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ECONOMIC SURVEY 2018 

(NOTES FOR PT 2019) 

  

CHAPTER 1: STATE OF THE ECONOMY: AN ANALYTICAL OVERVIEW AND 

OUTLOOK FOR POLICY 

 

1. GST as “Cooperative Federalism Technology”- India has created one of the most 

effective institutional mechanisms for cooperative federalism, the GST Council. 

This could be used to create a common agricultural market, integrate 

fragmented and inefficient electricity markets, solve interstate water disputes, 

implement direct benefit transfer (DBT), make access to social benefits portable 

across states, combat air pollution 

2. India has two underlying macroeconomic vulnerabilities, both of which tend to 

deteriorate when oil prices rise. i.e. Fiscal account - It is striking that the 

centre’s tax-GDP ratio is no higher than it was in the 1980s, despite average 

economic growth of 6.5 percent, the most rapid in India’s history and Current 

accounts – the international competitiveness of manufacturing has not made 

great strides, reflected in the declining manufacturing export-GDP ratio and 

manufacturing trade balance 

  

  

CHAPTER 2: A NEW, EXCITING BIRD’S-EYE VIEW OF THE INDIAN ECONOMY 

THROUGH THE GST 

 

1. GST returns provide direct data on inter-state trade and for the first time in 

India’s history it is possible to know the state-wise distribution of international 

exports of goods and services due to GST data. 

2. Five states—Maharashtra, Gujarat, Karnataka, Tamil Nadu, and Telangana—in 

that order account for 70% of India’s exports 

3. Trading Superstars: Indian Export Egalitarian Exceptionalism - Emergence of 

exports superstars - firms that account for a disproportionately large share of 

exports 

  

  

CHAPTER 3: INVESTMENT AND SAVING SLOWDOWNS AND RECOVERIES: 

CROSS-COUNTRY INSIGHTS FOR INDIA 

 

1. Identifying Investment and Saving Slowdowns -Investment and saving 

slowdowns are defined using a specific set of conditions. These are – 

a.    Shortfall – it is the difference between (a) the average of investment 

(saving) in the slowdown year and subsequent two years; and (b) the 

average of the previous five years 
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b.  “Slowdown year” is defined as one where the shortfall in that year 

exceeds a certain threshold - If there are two or more consecutive 

slowdown years this counts as Slowdown year 

c. Until recently, India had not experienced either type of slowdown 

(investment and saving slowdowns). Current slowdown – in which 

both investment and saving have slumped – is the first in India’s 

history. The investment slowdown started in 2012, subsequently 

intensified, that for 2016. 

2. Understanding ‘India-Type’ Investment Slowdowns India’s investment slowdown 

is relatively moderate in magnitude. Furthermore, it has a specific nature, in 

that it is a balance sheet related slowdown. In other words, many companies 

have had to curtail their investments because their finances are stressed, as the 

investments they undertook during the boom have not generated enough 

revenues to allow them to service the debts that they have incurred. 

 

  

CHAPTER 4: RECONCILING FISCAL FEDERALISM AND ACCOUNTABILITY: IS 

THERE A LOW EQUILIBRIUM TRAP? 

 

1. Taxation is not just a vehicle for raising state revenue. It can also be critically 

important for economic and political development. There is a social 

contract between citizens and the state. “The state’s role is to create the 

conditions for prosperity for all by providing essential services and protecting 

the less well-off via redistribution. The citizen’s part of the contract is to hold 

the state accountable when it fails to honour that contract. But when citizens 

fail to pay taxes they lose their interest to hold state accountable. If a citizen 

does not pay, he becomes a free rider (using the service without paying), and 

cannot complain if the state provides a poor quality service. Only, if he pays 

and uses the service then he will try to hold the state accountable. 

2. In India ULGs have emerged more fiscally empowered than RLGs so far in India. 

ULGs generate about 44 % of their total revenue from own sources. RLGs, in 

contrast, rely overwhelmingly (about 95 %) on devolution. 

3. A Low Equilibrium Trap? 

a. In comparison with their counterparts in other federal countries, state 

and local governments in India (federal tiers 2 and 3) rely much more 

on devolved resources, rely much less on their own tax resources, and 

collect less direct taxes. This status quo can be an equilibrium desired by 

all actors - higher tiers (both Centre and States) using their devolution 

powers to control and influence lower levels. Lower Tiers unable and 

unwilling to tax their proximate citizens, need outside resources even 

if they are not always untied. This may lead to a low equilibrium. i.e. 

Fiscal model of the states and third tier institutions could forever be 

based on outside resources which- like foreign aid and natural resources 
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or other forms of ‘redistributive resource transfers’ —come with weak 

accountability mechanisms and weak own resource generation capacity. 

