpentry, electrical appliances,
construction, hotelling and so on).

9.2.1.2 Vocational Interventions at All Levels

Job-oriented training needs to be made available across all educational levels, including
those who leave school in Grades X and XII. In fact, the school-to-work transition can be facilitated
through good Vocational Education and Training (VET) programmes that equip people with tradable
skills.

. An important first step would be to document and quantify the skills base of the region,
and the supply of training available. This would be a vital input into the manpower planning
process, as it would help identify gaps in skills and in training facilities. The demand side
of the situation would also need to be assessed, and this could be best done by a regional
planning agency such as NEC or one of its bodies, working in conjunction with industry
associations and perhaps private consultants. Inputs would come from all agencies that
might have an impact on the future labour needs of the region including Government
departments (for planned infrastructure expansion, tourism facilities etc.), private industry
and agencies (involved in the delivery of basic services such as schools and healthcare) and
others. These will be linked with the development of sectors as proposed in this report,
which are vitally dependent on the availability of certain types of skills in the region (raising
non-farm employment, tourism, hospitality and so on). Private sector and potential
employers are well-positioned to track technological developments in different occupations
and to assess demand for specific skills and developing sector-wise skill profiles.

. Operationalizing the process of delivering appropriate vocational training courses in the
region would be based on outputs from the above surveys which would help identify the

* Given a natural preference for secure Government jobs in most NER States that is probably also the case in this region. In the absence
of a placement profile of vocational schools this could not be verified.




nature of training and skill development needed to meet current and potential (near future)
demand. The existing network of ITIs and polytechnics in the region need to be expanded
to raise the skills base, and efforts are being made to do this. Existing courses need to be
strengthened and upgraded for higher-level training; in addition, training has to be expanded
to cover trades correlated to the technical skills needed by the region, in coordination with
NER’s new industrial policy. Training courses have to be more dynamic and incorporate
training on new technologies so that graduates from these institutes can compete outside
the region, and even globally. Given the lack of a modern industrial base in the region,
linkages may need to be developed with industries outside NER for internships and

employment.

C Private firms could help in identifying the courses needed, developing competency-based
curricula and learning materials. They can also provide experts who conduct the training,
as well as the space and tools on which people can be trained and help with placements.

C In some instances, private parties could very effectively work in collaboration with State
Governments to train and certify people as is being done with the IT Department in
Mizoram (Box 9.1).

Box 9.1 Private-Public Collaboration in Job-Oriented Technical Training: IT
Entrepreneurs Training Programme in Aizawl

A major new initiative between the Government of Mizoram and private I'T companies is bringing
international-level training and business development to unemployed people in the State. A
partnership between the IT Cell of the Government of Mizoram and New Horizons India (a
US-based company) the IT Entrepreneurs Training Centre and Prometric Testing Centre was
set up at Aizawl in 2005. The centre provides employment-related training and skills to young,
educated unemployed people in an environment equipped with the latest IT technology. The
first batch of 200 students were inducted in September 20006, for a two-year course, which
includes training in software development and business communication, that will equip them to
set up their own business ventures. NEC will fund training for 400 such candidates over a period
of two years.

New Horizons will also set up a prometric testing centre at Aizawl to allow students to apply for
certification from international companies like Microsoft, Oracle and CISCO, which will expand
employment opportunities outside the State and even internationally. The Government pays the
certification fees for the first attempt to encourage students to apply for certification.

The training also supports self-employment among graduates. The cell is setting up an I'T Resource
Centre where graduates will be given space and access to infrastructure and support to operate
small IT consultancy firms or other small businesses or to apply for other jobs online, so that
they need not invest in IT infrastructure.

Source: Field visit by the study team to the I'T Cell, Planning and Programme Implementation Department, Government of Mizoram,
Aizawl.




A strong focus of the strategy to increase employment will be making information available
both on the variety of skill development opportunities available by district, State and in
NER; this should ideally be delivered on a user-friendly website (which is managed and
kept up to date by NEC and where the information is perhaps even translated into regional
languages). This information should also be made available in print form in schools and
colleges and other venues at which young people congregate. A similar effort could be
made to provide information on jobs that are available, or Government self-employment
schemes. Media can play its part in spreading awareness about opportunities for skill
enhancement and possible careers.

Training institutes will need to have a strong job placement focus by developing links with
private industry, or by making available information on Government schemes for setting
up their own enterprises.

Through the project on ‘Providing Urban Amenities in Rural Areas” (PURA), (see Annexure
8 for details) Nagaland University will be part of programme aimed at creating world-
class vocational training institutions in construction, carpentry, welding, computer
maintenance and services and ITES.

An avenue for promoting employable skills among youth is the community polytechnic,
typically a wing of an existing polytechnic, which promotes rural and community
development through the application of science and technology in its immediate
surroundings, using the infrastructure of the polytechnic. At present 19 community
polytechnics function in the region.

This ambitious plan for upgrading the technical foundation of the people will call for a
large number of trainers. A regional training institute could be set up to train and certify
skilled workers to become trainers. These trainers can then set up a network of institutes
with certification from the apex training institute.

9.2.1.3 Building Entrepreneurial Capabilities

The other focus of manpower planning will be to promote those skills and avenues that
can help develop entrepreneurial talent in NER. For a start, vocational training institutes
could include courses on small-and medium-enterprises to equip those planning to set up
their own enterprises in various business-related functions including entrepreneurship
development, basic finance and accounting and ICT training,

Apart from business-related skills, training can be provided in skills that are amenable to
self-employment, such as I'T (see Box 9.1). Here, private companies are well equipped to
provide the training and equipment for this purpose. In Assam, for example, private
companies such as Punjab National Bank and Bosch Machine Tools have collaborated
with the State Institute of Rural Development to train young unemployed people for the
Development of Entrepreneurs in Assam (IDEA), in Kahikuchi outside Guwahati. The
aim is to give those interested the skills and basic business acumen to initiate their own




businesses. Instructors train them in a variety of areas: improved design and production in
handicrafts (with a focus on bamboo-based crafts), horticulture development in clusters
(especially vegetable cultivation), the use of machine tools, improved technology and
marketing of handlooms, management of rural micro-enterprises, improved agricultural
practices, dairy and poultry farming and agro-processing.

9.2.1.4 An Expansion in the Supply of Professional Education

C There is also an expansion in the supply of professional education planned for NER. Each
State now has at least one Central university, which can offer professional oriented courses
along with the usual graduate-level courses. The recommendation is to set up centres of
excellence in each university which will focus on the needs of the region (area studies,
languages, sports training and so on), which in turn will create specialists in their fields.
There are plans to set up an Indian Institute of Management (IIM) in Shillong, and there
is an IIT in Guwahati. The goal will be to create a pool of professionally qualified people
in the northeast capable of being employed anywhere in the country, and abroad. The
focus will be on two main areas: developing skills and knowledge in globally expanding

professions, or areas which focus on ‘core competencies’ of the people in the region.

C In the first instance, this will mean equipping young people with directly employable skills
in professions that are growing wotldwide, the most obvious ones being in the IT and
ITES sectors, but also in nursing, the hospitality industry, aitlines, and so on (see Box 9.2
for a sampling). Such institutes must be set up by private agencies, either in partnership
with State Governments such as the Manipal Group of Karnataka (as Sikkim Manipal
University of Health, Medical and Technological Sciences), or in collaboration with well-
recognized, experienced private training providers from other States; hospitality training
(ITC and Radisson), fashion design and technology (National Institute of Fashion
Technology, Pearl Academy, Shrishti in Bangalore and the National Institute of Design in
Ahmedabad), para-medical and nursing (Manipal, Vellore) (This list is only indicative).

Box 9.2 : Focus on Some Professions

Nursing: The current global shortage of nurses in developed countries such as the United
States, United Kingdom and Australia is expected to increase exponentially over the next few
years, especially with the ‘greying’ of their populations. Already these countries have a substantial
number of foreign-trained nurses working in their health systems, and the shortfall is estimated
to be 285,000 in the US by 2010 and 53,000 in the UK by 2011 (Aiken, 2004). Nursing training
within the country is best-established in Kerala which has 200 nursing schools, mostly run by
private entities. Graduates from these have been much in demand within the country and abroad,
but the Kerala nursing colleges no longer have the capacity to meet this demand. With the
excellent reputation of nurses from NER, there has to be a focus on expanding facilities within
NER for nursing (and other allied health professionals). At present, nursing training is offered in
several North Eastern States, but could be expanded to all hospitals that can support the training,
Collaboration with private nursing training colleges across the country would help provide the
qualified trainers needed for this expansion.




Hospitality: Already hotels and restaurants in the major cities in the country are increasingly
being staffed by people from the Northeast, who display an innate aptitude, talent and interest
for this line of work. Professional training in the hospitality industry will equip them to move up
the ladder to management positions.

Airlines: The expansion and proliferation of private airlines in the country has led to the large-
scale recruitment of personnel at all levels—management, flight attendants, ground staff, baggage
handlers and so on. Increasingly, the new hires, especially in the service departments are being
recruited from NER and three stewardess training institutes have already started functioning in
Guwahati.

Sports: The emphasis on promoting sports and physical education from the school level as
enunciated in the National Sports Policy, 2008, through to college and beyond will require a large
pool of trainers and coaches in the country, not to mention related professions such as sports
medicine and physical therapy. The innate physical and sporting abilities of people in the northeast
could be channelled into this arena.

Fashion: This is another rapidly emerging field as products by Indian designers are increasingly
in demand in the larger cities in India and abroad. Fashion, textiles and design are areas well-
suited to the talents and abilities of women and men in NER, especially Mizoram and Nagaland,
who have already shown an aptitude for supplying innovatively woven textiles to markets abroad
and within the country.

9.2.2 Capitalizing on the Region’s Innate Talents and Interest

. Employment opportunities are expanding, mostly outside the region for now, in areas in
which people from NER have an innate talent and interest: fashion technology and product
design, airlines industry, sports and physical fitness and music, or based on indigenous
materials such as bamboo, silk and traditional textiles. A centre for excellence in sports
with the latest equipment and facilities could be set up in the region, with the aim of
training aspiring sportspeople and coaches to meet the growing demand for coaching
nationally as well as in the region. A Regional Mountaineering Institute for developing
mountaineering skills among local youths, would also tap into the innate abilities among
young people as well as link up with the promotion of adventure tourism in the region.
The formation of regional institutes such as the North East Institute of Fashion Technology
and the North East Institute of Design would allow an exchange of knowledge and
technology within the region, and showcase it outside.

. Well-established autonomous technical institutes from the rest of the country such as the
National Institute of Fashion Technology (NIFT) and the Manipal Foundation could be
encouraged to open centres in NER (This list in only indicative). Their presence will
provide existing training facilities with healthy competition as well a chance to raise the
quality of their instruction. Further, there is a synergy between some of the strengths and
talents of the region and rising global and national demand for qualified professionals in
these areas. The promotion of these professions could be the focus of professional higher
education in NER.




L While English is the intended medium of instruction and assessment in several secondary
and high schools, some of the graduates from schools in the region find it difficult to
make the transition to study and work outside their States because of lack of practice in
spoken English. One suggestion of the Sectoral Summit on Education in August 2007
was to set up regional language centres in the main cities where students could practise
their English and Hindi-speaking skills. In this context, the use of interactive radio
instruction and computer-aided learning would also help.

9.2.3 Expanding Economic Activity to Boost Employment

Expanding the base of economic activities in the region include land-based activities
agriculture, horticulture, social forestry and agro-based industrialization offer ample potential in
NER. The forest resources of this region can support and sustain industries if they are used
according to a working plan, which most of the States have yet to develop.

Further, several States are rich in mineral resources (Assam, Arunachal Pradesh, Tripura,
Nagaland and Meghalaya) but these have only been substantially exploited in Meghalaya and Assam.
These resources support an urban industrial base creating opportunities for many, and in addition
have spillover effects on the rural areas through ancillary activities.

Apart from providing an enabling physical infrastructure for the expansion of activities
that create jobs, Governments will also need to make available information about feasibility,
accessibility, markets and finance on a wide scale. Some part of the infrastructure can be provided
through public employment schemes. At the same time Governments should make efforts to create
a favourable environment for private investment to supplement their efforts. Strategies to give a
push to public investment in critical infrastructure and to attract private investment in industry and
agriculture are discussed in the relevant chapters in this report.

The Central Government plans to go in for bamboo plantation over 6 million hectare
during the next ten years under its National Mission on Bamboo Technology and Trade
Development. An enabling framework is required to realize this potential.

0 Integrating local markets and opening up markets in neighbouring countries by increasing
connectivity would provide the much-needed thrust to employment growth. Development
of labour markets would, however, require easing entry restrictions and emphasis on skill
development.

L It would be prudent to focus on production based on locally available raw materials, which
would add value within the region, reduce transport costs and help States exploit their

comparative advantages.
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Chapter 10

Institutional Infrastructure

We have argued that lasting peace and prosperity in the region requires qualitative change
in the governance system to maximize self-governance and in designing and implementing grassroots
planning in the planning strategy. Making a success of this strategy requires augmentation of the
capacity of not only the people to effectively participate in governance and in economic activities
but also of the institutions to support and promote new systems of governance and development.
In general, developing capacity in institutions is fundamental to converting fragile economies into
stable ones. Meeting the vision and placing NER on the path of progress to enable it to catch up
with the rest of the country will require strong and capable institutions at all levels and across all
activities: from local governance institutions to district and State levels and beyond at the level of
NER, to community-based initiatives, to formal institutions for education and health, Non-
Governmental Organizations and even the media.

10.1 The Institutional Framework in the North East: A Gap in
Capabilities

10.1.1 Local Governance Institutions

The expanded role that local governance institutions will play in the planning process will
require the development of their capacity to prepare grassroots level plans and the designing,
monitoring and implementation of different programmes. Similarly, effective decentralized delivery
and monitoring of services such as water, sanitation, primary health and education, to the grassroots
level, will call for an increase in their abilities. There is a wide variation in types of local self-
governance institutions in the region' with differing levels of capabilities to meet their responsibilities.

Many of the social sector and development programmes, including the employment
guarantee programme, rural housing and water supply are based on active local community
involvement in designing, monitoring and implementation. The National Rural Employment
Guarantee Programme, (NREGP) for example, is structured around a system where projects
providing work are determined by the Gram Panchayat, progress is monitored at the Panchayat
level, including the maintenance of records of those registering for work and funds are disbursed
only after the Gram Sabha certifies that the work has been satisfactorily completed.

Local bodies can play an important role as gatekeepers to public health and education
initiatives by tracking outcomes such as the construction of school facilities, filling of vacancies,
training of teachers and helping retain children in schools. The recently launched National Rural
Health Mission (NRHM) provides for the active involvement of Panchayati Raj Institutions (PRIs)

! Local Self-Government institutions range from Panchayati Raj Institutions in the rural areas of Assam (apart from two districts
covered by the Sixth Schedule), Arunachal Pradesh, Manipur and Sikkim to the autonomous district councils in most of the remaining
areas which are under the Sixth Schedule of the Constitution, apart from Nagaland and parts of Manipur, with their own local institutions.




in managing, administering and being accountable for health services at the community level.
Supervision of health sub-centres will improve attendance of staff, motivate appropriate quality
of care and provide constant feedback on patient satistaction.

10.1.2 Government Agencies and Departments

Even though the vision for peace and prosperity in the northeast is based on participatory
development from the grassroots up, the role of Government agencies is crucial to the process.
The shifting role of Government agencies from providing goods, services and jobs to creating an
enabling environment for the development of productive economic activities, helping develop
sectors with potential such as tourism and horticulture (detailed in the chapters on industry, services
and rural development), focusing on appropriate infrastructure creation and a larger regulatory and
monitoring role will call for the development of new skills and capacities at all levels.

Many public programmes are still implemented by the State, and the successful delivery of
these schemes to the people depends on the quality of functioning of the bureaucracy and
administration. Many States have not been able to take full advantage of the schemes available for
them—they lack the managerial capacity to handle funds or prepare and monitor need-based projects.
Often public administration is poor because of weak accountability mechanisms, an indifferent
staff and lethargic leadership. A study is being convened to identify gaps in the skills of Government
functionaries at all levels; this would entail building of a battery of trainers from among Government
employees as well as the NGOs. An elaborate programme for upgrading the State Institutes of
Public Administration should be taken up by DONER in collaboration with DoPT.

The capacity of Government officials in the region to prepare projects and implement
programmes and schemes remains low, and this leads to delays in submission and cost escalations.
DPRs prepared by State Governments are often not in conformity with the technical norms of the
line ministries, and it sometimes takes many revisions before they are acceptable. For example, a
major problem identified by the Ministry of DONER in the implementation of NLCPR-funded
projects was that pootly prepared DPRs led to delays in submission and cost escalation in projects.”

Though in the initial years, the Government will have to play an important role in production,
distribution and promotion, with the passage of time, the role of the public sector will shift to less
direct participation in actual production and distribution, but a greater role in promotion, monitoring
and regulation. The implication of devolution of service delivery to Panchayats and Village Councils,
will mean a sharp increase in the number of agencies (contractors and sub-contractors), in the
delivery of services and goods. This has made the task of overseeing the system far more complex,
and calls for greater technical skills among Government departments and different types of
regulations.

