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Destination Odisha: Charting a Comprehensive FDI Policy
for Odisha's Industrial Growth

Hemant Sharma

ABSTRACT

This paper aims to outline a comprehensive FDI policy for Odisha, emphasising the
state's potential to become a premier destination for foreign investors. It underscores
the critical role of FDI in economic growth and examines the specific challenges and
opportunities facing Odisha. The paper recommends targeted interventions to position
Odisha as a prime destination for FDI, leveraging its existing industrial potential in
metals and minerals, exploring new-age technologies that are yet to find a suitable
home, and being at the forefront of India’s China +1 strategy aimed towards de-risking
foreign investors. As Odisha seeks to broaden its investment portfolio and actively
pursue investments across diverse sectors, the significance of FDI within the state's
economic framework cannot be overstated. FDI is essential in driving the state's
economic expansion and powering the industrial transformation currently underway.
Moreover, it has the potential to eliminate any negative perceptions associated with the
state's previous reputation for industrial stagnation and as a challenging destination
forindustrial development.

KEYWORDS- Technology, industry, infrastructure, investment
PROBLEM STATEMENT

Despite Odisha's prominence as a top destination for domestic investment
within India, the state continues to face significant hurdles in attracting
Foreign Direct Investment (FDI) compared to its counterparts. While it is
ranked second in terms of total investment inflows, Odisha finds itself at the
bottom of the list when it comes to FDI attraction among major states. This
discrepancy has somewhat impeded Odisha’s industrial growth. The inability
to effectively attract foreign investment has led to the perception of Odisha as
lacking in crucial infrastructure, regulatory frameworks, and an overall
conducive investment climate for foreign investors. Consequently, the state
has been sidestepped as an investment destination and is missing out on the
transformative benefits that FDI could bring, including economic growth, job
creation, and technological advancement. The disparity between Odisha's
success in domestic investment and its struggles with FDI highlights the
urgent need for a comprehensive strategy to overcome these obstacles.
Without addressing these barriers and enhancing its appeal to foreign
investors, Odisha risks continued underperformance in attracting FDI,
restricting its economic potential and reinforcing its reliance on traditional
sectors.
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NEED FORAFDIDRIVEN FUTURE

Investments are an engine for economic growth and human development as
they significantly contribute to the nation's wealth and per capita income
(Wang, et al., 2022)'. Foreign direct investment (FDI), in particular, plays a key
role in the economic development of a country by attracting investors to
enhance the economy and improve human resource quality. According to the
WTO, FDI occurs when an investor based in one country (the home country)
acquires an asset in another country (the host country) with the intent to
manage that asset (WTO Press Release, 1996)“. Further, there is sizable global
evidence indicating that FDI introduces modern technologies, transfers

knowledge and skill, and provides access to export markets along with
investment and managerial expertise. (Teli, 2013)". FDI is also instrumental in

enhancing the flow of capital within the economy, stabilizing exchange rates,
and reducing debt, all of which are vital for economic health.

In the Indian context, it has been the Government of India's intention and aim
to attract and promote FDI and to increase investor friendliness in accordance
with national interests (Sharma, 2018)". FDI is approved in India either by
automatic route or by the permission route. The government has established a
transparent and easily understandable policy framework for FDI, according to
its stated purpose. In addition, in most industries and activities, the FDI policy
regime has been constantly liberalized over the years, where FDI is allowed on
an automatic basis of up to 100%". The Government of India has also launched
the 'Make in India' initiative with the objective of urging business firms
globally to invest, and produce their products, in India. The primary goal of the
injtiative is to focus on the 27 key sectors of the economy, comprising of 15
manufacturing-based and 12 service-based sectors, with the dual aim of
generating employment opportunities and enhancing the skill sets of the
workforce™. It is estimated that through the initiative, India aims to boost its
manufacturing sector and drive its contribution to the GDP from the 14.7%
current to 25% by 2025

Considering India's strategic shift towards leveraging Foreign Direct
Investment (FDI) as a catalyst for industrial and overall economic growth,
Odisha needs to intensify its efforts in promoting FDI as well. In recent years,
Odisha has achieved significant progress in diversifying its industrial base.
The state has transitioned from attracting minimal investment in 2000 to
becoming the country's second-largest destination for ongoing industrial
investments™. Known for its strength in metals and mining, Odisha is now
experiencing an influx of projects across various sectors, including textiles,
green fuels, chemicals, IT, and food processing. The state has also developed a
progressive Industrial Policy Resolution 2022 (IPR) that seeks to provide the
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best-in-class incentives and facilitation. This policy also categorizes industries
into priority and thrust sectors, effectively promoting sector diversification

effectively.

Top States Attracting Higher Ongoing Investments in FY 2023 (In Lakh Crores)
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Source: CMIE capex database and CII Research

Despite these advancements, the translation of such diversification into the
FDI sphere has been limited. Currently, Odisha ranks lowest amongst notable
Indian states in attracting FDI™. To fully enhance its investment landscape and
reap the benefits of FDI, prioritizing and driving FDI investments is crucial for

the state.

w6448 401718 Cumulative FDI inflow 2020-23 (in Crores)
29309. Source: Open Government Data (OGD) Platform India
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KEY FINDINGS

e  Odisha ranks 2nd overall in attracting investments in 2023 but ranked
19th in Foreign Direct Investment (FDI) attraction within the same
timeframe.

Leading states like Maharashtra, Karnataka, Gujarat, and Tamil Nadu
consistently rank at the top for both overall investments and FDI

attraction.