  

  

CHAPTER 5: IS THERE A “LATE CONVERGER STALL” IN ECONOMIC 

DEVELOPMENT? CAN INDIA ESCAPE IT? 

 

1. Economic convergence - the process of poorer countries “catching-up” with 

richer countries and closing gaps in standards of living. since the mid-1980s, 

the process of catch-up has broadened, as the number of poor countries 

growing faster than advanced economies has substantially increased. 

2. Middle Income trap 

a. Recently doubts about the convergence process have been articulated 

around the notion of “Middle Income Trap”. (Middle income trap implies 

that middle income countries would grow more slowly than what would 

be expected given their level of income (i.e., slower than richer countries), 

impeding the transition from middle income to high income status) 

b. In 1960, India was a low-income country with a per capita income about 

6% of U.S. India attained lower middle-income status in 2008and 

today has per capita income which is 12 % of the U.S. If per capita 

income in India grows at 6.5% per year, India would reach upper-middle 

income status by the mid -to-late 2020s thus demonstrating 

convergence. 

c. Reasons for middle income trap: 

d. Country would be squeezed out of manufacturing and other dynamic 

sectors by poorer, lower cost competitors. Lack the institutional, human, 

and technological capital to carve out niches higher up the value added 

chain. 

3. The four headwinds: 

a. Hyper globalization Repudiation: Early convergers (Japan, South 

Korea and China) benefited from the process of rapid/hyper globalization 

as all able to post average export growth rates of over 15 for the 30 years 

of their convergence periods. In late convergence it reduces exporting 

opportunities of developing countries because they came late to 

convergence and now face a very different global trading environment 

from their predecessors. Means trading opportunities available to the 

early convergers specifically the ability to export may no longer be 

available. 

b. Thwarted Structural Transformation wherein resources shift instead 

from informal, low productivity sectors to ones that are marginally less 

informal/more productive. Manufacturing is critically important sector 

for ensuring successful transformations. This sector exhibits 

unconditional convergence toward the world frontier, so that it can 
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become an escalator for rapid growth. In India the sectors like 

manufacturing, finance, telecommunications, and professional 

services have high levels of productivity and potential for unconditional 

convergence 

c. Human Capital Regression: It poses the challenge of upgrading human 

capital to the demands of a technology-intensive workplace. Human 

capital is one key difference between early convergence based on 

manufacturing and late convergence against the strong headwinds of 

automation and the globalization backlash. In early convergence 

Lewisian transformation, i.e. shifts in labor from farm to factory were 

possible because of alignment of human capital endowment (educated 

but relatively unskilled labour) with the sector associated with structural 

transformation. But in late convergence players failed to provide even the 

basic education necessary for some structural transformation. In this the 

technology will increasingly favour skilled human capital, where the 

requisite skills will include adaptability and the ability to learn 

continually. So growth will be based less on comparative advantage and 

more on some absolute human capital attainment. The data on learning 

outcomes for a group of advanced and emerging economies shows during 

the 1980s and 1990s, educational attainment of the middle income 

countries was below that of advanced economies. If this gap persists or 

widens the kind of transformation enjoyed by the late convergers might 

prove more difficult for the late convergers, including India. 

i. Learning poverty headcount (LPC): measures the no. of children 

who do not meet the basic learning benchmark 

ii. Learning poverty gas (LPG): measures how fareach student is 

from the benchmark i.e. the gap between the basic learning 

benchmark and the average scores of those students who did not 

meet the benchmark. 

d. Climate Change-induced Agricultural Stress: There is need to produce 

enough food to a growing population and this is only possible if 

agricultural labour productivity grew rapidly enough. Unlike GDP, 

agricultural productivity levels across countries are increasingly 

diverging, not converging. So, growth rates for richer countries have been 

consistently greater than for developing countries and for poorest, and 

these growth rates have even declined post-GFC. 

  

  

CHAPTER 6: CLIMATE, CLIMATE CHANGE, AND AGRICULTURE 

  

1. Importance of Agriculture sector - Agriculture matters for economic reasons 

because it still accounts for a substantial part of GDP (16 %) and employment 

(49 %). Poor agricultural performance can lead to inflation, farmer distress and 
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unrest, and larger political and social disaffection—all of which can hold back 

the economy. Thus economic and social development is about facilitating this 

transition in the context of a prosperous agriculture and of rising productivity 

in agriculture because that will also facilitate good urbanization and rising 

productivity in other sectors of the economy. 

2.  But Indian agriculture sector is more vulnerable than China due to the 

vagaries of weather because close to 52 % (73.2 million hectares’ area of 141.4 

million hectares’ net sown area) of it is still un-irrigated and rainfed. 