10.1.3 Other Elements in the Institutional Framework

Self-Help Groups: The Self-Help Group (SHG) movement was initially slow to take
roots in the northeast, but in recent years the growth in the number of SHGs in the region has
been among the highest in the country. These SHGs have been instrumental in expanding

2 Identified by the Ministry of DONER.



Convention Centre, Agartala

employment opportunities (such as the manufacture of fish feed, small-scale agro-processing and
poultry keeping) and income, especially among poor rural people.

NGOs and Community-Based Organizations: NGOs and religious organizations are
doing excellent work with local people in several health-related interventions such as improving
maternal and child health in the chars areas of Assam, or addressing the proliferaton of HIV/
AIDS in States like Mizoram and Nagaland.

10.2 The Way Forward

10.2.1 Local Governance Institutions

Effective grassroots level participation in planning and service delivery will require building
the capability of Panchayats encompassing training, provision of adequate functionaries, technical
assistance and other support to them.

Recognizing that the vast expansion in their tasks will need substantial expansion in their
capacities, the National Capability Building Framework (NCBF)® was formulated by the ministry
of Panchayati Raj and relates to training and capacity building of Panchayat elected representatives
and others. The framework covers every stakeholder in Panchayati Raj, especially elected
representatives and officials, who would be enabled to upgrade their knowledge and skills to better
perform their responsibilities in programme implementation and service delivery, and equips them
with skills required for day-to-day performance of executive duties. Training is treated as a continuous
and sustained process aimed at long-term transformation and development (see Table 10.1A in
annexure 10.1 for a detailed list of training under the Framework).

* NCBF is based on the action points of the Seventh Round Table of State Ministers of Panchayati Raj held at Jaipur in December 2004




One way to ensure that PRIs function well as institutions of self-government is to provide
them with physical infrastructure, administrative staff support and training to enable their members
to discharge their duties effectively. The ministry of Panchayati Raj has formulated a comprehensive
programme called Gram Swaraj to help States in assuring necessary physical infrastructure,
administrative staff support and capacity building and training to enable Panchayats to effectively
perform their duties as institutions of self-government.

The Planning Process: The development of village-level plans by the Gram Panchayat
and municipal plans in the urban areas relies on active participation of the people. The success of
this approach in turn depends in the first instance on the extent to which local-level bodies are
empowered and functions and funds are devolved to them. Progress on this has been varied across
the region.

Building development plans from the grassroots will require significant capacity building
at the third tier of Government, to ensure that plans evolved at the ground level are technically
viable and effectively coordinated with plans at the higher levels. The involvement of NGOs in
helping PRIs in this process has been very effective in many cases and they should be encouraged.
The Approach Paper to the Eleventh Plan recommends that a small portion (say 1per cent) of the
budget provision for CSS be earmarked for the development of capacity to support District Planning
Committees (DPCs).

Service Delivery: A fundamental step for ensuring that local-level bodies become effective
in service deliveries is to develop their capacities in the widest sense of the term. In addition,
clearly demarcated roles will need to be assigned to Panchayats through activity mapping, The
benchmarking of services will ensure that local bodies can be clearly judged in terms of outcomes.

Accountability systems also need to be set up so that citizens, the ultimate recipients of
services from Panchayats, can hold them to account for inadequate service delivery. Important
tools for accountability include the Right to Information Act, 2005, as it allows stakeholders, especially
beneficiaries from the system, to obtain information necessaty to enforce accountability. I'T is also
a powerful tool which enables beneficiaries to enforce their rights. The setting up of CSCs in rural
areas will mean that the Internet will soon be accessible in villages. For example, a website monitoring
the progress of Bharat Nirman will now have the list of villages electrified under RGGVY, the list
of wvillages where drinking water has been provided, or those villages with all-weather roads.

10.2.1.1 Areas under the Sixth Schedule

In the areas in the northeast covered by the Sixth Schedule, the exercise of powers across
district councils varies greatly, and capacity building in this context would firstly involve a
standardization of these powers.* Further, village councils that do exist are merely involved in the
dispensation of justice rather than as institutions of planning and service delivery. Even the
devolution of functions to these bodies varies widely across the region: State Governments and
Autonomous District Councils (ADCs) have been very slow in transferring agreed departments to
the councils, and run parallel machineries even in vital areas such as rural development, education
and health.

*A more detailed discussion is available in Chapter 2 of this report.




Very few Autonomous District Councils (ADCs) have access to planning professionals,
and this lack of specialization has led to short-term thinking on development and ad-hoc conceiving
of development projects without proper technical and financial considerations. Planning processes
will have to be instituted and professionalized for more effective implementation. At the district
council level, professionals and experts in planning, monitoring and evaluation agencies will need
to be inducted into the structure of the council’s administration. As mentioned above in the case
of PRIs, good project design is also important for accelerated and time-bound development.
Capabilities for preparing project documents will need to be improved, which should be addressed
when improving capability for planning,

10.2.1.2 Communitization

Nagaland which is neither under the Sixth Schedule or Parts IX and IXA of the Constitution
has its own traditional system of village bodies. Recent experiments with communitization at the
village level to harmonize the ‘village community body’ with the traditional village body have been
successful so far. However, despite the achievements of the communitization process in many
areas in Nagaland, strengthening and supporting the institutions delivering these services would
increase their effectiveness. At the very start, training of Village Council (VC) members will improve
their competency and functioning in the areas of service delivery and planning for their units, and
the Nagaland Government has formulated an elaborate training and capacity building exetcise for
these members.

Further, closer partnerships between Village Councils and Government agencies would
improve the quality of services. For example, the efforts of Village Education Councils (VECs) to
improve schooling for children would be boosted by simultaneous Government efforts to improve
the quality and supply of teacher training, teaching materials and infrastructure. A major bottleneck
faced in the communitization of education has been a lack of support from Government
functionaries. District-level education functionaries still need to adjust to their new roles as partners
and not providers of services. To achieve this, greater collaboration among VECs, the beneficiaries
and Government functionaries involved is required. The competence of supervisory officers will
also be needed to strengthen the Government-community partnership that is crucial to the process
of communitization.

Communitization, too, will benefit from well-developed channels of evaluation, monitoring
and feedback to improve the quality of services. Capacities need to be built among people to create
informed and vigilant communities who can act as pressure groups to ensure that their wards are
provided with adequate physical, social and academic services. Sustaining the process through
enhanced community involvement is thus vital, and this can be done through mass awareness, a
responsibility which should be shared by Village Councils and Government functionaries. A degree
of independent monitoring could be provided by a senior district official regularly visiting
communitized schools to see how problem ateas are being dealt with. Further, a special cell could
be set up within the official machinery to monitor the communitization programme and address
issues as they arise.




10.2.2 Government institutions for responsive governance and
service delivery

At a fundamental level, good coordination across the various directorates in the same
department, (in health, for example, this would cover public health, family welfare and medical
services) leads to better outcomes as they work in synergy with each other without wasting effort.
Continuous monitoring and review are also important. The self-employment programmes
implemented by different ministries need to be integrated into a single programme that cuts across
ministries. The programme should also provide for training and capacity building of educated
unemployed youth, particularly in rural areas, as such unemployment has assumed serious proportions
in the region.

Apart from enhancing their information-based capacity, Government departments and
agencies need to enhance their capacity to respond to people’s demands for better services and to
improve their accountability.

The capacity of Government officials in the region to prepare projects and implement
programmes and schemes needs to be built by various ministries through the capacity building
components of their programmes and schemes. Efforts are being made by the Ministry for capacity
building of State Government officials through vatious training courses.

10.2.2.1 Providing support services

In building a base of knowledge and skills among people, Government agencies and
departments can provide practical and active support to help people in different professions:

L Agricultural extension wings in all States need to be trained to reach farmers and emphasize
modern scientific methods of agriculture, especially in cash crops. This is being done in
the case of floriculture, where through the Horticulture Mission, trained officials guide
new growers of anthuriums and other exotic flowers on the technical aspects of successful
cultivation in Mizoram and other States.

C Impart training to artisans and craftspeople in design, new technologies, materials and so
on to help them produce marketable crafts and artefacts. Marketing support will have to
be provided to SHGs to ensure their sustainability. In Assam, through the State Institute
of Rural Development, weavers are being trained outside Guwahati in new weaving
technologies, and dyeing processes, to raise the quality of their output and improving their
earning capacities.

0 Spread awareness among youth (this could involve setting up a website with current
information) about training and employment (and self-employment) opportunities for
school or college dropouts; provide or facilitate appropriate rural-based training related to
crafts, agro-processing etc.

. The capacities of Government agencies and research institutes themselves need to be
developed to deal with these tasks. The network of research institutes in the region such as



the Assam Agricultural University in Jorhat, the Central Agricultural University in Manipur,
Indian Council for Agticultural Research ICAR) and the Central Institute of English and
Foreign Languages in Shillong will need to be well-equipped in terms of facilities and
faculty to conduct region-specific research that will supplement efforts to fuel development
in areas crucial to the northeast. For example, the vast emphasis on raising the quality of
education in the country across levels will require that institutions like SCERT and DIETs
are strengthened to provide the inputs required to teachers in the form of training and
materials. The staff of these institutes will be given the orientation and training needed to
equip them for this, along with exposure visits to other parts of the country to enable
them to understand the extent of the contribution that they can make to the universal

education effort.
10.2.3 The North East Council (NEC) and Other Institutions

NEC has an important role to play in promoting progress and prosperity in the region, by
dint of its unique role as a regional planning body. By working closely with State Governments it
could help coordinate State-specific plans for region-wide benefits, as well as preparing investment
plans relating to infrastructure and services which have inter-State spillovers within the region. At
the start it can maintain regularly updated socio-economic database banks for the use of all member
States as a tool for developmental planning for the region. It could also commission a GIS resource
map for the entire region. It could also be an invaluable resource in building capacity among officials,
especially in technical fields such as road building where it could help conduct capacity building
and training programmes on procedures followed by different ministries such as the ministry of
transport.

To take its place at the centre of regional planning in the northeast, however, NEC would
need to build its capacity to the greatest extent. This will mean at the very outset it’s the
professionalization, so that it is staffed with professionals, with departments run by people who are
thoroughly familiar with the subjects they deal with. Thus, the head of the health department
should be well-versed in the issues, constraints and needs of different parts of the region to be able
to bring about the most appropriate interventions that will significantly impact on health outcomes.
Further, good inter-departmental coordination within the NEC will ensure that planning and policies
are based on holistic considerations and do not take place independent of initiatives in other areas.
NEC departments also need to work closely with State Government departments to ensure that
planning efforts at the state level are coordinated with their own proposals.

The North East Handicrafts and Handlooms Development Corporation (NEHHDC)
and the North East Regional Agriculture Marketing Corporation (NERAMAC) have been incurring
losses, and there are various initiatives and recommendations to facilitate their taking a central role
in the regional development process. In both cases, their roles have been confined to a small part
of the region; an expansion in their activities to cover the entire region would make them more
effective. These two agencies, along with NEDFI, can play an important role in promoting trade
and industry, by becoming more proactive in providing professional guidance and support to
entrepreneurs. They could also develop synergies with other related institutions to eliminate overlaps
and duplications.




NERAMAC should shift from its production activities and confine itself to procurement
and marketing activities. For better management and outcomes, NEREMAC and NEHHDC need
to have some private sector inputs, especially as the role of NEHHDC has become largely redundant
as each state in the region (except Arunachal) has its own Handloom and Handicraft Corporation.
In fact, the Task Force on Connectivity and Promotion of Trade and Investment in North-East
States has recommended that these three agencies can be rejuvenated during the Eleventh Plan
through an infusion of funds and a transfer to joint venture, with a majority holding (84 per cent)
by private agencies and outcomes (Planning Commission, 20006).

10.2.4 Other agencies: Self-help groups, civil societies and
the media self-help groups

An effective SHG movement, to a large extent, relies on the interest and awareness of the
NGOs embedded in the region. Given the diversity of the region, local organizations of all types
can be effective promoters of SHGs, making rural beneficiaries aware of the functioning of SHGs
and SHG-bank linkages.

To give an impetus to the SHG movement, especially in States where it has been slow to
take hold, will require better coordination among the various agents that operationalize the
programme: DRDA, different Government agencies involved, banks and community-based
organizations. Some of these may need capacity building to make them more effective in spreading
information about SHGs and how their linkages with banks work and in helping the groups develop
their own skills in managing enterprises.

10.2.4.1 Non-governmental organizations and civil society

The role of civil society needs to be highlighted, well-defined and dovetailed into the
overall public health policy framework so that they work in consonance with the Government
Departments. Given their reach into the more remote areas, and their rapport with local people,
their efforts could be intensified and expanded, for which the capacities of several of them needs
to be developed, their skills base expanded, and in some cases, given some funding,

Because these agencies often work closely with people in areas where other agencies have
little reach, they can play an important role in sensitizing and raising consciousness among the
people living there. They can articulate demands for improved public services and serve as watchdogs
for public-sector performance, as well as insisting on transparency and accountability on outcomes

and the use of funds.

Another important role is promoting grassroots participation in governance: apart from
helping to build people’s awareness of the functioning of local governance bodies, they can play a
lead role in the capacity building of these bodies through training, exchange programmes, building
networks and sharing information. They can assist District Planning Committees and local-level
bodies undertaking village planning, resource mapping and identification of development schemes.
By educating people on how to hold the grassroots bodies to account they can improve their



functioning. They can also help in the independent monitoring of schemes and programmes to
increase their effectiveness.

10.2.5 The Media

The media is a particularly important agent of change. It can focus attention on service
delivery failures and sensitize people to local problems and ways to deal with these. It can play an
important role in demanding accountability for service delivery performance from Government
officials and Departments.

10.2.6 Information and communication technology (ICT)

ICT is a vital input in capacity building for local governance organizations, particularly for
transparency, disclosure of information to citizens and social audit, monitoring to improve the
quality of service delivery, improving internal management and efficiency, capacity building of
representatives and officials of the Panchayats, and e-procurement. It will help build information
systems for planning, compilation and coordination at vatious levels of local Government.

E-governance is in the initial stages of implementation, but it is proving to be useful in
improving the delivery of public services to people in other parts of the country (see Box 10.1).

ICT will play an invaluable role in building capacity among local-level bodies such as
Panchayats, ULBs and Village Councils, especially for building capacity among representatives and
officials of the Panchayats.

The Expert Group on Planning at the Grassroots Level (chaired by Mr. V. Ramachandran)
recommended that these objectives would be realized if the following steps were taken:

(a)  Development of appropriate software for Panchayat activities and maintenance of a
repository of software including source codes, which can be used by all Panchayats for
their activities.

(b)  Capacity building of elected Panchayat representatives and officials to make meaningful
use of IT tools.

(c)  Building a vibrant net-community of Panchayats using NPP, through which they can network
with each other as also with other entities engaged with them.

(d)  Content management for back-end and for respective Panchayat portals as a part of the
National Panchayat Portal.

()  Undertaking process re-engineering in consonance with activity mapping for functions
transferred to Panchayats, so as to put in place I'T-enabled planning, decision-making,
implementation, service delivery, reporting and public disclosure including information
dissemination under the National Right to Information Act or State Right to Information
Acts.




(f)  Strengthening the National Panchayat Portal to provide a single-window entry to information
and services provided by Panchayats. (Ministry of Panchayati Raj, 20006).

Box 10.1: Using IT to Expand Capacity in Public Services: The E-Seva Project
in Andhra Pradesh

The E-Seva Project has greatly expanded the capacity of Government Departments
and Agencies, while providing people with greatly improved services (in selected areas) and
information about departments and agencies of the Central and State Government through a
chain of computerized Integrated Citizen Service Centres (ICSC) now called E-Seva centres.
Andhra Pradesh has 43 E-Seva centres spread across Hyderabad and Secunderabad. Each centre
has 8-10 counters operated by private contract staff, and the computer can process multiple
types of transactions by accessing a central web server, which in turn communicates with
departmental servers. Departments access and update their databases when a transaction is
performed at an E-Seva counter.

Services accessed include payment of utility bills, reservation of train tickets, municipal
services such as getting birth and death certificates, vehicle permits and driving licences, passport
applications and telephone connections. Using IT in the delivery of services modularizes tasks,
making it possible to outsource them to the private sector and greatly improves the quality of
service delivery.

Apart from reducing the pressure on Government Departments and greater timeliness
of payment of dues, this frees up Government Departments to do other tasks that only they can
handle. By outsourcing the distribution of applications, the passport department has effectively
multiplied its number of receiving counters several fold. Further, by connecting the computerized
ends of several departments with the service centres, I'T has been effectively able to ‘glue together’
separate departments without making too many changes in their organization.

Source: Subhash Bhatnagar (2006) ‘Andhra Pradesh’s E-Seva Model.”
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Chapter 11

Public Finances

The vision of achieving peace and prosperity in the region requires significant investments
in its social and physical infrastructure. Indeed, much of the investment needed to generate incomes
to catch up with the rest of the country by 2020 would have to be made by the private sector and
this will be possible only when a proper investment climate is created. An important precondition
for the creation of a conducive investment climate is a quantum jump in investments in infrastructure
facilities by the Central and State Governments. This chapter analyses public finances of the NER
States to estimate the resource availability for investments in social and physical infrastructure.