[04] Hemant Sharma

Review of Current Policy and Investment Scenario

Top 10 Industrial Sectors of Odisha in terms of Investment Amount
2017 - 2023 (In Crores)
Source: Government of Odisha - Single Window for Investment Facilitation
and Tracking (GoSWIFT) Platform

[N
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Steel & Steel Downstream 92247.4

Petrochemicals 45090.6
Aluminium & Downstream 9665.4

Logistics & Infrastructure 9290.2
Cement 8270.2
Food Processing 5926.82
Industrial Parks 3621
Renewable Energy 1884.93

Tourism 1786.79

Chemicals 1750

Top 10 Industrial Sectors of Odisha by project count
from 2017 - 2023

Source: Government of Odisha - Single Window for Investment
Facilitation and Tracking (GoSWIFT) Platform
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Over the past 7 years, Odisha has demonstrated considerable strength across
various industrial sectors, notably attracting the highest number of projects in
food processing, downstream metal, and plastics and polymer products.
Furthermore, concerning the scale of investments, the state's rich mineral and
metal resources have fuelled substantial investments in downstream metal,
petrochemicals, logistics and infrastructure, and the cement industry. These
sectors have collectively accounted for a major portion of Odisha's total
investment volume, highlighting the state's industrial advantage in these

areas.
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Top 10 Sectors with Total FDI Inflow in India 2018-23 (In Crores)
Source: Open Government Data (OGD) Platform India

In the context of FDI, from 2018 - 2023, India witnessed a significant influx of
FDI, with nearly 50% concentrated in the computer software and hardware,
trading, and services sector, including finance, banking, insurance, BPOs &
R&D, testing, among others. Other important sectors drawing FDI into India
included construction, non-conventional energy, automobiles, chemicals,
telecommunications, education, chemicals, and metallurgical industries”. For
Odisha, this indicates a need to pivot towards these sectors, which have
traditionally received less investment within the state. The disparity suggests
an opportunity for Odisha to enhance its FDI appeal by focusing on these high-
value sectors.

Notably, cement, chemicals, metallurgical industries stand to benefit
significantly from Odisha’s abundant natural resources. These sectors align
well with the state’s existing industrial ecosystem, suggesting a natural
progression for the state's industrial strategy. According to the Government of
India's FDI Policy, sectors such as agriculture and animal husbandry,
plantations, and mining of coal, petroleum, and natural gas are eligible for
100% FDI" . Considering the current industrial framework of Odisha, these
sectors provide opportunities for mutual enhancement due to an established
ecosystem within the state. Odisha can capitalize on its existing industrial base
to draw investments into these sectors, in alignment with the national FDI
policy.

Moreover, the advent of new-age technologies such as automation, Al,
blockchain decarbonization, and sustainable fuels presents a golden
opportunity for Odisha. The state's current industrial sectors provide practical
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use cases for these technologies, yet no state in India has fully capitalized on
attracting investment in these cutting-edge fields. This positions Odisha
uniquely to pioneer FDI in these emerging sectors.

POLICY REFORMS/RECOMMENDATIONS

In the analysis of the above scenarios, there is a clear indication that Govt. of
Odisha needs to shift its focus on the promotion of FDI as a key step forward in
its industrial development journey. Considering this, it is recommended that
the state develops a comprehensive FDI Promotion Policy, incorporating key
features suchas:

e Establishmentof dedicated Industrial Zones for FDIs:

Industry-enabling infrastructure plays a pivotal role in attracting Foreign
Direct Investment (FDI) in emerging economies (Meyer, 2005)" .
Additionally, the construction of industrial parks qualifies for 100% FDI
under the current Consolidated FDI Policy 2022 of the Government of
India, presenting a unique opportunity. The development of such
infrastructure, followed by its utilization, can significantly boost FDI
inflows. The government can proactively facilitate the establishment of
these industrial zones, equipped with comprehensive plug-and-play
facilities, including doorstep access to water, power, and direct road
connections to factory gates, enhancing the investment appeal.
Additionally, to ensure the workforce employed by these companies is
effectively skilled, these dedicated industrial zones are to be outfitted with
suitable training institutions either on-site or nearby. This would enable
industries to access a well-trained workforce and maintain a consistent
flow of skilled manpower throughout the year.

* Enhancement of Ports and Promotion of export-oriented industries:

Odisha's economy thrives on its strategic maritime assets, including three
major operational ports, two ports in development, and ten additional
ports that have been officially notified, making it a significant player in
logistics and trade, especially for the ASEAN market. Consequently, the
stateis poised notjust for domestic growth but for significant international
trade, as many goods produced through FDI are destined for global
markets™ . Therefore, the establishment of 100% Export-Oriented Units
and Special Economic Zones (SEZs) in Odisha is a strategic move to attract
more FDI and bolster export-driven industries.

* TargetedFinancial Incentives for Attracting FDI Investment in Key Sectors:

Financial Incentives can play a critical role in attracting Foreign Direct
Investment (FDI). As various states roll out their FDI policies and offer
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specific benefits to attract investors, Odisha is well-positioned to craft
strategic incentives due to its revenue surplus and the ongoing need for
FDI. The state already offers competitive incentives across key industrial
sectors known for FDI intensity through the IPR. However, to further
attract FDI investors and make Odisha their preferred base of operations,
the state through a new FDI policy could introduce additional incentives.
These might include an extra 5% Capital Investment Subsidy for FDI
companies, power tariff reimbursement at Rs. 2 per unit for 15 years, a 15-
year exemption on electricity duty, and a discount of land rates of 50%.
Furthermore, considering the dynamics of the FDI market, exploring
incentives like transport subsidies, research and development support,
and skill development subsidies could be beneficial. It is important to
emphasize that such incentives should be offered to FDI companies that
achieve certain investment and local employment criteria, ensuring that
the benefits are aligned with Odisha’s economic development goals and
support the inclusion of the local workforce.