3. Crop Impacts 

a. Crops grown in rain-fed areas, pulses in both kharif and rabi are 

vulnerable to weather shocks while the cereals both rice and wheat are 

relatively more immune. 1°C increase in temperature reduces wheat 

production by 4 to 5% 

4. Impact on Farm Revenue 

a. Extreme temperature shocks reduce farmer incomes by 4.3% and 4.1% 

during kharif and rabi respectively. Extreme rainfall shocks reduce 

incomes by 13.7% and 5.5% during kharif and rabi respectively. 

5. A study by the IMF finds that for emerging market economies a 1°C increase in 

temperature would reduce agricultural growth by 1.7%, and a 100 mm 

reduction in rain would reduce growth by 0.35%. Inter-governmental Panel on 

Climate Change (IPCC), predict that temperatures in India are likely to rise by 

3-4° C by the end of the 21st century. In final analysis, three main channels 

through which climate change would impact farm incomes – An increase in 

average temperatures, A decline in average rainfall, An increase in the number 

of dry-days. Thus, taking these correlations into account, farmer income losses 

from climate change could be between 15 % and 18 % on average, rising to 

anywhere between 20 % and 25 % in un-irrigated area 

 

 

CHAPTER 7: GENDER AND SON META-PREFERENCE: IS DEVELOPMENT ITSELF 

AN ANTIDOTE? 

 

1. Indicators used by the survey look at to assess gender equality 

a. Gender equality is a multi-dimensional issue; the Survey considers 3 

dimensions: 

b. Agency - relate to women’s ability to make autonomous decisions on 

reproduction, spending on themselves, spending on their households, 

and their own mobility and health. 

c. Attitudes - relate to attitudes about violence against women/wives, and 

the ideal number of daughters preferred relative to the ideal number of 

sons. 

d. Outcomes - relate to son preference (measured by sex ratio of last child), 

female employment, choice of contraception, education levels, age at 
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marriage, age at first childbirth, and physical or sexual violence 

experienced by women 

2. Economic Survey has identified 17 indicators to assess the 3 dimensions of 

gender equality 

3. “Son preference” where development is not proving to be an antidote. Son 

preference giving rise to sex selective abortion and differential survival has 

led to skewed sex ratios at birth and beyond, leading to estimates of 63 

million “missing” women. 

4. But there is another phenomenon of son meta-preference which involves 

parents adopting fertility “stopping rules” – having children until the desired 

number of sons are born. This meta-preference leads naturally to the notional 

category of “unwanted” girls which is estimated at over 21 million. In some 

sense, once born, the lives of women are improving but society still appears to 

want fewer of them to be born. 

  

 

CHAPTER 8: TRANSFORMING SCIENCE AND TECHNOLOGY IN INDIA 

 

1. Status in India 

a. Investments in Indian science, measured in terms of Gross Expenditure 

on R&D (GERD), have shown a consistently increasing trend over the 

years. GERD has tripled in the last decade in nominal terms – from Rs. 

24,117 crores in 2004-05 to Rs. 85,326 crores in 2014-15 and an 

estimated Rs.1,04,864 crores in 2016-17 – and double in real terms. 

However, as a fraction of GDP, public expenditures on research have 

been stagnant – between 0.6-0.7 % of GDP – over the past two 

decades. 

2. India’s spending on R&D (about 0.6 % of GDP) is well below that in major 

nations such as the US (2.8), China (2.1), Israel (4.3) and Korea (4.2). 

3. The Nature Index (which publishes tables based on counts of high-quality 

research outputs in the previous calendar year covering the natural sciences) – 

ranked India at 13 in 2017. But there is still a considerable lag in levels 

between India and the other two large countries, and the rate of improvement in 

China between 2001 and 2011 is dramatically better than India’s. 

4. According to the WIPO, India is the 7th largest Patent Filing Office in the World. 

However, India produces fewer patents per capita. Unless there is a greater 

focus on R&D, rising income alone will not allow India to catch up in the near 

future. 

5. The private sector should be incentivized to both undertake more R&D but to 

also support STEM research through CSR funds. Efforts like the 50:50 

partnerships with SERB for industry relevant research under the Ucchatar 

Avishkar Yojana (UAY) is a good example of what could help make such 

partnerships fruitful. 
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6. There are a number of govt. programs such as the Ramanujan Fellowship 

Scheme, the Innovation in Science Pursuit for Inspired Research (INSPIRE) 

Faculty Scheme and the Ramalingaswami Re-entry Fellowship, that provide 

avenues to qualified Indian researchers residing in foreign countries, to work in 

Indian institutes/universities, and the Visiting Advanced Joint Research 

Faculty Scheme (VAJRA). These schemes could be enhanced to take 

advantage of opportunities to recruit in a way to build whole research groups; 

the inducements should be such as to allow them to do good research 

(laboratory resources, ability to hire post-docs, housing etc.) rather than 

financial, to ensure that home grown talent has a level playing field. 
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