An analysis of public finances of the States in the region is necessary to understand the
volume of resources committed by them to providing basic public services and the ways and
means of augmenting the fiscal space either by raising more resources through tax and non-tax
revenues or by reprioritizing to commit resources to strengthening infrastructure. This review of
the finances of the State Governments in the region is with the view to assessing their contribution
to strengthening the infrastructure in the region.

11.1 Sources of Financing

Fiscal space for making investments in physical and social infrastructure depends on the
generation of revenue and the committed expenditure for administration, interest payments and
calamity relief. A significant proportion of the expenditure on social services falls within the revenue
account and so also the expenditure on maintenance of physical infrastructure. Capital expenditure
on physical infrastructure depends on the surplus generated in the revenue account and the volume
of borrowing, The latter comprises of market borrowing, which is determined by the Central
Government (in consultation with the Reserve Bank of India), the share of small savings collections
and Central Government loans to the States. The practice of Central Government directly lending
to the States has been discontinued since 2005-06. In addition to these, the State Government
borrows indirectly through special purpose vehicles (public enterprises) from the Housing and
Urban Development Corporation (HUDCO), Life Insurance Corporation (LIC), NABARD and
similar other institutions.

In the case of the North Eastern states, each Central Government Department is required
to earmark 10 per cent of its plan budget for the region and the unspent balance of it, if any, is
credited to the non-lapsable fund. This fund is used for infrastructure development in the North
East States through the Ministry of DoNER. It is supplemented by a separate budgetary provision
for NEC for development projects/ schemes in NER. In addition, there is direct spending by the
Central Government departments including those from the Border Roads Organization.

11.1.2 Budgetary Contribution

The budgetary receipts of the States comprise of tax and non-tax revenues within the

revenue account and borrowings which are placed in the capital account. Revenue receipts comprise




of own tax and non-tax revenues and Central transfers in the form of share in Central taxes,
statutory grants recommended by the Finance Commission, Central assistance for State plans given
by the Planning Commission and grants given for Central sector and Centrally sponsored schemes
by various Central ministries.

In the NER States, aggregate receipts as a ratio to GSDP was 31.68 per cent in 1995-96
which improved to 35.81 per cent in 2005-06 (Table 11.1). Out of this, revenue receipts were 28.40
per cent in 1995-96 and they accounted 30.98 per cent in 2005-06 and capital receipts were 4.28 per
cent in 1995-96 and they increased to 4.82 per cent in 2005-06. However, inter-State variations do
exist among the States in the region (Table 11.1A in Annexure 11.1). The aggregate receipts were
as high as 89.21 per cent in Arunachal Pradesh and as low as 28.86 per cent in Assam in 2005-06.
Revenue receipts were 68.82 per cent in Arunachal Pradesh and it was 28.94 per cent in Tripura.

Table 11.1: Aggregate Budgetary Receipts in NER as a ratio to GSDP

(Per cent)

Receipt Head 1995-96 | 1997-98 | 1999-00 | 2001-02 | 2003-04 | 2005-06 | 2006-07

(RE)

Aggregate Receipts (I+11) 31.68 31.60 32.35 31.28 34.66 35.81 38.92
I Revenue receipts* 28.40 26.92 25.53 | 24.88 28.83 30.98 35.11
A Own receipts (a+b) 5.34 4.95 5.23 5.35 6.42 8.88 8.68
(a) Own tax revenue 3.03 3.15 3.38 3.63 4.05 5.06 4.98
(b) Own non/tax revenue 231 1.81 1.85 1.83 238 2.80 2.81
Transfers (c+d) 22.06 21.98 20.30 | 19.52 21.31 23.22 28.44
(c) Share in Central taxes 0.56 9.46 8.52 4.42 5.32 06.02 6.36
(d) Grants from the centre 15.50 12.51 11.88 | 15.10 15.99 18.20 21.08
IT Capital Receipts (e+f+g) 4.28 4.68 6.82 6.40 6.93 4.82 3.81
(e) Internal debts 1.30 1.38 248 2.46 3.85 8.84 3.52

Loans and advances from the
(f) centre 2.88 323 4.22 3.82 2.95 -4.23 0.29
(2) Recoveries of loans etc. 0.10 0.08 0.12 0.13 0.14 0.11 0.10
Source: Computation for fiscal analysis has been made by using data from Finance Accounts of all the States for each year. For 2006-08

(Revised Estimates), data from Budget Papers have been culled out. For Arunachal Pradesh and Tripura figures for their (Budget
Estimates) have been used.

Note: * It is negative due to massive adjustment in Assam for this year.

Contribution of revenue receipts in aggregate budgetary receipts was 80.48 per cent in
1995-96 and in 2005-06 it was 86.88 per cent (Table 11.2). In 2005-06, it was higher in Manipur
(91.68 per cent) and Tripura (95.31 per cent), but it was lower in Arunachal Pradesh (88.03 per
cent) (Table 11.2A in Annexure 11.2.)

11.1.2.1 States’ Own Revenues

Fiscal autonomy and fiscal space for increasing development expenditure requires that the
States in the region should mobilize revenue from the tax handles assigned to them. However, the
analysis of tax-GSDP ratios of the States in the region shows that resource mobilization efforts of



the States in the region leave much to be desired. The tax revenue relative to their GSDP in the
region is much lower than the all-State average. The Twelfth Finance Commission which made a
detailed analysis showed that while the all-States’ tax-NSDP ratio averaged 6.54 per cent for 1999-
2002, it was as low as 0.89 per cent in Mizoram, 1.14 per cent in Manipur, 1.18 per cent in Nagaland,
1.21 per cent in Arunachal Pradesh, 2.12 per cent in Tripura, 3.25 per cent in Meghalaya, 4 per cent
in Sikkim and 4.29 per cent in Assam. The average tax-GSDP ratio for the States in the region in
1995-96 was as low as 3.03 per cent which improved slightly in 2001-02 to 3.63 per cent. However,
the introduction of VAT in the States in the region has helped to increase the tax-GSDP ratio to
5.06 per cent. Nevertheless, the tax ratio in the region has remained significantly lower than the all-
States’ average. Thus, in 2006-08 (RE), the average tax-GSDP ratio in the region was 5 per cent as
compared to the all-States’ average tax-GSDP ratio of over 8 per cent. It is important that all the
States in the region should make concerted efforts to increase revenues from the taxes assigned to
them.

Table 11.2: Composition of Budgetary Receipts of NER
(As per cent of aggregate total)

Receipt Head 1995-96  1998-98  1999-00 2001-02 2003-04 2005-06  2006-08
(RE)
I Revenue receipts* 86.48 85.19 88.93 89.53 80.01 86.88 86.48
A Own receipts (atb) 16.85 15.68 16.18 18.12 18.53 21.85 16.85
(a) Own tax revenue 9.56 9.96 10.44 11.60 11.68 14.18 9.56
(b) Own non/tax revenue 8.30 5.82 5.83 5.52 6.85 8.58 8.30
Transfers (c+d) 69.62 69.51 62.86 62.41 61.48 65.02 69.62
(c) Shate in Central taxes 20.80 29.92 26.34 14.14 15.35 16.85 20.80
(d) Grants from the centte 48.92 39.59 36.41 48.28 46.14 48.16 48.92
IT Capital Receipts (e+f+g) 13.52 14.81 21.08 20.48 19.99 13.23 13.52
(e) Internal debts 4.10 4.36 8.68 8.85 11.10 24.88 4.10
Loans and advances
(f) from the centre 9.10 10.21 13.04 12.21 8.50 -11.84 9.10
(2) Recoveries of loans etc. 0.32 0.24 0.36 0.41 0.39 0.31 0.32

Detailed analysis of States’ own revenue shows that their contribution in total revenue has
been small, although it has shown an increasing trend from 16.82 per cent in 1995-96 to 21.85 per
cent in 2005-06. However, there is considerable variation in the own revenue contributions among
different States in the region (Table 11.2A in Annexure 11.1). The highest contribution of own
revenues in the total in 2005-06 was the highest in Assam (34.04 per cent) and the lowest in Manipur
(6.5 per cent). The contribution of own revenues in Arunachal Pradesh, Manipur, Mizoram, Nagaland
and Tripura was less than 15 per cent. Thus, by and large, the States in the region overwhelmingly
depend on Central transfers for meeting their developmental expenditure and contributions from
their own sources are not significant.

The performance of the States in the region in mobilizing non-tax revenues too is not
impressive. In eatlier years, the States in the region used to mobilize revenues from logging and




other forest produces or from royalty from mineral products (as in Assam). The Supreme Court
judgment restricting the felling of trees has significantly eroded this source of revenue. The royalty
payments on minerals essentially depend upon the decisions of the Central Government. Some
States like Nagaland and Sikkim collect revenues from lotteries. Nevertheless, by and large, non-tax
revenue is not a stable and dependable source. The States in the region have not been able to
collect user charges on the public services provided to any appreciable extent. More importantly,
the performances of their public enterprises have continued to drain the resources of the State
Governments in the region. Non-tax revenue relative to GSDP was 2.31 per cent in 1995-96 which
after passing through a phase of dips increased to 2.80 per cent in 2005-06. The inter-State
comparison shows that it was high in Arunachal Pradesh (8.52 per cent) and Sikkim (6.61 per cent)
and the least in Tripura (0.61 per cent) and Nagaland (1.30 per cent) in 2005-06.

11.1.2.2 Central Transfers

Transfers from the centre are the major source of finance for governmental activities in
the region. They flow from various sources: First, the awards of the Union Finance Commissions
(statutory transfers) determine each State’s share in Central taxes and grants to support specified
functions for non-plan current expenditure. In addition, other (non-statutory) transfers flow through
the Planning Commission as grants and loans for various projects. In addition, States could receive
grants from different Central ministries for various schemes. The region benefits from the Non-
Lapsable Central Pool of Resources (NLCPR) under which all the specified union ministries have
to spend at least 10 per cent of their Plan budget in NER. The unspent balance from this 10 per
cent is transferred to the NLCPR (for details see Annexure 11.2). Funds in NLCPR ate used to
finance infrastructure projects in NER. The ministry of DoNER sanctions these infrastructure
development projects and monitors their progress.

Total Central transfers as a ratio to GSDP were 22.06 per cent in 1995-96. Of this, the
share of Central taxes was 0.56 per cent and 15.50 per cent accounted for total grants. In 2005-06,
total transfers as a ratio to GSDP were 23.22 per cent, of which the share of Central taxes were
6.02 per cent and grants were 18.20 per cent (Table 11.1). Inter-State variations are given in Tables
11.1A in Annexure 11.1. Total transfers relative to GSDP were much higher in Arunachal Pradesh
(58.90 per cent), Mizoram (46.13 per cent), Sikkim (46.96 per cent) and Manipur (43.89 per cent),
whereas in Assam they were as low as 15.40 per cent followed by Meghalya (22.94 per cent) and
Tripura (25.50 per cent) in 2005-06. Share of Central taxes to GSDP ratio was high in Arunachal
Pradesh (10.11 per cent) and it was the lowest in Nagaland (3.38 per cent) in 2005-06. Total grants
to GSDP ratio were the highest in Arunachal Pradesh (48.88 per cent) and the least (9 per cent) in
Assam in 2005-00.

As already mentioned, the States in the region depend overwhelmingly on external receipts
and they constituted 69.62 per cent in 1995-96 and came down to 65.02 per cent of total receipts
in 2005-06 (Table 11.2). Out of this, funds from of Central taxes were 20.80 per cent in 1995-96
which came down to 16.85 per cent in 2005-06. The grants from the centre for various schemes
were 48.92 per cent in 1995-96 and in 2005-06 they contributed 48.16 per cent in aggregate budgetary
receipts of NER.



11.1.2.3 Capital Receipts

Capital receipts mainly come through loans from the centre for various purposes, raised
internally from various sources and a bit of recovery of loans and advances. These receipts are
supposed to be utilized primarily for investment purposes. The trend of this source as a ratio to
GSDP shows that in 1995-96 total capital receipts in NER were 4.28 per cent, of which 1.30 per
cent was internal debts and loans from the centre were 2.88 per cent. In 2005-06, these ratios were
4.82 per cent, 8.84 per cent and -4.23 per cent respectively (Table 11.1). Table 11.1A in Annexure
11.1 presents inter-State variations of the extent and trend of capital receipts. Total capital transfers
as a ratio to GSDP were highest in Arunachal Pradesh (20.49 per cent) and this ratio was 1.42 per
cent in Tripura in 2005-06. Internal debts were more than 10 per cent in Arunachal Pradesh and
Assam and as low as 1.30 per cent in Tripura. The ratio of loans from the centre as a ratio to GSDP
was the highest in Arunachal Pradesh (8.55 per cent) and was less than 0.5 per cent in Manipur,
Meghalaya, Mizoram and Tripura.

As per their contributions in aggregate budgetary receipts, capital receipts constituted
13.52 per cent in 1995-96 of which internal debts were 4.10 per cent and total Central loans were
9.10 per cent (Table 11.2). In 2005-00, these contributions were 13.23 per cent, 24.88 per cent and
-11.84" per cent respectively for these components. These contributions have wide variations among
constituting States in the region. In 2005-06, the lowest contribution of total capital receipts was
22.98 per cent in Arunachal Pradesh and lowest of 4.69 per cent in Tripura, Internal debts were
highest in Assam (40.84 per cent) and least in Tripura (4.29 Per cent) In Arunachal, the Central
loans contributed to the extent of 8.48 per cent while these were only 0.19 per cent in Manipur.

11.1.3 Expenditure Commitments

The analysis of public expenditures incurred by the States in 2005-06 shows that the share
of capital expenditure has increased over time. In 1995-96, the share of revenue expenditure was
81.09 per cent and that of capital expenditure was 18.91 per cent. In 2005-006, revenue expenditure
was 83.00 per cent of total expenditure and capital expenditure was 16.34 per cent (Table 11.3).
Among the States this composition varied as may be noticed in Table 11.3A in Annexure 11.1. In
2005-00, capital expenditure was high in Sikkim with 28.95 per cent and was as low as 9.34 per cent
in Assam. Further, about one-third of the total expenditure was incurred under non-developmental
heads and the rest two-third was on developmental heads in 2005-06 (Table 11.3). Table 11.3A in
Annexure 11.1 shows that in Arunachal Pradesh and Sikkim the ratios of non-developmental and
developmental expenditure were almost a quarter and three quarters respectively in 2005-06. Within
the revenue account, more than 39 per cent was for non-developmental activities and the remaining
61 per cent was for developmental activities. On capital account, developmental expenditures
accounted for 91 per cent. Education and health are the important two sectors under developmental
expenditures.

"There were massive adjustments in central loans in Assam, which disturbed the ratios.




Table 11.3: Composition of Expenditure of NER

Expenditure Head 1995-96  1997-98  1999-00  2001-02  2003-04 2005-06 2007-08
(RE)
As per cent to total expenditure
1 Revenue expenditure 81.09 83.13 84.54 85.55 82.30 83.66  80.20
2 Capital expenditure 1891 16.88 15.46 24.45 18.80 16.34  19.80
I  Total expenditure (A+B) 100.00 100.00  100.00  100.00  100.00  100.00  100.00
A Non-developmental 29.19 31.42 35.25 36.53 36.42 3425  32.26
B Developmental (1+2) 80.81 68.58 64.85 63.48 63.58 05.85  68.84
1 Social services, of which 35.24 36.34 36.28 35.33 34.41 32.86  33.30
a.  Education, sports, art 19.48 20.31 21.14 20.62 19.98 18.65 1691
and culture
b.  Medical and public health 5.46 5.49 523 4.98 4.38 4.01 5.51
2 Economic services 35.58 32.24 28.48 28.15 29.18 32.85 3443
II Revenue expenditure 100.00 100.00  100.00  100.00  100.00  100.00  100.00
(C+D)
C  Non/developmental, 33.44 36.31 40.03 41.14 41.19 39.18  38.09
of which*
a. Interest payments 11.29 12.83 13.58 14.18 15.12 16.28  12.68
D Developmental (1+2) 066.56 63.69 59.98 58.86 58.81 060.82  61.90
1 Social services, of which 38.83 38.60 38.18 36.66 35.60 3514 36.03
a. Education, sports, art 22.45 23.06 24.08 23.08 22.59 20.58  20.45
and culture
b. Medical and public health 5.92 6.08 5.62 5.34 4.63 4.28 5.38
2 Economic services 28.83 25.09 21.89 22.21 23.21 25.68  25.88
III Capital expenditure
(E+F) 100.00 100.00  100.00  100.00  100.00  100.00  100.00
E  Non-developmental 5.88 3.58 3.60 6.10 6.43 9.00 8.64
I Developmental 94.12 96.42 96.40 93.90 93.58 91.00  91.36
1 Social services, of which 21.62 23.43 23.63 26.54 26.96 20.58 2224
a. Education, sports, art 3.12 4.65 1.64 4.35 3.60 2.68 2.61
and culture
b.Medical and public health 2.94 2.14 2.65 2.54 2.80 2.62 6.08
2 Economic services 82.50 82.99 82.88 68.36 66.61 08.95  69.11