* Identification of Paramount Sectors and Attracting Fortune 500 Companies:

The current Industrial Policy Resolution (IPR) classifies industries into
priority and thrust sectors, recognizing their capacity to propel Odisha's
economic growth. However, for Foreign Direct Investment (FDI)
specifically, itis essential to identify a new category termed as '‘paramount
sector.! This category would highlight industries eligible for special or
additional incentives and support facilities. Industrial sectors within this
'‘paramount sector' might overlap with those already designated as thrust
or priority sectors under the IPR. Yet, to be recognized under this exclusive
category, an industrial unit must be established by a Fortune 500 company.
Such a criterion underscores Odisha's commitment to inviting leading
global corporations to establish their operational bases within the state,
thereby aligning with its FDI strategy to enhance industrial growth and
economic development.

CONCLUSION

To enhance its FDI prospects, Odisha must tackle existing challenges by
implementing a clear policy that highlights its industrial strengths and
potential for growth. By designing a dedicated FDI policy with a focused
approach to creating dedicated industrial zones, improving port
infrastructure, offering targeted financial incentives, and identifying the right
sectors and partners for investment, Odisha can enhance its appeal to foreign
investors. This approach will require a strong commitment from the
government and other stakeholders to ensure its success. Ultimately, by
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adopting these measures, Odisha benefits by boosting its economic growth,
creating jobs, and advancing technologically, establishing itself as a prime
destination for FDI in India and changing negative perceptions about its
investment climate.
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The Scope for Confirmation Bias in Departmental
Enquiries: An Ideational Perspective

Subrata Biswas

ABSTRACT

Principles of natural justice demand that there should be no bias, either positive or
negative, while ascertaining or assessing allegations against anyone. However,
psychologists theorise that humans have a tendency to form opinions regarding many
issues and persons depending on multiple psycho-social factors and thereafter,
intuitively seek inputs to validate their pre-formed hypotheses. This is how
confirmatory reasoning works in the human mind partly unconsciously and partly
consciously, which psychologists have sought to establish down the ages. However,
this militates against the concepts of neutrality and objectivity that are supposed to
constitute the bedrock of justice delivery mechanism in a democratic set-up. The
problem assumes critical proportions when it comes to the complex jurisprudence of
departmental enquiries where stakeholders like disciplinary authority, inquiry
authority, presenting officer and the charged official are all part of the same
organisation and thus, run the risk of being subject to some bias or the other because of
their shared work-environment. Towards the end, the article also attempts to proffer a
tentative solution as to how to get departmental enquiries in government
organisations conducted in a relatively un-biased manner.

KEYWORDS- Decision-making, bias, conscious, sub-conscious
PART-1
1.1 Introduction

Rules, regulations, laws and bye-laws backed by a constitutional mandate
have been put in place to ensure neutrality and objectivity in public
administration in India. Bureaucracy is expected to pay allegiance to the rules
and not to the makers thereof and expected essentially to uphold the lofty
ideals of our Constitution where the last word is said by what has been
captured, nay enshrined in its opening words: “We the people...” This
quintessential power of “we, the people” is recognised by the Chapter XIV of
the Constitution, which seeks to protect the government employees from any
potential arbitrariness of their supervisors. The power of a State as an
employer is more circumscribed than that of a private employer in as much as
it is subject to constitutional limitations and thus, cannot be exercised
arbitrarily. Ideally, there should not be any scope for bias or prejudice and
thus, someone appointed in connection with the affairs of the Union or of a
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State may not be in a position to explicitly reveal his bias or prejudice in an
official matter withoutjeopardising his own position in the organisation.

1.2. Organisations and Scope for Bias

Does it mean that government administration is entirely free from bias that
individual fixations have no role in the way a public mechanism runs? None
can deny that life itself cannot be free from biases. Behind the grand body of
rules and regulations to ensure a super structure of objectivity, behind the
great architecture of transparency and neutrality, behind an apparently
enduring fagade of constitutionality, often lurks the critical element of bias and
subjectivity. And once bias has its way, it ends up feeding itself, resulting in
what psychologists describe as confirmation bias.

Confirmation bias remains palpable in all critical areas of governance.
However, this paper is restricted to one single area— departmental enquiries
against government employees—where confirmation bias can have a
significant presence.

PART-2
2.1. What is Confirmation Bias?

Before proceeding further, we need to understand what confirmation bias is.
The term as such may have had a relatively recent origin and begun to gain
acceptance in the 1960’s but the underlying concept was propounded as early
as in the 17th century when Francis Bacon wrote: “The human understanding
when it has once adopted an opinion (...) draws all things else to support and
agree with it. And though there be a greater number and weight of instances to
be found on the other side, yet these it either neglects and despises, or else by
some distinction sets aside and rejects; in order that by this great and
pernicious predetermination the authority of its former conclusions may
remaininviolate (...)” (Bacon, 1878)

Thus, man’s inclination to form opinionated hypotheses and orient himself
towards holding fast on to them, even in the face of conflicting findings, has
been a psychological reality since time immemorial. It was the British
psychologist Peter Wason who coined the term confirmation bias in 1960 to
describe the tendency of people to favour information that confirms or
strengthens their beliefs or values. The research area expanded rather rapidly
between 1968 and 1980, primarily because of Herbert Simon’s research on so-
called bounded rationality, which Simon had initiated already in the 1950’s
and for which he was awarded the Nobel Prize in 1978. Tversky and Daniel
Kahneman in the 1970s based their research on the findings of Herbert Simon
and broke new ground in their path-breaking research on heuristics and biases
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that eventually won them the Nobel in Economics in 2003. Their research
claimed that “people are often cognitively deficient or disinclined to engage in
the often complex information processes that are implied by normative models
of decision making and that because of constraints of time, knowledge and
computational resources, people instead have to rely on simpler judgmental or
decisional heuristics”. (Amos Tversky, 1973) It's rather easy to apply these
heuristics and they facilitate and cause to happen significantly unfailing
results; but Kahneman and Tversky also claimed that these heuristics-driven
decisions come at a price, which can be evident in some cases through certain
systematic and serious judgment fallacies or biases one of which was proposed
to be the confirmation bias. Thus, research done by Tversky and Kahneman as
well as Simon’s research garnered a wide attention from the academia to the
more general subject of bias in decision making though it did not exactly
address confirmation bias in any detail.