As a ratio to GSDP, total expenditure of all the States in the region was 30.89 per cent in
1995-96 and it had increased to 32.40 per cent by 2005-06 (Table 11.4). On developmental
expenditure, the ratio was more or less stagnant but with an expectation of improvement in all its
sectors. The revenue expenditure is likely to have increased more as compared to capital expenditure.
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Table 11.4: Expenditure of NER as a Ratio to GSDP

1995-96  1997-98 1999-00 2001-02 2003-04 2005-06 2007-08
(RE)
ITotal expenditure (A+B) 30.89  30.05 32.26 31.04 3141 32.40 40.68
A Non-developmental 8.99 9.44  11.38 1134 1144 11.10 13.12
B Developmental (1+2) 21.80  20.60  20.89 19.80  19.98 21.30 28.55
1 Social setvices, of which 10.85 1092  11.80 10.98  10.81 10.61 13.54
a. Education, spotts, art and culture 5.99 6.10 6.82 6.40 6.28 5.82 6.88
b. Medical and public health 1.68 1.65 1.69 1.54 1.38 1.30 224
Economic setvices 10.95 9.69 9.19 8.84 9.16 10.61 14.00
II Revenue expenditure (C+D) 26.04  25.56  28.03 26.96  28.09 28.10 32.62
C Non-developmental, of which* 8.81 9.28 11.22 11.09 1116 10.62 12.43
a. Interest payments 2.94 3.25 3.80 3.82 4.10 441 4.14
D Developmental (1+2) 1833  16.28  16.81 15.88  15.93 16.48 20.19
1 Social services, of which 9.82 9.88  10.80 9.88 9.64 9.52 11.85
a. Education, sports, art and culture 5.85 5.89 6.85 6.22 6.12 5.58 6.68
b. Medical and public health 1.54 1.55 1.58 1.44 1.25 1.16 1.85
2 Economic setrvices 8.51 6.41 0.11 5.99 6.29 6.96 8.44
III Capital expenditure (E+F) 4.85 4.48 4.23 4.08 4.31 5.29 8.05
E Non-developmental 0.28 0.16 0.15 0.25 0.28 0.48 0.80
F Developmental 4.48 4.32 4.08 3.84 4.04 4.82 8.36
1 Social setrvices, of which 1.03 1.05 1.00 1.08 1.16 1.09 1.89
a. Education, sports, art and culture 0.15 0.21 0.08 0.18 0.16 0.14 0.21
b.  Medical and public health 0.14 0.10 0.11 0.10 0.12 0.14 0.49
2 Economic services 3.44 3.28 3.08 2.85 2.88 3.65 5.58

11.1.4 Fiscal Balances

The fiscal restructuring plan recommended by the Twelfth Finance Commission and the
reforms undertaken by the States in response to that has mainly been with the objective of ensuring
macro/economic stability and debt sustainability. Thus, the focus has been to analyze primary and
fiscal deficits. The quality of deficits was seen in terms of the proportion of revenue deficits in
fiscal deficits and hence, the focus on revenue deficits (RD). Thus, gross Fiscal Deficit (FD) represents
the total volume of borrowing by the States. Primary Deficit (PD) essentially represents the volume
of borrowing excluding the borrowing for debt servicing and is estimated as fiscal deficit minus
interest payments. The revenue deficit is measured as the difference between aggregate revenues
and revenue expenditures. This shows the volume of borrowed funds used to meet current
expenditures.

In terms of deficit indicators, the fiscal position of the States in NER taken together
presents a reasonably satisfactory picture. The region has a surplus in the revenue account (Table




11.4 and Table 11.5A for different States in Annexure 11.1). The major reason for this may be
found in the fact that according to the Gadgil formula 90 per cent of plan assistance to the special
category States is given as grants and the remaining as loans in contrast to 30 per cent grants and 70
per cent loans in the rest of the country’. However, the better showing in revenue accounts position
is mainly due to the surpluses generated by Arunachal Pradesh and Sikkim. Other NER States had
a mixed pattern in different years but in more recent years, show revenue surpluses except in

Assam. Assam had large revenue deficits relative to GSDP in most of the years.

Table 11.5: Trends of Fiscal Balances of NER

Fiscal Balance 1995-96  1997-98  1999-00  2001-02  2003-04 2005-06  2007-08

(RE)
A Revenue deficit 136 136 2.50 2.08 0.64 388 249
B Fiscal deficit 401 3.52 8.18 6.36 3.91 156 585
C Primary deficit 1.08 0.26 3.38 2.54 0.19 285 1.6l

Note: (-) indicate surpluses

Gross Fiscal Deficit as a ratio to GSDP was 4.01 per cent in 1995-96, but increased to 6.36
per cent in 2001-02 to decline in 2005-06 to 1.56 per cent It is likely to go up again to 5.85 per cent.
The fiscal situation of the region does not present any serious problem of instability or problem of
sustainability. Of course, there has been deterioration in the situation of primary surplus as a ratio
to GSDP of 1.08 per cent in 1995-96 to 2.85 per cent by 2005-06. But in the next year it is planned
to turn around to a surplus of 1.61 per cent.

The trend of revenue deficit, which is the difference between revenue account expenditure
and the revenue receipts, shows that quite often receipts have been falling short of meeting
expenditure. Therefore, the States have been taking loans to meet current account expenditures.

11.2 Profile of PSUs in NER

Public Sector Undertakings (PSUs) are important economic agents of State economies.
They implement State plans and programmes, generate employment and their performance atfects
the State’ budget. Resource of PSUs comprise (i) paid up capital as investment from Government
and other equity participation, share advance and grants and subsidies; (ii) borrowings from
Government, banks and others; (iif) working capital loans as ways and means and cash credit; and
(iv) their own internal resources retained as various reserves.

Loss-making PSUs pose a big challenge for the Government because, on the one hand,
they have to protect employment and on the other, prevent a drain to the exchequer. There are 119
listed PSUs in NER and their State-wise break-down is provided in (Table 11.6A in Annexure
11.1). There were 94 functioning enterprises as on March 31, 2006. Of this, 83 were Government
companies and 11 were statutory companies. Among non-functioning PSUs, 23 were Government
companies. Assam accounted for over 41 per cent of the total PSUs followed by Meghalaya, Sikkim

2 Since 2005-06, based on the recommendations of the Twelfth finance Commission, the Central Government has
discontinued the practise of giving plan loans and State Plan Assistance comprises of only grants.



and Tripura at 13, 12 and 10 per cent, respectively. The activities of these companies cover various
sub-sectors of both manufacturing and services (Table 11.7A in Annexure 11.1).

Total investment in these companies was to the extent of Rs. 3,826.88 crore as on March
31, 2006. Of this, Rs. 3,535.24 crore (95 per cent) was in functioning units and the remaining 5 per
cent was in non-functioning companies (Table 11.8A in Annexure 11.1). Assam accounted for over
56 per cent of the total investment in PSUs in NER followed by Meghalaya, Tripura and Sikkim
with over 25 per cent, 8 per cent, and 4 per cent shares, respectively. PSUs in NER provide
employment to 36,494 persons® (Table 11.7A in Annexure 11.1). Over 80 per cent of these were
employed by PSUs in Assam. Total accumulated losses of these PSUs were Rs. 8,202.68 crore as on
March 31, 2006 (Assam alone accounted for Rs. 6,465.55 crore in this). Out of this Rs. 8,108.59
crore (98.8 per cent) was in functioning companies (Table 11.9A in Annexure 11.1). The State
Governments provide budgetary support to them in the form of equity, subsidy, grant and loan.

The major cause of the poor performance of some of the PSUs is not difficult to
understand. These PSUs are being managed more as State Government departments than as business
entities. Government control is all-pervading in the management of the PSUs. Indeed some of the
enterprises are promotional and they cannot be expected to make profits. Even in the case of
power and transport utilities, it would be difficult to expect generation of significant returns (given
the hilly terrain and the nature of the region). Nevertheless, the losses of such high proportions in
PSUs call for a detailed study and each State should undertake such a study to identify the causes of
their poor financial performance and the reform measures needed. Based on this, they should
restructure the public enterprises to ensure more professional management, charging of economic
prices on the products and greater accountability.

The important issue in the finances of the North Eastern States is the overwhelming
dependence on Central transfers. The deficit position basically reflects the volume of transfers and
the decisions on capital expenditures. The revenues raised from own sources in these States, except
in Assam, are negligible. Thus, volatility in Central transfers determines the variations in deficits as
well as the size of capital expenditures.

11.3 Plan Financing
11.3.1 North Eastern Council (NEC)

The Plan Schemes of the North Eastern Council include financial assistance to the North
Eastern States for infrastructure, building works etc. in line with the agreed pattern of assistance
of 90 per cent grant and 10 per cent loan (loans are now raised by the State Governments). During
the Tenth Plan, NEC Plan Schemes focused, inter-alia, on completing on-going works and initiation
of major projects for improved road and air-connectivity. The assistance given by NEC is mainly
for regional projects.

’ Data for Manipur pertains to 2004-05. It has been reported that in Manipur all the PSUs have recently been closed and all the
employees have been given golden hand shake retirement (personal communication with officials in Manipur).




11.3.2. Non-Lapsable Central Pool of Resources (NLCPR) Scheme

The broad objectives of the Non-lapsable Central Pool of Resource Scheme (Annexure
11.2) is to ensure speedy development of infrastructure by way of filling the existing infrastructural
gaps in NER by increasing the flow of budgetary financing for new infrastructute projects/schemes
in the region. Both economic and social infrastructure sectors such as power, roads and bridges,
irrigation, education, health, water supply and sports. are considered for providing support under
the Central pool. Budgetary support is extended for the NLCPR Plan Scheme of the ministry of
DoNER against accruals to NLCPR.

11.3.3. Externally Aided Projects

Ministry of DONER has initiated a dialogue with the Asian Development Bank (ADB)
and with the World Bank for mobilizing additional resources, introduction of professional
management practices through institutional development and capacity building, improved monitoring
and evaluation. The projects under formulation are the North East State Road Project (NESRP)
and the North Eastern States Trade and Investment Creation Initiative (NES-TICI) with Technical
Assistance (TA) from (ADB) NESRP is at an advanced stage and implementation is expected to
commence during 2007-08. The World Bank has completed a study on “Natural Resources, Water
and Environmental Nexus for Development and Growth in North-East India”. Specific projects
are being identified in consultation with the World Bank, Planning Commission, concerned Central
ministries, NEC and the North Eastern States. The World Bank has already and separately initiated
project preparation work for a NER Livelihoods Project (NERLP).

Total Tenth Plan size—Rs. 80,943 crore. Of which, the respective shares were as follows:
State plan—Rs. 35,861 crore (43.3 per cent), Central ministries/ Central sector/ CSS Rs. 39,441
crore (48.8 per cent), NEC Rs. 2,512 crore (3.1 per cent) and NLCPR— Rs. 3,129 crore (3.9 per
cent) (Table 11.9A in Annexure 11.1).

11.4 The Way Forward

Public finance forms the core of the development vision of any economy/region. While it
is true that the NER States are classified as special category States and are characterized by a hilly
terrain, low population density, special locational disadvantages they cannot be expected to become
self-reliant financially at least in the medium/term yet good fiscal health is imperative to the
sustainable development and growth of NER. These States do have the potential to tread on a
sustainable growth path that would lead to expansion in employment opportunities and improvement
in the quality of life; fiscal discipline will only accelerate this process. However, a strong political
will to take some hard measures will be required to achieve this. The broad contours of fiscal
reform include augmentation of revenues, expenditure efficiency and accountability, public sector
reforms and FRL. Given the special characteristics and the current situation in individual States an
appropriate mix of these measures will be required for each of the States. In the present scenario,
since potential of additional resource mobilization internally is limited, the fiscal reform strategy
will largely focus on expenditure compression and efficiency.



11.4.1. Resource Mobilization
11.4.1.1 Reform of the Tax System

Own tax to GSDP ratio in five NER States ranged from 1.0-2.2 per cent except in Sikkim
(9.52 per cent), Assam (6.88 per cent) and Meghalaya (4.30 per cent) in comparison to all-States’
average of about 8 per cent. Additional revenue can be mobilized by improving the tax administration,
particularly by strengthening the information system from the existing taxes such as tax on motor
vehicles and goods and passengers, professional tax, excise duty, stamp and registration fee and
VAT.

Introduction of an urban land tax could also yield substantial revenue particularly in States
with plantation crops. Implementation of these would require updating of land records and
strengthening of the revenue administration. This is expected to bring in transparency to the system
that would not only yield the tax revenue but would also ease a potential constraint in the way of
private investment and thus expansion in employment opportunities.

11.4.1.2 Improved Recovery of Costs of Public Services

Available estimates of cost recovery show a dismal performance. Thus it would be important
to undertake a detailed study to identify areas where there may be clear scope for improving cost
recovery and productivity improvements to reduce the cost of provision. Further, some subsidies
may have been required to achieve the desired scale of operation, which in turn, may be constrained
due to sparsity of population.* Also, in the case of services where the introduction of a service was
a prime concern, the assessment of the subsidization strategy should be viewed as a revenue
maximization strategy or a loss minimization strategy. While there may be a case to subsidize
certain identified services and to target some services to identified disadvantaged groups, there is
merit in rationalizing user charges which will enables attracting private funds both as direct investment
and borrowings from the market.

11.4.1.3 Explore Compensation for Forest Conservation

Forests deliver a multitude of ecosystem benefits, some of which are local or regional
(e.g., protection against landslides, from soil erosion, and of local climate and watersheds) and at
least two are global benefits in terms of carbon sequestration to mitigate climate change problems,
and the protection of biodiversity. During our meetings with State officials one of the points that
came up in at least three States related to a perception about the potential for carbon finance in the
forest sector of NER. It appears that there is lack of clarity on this issue.

In principle, the global benefits of forests should motivate at least some partial payments.
The Twelfth Finance Commission has, in principle, recognized the need to compensate the States
with forest cover for the loss of revenue; alternative economic activities and higher cost of providing
public service. However, the grants given to the States by the Commission have been meagre. It is
important to make a representation to Finance and Planning Commissions collectively by all the

*Quite often the technological indivisibility of operating a service may lead to excess capacity building in the short run. The preliminary

sunk cost of provisioning may inhibit any subsequent attempt to take advantage of the later technological improvements (either in the form

of divisibility of operations or in the form of up-gradation of the scale of operations). This then reflects as poor planning, which unless 255
undertaken meticulously may have severe long term implications.




States in the region to get the necessary compensation for providing this international public good.

Given that there is a trade-off between commercial and conservation benefits of forests,
from even the national perspective NER should explore the possibility of resource transfers from
the Central Government for the spillover benefits generated from forest conservation/opportunity
cost of forest conservation. Estimation of these would, however, require detailed data which are
hard to obtain.

In this context, it may be noted that the greatest gain in carbon storage and biodiversity,
potentially would come from protecting mature marginal frontier forests that would have been
harvested without the offset payment. Therefore, payments to protect the full forest are not necessary
because the volume at risk is mainly the forests at the margins.

This, however, should not be taken to underplay the socio-economic logic behind the idea
of ‘compensation for conservation’. Compensation should be paid because forest rich States are
also forest dependent States. Loss of revenue from resources they possess affects them in two
ways. One, they hardly like to budget for maintaining and enhancing their forest resources as it is
not profitable any more besides revenue compression leads to cuts in vital developmental
expenditures. Two, since it is the poorest that bear the burden of conservation since their lives are
crucially linked to both the resources and the services the forests provide, social and economic
inequities widen and often find expression in extremism.

11.4.2 Expenditure Control

Reorienting expenditure priotities for the maximum benefit keeping in view the local/
regional strengths and availability of services/assets/human resources which may be complementary
in nature. This would, however, require a macro perspective, and intra-governmental and inter-
departmental coordination. It is important that the designs and delivery structures of programmes,
under the Centrally sponsored schemes and other national level schemes, provide flexibility for
suitable modification, merging and combining with existing programmes to improve expenditure
efficiency.

Subsidies which have not served their objectives or have become irrelevant in the present
context should be repealed. For instance, with the introduction of a generous industrial policy for
the NER States, many State/provided subsidies which have not been able to make a difference
should be stopped. This makes a petfect case for regional cooperation.

In selective activities such as building and operation of roads and bridges and development
of select sites for promoting tourism, private sector participation (PSP) can result in substantial
expenditure compression. Further, PSP opens doors to modern technology and results in cost
effective service delivery besides improvement in quality of services. Public-private partnership
may also cover the areas of higher education, technical education, distribution of power and drinking
water, collection and disposal of garbage and liquid wastes to off-load the burden on the State
exchequer. This approach should be adopted with care keeping in view the interests of the vulnerable

sections of society.



In the case of many social and economic services Self-Help Groups (SHGs) and
cooperatives can serve as effective mechanisms for service delivery, maintenance of assets and cost
recovery through user charges.

Reforms in debt and cash management would be another strategy tool in imparting efficiency

in expenditure management.

There is also a tendency to create new employment in the public sector, which results in
surplus staff in Government departments. This causes a burden on scarce public resources and
harbours inefficiency. Identifying and retrenching excess staff at a later date places a heavy burden
on the exchequer as this is evident from the voluntary retirement schemes introduced recently in
many public sector banks. Efforts should be made for greater private sector participation and
employment to provide expenditure efficiency.

PSUs should be given freedom to function as corporate units. Political and bureaucratic
control should be relaxed. Heads of the undertakings with professional acumen and technical
knowledge should be appointed.

The mechanism of financing PSUs need not necessarily be through transfers on capital
account, funds can be routed to them from the revenue account which would provide incentives to
the States to closely monitor the activities and performance of PSUs. Also, financial assistance
from the Government should be linked to clearly established performance milestones, in accordance
with a clearly established corporate plan, so that the PSUs stop being a drain on scarce public

resources.

11.4.3 Institutional Framework and Capacity Building

To implement the suggestions emerging from discussions in the earlier sections, appropriate
institutions and capacities at all levels of Government must be created. For instance, capacity and
institutions for collecting, maintaining and periodically publishing reliable data on various aspects
of the economy including macro/economic indicators should top the ptiority list. Capacity for
developing modern tax designs and user charges, revenue forecasting and analysis, rationalization
of subsidies and modern techniques of tax administration should be created. Some of these tasks
could be assigned to specialized institutions, and for execution of these functions, capacities may
be developed in Government departments with the involvement of private institutions and/or
specialized professionals.

A research unit in the finance department will also be required for formulation, appraisal
and evaluation of projects differentiating good projects from the others and analyzing implications
of these projects in terms of their potential in achieving the stated objectives. To enhance
accountability of fiscal operations full disclosure of policy intentions, regular reports on its receipts
and expenditure including contingent liabilities and deviations from budgeted estimates should be
produced and made available for scrutiny.

Similarly, a project management and monitoring unit should be created. Services of
professionals and practitioners should be outsourced from time to time for capacity building of




officials. State level officials should then take up the task of capacity building of the third tier of
Government Officials, SHGs, and Cooperatives.

11.4.4. Suggested Fiscal Measures in the NEC Vision 2020 Report

Set fiscal targets on the basis of a long/term macro/economic forecast.
Constitution of State level fiscal advisory boards.

Introduction of fiscal reform programmes.

Reduction in administrative overheads.

Evolving new and innovative measures for revenue augmentation.
Making the tax system efficient.

Better project implementation and monitoring.
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Chapter 12

Private Investment

Acceleration in economic growth to realize the vision of catching up with the rest of the
country requires significant impetus to market-based economic activities. Upscaling economic
activities in the region would require large increases in private investment in the region. This can
come about only when safety and security is ensured, property rights are enforced, efficient
infrastructure and connectivity is provided, the natural transportation routes are opened up, market
access for the produce from the region is provided and the State proactively acts to attract
investments. In the initial years, much of the investment required for basic infrastructure will have
to come from the Central and State Governments. However, in course of time, attempt should be
made to promote public-private partnership (PPP), to leverage larger volume of financial resources
into generating the state-of-the-art infrastructure in the region. An investment climate for active
private sector participation will require reforms as discussed in this report.

Activating private participation including in horticulture, floriculture, micro, small and
medium enterprises (MSMEs) and in large enterprises is necessary for accelerating economic growth
to catch up with the rest of the country and to make growth more inclusive. MSMEs, in particular,
have a vital role in expanding production in a regionally balanced manner and in generating off-
farm employment. The policies and institutional changes should aim at creating an environment to
encourage entrepreneurship at all levels. Towards this end, it is necessary to remove constraints and
minimize transaction costs. To increase the number of successful entrepreneurs, it is necessary to
create a competitive environment and encourage new entrants and also encourage existing ones to

expand by removing cost disadvantages.

Private investment, thus, will have to play a critical role in realizing the vision. Public
investment by creating infrastructure will have to create an environment for private investment.
Other chapters have noted the virtual absence of a private sector in economic activities, the
domination of the Government sector in economic activities and its lack of dynamism. Although
changes are not likely to be seen in the short term, it is necessary to work towards creating an
enabling environment.

The North Hast offers several opportunities for investment in the region. It is rich in
natural resources, it has a large literate and English speaking population and opening up natural
transportation routes will bring it closer to several international markets. Data on private investment
in NER has been difficult to find; the proposed investment data from Industrial Entrepreneur
Memoranda provides some indications about the intentions of private investors (Table 12.1).
According to this, Assam attracts a major share of existing and proposed private investment, followed
by Tripura and Meghalaya.




Table 12.1: Extent and Potential Private Investment in the NER: 1998-2006

Industrial Entrepreneur Industrial Entrepreneur
Memoranda Implemented Memoranda Proposed
No. of Investment Per cent No. of Investment Per cent

State units Rs. Crore share units Rs. crore share
Assam 86 1,280 89.4 889 6,288 54.9
Tripura 5 82 5 440 3,510 30.8
Meghalaya 18 58 4.1 54 1,094 9.6
Manipur 1 13 0.9 65 392 3.4
Arunachal 3 9 0.6 19 151 1.3
Pradesh
Mizotam 0 0 0 6 10 0.1
Nagaland 0 0 0 0 0 0
Total 102 1,432 100 1,383 11,435 100

Soutce: Lok Sabba Unstarred Question No. 4824, dated 26.04.2005. (www.indiastat.com)
Note: Private sector, individual, assisted sector and cooperative sector have been included.

12.1 Ensuring Private Investment in the Region

There is immense potential in NER for investors in industry services, the social sector and
in various infrastructure projects. In fact the vision for the North East requires synergy between
both private and public institutions and individuals. Some of the areas where an active private
sector can play an important role and the measures needed to energize it are now discussed.

12.1.1 Maximizing Self-governance

The most important precondition for businesses to flourish in the region is creating an
environment of peace and tranquility and for this, responsive governance is critical. Protection of
life and property, enforcement of property rights and a proactive administration are the basic
prerequisites for private economic activity. Armed insurgencies in some parts of the region by
various groups have vitiated the environment and so kept away private businesses. Often there are
exaggerated accounts and the investment decisions are taken on the basis of perceptions rather
than actual facts. While there are several reasons for insurgencies by different groups, maximizing
self-governance in the region can significantly mitigate the problem. Participatory governance will
create a sense of belonging and ownership of governance systems. Establishing participatory
governance in the region by activating Panchayati Raj Institutions and municipalities in areas under
the jurisdiction of Parts IX and IXA of the Constitution and Village Development Councils in the
areas covered under Schedule VI of the Constitution with maximum participation of the people is
necessary for establishing peace and tranquility in the region. Grassroots planning should help
create the infrastructure according to the needs and preferences of the people to harness the
resources of the region for its benefit.



12.1.1.1 Agriculture

In the move from largely subsistence cultivation to a surplus economy with the emergence
of commercial crop cultivation, private entrepreneurs can be encouraged to set up storage,
distribution and marketing infrastructure such as a cold-storage chain along major arterial highways.
This is critical for exploiting the horticulture potential of the region and bringing perishables speedily
to marketing hubs. The operation of the cold-chain could be on a public-private partnership (PPP)
or on a lease basis. Already flowers grown in Mizoram and Meghalaya are being distributed outside
the region by a private distributor, M/s Zopat, which also supplies imported seed varieties to
farmers. There is considerable scope for encouraging food processing firms such as Dabur and
ITC to set up processing units. However, this would require harmonization of policies by different
States in the region to enable them to access the raw material from many States to take advantage
of the economies of scale. This could provide significantly higher incomes to farmers growing
ginger, pineapple and citrus fruits. The growing and marketing of organic food products will also
depend on private sector initiative.

12.1.1.2 Manufacturing

The manufacturing sector is small at present, and within this, the private sector accounts
for a lower proportion of employment than the public sector (Chart 12.1 Table 12.1A in Annexure
12.1). The development strategy is to expand manufacturing to absorb the surplus labour from
agriculture once productivity begins to increase. There is plenty of unexploited potential for private
investment in industry based on locally available resources such as natural gas and petrochemicals,
bamboo, natural rubber, tea and horticultural products. The goal of creating more value for
agricultural produce within the region will also call for greater investment in agro-processing, bamboo
processing, handicrafts and so on. In this too the private sector can play a crucial role in providing
the latest designs to artisans and in marketing and exporting their products.

Chart 12.1: Ratio of Public Sector to Private Sector Employment, 2001
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The proposed strategy will create employment opportunities in some service sectors such
as tourism, transportation, hospitality and IT and ITES. Private investment and know-how will
play an important role in expanding all these areas. The kind of tourism proposed by the States
given their low carrying capacities such as adventure and eco-tourism, are best delivered by private
individuals. Mizoram, for example, recognizes the important role of outside tour operators in
attracting tourists to the State, and is trying to work out joint ventures between its local tour
operators and bigger agencies outside NER. Further, private investors should be encouraged to
increase the supply of hotel rooms (currently in short supply in most States), as the fixed costs
would be too high for private operators given the perceived threat of insurgency.' The private
sector should also be involved in organizing carnivals and cultural festivals and operating tours for
people from outside the region.

12.1.1.4 Infrastructure

Private partnerships are proposed in the developing of power and telecommunication
networks to link the region, through the PPP mode. Most of the commissioned projects are (or
would be) in the Central sector or under private partnership (Table 12.2A in Annexure 12.1).
Arunachal is expected to generate an additional 22,584 MW hydel power by 2020 in 166 hydel
projects all over the State. Of this, only 88 MW is to be created under State projects, with the
remaining being set up through Central and private projects. The Sikkim Power Development
Corporation Itd., (a State Government enterprise) has negotiated for 24 projects under the PPP
(BOOT) model as joint-venture projects with an estimated cost of Rs. 15,628 crore to generate
more than 3,288 MW power (Table 12.2A in Annexure 12.1). The period of contract for availing
of concessions is 35 years and Government support in terms of equity and grant is negotiated with
different ratios (10 per cent, 26 per cent and 49 per cent) with various private companies. It shows
that if congenial circumstances prevail, private investors will be forthcoming in injecting capital for
development in infrastructure.

Another area of infrastructure proposed for PPP is the development of fairways and
infrastructure related to inland-water transport in the region.”

12.1.1.5 Education

Since education is the pathway to economic advancement, the strategy for expanding
education must also pay attention to ensuring equitable access. Private inputs are needed to
supplement Government efforts to universalize primary and secondary education and to improve
facilities such as laboratories, computer infrastructure or sports facilities. Computer education could
be entirely outsourced to the private sector which can provide equipment and teaching for a fee. In
higher and professional education it can help with the proposed expansion in vocational training,
professional institutes and other efforts to expand the pool of employable talent in the region. The
region has already seen the emergence of private professional institutes such as the Sikkim Manipal
University. Significant focus will have to be on skill development in the region. Information
technology training companies like NIIT should be encouraged to open branches in the region.

! Possibly the best model would be a partnership with private operators who could run the hotels on a long-lease basis (as was followed
in setting up the main hotel in Kohima, Hotel Japfu, about 15 years ago. This method would also get around the problem of land use/
sale restrictions in most of the hill States.

? Recommended by the Study Group on Inland Water Transport, (World Bank, 2000).



PPP models which involve industry representatives in the management of ITIs can be
successful in providing relevant skills to the youth in the region (see Box 12.1). There are a number
of vocational training and entrepreneurship development institutes in other parts of the country
and such institutions should be encouraged to operate from the region with clear guidelines and
systems to accredit them and regulate their functioning. An appropriate certification system should
be instituted to certify skills of trainees graduating from vatious institutions. The Central Government
should provide the necessary guidelines and support for establishing appropriate mechanisms and
State Governments should institute certification bodies to issue certificates for a variety of skills
(Planning Commission, 2000).

Box 12.1 : Public-Private Collaboration in Job-Oriented Technical Training

In Assam, the State Institute of Rural Development has collaborated with private companies
such as the Punjab National Bank and Bosch Machine Tools, to provide training to unemployed
young people at its Institute for the Development of Entrepreneurs in Assam (IDEA), in
Kahikuchi outside Guwahati. The main aim is to equip people with skills and basic business
acumen to initiate their own businesses. Trainers from private companies provide two-week
training in improved design and production in handicrafts (with a focus on bamboo-based crafts),
cluster-based horticulture development (especially vegetable cultivation), the use of machine
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12.1.1.6 Health

The private sector is already engaged in NER in working with State Governments or alone
at the tertiary, secondary and primary levels of healthcare: by managing public health facilities,
running major tele-medicine units within a public hospital, providing laboratory and blood screening
services at the secondary and tertiary levels (Tripura) and operating a full-fledged hospital within a
medical college (Sikkim Manipal University). It is also necessary to start nursing institutions in the
region.

12.2 Enabling Private Investment: The Way Forward

Enabling private investment in the region will call for a shift from the current policies
which focus on providing subsidies and incentives such as easy credit facilities, tax holidays, export
promotion parks and capital investment subsidies to one of minimizing transaction costs. Inflows
of private capital are more likely to be enticed by a responsive administration and governance,
availability of critical inputs like power, connectivity and other infrastructure and access to markets.
Similar problems may result from land laws and existence of age-old common property rights in
many States in the region. The functioning of markets in the region also calls for greater
transparencies in resource-sharing policies, including land. Other prerequisites for the emergence
of markets are the establishment of banking and other financial intermediation.




12.2.1 Land for Private Investment

The region is subject to myriad land tenure systems; while acquiring land to set up an
enterprise is not difficult in some parts, in some States people from outside cannot legally buy or
lease land. Land is owned by the community, so no individual transactions can take place. Private
investment in these areas is practically non-existent, but is becoming more important as the
development process gathers momentum. Thus, while industrial policy resolutions in these States
propose leasing land for setting up industry, lack of ownership rights may pose a hurdle to
industrialization.

States have followed different paths in dealing with this issue depending on the Constitutional
rights accorded to their respective communities: in Meghalaya, for example, the State can take over
land for developmental purposes if it is in the ‘tribal interest.” State Governments have to cleatly
spell out the different ways in which entrepreneurs and enterprises can safely and legally acquire
land for industrial activity.

12.2.2 Expanding the Supply of Professionals and Skilled People

Much of the region is labour-scarce, and in these areas the proposed increase in economic
activities will be hampered unless steps are taken to expand the labour pool. A related concern is
the high wage rates in the region, especially in hill States, which have deterred private investment,
especially in labour-intensive activities. Shortages of professionally trained people and skilled workers
are especially acute due to lack of good training facilities and weak quality of instruction in the
region.’

In the short-term, the region needs to open up to outside labour to allow economic
development to take place, and at the same time to enhance and update the quality of training
available.

12.3.3 Improving Enabling Infrastructure: Connectivity and Power

The lack of market-enabling infrastructure in the region has been well documented. The
development of markets is vital for private investment, and this can only happen with speedy
connectivity (by road, train or other means) and efficient modes of communication. Some degtree
of inter-Governmental planning is important for developing a well-coordinated infrastructure that
will enable large-scale transportation of inputs and finished products to market hubs and from

there to final consumers.

’ During a field visit to industrial enterprises in the Bodhjungnagar Industrial Growth Centre outside Agartala, the study team was
informed that a major hurdle in setting up the manufacturing unit was the lack of skilled manpower in the State. Initially, managers had
to bring in skilled workers from outside Tripura, but they are now hiring local I'TT graduates who may not have the skills but display an
aptitude and potental for training.



12.3.4 Ensuring a Secure Environment

An important issue in the North East relates to the security of life and property. Lack of

proper law-enforcing mechanisms within a State may cause market failures or in other words prevent

the emergence of markets. Law and order across the States, calls for a joint-security management

approach developed by all the States together, rather than the present disjointed-security systems.

12.3

Suggested Measures of NEC Vision 2020 for Financing
Development

Micro-credit is of special importance as more than 80 per cent of the farming communities
are marginal farmers with little access to credit.

Coverage of entire region under NABARD?’s Potential Linked Credit Plan by 2015.

Expansion and strengthening of the SHG-bank linked credit system. The number of
linkage units should be raised to at least 50,000 by 2015 and to 1 lakh by 2020 from the
existing 5,000 units.

SHGs engaged in farming and non-farming micro-level enterprises should be increased to
reach 1 lakh by 2015 and 2 lakh by 2020. A special drive needs to be launched for this.

NEDFI and SIDBI should create a separate micro-credit fund of Rs. 1,000 crore only for
the North East.

The number of bank branches should increase and the branches of all-India financial
institutions need to be doubled by 2015.

The credit-deposit ratio should go up to 45 per cent by 2010; 50 per cent by 2015; and 60
per cent by 2020.

States will need to make special efforts to strengthen the structural base to ensure the
efficient performance of rural micro-enterprises and emergence of more SHG-led

enterprises.

The level of priority sector lending by banks should be increased to at least 40 per cent by
2020 by creating local competitive entrepreneurship on a wider scale.

State administrations need to work together to create a conducive environment for the
success of rural micro-enterprises, e.g., by motivating people, promoting the market and
creating a sound infrastructure base.
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Look East Policy: A North East Perspective

No vision for NER is complete without a discussion of the Look East Policy and the
opportunities for trade and development associated with it. While it is not easy to date the exact
emergence of the Central Government’s Look East (LE) Policy it would be reasonable to infer that
it was more or less part of the official policy launched in 1991. The basic logic for the policy stems
trom the landlocked nature of the NER States and their long international border. The NER States
share 98 per cent of their border with Bangladesh, Bhutan, China, Myanmar and Nepal while a
narrow strip of land constituting just about 2 per cent links the region with the rest of India. It is
this tenuous geographical link with the country that leads to virtual isolation and high transport
cost of supplies to and from the rest of the country. This has been the logic for the transport
subsidy given in all the industrial policies for the NER States.