The more specific and the most accepted definition of confirmation bias was
provided by Raymond Nickerson in 1998: “the seeking or interpreting of
evidence in ways that are partial to existing beliefs, expectations, or a
hypothesis in hand.” (Nickerson, 1998). At the same time, contrary
information is either discounted if not outright ignored or interpreted in ways
that donot challenge the predetermination.

The notion that people are given to dealing with evidence in terms of their own
biases if they are in a position to take a personal interest in the issues under
consideration has been an old favourite with psychologists also: “If we have
nothing personally at stake in a dispute between people who are strangers to
us, we are remarkably intelligent about weighing the evidence and in reaching
a rational conclusion. We can be convinced in favour of either of the fighting
parties on the basis of good evidence. But let the fight be our own, or let our
own friends, relatives, fraternity brothers be parties to the fight, and we lose
our ability to see any other side of the issue than our own. .. . The more urgent
the impulse, or the closer it comes to the maintenance of our own selves, the
more difficultit becomes to be rational and intelligent.” (Thurstone, 1924)

People in general are desirous of obtaining information, which they expect to
put to good use for their own favoured hypotheses or their pet beliefs. They are
also eager to interpret their own findings in such a way so that the exercise
eventually goes to uphold their hypotheses or beliefs. And more importantly,
they tend not to seek —if not to completely avoid —information that would
carry the potential of running counter to those predetermined hypotheses or
beliefs and siding with alternative possibilities (Koriat A, 1980).
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2.2. Concious-Subconcious Divide

Nickerson while elaborating his thesis on confirmation bias referred to the
distinction between conscious (deliberate) case building and subconscious
(spontaneous) case building and chose to present a court-room analogy with
reference to the roles of different legal actors. (Nickerson, 1998) Nickerson
says, what a defence lawyer does in front of a judge as he becomes deliberately
involved to project his client as an innocent person can be regarded as an
example of conscious and deliberate case building. He protects his client’s
interests and presents only those bits of evidence and rises to discount or
downplay whatever conflicting is presented by his adversary. This lopsided
presentation of a perspective is most certainly a conscious endeavour for the
defence lawyer since he is expected to reason subjectively to do justice to his
objective, i.e. to give relief to his client regardless of the actual amount of the
latter’s complicity. The same case building process however can also happen
subconsciously. Thus, confirmation bias connotes a rather implicit one-sided
process a kind of compulsive, natural selectivity in the acquisition and use of
ihformation to adjust it so that it conforms to a preferred hypothesis
(Nickerson, 1998). The subconscious nature of confirmation bias implies that
decision makers like police officers, prosecutors and judges for example, who
are expected to be objective and who might even perceive of themselves as
objective, may in fact have a confirmation bias and as a consequence, they
become compulsive upholders of certain hypotheses like that the suspect is
quilty ors/heis not. This renders the process of investigation rather problematic.
(Liden, 2018)’

However, as Nickerson points out, the line between conscious and
subconscious case building processes is difficult to draw in practice
(Nickerson, 1998) This view is complemented with research relating to the
question of whether it is possible to distinguish between conscious and
subconscious decision processes, on more than a conceptual level.

2.3. Conscious and Subconscious Decision Making Processes

Psychologists majorly agree that human brain is capable of distinguishing
between conscious cognition and subconscious cognition”. (Kalat, 2017).
Whether one can however distinguish conscious and subconscious decision
processes from one another is not that well researched; nonetheless it does have
some relevant theoretical as well as empirical basis for assessment.

The empirical foundation for the explanation proffered about confirmation bias
incidentally is not sufficient for drawing safe conclusions. Partial support flows
from some neuroscientific studies according to which there are two
neurologically distinct systems for conscious and subconscious processes
(Liberman, 2003). The theory talks about two cognitive processes, namely
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System 1 and System 2. These System 1 and System 2 processes provide a
framework in cognitive and social psychological research which propounds the
idea that conscious and subconscious decision processes can be distinguished,
although not completely separated (Evans, 2008). System 1 refers to fast, implicit,
automatic and subconscious cognitive processes that are independent of an
individual’s working memory and intelligence and, according to some
researchers, a system that humans have in common with other primates (Evans,
2008). This is different from System 2 which involves slow, explicit and
conscious cognitive processes which are restricted by the individual’'s working
memory capacity and intelligence (Evans, 2008). System 2 is also associated with
intellectual thinking about the future or alternative explanations, (Evans, 2008)
Thus, while System 1 generates an intuitive partial judgment, that judgment
gains support from the analytical System 2 which generates arguments for the
judgment. However, the individual is not necessarily aware that the arguments
have this purpose but instead experiences that he is reasoning back and forth on
an issue and then ultimately ends up with a conclusion which, in fact, he had
already reached. This suggests that both subconscious and conscious processes
mutually support confirmatory reasoning, although most of the processing is
subconscious.

Yet, dual process theories also suggest that it can work the other way round,
since it is believed that System 1 judgments can often be thwarted and replaced
by a deliberative reflective assessment, if the individual consciously makes an
effort to produce counter-arguments. Thus, whether and to what extent a
decision maker finally displays a confirmation bias seems to be dependent on the
closer interaction between subconscious (intuitive judgments) and conscious
decision-making processes (explicit reasoning supporting or disconfirming the
intuitive judgment).