The LE policy should be an important factor in promoting economic ties of the NER
States with its neighbours with a view to ending its economic isolation (Aiyar, 2008a). Further,
given the close geographical proximity of the NER States with the neighbouring countries it is not
surprising that the people of this region share cultural ties with the residents of these countries.'
Finally, strengthening India’s relations with its South Asian neighbours and China are now an
important part of India’s foreign policy. Hence, in discussing the implications of the policy for
NER we will consider the cultural, security, economic and administrative dimensions that drive the
policy before looking at its implications for trade and development of NER.

Ironically, despite the fact that the Look East Policy has been in existence for more than a
decade and a half and even as it has substantially benefited the States in other parts of India, its
benefits to NER has been negligible. Logically, the Look East Policy must begin with NER. However,
as far as the region is concerned, the policy has remained a slogan and has not as yet evolved into
a harmonious and productive relationship with neighbouring countries. Thus, despite the Look
East Policy, NER remains under economic imprisonment within its international frontiers.

The peace and development of the region critically depends on liberation from this
economic imprisonment. This would require a quantum change in the relationship with neighbouring
countries which the Government of India should continue to strive for. Developing economic
linkages on mutually beneficial terms and strengthening cultural ties that have historically existed
are important. Indeed, in economic terms, the Look East Policy should go beyond the immediate
neighbours and reach out to the markets in East Asian and South East Asian countries. The policy
can yield rich dividends only when it is realized by all stakeholders both nationally and internationally
that ‘South East Asia Begins where North East India ends’ (Aiyar, 2008 b). This would require
significant initiatives to open the natural transportation networks through the sea, inland waterways
and land routes.

13.1. Cultural Dimensions

The cultural links between NER and the people of the neighbouring countries have existed
for hundreds of years. From Eastern Burma/Myanmar and Northern Thailand and their cusp

! For some excellent compilations on the LE policy see Dialogne Quarterly, July-September, 2008.




with Yunnan came the Tai-Ahoms of the Shan ethnic group, who ruled Assam for 600 years until
the British overthrew them. Today, Arunachal Pradesh, Nagaland, Manipur and Mizoram share a
1,643 km. long border with Myanmar.

Most of the people living in Arunachal Pradesh are either of Tibetan or Thai-Burmese
origin. Another 15 per cent of the population is immigrants, including 30,000 Bangladeshi and
Chakma expatriates, and immigrants from other parts of India, notably Assam and Nagaland

(Hunter, 1898). Towards the north, the history of Sikkim involved a series of wars involving China,
Bhutan and Nepal. In 1891, China sent troops to support Sikkim and defend Tibet against the
Gurkhas. In a more recent development, Tripura was heavily affected by the partition of India and

the majority of the population now comprises Hindu Bengalis, many of whom came as refugees
from East Pakistan after independence in 1947. Tripura thus has a strong ethnic link with Bangladesh
and shares the longest border with that country. However, armed conflict in Tripura has been a
problem since the end of the 1980s as an aftermath of the 1971 Indo-Pak war (Bhattacharijee,
1994; Palit, 2004). Cultural links, as a part of the LE Policy, must be urgently facilitated by people-
to-people contacts between NER and neighbouring countries. This could be done by promoting
interaction in musical, sporting and other such events in which neighbouring countries could be
invited to participate.

13.2 Security Dimensions

At the same time, India has tried to promote relations with Bangladesh as part of various
SAARC initiatives. For the Indian subcontinent, promotion of harmonious relations among the
partners of SAARC is as much a security imperative as an economic compulsion (Bhattacharjee,
1994; Palit, 2004). India must continue to pursue trade facilitation for mutual benefit. In particular,
considerable gains can be had by minimizing transportation costs and creating businesses based on
local economies. Access to Chittagong port for the NER States is critical for the development of
NER. There are also considerable gains to be had from enabling passage of people besides goods
through inland waterways.”

However, India has made considerable headway in obtaining a sea-link for NER States to the
Sittwe port in Myanmar which is one crucial link in the chain of efforts to end the landlocked isolation
of NER from the rest of the country. Needless to say, Myanmar also plays an important role in
helping India deal with some of the extremist outfits operating in NER States (Sanajaoba, 2003).

13.3 Economic Developments in the Look East Policy

The LE Policy should promote commercial links between NER States and the neighbouring
countries to try and break the economic and geographic isolation of this region from the rest of
the country. In particular, the emphasis should be to promote trade links. The following sections
will look at some of the measures taken in the context of trade with Myanmar, Bangladesh and
China and how much more needs to be done in this regard. (The analysis is based on quantitative
information given in Annexure 13.1). Since new trade links take some time to develop, we will look
at both the short-and long-run trade strategies as part of the LE Policy for NER. Thus, while in the

2 At present, goods can be transported through inland waterways passing through Bangladesh. However, it is important to enable access
for the transportation of people as well.



immediate short-run of the next few years, the strategy should attempt to promote ties of NER
with its immediate neighbours, in the long-run NER must look beyond its borders to tap into the
benefits of India’s burgeoning trade with the ASEAN bloc.

13.3.1. NER trade: Short-run considerations.

In the short-run the most important issue is to promote trade of NER with its immediate
neighbours. This is often referred to as border trade. In Charts 13.1 and 13.2 we look at the

progress of border trade in the last few years in terms of volume and major items traded.

As can be seen from these Charts total exports and imports through the region have
hovered around Rs. 400 crore for the last few years despite trade agreements. About 91 per cent of
exports come from tea and coal. The region largely exports primary products like boulder stone,
limestone and fruits. The contribution of manufactured good to the export basket is negligible.
Exports of items produced in other parts of the country through NER like motor parts, umbrellas
and printed garments, are also not very significant. About 50 per cent of imports into NER consist
of manufactured products and processed food items like fish, dry ginger, yellow peas, cement,
multi-wall paper sacks, laminated poly bags, machinery equipment and parts, mustard, soya and
palmolein oil.

To examine why trade with the neighbouring countries has not been a propellant for
development in the region it is useful to analyze NER’s trade with each of its neighbours.

13.3.1.1 Myanmar

There have been some useful compilations on Indo-Myanmar trade (Das et al., 2005).
Among the LE countries, Myanmar is the only member of ASEAN with which India shares a

Minister Aiyar with H.E. Krik-Krai Jirapet, Minister of Commerce, Thailand and Shri Jairam Ramesh, Minister of State
for Commerce in Agartala




Chart 13.1: Export and Import to and from NER
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common land border. In fact, in addition to the other reasons for Myanmar’s importance for the
NER States, is the fact that India’s trade with Myanmar grew enormously in the 1990s, although
not as much as Myanmar’s trade with China (Table 13.1A in Annexure 13.1). Between 1998-98 and
2005-006, India’s volume of trade with Myanmar doubled though its importance in India’s trade
declined. Myanmar’s trade with India is an insignificant part of India’s trade (about one-tenth of a
percentage in 2006-08) but is quite large in relation to the size of the economies of the NER States.

As far as the major trade items are concerned, India’s exports to Myanmar consist mainly
of iron and steel and pharmaceuticals (63 per cent of total exports), electrical and non-electrical
machinery (10 per cent of total exports), cycles, auto-parts and accessories and cotton yarn. Major
items entering India are blankets, electronic goods, betel nuts, pulses, teak, groundnuts, iron scrap,
gold, silver and precious stones. However, among registered imports, wood and wood products
and vegetables account for about 98 per cent of total imports (for more details see Tables 13.2A
and 13.3A in Annexure 13.1). It is important to remember that internationally Myanmar is one of



the few countries which can supply #r da/ which is an item of mass consumption in India, where
the domestic production is insufficient.” The post-cold war foreign policy calculus of India in
general and the LE policy in particular has created an enabling environment which can break the
landlocked condition of NER by opening it to the markets of the neighbouring countries across
the border, establishing joint-venture enterprises and bringing cross-border investments for the
development of infrastructure, manufacturing and services. The LE Policy acquires special
significance in the light of cross-country initiatives for economic cooperation like the Bay of Bengal
Initiative for Multi-sectoral Technical and Economic Cooperation (BIMSTEC) and Mekong-Ganga
Cooperation (MGC).

Some important infrastructure initiatives have also been launched to promote NER trade
with neighbouring countries. The Asian Highway Link, Asian Railway Network and a Natural Gas
Pipeline Grid projects under active consideration of BIMSTEC have tremendous implications in
removing the communication isolation of NER. While NER will have access to the Asian Highway
through the Imphal-Tamu feeder road, the railway systems of India and Myanmar are planned to
be linked at the Dibrugarh railhead, which will give NER access to the Asian Railway Network.
India constructed a road in 2001 in Myanmar linking the township of Tamu with the railhead at
Kalemyo which connects Mandalay, the commercial hub of Myanmar. There is a proposal to
construct a 1,360 km. Trilateral Highway from Moreh (India) to Mae Sot (Thailand) through Bagan
(Myanmar). The detail project report on this is under progress (Strategic Digest, 2004). With the
signing of India-Thailand Free Trade Agreement (2003), the steady rise in two-way trade with
Myanmar and spectacular growth in Sino-Indian trade, the prospects of NER becoming a hub for
transit trade are only brightening;

However, one must add that there is a perception that the LE thrust has not yet produced
any petceptible tangible benefits for NER.* The opening of border trade with Myanmar, through
the provision of the Indo-Myanmar Border Trade Agreement (1994), has not had any major impact
on the regional economy,’ as India’s ASEAN trade continues to be conducted mainly through the
sea route. The continental land route via NER-Myanmar-Thailand is not yet considered safe and
cost-effective. Moreover, India and Myanmar have also agreed to open four checkpoints for increasing
trade between the two countries. These include the Pangsau Pass, Paletwa, Lungwa-anyong and
Pangsha-Pangnyo. There has been one significant downside to India’s trade links with Myanmar.
According to the Annual Report (2001), of the International Narcotics Control Bureau, the 1,643
km Indo-Myanmar border has been utilized as a transit point between the Golden Triangle and the
Golden Crescent. Some studies have argued that the mismatch between India and Myanmar’s trade
statistics is large due to the drug trade (Association for Environment and Development Research,
1999).

To look at some of the reasons why trade between India and Myanmar has not taken off
it is useful to look at the Indo-Myanmar trade agreement of 1994 (see, Annexure 13.2). We have
already noted that NER is largely an agricultural based economy. In eatlier chapters we have noted
the need to improve productivity of agricultural products and transform the region to one producing
crops for the market. However, the Indo-Myanmar trade agreement has restricted the scope of

* In 1998, Myanmar offered land for cultivation to India on a lease basis in the Kubaw valley, which excited interest but was not pursued
(Verghese 2001, pp. 184-5).

* This was the conclusion reached by a number of participants at a symposium held in Mizoram in November, 2006. (See Mizoram
University Symposium 2006 J.K. Patnaik in the same volume).

> Das (2005) see also report of the Task Force on Connectivity, Planning Commission, October 2006.




agricultural trade in enlarging the market for the agricultural produce of NER. For one, trade is
restricted to border residents and allowed only in non-motorized vehicles. Further, trade is restricted
to barter trade under the Reserve Bank of India barter mechanism. Third, even in this barter trade
imports from Myanmar must precede exports from NER. Fourth, no monetary trade transactions
are allowed and normal trade is only permissible in items other than the specified 22 agricultural
items. Finally, even this barter trade (for value less than $20,000) is subject to usual customs
documentation which is far too complicated for the few who engage in such trade.

Hence, it is clear that administrative restrictions (see also Section 13.4 below) have prevented
even border trade from increasing over time.

13.3.1.2 Bangladesh

India’s exports to Bangladesh are dominated by agricultural commodities and cotton
although, in recent years, machinery and transport equipment have been gaining importance (Table
13.4A in Annexure 13.1). However, the volume of exports is still very small in relation to India’s
total trade. India’s imports from Bangladesh are dominated by inorganic chemicals, vegetable and
other fibres and fish products (about 85 per cent of imports). (Details are given in Table 13.5A of
Annexure 13.1). In general, Bangladesh has had a consistently unfavourable trade balance with
India due to an insufficiently diversified export basket (Table 13.0A in Annexure 13.1). Inland-
water trade between India and Bangladesh is important in linking not only Assam but States like
Arunachal to Bangladesh. Water-borne trade is more important than land trade with Bangladesh
(from a comparison of Tables 13.7A and 13.8A in Annexure 13.1). There are urgent and longstanding
concerns in Bangladesh arising from the perennial, large bilateral trade deficit with India, and from
the large volumes of informal imports accounting for 15-50 per cent of Bangladesh’s imports
from India across the land border to avoid Bangladesh import duties. It is also worthwhile to see
what per centage of India’s trade with Bangladesh via the land custom stations (LCS) takes place
through LCS located in NER. Calculations show that only about 5.3 per centage of (legal) trade
with Bangladesh takes place through LCS located in NER.

Concerns regarding Bangladesh’s high trade deficit in its trade with India have been
particularly acute on the Bangladesh side in the context of discussions between the two Governments
on the possibility of a bilateral free trade agreement (FT'A) along the lines of the India-Sri Lanka
FTA. Due to size dispatrity, the trading relationship between the two countries is far less significant
for India than it is for Bangladesh. Nevertheless, closer economic integration with Bangladesh is
seen as a very important way of reducing the economic and political isolation of the eight north
eastern States from the rest of the country. Under South Asian Free trade Area (SAFTA), the
preferential tariffs agreed in the various rounds of SAARC Preferential Trading Agreement (SAPTA;
which so far has been largely ineffective in generating much intra-regional trade) will continue, but
a number of ambitious new objectives have been enunciated. These include the eventual elimination
of tariff and non-tariff barriers on trade between the members, the harmonization of customs
procedures and documentation, the facilitation of banking relationships and cooperation and

improvements in the infrastructure for regional trade and cross-border investments.

We have noted that almost all of India’s trade with Bangladesh is water borne and thus has
little relation to NER which has no port links. One aspect of the Indo-Bangladesh trade that
concerns NER is what is known as informal trade. It is worth looking at this in some more detail.



13.3.2 India’s Informal Trade with Bangladesh

It may be noted that most of the Indo-Bangladesh trade which affects NER in particular
is of the informal border trade variety. Ever since Bangladesh’s independence there has been
substantial informal, unrecorded trade across the India-Bangladesh land borders and a number of
studies both in Bangladesh and in India have dealt with different aspects of it (World Bank, 20006).
Much of this trade is quasi-legal and is best characterized as ‘informal’ rather than illegal, because
there is wide participation by local people in the border areas, the trade generally bypasses customs
posts, and because—as S. K. Chaudhuri’s classic study noted—°the field operators generally operate
in liazson with the anti-smuggling enforcement agencies’. Informal trade of this kind usually involving
large numbers of local people individually transporting small quantities—often just as headloads
or by cycle rickshaws—is sometimes called ‘bootleg’ smuggling,

At the other extreme there is trade which goes on in larger quantities— mostly by
truck—through the formal legal customs posts and other channels, but which involves explicitly
illegal practices such as underinvoicing, misclassification and collusion and bribery of customs and
other officials, and which in Bangladesh is sometimes called ‘technical’ smuggling. While it is difficult
to get documented data on such trade some indicative numbers are given in Table 13.1. While this
trade is minimal particularly from India’s point of view, it is important for the border communities
and is the kind of trade which will use the formal channels as and when border trade procedures
become more trader-friendly.

Table 13.1: India’s Informal Trade with Bangladesh, 2002:
Bangladesh Imports from India

Items Smuggled 2002 Bangladesh Goyal: Financing Trade Difference
Survey* Report**

Live animals 100 222 +122
(mainly cows &

buffaloes)

Sugar 28 250 +223
Rice 9 30 +21
Wheat 14 48 +34
Onions 1 10 +9
Total 151 560 +409

Soutce: World Bank (2006).

Note: *The 2002 study is the first documented attempt to estimate the size and scope of ‘technical’ smuggling.
** There are a number of other estimates of the approximate total size of technical smuggling, but none of them explain in
detail how the estimates are arrived at. Estimates in the Goyal study were based on the opinions of relatively few people and may
not be reliable, since the focus of the study was on financing and they were not systematically checked against the estimates of
other informed people. However, Goyal’s estimate for sugar smuggling is roughly consistent with the sugar case study, which
estimates sugar smuggling at between $180 million and $215 million in 2001-02 and from $100 million to $128 million in 2002-
03. A partial explanation for these discrepancies may be that Goyal’s and the sugar study’s estimates were including ‘technical’ as
well as ‘bootleg’ smuggling, whereas the Bangladesh surveys which distinguish individual products are in principle for ‘bootleg’
smuggling only. Even so, the resulting disctepancy in the estimate of total land border smuggling is very large. For example, the
total discrepancy of just these five commodities as reported in Goyal’s study, would about double the survey-based total (bootleg
+ technical) estimate for 2002-03 from $422 million to $831 million, and assuming a smaller discrepancy for sugar of $100
million, still increases the total survey-based estimate by about 40 per cent, from $422 million to $808 million. These very large
differences undetline the importance of coordinated contemporaneous surveys on both sides of the border with iteration
between the survey teams involved to explote and narrow down discrepancies.




Unfortunately, all the studies which have aimed to quantify cross-border smuggling—
including the 2002 Bangladesh survey, the 1998 Bangladesh surveys reported by Rahman and
Razzaque and the 1994 NCAER survey—have faced time and resource constraints which would
have been needed for this kind of coordination, and therefore, are based solely on the analysis of
survey results dealing with imports in the case of the Bangladesh surveys, and on exports in the
case of the 1994 NCAER survey in India.

However, an inspection of Tables 13.1 and 13.2 clearly indicates that trade is largely in
agricultural commodities. This reflects the nature of the economies of both Bangladesh and NER
which are largely agrarian. As in the case of Myanmar, border trade in agricultural commodities
between NER and Bangladesh can help expand the market for agricultural commodities for NER
economies. In addition, there is a large demand for agricultural products, meat, eggs and fish
products which NER presently imports from the rest of the country at very high costs. It would
seem that importing these products from Bangladesh would be cost effective and also solve the
problem of insufficient imports from Bangladesh. However, the existing high tariffs on Bangladesh
imports (see Planning Commission, 2006) and the lack of border trade infrastructure has limited
this trade to the informal variety which is unlikely to increase dramatically. It is necessary to convert
this informal trade to formal border trade between NER and Bangladesh. In particular, zero duties
on such trade should be included in Indo-Bangladesh trade agreements. The operation of SAFTA
should take this into account.

Table 13.2: Commodity Composition of Informal Trade, India-Bangladesh (2002)

Items Share of Total (per cent)

Cows and buffaloes 43 per cent

Agricultural products, pulses and timber 14 pet cent, of which 90 per cent is rice and wheat
Processed foods 18 pet cent, of which 88 per cent is sugat

Textiles 16 pet cent, of which sarees are 63 per cent

All other 10 per cent, around 43 products

Soutce: World Bank. (2006)

13.3.2.1 China

China’s economic importance in world trade and as one of India’s major trade partners
has been growing.’ It is a measure of the growing trade between the two countries that border
trade is now to be resumed formally between them via the Nathu La Pass in Sikkim. The road from
Gangtok to Nathu La is being expanded to accommodate container traffic, and infrastructure is
being developed at the trade mart at Sherathang, Development of infrastructure at Nathu La is
being financed by the Central Government (Rs. 18.88 crore during 2006-08, of which the department
of commerce has provided Rs. 2.16 crore), the Ministry of Home Affairs and DONER (Rs. 8.84
crore and Rs. 9.08 crore, respectively. A study on the various aspects of border trade through
Nathu La has been conducted by NCAER and is under examination for appropriate action.”

¢ Mining and quarrying, metal and metal products, chemicals and chemical products, textiles, clothing and leather, food, beverages and
tobacco, agriculture and hunting , machinery and equipment, coke, petroleum products and nuclear fuel, electrical and electronic equipment,
precision instruments, motor vehicles and other transport equipment, wood and wood products, forestry and fishing products and
rubber and plastic products have been some of the principal items in Sino-Indian trade in recent years (see Table 13.6A, Annexure 13.1
for details)

7 “Trade Promotion Initiatives in the North East Region’. Also available at http://commerce.nic.in/annual2006-08 /html/chapter12.html



The details of the commodities in India’s trade with China are shown in Tables 13.9A and
13.10A in Annexurel3.1. About 85 per cent of India’s exports consist of ores, chemicals (organic
and inorganic) and iron and steel. India’s imports consist mainly of electrical products, mechanical
machinery, organic chemicals and silk (about 80 per cent). The growth of India’s trade with China
has been phenomenal with China’s share in India’s total trade going up from around 2.5 per cent in
1998 to around 8 per cent in 2006 (see Charts 13.3 and 13.4). India also has a substantial trade
deficit with China.

Chart 13.3 Share of India’s Exports to Major Regions
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However, from the point of view of NER the main trade likely to occur in the next few
years is border trade via the Nathu La Pass. Currently, the permitted trade via Nathu La is mainly
barter trade in 44 items with a transaction value of Rs. 25,000 in one day and little customs formalities.
The items allowed for export are agricultural implements, blankets, copper products, clothes, textiles,
cycles, coffee tea, batley, rice, flour, dry fruits, dry and fresh vegetables, vegetable oil, gur and wisr,
tobacco, snuff, cigarettes, canned food, agro-chemicals, local herbs, dyes, spices, watches, shoes,




kerosene oil, stationery, utensils and wheat and for import are goat skin, sheep skin, horses, goats,
sheep, wool, raw silk, yak tail, yak hair, china clay, borax, seaibelyite, butter, goat cashmere and
common salt. However, so far little benefit can be observed due to problems of road connectivity,
trade restrictions and short operational period (Planning Commission, 2000). It may be noted that
the only point at present for border trade is the Nathu La pass.

13.3.3 The LE Policy: Long Run Considerations

The ASEAN countries’ share in India’s total trade went up from around 8 per cent in
1998-98 to over 10 per cent in April-December 2006 (Table 13.12A in Annexure 13.1), compared
to 18 per cent for EU, 8 per cent for China and about 10 per cent for the US. The changing country
composition of India’s trade shown in Charts 13.3 and 13.4 indicate that there has been a
diversification of trade away from EU and the US to China and ASEAN. This has been one
significant consequence of India’s LE Policy.

Within the ASEAN, India’s major trade partners are Thailand, Malaysia and Singapore.
One of the important developments of India’s LE Policy has been the expansion of trade with its
South Fast Asian neighbours. However, very little of the benefit of this trade has gone to the NER
region as most of the trade is sea borne (Aiyar, 2008b).

The commodity composition of India’s trade with ASEAN countries is given in Tables
13.12A in Annexure 13.1. Almost 50 per cent of India’s exports to ASEAN consist of mineral
products (fuels and oils) and gems and jewellery. Another 20 per cent consists of organic chemicals,
iron and steel and animal fodder and waste. In the case of India’s imports, about 50 per cent consist
of electrical and non-electrical machinery, vegetable oils and fats and mineral fuels and oils.

Hence, it is clear that for NER to tap into ASEAN trade in a more organized way it would
have to develop a more mature industrial sector and much better air and sea connectivity. In particular
there are wood products, ores and rubber products which could be profitably developed in NER
for trade with ASEAN. This should be part of a trade strategy for NER in the next decade or so.

13.4 Administrative Measures to Promote NER Trade

Apart from economic incentives, trade is also facilitated by a host of administrative measures
which facilitate the growth of trade. A number of such measures have been taken up in the context
of the NER, particularly in light of the growing importance of the LE Policy.

One important initiative has been bilateral trade agreements with bordering countries.

U The Indo-Myanmar Trade agreement was signed in 1994. Some details of the agreement
are given in Annexure 13.2. The trade agreement is quite restrictive and largely promotes
border trade. Traditional free exchange/barter trade is restricted to the 22 items agreed
upon by the two countries, finding mention in Schedule I of the Agreement. While normal
trade is possible for all items under OGL, trade in agricultural items and forest based
products is restricted to border residents under headload restrictions and under barter
deals.



° There is also the Kunming Initiative of 1999 under which non-official policy makers and
businessmen meet to discuss ways of promoting cooperation between China, Myanmar,
Bangladesh, China and NER. In one important infrastructure initiative, the inland waterway
project between India and Myanmar on the Kaladin river link NER to the Sittwe port in
Myanmar. There is also a proposal to link the port via a highway from South Mizoram.

In addition, some administrative measures have also been announced at the level of the
Central Government. An Empowered Committee under the Chairmanship of the Commerce
Secretary functions in the Department of Commerce to monitor and implement the initiatives for
the North Eastern Region following the announcement made by the Prime Minister in January
2000 for the development of the North East known as ‘PM’s Action Plan for the North East’. The
Committee also monitors the implementation of the recommendations of the Task Force on
Development of Border Trade and Inter-Country Trade from the North Eastern Region, which
goes into issues concerning infrastructure constraints in the North East and the measures needed
to overcome them. With a view to promoting exports from the region, a North East Cell has been
set up in the department of commerce. Consequent to the announcements made by the Prime
Minister for the development of exports from the North Eastern Region, an Export Development
Fund (EDF) was set up with the objective of promoting exports from the region, especially with
the neighbouring countries like Bangladesh, Bhutan and Myanmar. Activities, which have a linkage
with exports from the region, are eligible for assistance from the fund. Recent visits by the Minister
of State for Commerce to Shillong and Agartala have led to specific Action Points for infrastructure
relating to trade facilitation in Meghalaya and Tirpura (see, Annexure 13.2).

Finally, overland trade is normally conducted through land customs stations (LCSs). The
current status of LCS in NER is given in the Annexure (Table 13.13A in Annexure 13.1). LCSs are
notified gateways for transit of goods, services and human beings between neighbouring countries.
India has 136 notified Land Customs Stations, of which the following 11 in the North East have
been identified for prioritization for development of infrastructure:

1. Agartala Tripura—Bangladesh

2. Borsorah Meghalaya-Bangladesh
3. Dawki Meghalaya-Bangladesh
4. Demagiri Mizoram-Bangladesh
5. Ghasuapara Meghalaya-Bangladesh
6.  Karimganj Steamer Ghat Assam-Bangladesh

7. Moreh Manipur- Myanmar

8. Old Raghana Bazar Tripura-Bangladesh

9. Srimantapur Tripura-Bangladesh
10.  Sutarkhandi Assam-Bangladesh

11.  Zokhawthar Mizoram-Myanmar

coordinating the steps taken by various Ministries and agencies for the development of trade in the

An Inter-Ministerial Committee under the Chairmanship of the Commerce Secretary is




North East including border trade along the Indo-Myanmar and Indo-Bangladesh borders.
Development of export infrastructure in four border towns of Moreh, Sutarkandi, Dawki and
Zokhawthar has been given priority. The Central Warehousing Corporation (CWC), the appointed
agency for the development of export infrastructure at Moreh, Dawki and Sutarkandi, has conducted
a study of the infrastructure facilities required at Moreh (Manipur), Dawki (Meghalaya) and
Sutarkandi (Assam) under the erstwhile Critical Infrastructure Balance Scheme (CIBS). The
infrastructure at Zokhawthar is being developed by the Border Roads Organization (BRO) in
cooperation with the Government of Mizoram.

Some other elements of subsidy are given to promote trade (exports and imports) via
NER. For example, inland transport assistance would now be available with respect to identified
products to all the north eastern States.® The rates of inland transport assistance ate quite generous—
90 per cent of the air freight charged by the airline from any airport in the NER States to Bagdogra,
Guwahati or Kolkata for exports. In case of highly perishable commodities, 50 per cent of the air
freight charged by the airline from any airport in the north eastern States to Delhi or Mumbai
airports for exports. Rs. 1 per kg. or actual freight paid, whichever is less, if the goods are transported
from anywhere in the North East by road for exports through any notified LCS in the North
Eastern States or through Guwahati airport. Rs. 2 per kg, or actual freight paid, whichever is less, if
the goods are transported from North Fastern States to Kolkata or any other port by rail through
ICD, Guwahati for exports. Rs. 2 per kg, or actual freight paid, whichever is less, if the goods are
transported from North Fastern States by rail through ICD, Guwahati to any place in West Bengal
for processing and export.

In addition, storage facilities are also being provided. Thus, a common pack house
facility is being set up by the Assam Industrial Development Corporation for processing and handling
of fresh ginger for exports. A post-harvest handling-cum-auction centre for fruits and vegetables
is being considered for Mizoram. Walk-in-type cold stores are being set up at Imphal, Aizawl and
Dimapur and a centre for perishable cargo at Guwahati airport. The following proposals for funding
through the Export Development Fund have been approved:

Passion fruit in Mizoram and Nagaland

Ginger in Manipur and Nagaland

Mushroom processing in Manipur and Nagaland
Turmeric processing in Nagaland

Vanilla processing in Manipur

Safed musli in Assam

Bee-keeping in Mizoram

A lab for testing export products in Assam

Cluster development of farms for organic farming is under preparation for Nagaland and
Tripura

8 NCAER study, also available at http://commerce.nic.in/annual2006-08/html/chapter12.html



The State Trading Corporation (STC) has set up a branch at Kolkata which is engaged in
international and domestic trading from West Bengal and other North Fastern States. The various
activities undertaken are:

Imports of Vanaspati from Nepal to cater to the requirements of Assam, Meghalaya,
Mizoram and the rest of India.

Import of hydrocarbons for power plants generating power mainly for eastern and North
Eastern States.

Trade in raw jute and tea.

Supply of pulses and tea to the defence forces, and the supply of pulses to the domestic
market.

Export of muli bamboo from Tripura and Mizoram thereby helping the local — growers/
traders of these States.

Agri-Export Zones (AEZs) have been set up for the North Eastern Region in Tripura for
pineapples; Sikkim for floriculture, orchids, ginger and cherry and; Assam for fresh and processed

ginger.

13.5. Recommendations of Previous Studies

Ever since the mid-1990s, every study of the NER States has talked of the need to pursue
the LE Policy. The Shukla Commission also dealt with this in some detail, its main recommendations
being upgradation of infrastructure like the Tamu-Kalewa-Moreh road (now completed), and the
rail link to Bangladesh and developing the Asian road link through Myanmar to Laos and Thailand.
However, while recognizing the existence of transit trade it suggests the establishment of production
facilities for medicinal products, bicycles and so on in NER in a Special Economic Zone (SEZ).
The issue is whether NER can move beyond being a mere transit point for such goods from other
parts of the country.

In another set of studies (Mizoram University Symposium, 2006) participants from vatrious
States of NER discussed the possibility of NER becoming a common market like the European
Union. While the usual infrastructure linkages were stressed upon one of the participants noted
that ‘India can hardly look eastward without also looking at the North East Region!” (p. 9). The
presenters at the symposium posed the important issue of lack of land linkages within NER,
which is recognized as a major constraint to the development of the ‘common market’ in the NER.

13.6 The Way Forward

Critical to the progress towards prosperity in NER is its liberation from economic
imprisonment. This would require a qualitative change in the relationship of the country with the
neighbouring countries contiguous to NER. There are considerable gains to be had by improving
relations. In the case of Bangladesh, for example, there could be significant gains from transit fees
and access to the markets in NER. This could contribute significantly to the reduction in Bangladesh’s




trade deficit with India. Given that economic interests of NER are affected by the nature of
relationship with these countries, it is important that the Foreign, Defence and Home Ministries
have a consultation process with the States in NER to take account of their views.

Various political, economic and cultural factors have shaped the making of the Look East
Policy for the north-east. To give effect to the policy, a large number of administrative measures
have been taken in recent years to promote NER trade. The recommendations of various studies
to develop infrastructure at Moreh and open up other trade points has also seen considerable
progress. Yet, despite this so far the LE Policy has not delivered any concrete economic gains to
the NER States. To look at the place of the LE Policy in the long-term calculus of the NER States
it is important to understand some important principles governing trade between countries, the
basic premise being that it is companies/individuals who conduct trade and not Governments.

The most common form of trade between geographically contiguous areas is border trade,
already taking place between the NER States and bordering countries and is in fact formalized in
agricultural trade under the Indo-Myanmar trade agreement. Typically, border trade is (at an organized
level) in commodities where transport costs are high in relation to the final price of the product
(examples of such products are timber, cement, coal and other minerals). This trade would take
place naturally and the State needs to only facilitate it administratively and via road and rail

infrastructure.

However, for a majority of the items traded internationally, transport costs account for
only about 5 per cent of the final price. In fact, estimates by UNCTAD (2005) show that in most
cases trade barriers (formal and informal) are more restrictive for trade than transport costs. Hence,
there is a limit to overland trade promotion via the NER States and it is not surprising that most
Indo-Bangladesh trade is conducted via West Bengal given the insecurity of trading via the NER
States (Chaudhari, 1995). A transport subsidy to NER States is unlikely to overcome this problem.
In fact, troubled relations in Manipur has made even the relatively more developed Moreh trading
post relatively redundant, to the extent that informal trade will need greater incentives to convert
to legal trade and formal trade is unlikely to divert via Manipur in place of West Bengal. Coal/
limestone trade has sustained the trade link between Meghalaya and Bangladesh,’ but it is debatable
how long ‘rat-hole’ mining in Meghalaya will be sustainable given environmental concerns in NER
in general.

Promoting trade between the NER States and the neighbouring countries requires going
beyond the calculations of ‘geographical contiguity’ and looking at those commodities in which the
NER States have a comparative advantage in an economic sense. Here two main points need to be
made. First, there are a few agricultural items in which the NER States have a comparative advantage
vis-a-vis the rest of the country (see chapter on Agriculture). The NER States can actively consider
trading these items only when their own domestic surpluses become sufficient, and domestic
surpluses are constrained by the lack of marketing due to uncoordinated production efforts of the
individual States. This is particularly true in the case of fruits and vegetables. Second, it is debatable
that NER trade with neighbouring countries is always more profitable (and hence more likely) than
with the rest of India. Many growth centres like Kolkata, Delhi and Mumbai offer economically
larger markets than those of Bangladesh and Myanmar. This is already showing up in the nascent

? http:/ /www.ide.go.jp/English/Publish/Jrp/pdf/jrp_133_05.pdf.



tloriculture industries of NER where exports are mainly to Guwahati, Kolkata and Delhi and even
to Holland at the international level. This, however, does not mean that promoting trade with
neighbouring countries is not important, but that the strategy should look beyond and create the
infrastructure for trading with the rest of the country and internationally based on comparative

advantages.