So far, the distinction between Systems 1 and 2, as well as the related dual
process theories and neuro-scientific studies may seem to indicate that the
respective roles of conscious and subconscious reasoning processes in
confirmation bias are relatively easy to separate, at least on an ideational plane.
However, some would argue that Systems 1 and 2 should be read far beyond in
terms of subconscious and conscious processes and better conceptualized as
systems that capture different ways of thinking which may be an amalgamation
of both the conscious and the subconscious.

When applying this perspective on confirmation bias, it implies that even while
both conscious and subconscious elements are at play in the reasoning patterns
referred to as confirmation bias, humans are ordinarily far from aware that their
search for, evaluation, interpretation etc. of information takes on a confirmatory
pattern (Fiedler Klaus, 2010). In other words, the consequences of reasoning in
certain ways are not necessarily clear to decision makers.
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2.4.The Subconscious vis-a-vis the Conscious

The common denominator that seemingly binds these nuggets of research is that
decision makers are not necessarily aware of why they reason in certain ways or
what the consequences of their reasoning are, even if the reasoning process in
itself is conscious. In essence, this would imply that intuitive judgments can
hijack the analytical deliberative reasoning process, without the decision maker
being even aware of it. According to Evans, this points to an illusion in humans
that they have much more control over their own behaviour than what they
actually do. (Evans, 2008) As such, decision makers with argumentative skills,
like many legal actors, will often be able to provide proper and acceptable
reasons for their conclusions and at the same time be unaware of why the
reasoning took on a certain direction and/or what the consequences of the
reasoning are. Yet, according to Kahneman and Frederick, a quick intuitive
judgment that is biased may be corrected through the slower deliberated
assessment that follows, if the individual’s working memory capacity allows it
(Kahneman, 2005). Although individual differences in susceptibility to
confirmation bias have been observed, the more specific reasons for the
differences are still unclear. (Rassin, 2008). In fact, it seems that individuals in
general are poor in detecting confirmation bias in themselves, whereas their
ability to detect it in others is better (Pronin, 2004). Thus, the existing research
does not contradict Nickerson’s idea that confirmation bias is a largely
subconscious process but neither is there a sufficient empirical basis for
explaining exactly how subconscious and conscious processes interact to form a
confirmation bias.

Even if subconscious and conscious decision-making processes could be
distinguished with perfect accuracy in empirical studies, deciding when legal
actors’ confirmatory reasoning is subconscious or conscious (or somewhere in
between) would still be very difficult. It could be argued that legal actors who are
expected to reason objectively do not consciously deviate from those standards.
Although such deliberate one-sidedness probably occurs, it seems reasonable to
assume that most legal actors want to live up to professional standards. Thus, if
they realized that their reasoning was biased, they would act differently. Such an
assumption clearly gives legal actors the benefit of doubt but is not necessarily
correct. Since what falls within or outside of legal actors” consciousness, or to
what degree, is rarely conveyed to an outside observer, it is only possible to

il

speculate the circumstances in the case, which is usually quite problematic™.

For example, let us take the case of a preliminary enquiry officer who while
conducting an enquiry on a corruption-related complaint against someone
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working in a regulatory organisation, interrogates ten odd tax payers on their
interaction with the official complained against. Let us say that, three out of ten
say that they had experienced anything like the act complained of, it would be
interesting to see how the officer prepares his preliminary enquiry report. Would
he choose to omit any reference to his interactions with these three tax payers and
justify such omission with the stated reason that he omitted these because these
interactions did not lead to any guilt-consistent information? That way, his
confirmatory reasoning may be seen as a subconscious process. But he could also
choose to omit it since he would not seek to undermine the hypothesis that the
accused was guilty.

There is thus no sound methodology that allows safe conclusions regarding this
question, especially when the behaviour is studied in retrospect. Observations of
police enquires or departmental enquiries or legal case analysis, although
relevant for exemplifying possible real-life manifestations of confirmation bias,
have definitive methodological limitations".

PART-3

3.1. Departmental Enquiries in Government Organisations: Rules and
Practices

Human resource remains the most valuable resource for any organization and
it is an earnest objective of every employer to obtain the very best out of an
employee. Similarly, organisation also bother about the potential harm that an
ill-meaning employee can inflict onitand thus, ensures thata proper corrective
mechanism is in place to deal with any such disruption. It is essential that every
organisation, whether government or semi-government or private, has a well-
established reward and punishment system to boot to ensure that the people
are made to work towards the fulfilment of the organisational goals. While the
reward system is expected to encourage the employees to work better towards
the achievement of organisational goals, the penal system prevents people
from working against organisational goals.

All government organizations thus have a very specific corpus of rules to
control the behaviour of employees’. State being the ideal employer, also
ensures that there should be a palpable element of natural justice in such an
exercise of governmental power. The Handbook for Inquiry Officers and
Disciplinary Authorities brought out by the Department of Personnel and
Training under Government of India in 2013 elaborates the two fundamental
principles of natural justice: Nemo debet esse judex in propria causa meaning no
man should be ajudge in his own and Audi alteram partem meaning none can go
punished without being heard. Subsequently, (DoPT) handbook elaborates the
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first principle of natural justice as Rule of Bias and lists out three kinds of
biases, namely personal bias, pecuniary bias, and bias of subject matter”.

The procedure adopted for departmental inquiries remains more or less the
same across government organizations. Once a serious irregularity on the part
of an employee is detected or someone complains against an employee for
something that violates the code of conduct of the organization; a preliminary
inquiry is conducted. Subject to a prima-facie case being made out, a formal
inquiry is launched and carried out in accordance with explicit provisions of
rules in this regard. Following the completion of formal inquiry, findings are
shared with the disciplinary authority who finally decides in accordance with
the nature of findings, whether to drop the case or exonerate the charged
employee or to impose any penalty and if to be imposed, to what extent.
Everything is required to be spelt out in a speaking order. Incidentally, this
requirement of a speaking order too is a necessary ingredient of natural
justice™.

3.2.Canthere be Any Confirmation Bias?

But the critical conundrum is whether a cardinal compliance of natural justice
principles can eliminate the scope for confirmation bias in departmental
proceedings.

It is the disciplinary authority which formally decides who the inquiring
authority and the presenting officer will be in a departmental enquiry. The
disciplinary authority is aided by other officials who initiate the action of
recommending the names of inquiry authority and presenting officer. A
presenting officer is supposed to play the role analogous to that of a prosecutor
in a criminal proceeding and required to present the case before the inquiry
authority with a view to substantiating the articles of charge (DoPT, 2013). The
inquiry authority too is supposed to play the role analogous to that of a Judge
without the latter’s power of awarding penalty. The inquiry authority is, as the
nomenclature suggests, essentially required to dig deep into the charges and
weigh the evidences and counter-evidences presented during the
proceedings. A random non-judicial person not specially trained in or exposed
to this domain is highly unlikely to do justice to the inquiry process. Empirical
evidence suggests that an extremely small number of people within an
organization are usually able to do justice to these roles. Thus, an
organizational decision as to who would present the case and who would be
the inquiry authority could be knowingly or unknowingly charged with bias
abinitio.

In the event of there being such bias right at the outset against a charged
official, it will be palpable in the way proceedings are undertaken. For
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example, the communications made to the charged officials may contain
words conveying emotion. In certain cases, the inquiry authority may exhibita
tearing hurry in asking for an explanation and under certain circumstances,
refuses to allow any reasonable extension of time limit. This may result in
denial of adequate opportunity of being heard. IAs in many cases are seen to
not take any steps for apprising the charged official about the adversarial
depositions recorded against him, resulting once again in non-compliance of
audi alteram partem. In many cases, the disciplinary authorities are seen to have
awarded penalty without letting the charged official know that the former
intends to award penalty of a certain category. Any of these steps being taken
constitutes a clear deviation from procedural and substantive safeguards vis-a-
vis compliance of principles of natural justice and renders the process liable for
a charge of adverse bias being shown against the charged official
(Vadackumchery, 1997).

But the moot question arises as to why the inquiry authority or the disciplinary
authority may ordinarily do any of such things as might expose them to the
allegation of bias against the charged official. If one chooses to rely on
Nickerson, the authorities in all such cases are driven by a confirmation bias in
their minds as they relentlessly seek to confirm what may be already there in
their minds.

Confirmation bias may also work in favour of the charged officials. It may well
happen that the authority believes certain acts are not exactly acts of
misconduct and thus, may not spare much attention for complaints regarding
such reported acts. A strategic authority may however in such cases create an
appearance that it is a stickler for propriety in organisational matters and may
initate proceedings whereas in reality the proceedings may eventually turn out
to be a damp squib. It may so happen that IAs and presenting officers may be
appointed from amongst persons who may not be active enough to garner
relevant evidence in an adequate measure on both sides before coming to a
well-rounded conclusion.

Inquiry authorities and presenting officers are ordinarily appointed from
amongst the people in the same organization where the charged official
belongs and academic research bears out that all people may not be that eager
to see the substantiation of the articles of charge against some of their own
colleagues (Michael Knoll, 2013). Thus, it may very well be the case at times
that the disciplinary authority is serious about the issues alleged while the
inquiry authority may not be that committed to fix anyone. And this element of
being non-committal on the part of the Inquiry Authority becomes evident in
the way it looks for evidence and in the way he assesses the available
evidence™. Scholarly literature suggests that even in the domain of hard-core
judicial pronouncements, judges are not always free from their own
ideological or sociological biases that often lurk deep in their minds (Gregory
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Sisk, 1998) (Lee Epstein, 2012) (Posner, 2008). When career judges cannot
unfailingly rise above their own personal biases despite the amount of
professional training and orientation they go through, itis a tall claim to expect
that executive officers discharging quasi-judicial functions shall be completely
objective.

3.3.Isthereaway out?

(D

(i)

Vigilance Commissions may be equipped with competent people
exclusively entrusted with departmental enquiries. Inquiry authorities
and Presenting Officers may be appointed from amongst those people
without any shared past with the organization where the charged
employees may belong. Ideally, both IAs and POs may be completely
delinked from the organization in question. In case it be difficult, at least
the IA may be from outside of the organization. A professional protocol
may also be encouraged so that a Vigilance Commission official recuses
himself/herself from an assignment in case he can reasonably justify such
recusal citing potential conflict of interest on account of personal
connections, etc.

A well-rounded inquiry report based on evidences and supported by
written note of argument presented by the PO makes the job easy for a DA
who has the final authority to agree or disagree to the findings of the IA.
However, it is not easy even for a DA to completely ignore or treat
extremely lightly, the well-documented findings by an IA without
rendering himself assailable for conduct unbecoming of a public servant”™.

Government officials across the spectrum are ordinarily not oriented
towards observing in their work life, what are typically regarded as
judicial norms and principles. This is more so when it comes to the
discharge of a quasi-judicial role by executive functionaries. The
traditional top-down command structure that sustains the hierarchical
chain in bureaucracy steeped in colonial ethos does not, by default, go too
well with the conceptual realm of principles of natural justice. In his
extensive work on departmental enquiries, James shows painstakingly
the extent of mindlessness or arbitrariness exhibited by government
officials carrying out the role of disciplinary authorities or inquiry
authorities (Vadackumchery, 1997).

Government organisations should raise a dedicated team of officials duly
trained in the art of carrying out quasi-judicial functions.