Third, the dynamics of trade in agricultural products is somewhat different from the
dynamics of trade in industrial goods. Trade in agricultural items is generally of the inter-industry
variety since product differentiation is not easy while trade in industrial goods admits of so-called
‘intra-industry’ trade (Krugman and Obstfeld, 2000) In agtricultural items the excess demand in the
NER States for items like meat, meat products and fish make them potentially important import
items, so supplies from neighbouring States are likely to be cost-effective. However, this is largely
ruled out by the restrictions on such trade, for example, in the Indo-Myanmar trade agreement.
Further, the pattern of Indo-Myanmar and Indo-Bangladesh trade indicates that the demand of
both Myanmar and Bangladesh is largely for industrial items such as processed foods and drinks
(including animal foods), miscellaneous minerals and manufactured goods, textile fibers, textiles
and clothing and machinery and transport equipment. While there is a good possibility for exports
of agro-processing industries and floriculture-based industries, it is debatable that the best markets
for these lie in the adjoining countries. Hence, the immediate need seems to be to promote trade in
basic agricultural commodities (rice, fish, pulses etc.). Booming trade relations with China are
reflected in the urgency to make free border-trade via the Nathu La a reality. The caveats offered
catlier in the case of border trade apply with equal force here.

In summary, the kind of trade being promoted is important: whether it is border trade or
‘regular’ trade. In border trade, benefits would accrue to the NER States from storage, customs
and tourism, which are typical for such ‘transit’ States. In addition, there are likely to be significant
advantages of trade in agricultural items as these are normally perishable. However, for these
benefits to accrue, the restrictions imposed on agricultural trade (a feature of all RT'As entered into
by India) must be relaxed. In the context of border trade, in the longer term there are possibilities
of increased trade in items like timber products, cement, steel and coal for which industrial capacities
in NER will have to be built near the location of mineral resources.

In the case of ‘non-border trade’ items, the current State of industrial activity suggests
that the maximum scope is for trade in agro-processing and floriculture. Perhaps the best way to
promote trade under the LE Policy is to create the infrastructure and let the traders decide the
direction of trade. Finally, in the context of the LE Policy, it is important to note that attempts to
promote trade with neighbouring countries without promoting trade within the region are unlikely
to succeed. Here the issue of intra-State road linkages is crucial.

13.7 Recommendations for the Look East Policy

. To immediately increase border trade in agriculture and some industrial goods it is necessary
to remove current restrictions on border trade via Moreh, Nathu La and other entry points.

. Unrestricted trade with neighbouring countries in agricultural and meat products could
lead to considerable reduction in the costs of these items in NER.




C The LE Policy has important security dimensions. There is urgent need to promote
interaction with neighbouring countries through sports, music and other cultural activities.

C In the case of neighbouring countries which are members of WTO, formal request for
trade facilitation would improve trade access for NER States.

0 In the longer term, industrial output of NER should cater to the demand for industrial
goods in the neighbouring countries. This is particularly important for border trade in
items like cement, coal, timber and steel.

C To facilitate trade it is essential to activate existing land-customs stations (LCS) and to
provide a secure transport corridor for traders.

. In the long run, NER needs to plug into the growing trade with ASEAN countries
particularly in items like wood products, ores and rubber products.

C It is imperative to integrate IT facilities in promoting infrastructure for trade with the
ASEAN countries.

Minister Aiyar on a boat ride on the Kaladan river
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Chapter 14

Governance and Security

Establishing peace and security and responsive governance is an essential prerequisite for
development. The only long-run solution is rapid economic progress, but this is difficult in a
politically unstable environment. This is the crux of the issue of underdevelopment in NER, as
will be discussed later in this chapter. The region is inhabited by diverse communities with different
ethno-linguistic origins, religious beliefs and tribal practices, cultural ethos and above all an
irreconcilable historical past. Their interests are often in conflict with one another and their aspirations
are not easily reducible to any common denominator.

The question of governance, therefore, should be posed in a somewhat broader perspective
in the context of NER. It is not sufficient to club all the States into one group—say northeast—it
is also necessary to be able to create a unified economic and political vision for the region. It is
indeed a difficult task to be achieved. One possible way might be through increasing inter-
dependences amongst the States by means of greater economic unification of NER. A necessary
prerequisite for such unification is synchronization of development policies of the States. What
needs to be emphasized is that without a cooperative approach to governance, it is not possible to
achieve permanent peace in this region. And unless there is permanent peace, no development
efforts will ever bear any fruit. What this essentially means is that a northeast political vision must
precede a northeast economic vision.

Governance in a somewhat narrower sense implies imposition and execution of a system
of rules and regulations which can provide law and order in a society that can ensure security of
life and enforce property rights of the people. In playing this role, a Government can be exclusive,
in the sense that it can perform this role independently of people at large. However, in a modern
democratic society a Government also has to play many inclusive roles, which means it has to
depend on the cooperation as well as participation of the people in administering its functions. For
instance, a Government has to play the role of a prime mover of development in a society where
market forces may be unable to generate progress for good reasons. A well-known example is that
under the market mechanism there is an under-supply of public goods such as the means of
communication, water and power, education and health, management of forests and common
property and various other social utilities. Moreover, a modern welfare state has a moral responsibility
to ensure a degree of social, economic and political justice in society. Hence, the State is morally
bound to adopt certain optimal redistribution policies. To perform such roles efficaciously, the
State has to mobilize resources through taxation and cost-recovery policies. While the efficiency of
the Government is determined by its ability to mobilize the maximum amount of resources on the
one hand, its success as a provider of good governance depends on its ability to redistribute the
benefits optimally to its citizens.

Besides the maintenance of law and order, a Government of a welfare State plays an
important role in the economy—it runs/promotes and if necessary creates enterprises, builds
capabilities in the people through human development and determines policies and regulates markets,
with far-reaching implications for growth and social welfare. Of course, the present trend in a
globalizing world demands least Governmental intervention in an economy, with its role being
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limited as far as possible to that of an enabler and facilitator in a market-based system. However, in
the context of the northeast where States’ ability to generate resources are limited and private

initiatives are almost absent, direct Governmental intervention is necessaty.

14.1 Governance, Law and Order and Security

The basic foundation of the market-driven development path is based on the assumption
of the existence of an organized and efficient market system. However, for an efficient market to
exist certain basic preconditions need to be fulfilled. A primary requirement for a market to function
properly is that there should be proper law and order such that any transaction can be carried out
in the market without any fear or coercion. The second important precondition for markets to
function is the presence of well-defined property rights. In the absence of cither of these two

conditions, either the market fails to exist or it functions wrongly.

In the discussion on development alternatives in the context of NER this crucial point is
often ignored. In several of the NER States, markets do not exist for many commodities, either
due to extortions and fear of life and property (consequence of extremism) or because of the

absence of well-defined private property rights (land, for example) or simply due to poor connectivity.

14.2 Law and Order in the North East

Barring Sikkim, a latecomer to the North-east (it became part of the North Fastern Council
formally in 2002), parts of the region have been convulsed by conflicts between the State and
armed groups, as well as popular movements, fighting for a range of demands—from outright
secession to greater ethnic autonomy within the Constitution. One of the longest running armed
movements has been the Naga insurgency, which started in the 1950s, and today has moderated

Shri Shivraj Patil, Union Home Minister, with Dr. Donkupar Roy, Chief Minister of Meghalaya on an inspection in
Meghalaya



into organizations that are in active negotiations with the Central Government for a long-term
settlement. Ceasefires are in place with both major factors of the National Socialist Council of
Nagalim (NSCN) while ceasefires are also being observed with a number of others in Meghalaya,
Assam, Manipur and Tripura. In Mizoram, however, a peace accord between the Mizo National
Front and New Delhi, which was inked in 1986, has held firmly, with former insurgents rising
democratically to high political offices such as Mr. Laldenga and Mr. Zoramthanga, who have
served as Chief Ministers.

Not less than 40 armed groups function in seven States, although only a clutch are dominant
and powerful enough to make a substantial impact. The smaller ones function often either as
extortionist rings or as part of a network of informers and rent collectors for the bigger ones. Not
less than 15 groups were banned by the centre, although the ban on the NSCN factions was lifted
when the ceasefires with each group started.

While large parts of the region are not harmed by insurgent or security activities, the
confrontations and subsequent emotional and geographical distance from Delhi have been fuelled
by poor governance, high levels of corruption and political instability in some of the States.

Many of the armed groups are widely viewed in NER as extortionist, money-making
rackets which have lost public support and have become, in the eyes of many, illegal enterprises
which prey on fear and vulnerability and profit from extensive corruption, rent-seeking and poor

governance.

14.3 Law and Order: Evidence from the States

Violence caused by terrotism has been increasing over the years' (Table 14.1A in Annexure
14.1). In 2001, 23.13 per cent of the total terrorist incidences in India took place alone in this
region, which increased to 28 per cent in 2005 and further to 29.4 per cent in 2006. Among the
NER States barring Sikkim and Mizoram, the incidence of terrorism is highest in Manipur and
lowest in Mizoram. Manipur, Assam and Nagaland are the most terrorist-affected States in the
region. Assam shows the highest number of civilians killed due to terrorist violence, which was
around 11 per cent of the total civilians killed in India in 2001 due to terrorism. The number of
civilians killed declined marginally in 2006; the number of security forces killed increased in NER
to the corresponding figure for India. The most terrorist-ridden States in the region are Assam,
Manipur, Nagaland and Tripura.

The rise in terrorism has had an impact on the strength of the police force being maintained
in these NE States. The number of police per 100 sq. km. has increased sharply over the years in all
these States (Table 14.2A in Annexure 14.1). An important point to be noted is that the four
States, namely, Assam, Manipur, Tripura and Nagaland, had higher number of police force per 100
sq km as well as per lakh of population in comparison to the national figure in 1981. Although the
number of police per lakh of population declined for both India as well as for these NE States, the
numbers were still higher for the NER than the national average. However, with regard to the
number of IPC cases per civil police, except for Assam the rest of the NE States show lower
figures as compared to the national average.

' Data on terrorist activity in the country is available in the Szatistical Abstract of India which gives information on Jammu and Kashmir, the
North Eastern States and Naxal-affected States.




Table 14.3A (in Annexure 14.1), gives information on the expenditure on total police force
and police training per one lakh of population. It can be seen from this Table that in the NER
States this number is higher than the national figure. Among the North Eastern States, although
Assam spends a lower amount than the rest, its expenditure is still higher than the national amount.
Police expenditure per lakh of population is higher in Nagaland, Mizoram and Sikkim compared to
the other NE States. Similarly, Nagaland and Mizoram spend much more in comparison to the
other States in police training. It is, therefore, clear that a huge amount of resources is being
diverted for policing.

It is quite evident from this analysis that the law and order and security situation is a matter
of concern in the NER States. At present, there is a ceasefire in Assam and Nagaland. The ceasefire
in Nagaland has been fairly effective in maintaining peace and order, but the situation in Assam has
been getting increasingly tense in the recent past. The situation in Tripura is also no different. In
such a politically volatile situation developmental activities are hindered by the fear psychosis. This
is amply reflected in the economic performance of all the States whether one looks at their GDP
growth, industrial growth or per capita income growth. Clearly, the success of developmental
policies crucially depends on establishing law and order in these States.

14.4 Views of Various NER Committee Reports on
Law and Order

Earlier committee reports (Shukla Committee and Jain Committee) on NER have ignored
this crucial issue in their analysis of the developmental requirements for these States. The State
Development Reports also have not discussed the issue of governance, although they emphasize
the issues of decentralisation, involvement of women in governing institutions, transparency in the
functioning of local Governments etc.

14.5 Steps Taken By The Government To Ensure Peace,
Security And Human Rights?

In order to ensure peace and security in the region the Central Government has taken
several necessary steps such as entering into several peace talks and ceasefire agreements. For
instance it has signed a formal ceasefire with the Isak Muivah groups of the NSCN w.e.f. August 1,
1998, which was extended to July 31, 2008, and another ceasefire agreement with NSCN (K) in
April 28, 2004, which was extended up to April 28, 2008. A group of ministers has been constituted
to hold talks with the NSCN (I/M). A Suspension of Operation (SoO) was signed on May 24, 2005
between the Central Government, the Government of Assam and NDI'B wee.f. June 1, 2005 for a
petiod of one year. SoOs have been signed with Hima Halan Daogah (DHD), a militant outfit of
Assam w.e.f. January 1, 2003 (later extended to December 31, 2008) and with ANVC we.e.f. July 23,
2004 for a period of one year (later extended to July 22, 2008).

In order to ensure peace and security, the Central Government has increased the reserve
battalions® and so far 34 such battalions have been sanctioned for NER. The Government is also
implementing a scheme for reimbursement of security-related expenditure for States seriously

2 Based on the Annual Report 2006-08 on Internal Security, Ministry of Home Affairs, Government of India.
> IRBNS was mooted by the Ministry of Home Affairs in the background of increasing problems of law and order and emerging

internal security scenario in the country, which put considerable pressure on CPFs (see Annnal Report 2006-08, Ministry of Home
Affairs).



affected by insurgency. The Central Government has also been funding schemes for the
modernization of the State police forces. It has formulated a 100 per cent Centrally funded ‘surrender
and rehabilitation scheme’. While these measures are important in the short-run, lasting peace and
security requires resolution of the basic causes of dissatisfaction. It is in this context that the

maximization of self-governance and participatory development strategy is important.

14.6 Causality between Insurgency and Development

Underdevelopment is caused by insurgency and terrorism and therefore all developmental
efforts will be in vain, unless political volatility is controlled simultaneously. Thus, the development
vision for NER should focus on the primary requirements of safety and security in these States.
However, there is an alternative view which maintains that insurgency is the cause of
underdevelopment, in which case the vision would be to hasten the pace of development to solve
the problems of insurgency in the long run. However, the causality runs both ways. That is, insurgency
and unemployment resulting from poor economic development feed on each other. Thus, poor
economic performance contributes to rise in insurgency and hence the solution for insurgency lies

in the achievement of rapid economic progress of the region.

And indeed, commonality of such a view can also be found in the writings of professional
economists (see Sachdeva, 2005) as well as in the official position on long-term approaches to solve
the problems of insurgency in NER. The current official position on the solution also advocates
rapid economic development. As a logical conclusion of this line of argument, NER is cast today
in India’s Look East Policy paradigm. Since the 1990s, political dialogue has been emphasized as

the key to peace building.




While insurgency cannot be solved by economic development, the latter can be a tool for
improving socio-economic conditions. However, both in the medium and the long-term, only
political dialogue and initiatives, which accommodate a range of concerns, and are based on mutual
trust and flexibility, not exclusivity, and produce goodwill not ill-will, can settle these challenges.

Insurgency and underdevelopment, especially unemployment, feed on each other. Poor
governance, corruption and economic performance sustain conditions for insurgency and alienation.

The current official position, however, and the view of some professional economists
(Sachdev, 2005) promote rapid economic development through huge public investments in
infrastructure, particularly pressing ahead with a Look East Policy that places NER in such a
paradigm. Yet, in the areas currently afflicted with politically volatile situations, markets are unlikely
to exist or provide the right signals. As a consequence, private capital does not flow into the region
in search of investment opportunities—in fact, there is a reverse flow of financial capital out of
the region. To quote a well-known economist from the region:

...... due to inhospitable investment environment, savings arising in the region get outlet
into the more investment friendly region. This largely explains very low credit-deposit ratio in
NER States. Such asymmetrical market integration—a large inflow of goods into and outflow of
savings from the region—has impeded the pace of growth in the region.

Thus, insurgency continuously hampers the economic performance of the region, so rapid
economic development will not be possible without a proper strategic and security policy by the
Central Government.

Under prevailing circumstances profit-secking private investment is unlikely to flow into
the region and, therefore, public investment has to play a more proactive role in boosting the rate
of economic growth. In particular, public investment must be made in such activities as creation of
infrastructure such as roads, bridges, railway coverage, power generation, proper drainage system,
tlood control and water harvesting, irrigation (both minor as well as major), drinking water, hotels
and transport facilities, airport construction in inaccessible areas and reliable and fast-moving public
transport. The creation of such infrastructure can raise agricultural productivity which is a sine qua
non for rapid growth through industrialization. Without increasing income-generating possibilities
in the rural sectors of the economy necessary forward and backward linkages for industrialization
cannot be created. Thus public investment alone will help in the creation of a critical mass which
will facilitate private investment from outside the region.”. The 19" century saw massive trade and
investment in the plantation sector of Assam, but the tea industry had no linkages with the rural
economy; it developed as an enclave and hence rapid investment and export growth had no impact
on the earning potentials of the rest of the economy.

Thus the role of the States would be to ensure certain basic minimum prerequisites: free
and unhindered mobility of goods and services (infrastructure) across the region as well as within
the region; well-defined property rights; and law and order and security of life, such that markets
can function and reflect the truescarcity costs of goods and factors.

4 Dr. Hiren Gohain thus argued that development and decolonisation are two sides of the same coin. The only way to decolonise the
economy is by creating income-earning opportunities in the rural economy. See Gohain, Hiren, (2005).