CONCLUSION

That confirmatory reasoning stems from bias, subconscious or conscious has
been presented on a theoretical plane in this paper with a special reference to
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the way departmental enquiries are conducted in government organisations in
India. The theoretical perspective has been sought to be even further bolstered
by the research literature on the role of biases in judicial decision making.

However, the scope for in-depth research on the role of such confirmation bias
has not been exhausted yet with reference to empirical studies because of
paucity of time and thus, one has a good scope to re-test this theoretical

framework by way of a limited empirical study.
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ENDNOTES

i

Moa Liden in his exhaustive doctoral thesis on Confirmation Bias in Criminal
Cases in the context of Sweden extensively deals with these issues.

Kalat proposes that consciousness depends on the amount of brain activity
and becoming conscious of something means that its information has “taken
over brain activity”.

iii

Moa explains in his doctoral thesis on confirmation bias how it is a
conundrum to hold that confirmatory reasoning in a human actor is largely
subconscious that actually shapes his conscious deliberative reasoning and
at the same time claim that a legal actor has not abdicated his professional
responsibility to remain objective. (Liden, 2018)

However, often from a legal point of view, an analysis of whether a
behaviour is conscious or subconscious is not relevant at all, since the
question is not necessarily what an individual thinks or does not think, but
rather what the individual is supposed to do in terms of law.

All government organizations have more or less the same set of rules and
procedure inregard to the employees' service conditions, their duties, rights
and obligations. However, it is the Government of India that has the biggest
volume of office memorandums and references to relevant case laws. In
absence of anything specific to the contrary, these Govt. of India documents
can be applied in principle evenin regard to State Govt. employees.

vi

Personal bias may occur when one may be personally interested in the
outcome of the case. If one is required to act as the complainant as well as the
decision making authority, the outcome is likely to be biased Pecuniary bias
may occur when a person with a monetary interest in an issue deals with the
case. If one is a share-holder in a company, it would be improper for
him/her to decide whether a contract should be given to that company or
some other company. Thirdly, bias of subject matter may arise when one
with certain strong notions/ views about certain subjects might not be
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suitable for deciding issues relating to that subject. For example, one having
strong male chauvinistic views, may not be suitable for dealing with issues
relating to harassment of women employees.

" In the case of Woolcombers of India Ltd. v. Woolcombers Workers' Union AIR 1973
SC 2758, the Supreme Court held as under: “... The giving of reasons in support of
their conclusions by the judicial and quasi-judicial authorities when exercising
initial jurisdiction is essential for various reasons. First, it is calculated to prevent
unconscious unfairness or arbitrariness in reaching the conclusions. The very search
for reasons will put the authority on the alert and minimise the chances of
unconscious infiltration of personal bias or unfairness in the conclusion. The
authority will adduce reasons which will be regarded as fair and legitimate by a
reasonable man and will discard irrelevant or extraneous considerations. Second, it is
awell-known principle that justice should not only be done but should also appear to
be done. Unreasoned conclusions may be just but may not appear to be just to those
who read them. Reasoned conclusions, on the other hand, will also have the
appearance of justice...”

viii

This becomes all the more evident when the disciplinary authority in a Govt.
organisation is originally from outside the organisation, i.e. a member of an
All-India Service or a Central Service while the inquiry authority is from
within the organisation. The latter is often seen to be relatively saddled with
his associational bias in favour of the charged official while the former is not
thatimpacted.

X The Central Administrative Tribunal, Madras held that a Disciplinary Authority
can be even proceeded against for an act of misconduct constituted in the
awarding of a very lenient penalty following substantiation of a serious
charge. (Ref. S. Venkatesan vs. Union of India. 1999 (2) SL] CAT MAD 492). In
Dwarakachand vs. State of Rajasthan. AIR 1958 RA] 38, it was held that the DA
could be proceeded against for an inquiry being conducted in a slipshod or
dishonest manner and in an extreme case, could be even dismissed.

SubrataBiswas
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Improving the Efficiency of Public Financing in the Indian
Higher Education System

Vikas Chandra Rastogi

ABSTRACT

The India Employment Report 2024 underscores India's potential to capitalize on its
demographic dividend, with millions of youths entering the workforce annually.
Higher education plays a pivotal role in steering individuals towards high-
productivity sectors, thereby fuelling economic growth. However, despite significant
strides, the current Gross Enrolment Ratio (GER) in India remains inadequate,
necessitating reforms in higher education financing.

The National Education Policy 2020 advocates a transformative approach,
emphasizing multidisciplinary, outcome-oriented curricula, and increased flexibility
for students. However, achieving these goals requires substantial investment, with
successive education policies recommending a minimum Gross Domestic Product
(GDP) allocation of 6 %, which remains unmet.

Presently, public expenditure on education in India stands at 4.64% of GDP, with a
significant portion allocated to elementary and secondary education. Insufficient
funding hampers infrastructure development, faculty recruitment, and research
initiatives in higher education institutions (HEIs), hindering their accreditation and
overall quality.

Globally, OECD (Organisation of Economic Development’s member countries)
countries heavily subsidize higher education, contrasting with India's scenario where
state budget allocations for education are already stretched thin. To address these
challenges, enhancing the efficiency of public financing in higher education is
imperative.

The current funding mechanism primarily focuses on salaries, limiting flexibility and
hindering quality improvements. Lack of accreditation, faculty shortages, and
infrastructure deficiencies further underscore the inefficiencies plaguing the system.

Proposed policy alternatives include direct support to students and formula-based
funding for HEIs. Direct student support aims to empower individuals but does not
address quality discrepancies among institutions. In contrast, formula-based funding
incentivizes HEIs to enhance efficiency, quality and equity. However, its
implementation necessitates administrative autonomy, robust performance metrics,
and political will.
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In conclusion, reforming higher education financing is crucial for India's socio-
economic development. By linking public funding to performance parameters, India
can harness its demographic dividend and propel its journey towards a knowledge-
driven economy of ' Viksit Bharat’ (Developed India).

KEYWORDS- Education, Public Finance, curriculum, funding, economy
INTRODUCTION

As per the India Employment Report 2024, India remains poised to reap a
demographic dividend. Each year, around 7-8 million youths are added to the
labour force whose productive utilisation could lead to India reaping a
demographic dividend. Education correlates with better jobs. Highly educated
youths engage more actively engage in the high-productivity sectors,
primarily the tertiary sector, such as business, telecom, finance and
information technology. The skills and knowledge acquired through higher
education equip these individuals with the expertise required to excel in these
sectors, which contributes significantly to economic growth and development
(International Labour Organisation & Institute for Human Development,
2024).

The global education development agenda reflected in Sustainable
Development Goal 4 (SDG4) of the 2030 Agenda for Sustainable Development,
adopted by India in 2015 - seeks to ‘ensure inclusive and equitable quality
education and promote lifelong learning opportunities for all’ by 2030
(Ministry of Human Resource Development, 2020).

More than 43 million students are pursuing higher education in the country
(Department of Higher Education, Government of India (Gol), 2024). The
current level of Gross Enrolment Ratio (GER) at 28.4% is inadequate to reap the
demographic dividend available to India and, therefore, New Education
Policy (NEP) 2020 aims to enhance the GER to 50% by 2035. While increasing
the GER, it is important to ensure equity in access to higher education,
especially for the socially and economically disadvantaged groups (SEDG)
and, therefore, public funding of higher education institutes (HEIs) aimed at
targeted groups of students is very important.

Right from the first National Education Policy of 1968, every subsequent Policy
has recommended spending atleast 6% of the GDP on education. However, the
current public (Government - Centre and States) expenditure on education in
India is around 4.64% of GDP in 2020-21 (see Figure 4) which corresponds to
6.63% of the total Central Government Budget and 18.23% of the cumulative
budgets of all the States (see figure 3) (Ministry of Education, 2022). While the
bulk of the expenditure is meant for elementary and secondary education, only
about 16.6% of the education budget is spent on higher education (university,
higher, and technical education) (see Figure 1).
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In absolute terms, INR 1,04,217 Crore were budgeted by the Centre and all
States put together for higher education in 20-21 which enrolled 4.14 Crore
students. This translates to an average public spending of INR 25,173 per
student per year.

Globally, in most of the OECD countries, higher education is heavily
subsidised or funded by the public sector. However, considering that on
average, Indian states earmark almost 18% of their budget for education, it is
unlikely that there will be any substantial increase in its proportion soon. It is,
therefore, necessary to ensure that the available funding is utilised more
efficiently to target disadvantaged groups and improve the quality of higher
education.

PROBLEM STATEMENT

Symptoms of the problem and consideration of underlying basic causes
of the problem

As per the World Bank data, the current gross enrolment ratio (GER) of India is
31.6% which is much lower than the OECD average of 78.7% and also below
the global average of 41.8% (World Development Indicators, 2024) (see Table
2). A contributing factor to poor enrolment is the quality of the education
reflected by an abysmal number of accredited HEIs. Out of 58643 HEIs (as per
AllIndia Survey on Higher Education - AISHE) data), only 6182 are accredited
(National Assessment Accreditation Council - NAAC, 2024). Some obvious
reasons for low accreditation are the lack of infrastructure, faculty shortage,
lack of quality research, and poor employability. Most of these can be
attributed not only to a lack of funding but also to the suboptimal utilisation of
the available funds. The problem statement s, therefore

Improving the Efficiency of Public Financing in the Indian Higher
Education System Review of the Current Policies

On the whole, the HEIs get their funding from the following sources.
* Funding from the Government
* Feesand other charges collected from the students

* Research grants and projects from the government, industries, and other
funding agencies

* Corporate Social responsibility, alumni contributions, philanthropic
funding, endowments

* Consultancies, royalties, training, and transfer of technologies,

The mandate of this policy paper is limited to public financing, i.e.,
funding from the central/ state governments.
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Mechanism of Public Financing in India

Higher education gets public funding from the Central as well as the State
governments. The central universities and the Institutes of national
importance get their funding from the Central Government. The State public
universities, government colleges, aided colleges, and aided deemed to be
universities get their primary funding from the respective state governments.
The central government also funds state-level institutions through various
mechanisms like PM USHA (Pradahn Mantri Uchchtar Shiksha Abhiyan) and
grants from regulatory bodies including University Grant Commission
(UGCQ), All India Council for Technical Education (AICTE), Department of
Science & Technology (DST), and Department of Biotechnology (DBT).
Multiple mechanisms are adopted by the central and state governments for
funding. Prominent among these are:

* Committed grants to HEls - for the salaries of the teaching and non-teaching
staff of the aided institutions. There is no flexibility associated with these
grants.

* Block grants - for funding of HEIs which includes infrastructure, salaries,
research, operational expenditure, and upgradation. Apart from salary
expenditure, there is no formula for determining the amount of funding
and itis generally ad-hocinnature.

* Project-based funding - under schemes like PMUSHA, National Research
Foundation (NRF) etc. These are based on proposals called for specific
purposes and are decided on a predefined set of criteria.

* Performance Contracts - for funding the autonomous institutions under
the government of India, including Indian Institutes of Technology (IITs),
Indian Institute of Science Education & Research (IISER), Indian Institutes
of Information Technology (IlITs), and Indian Institutes of Management
(IIMs). The amount of funding is based on the requirements of the HEI
including salaries, infrastructure, upgradation etc and is subject to the
performance of the HEI on a set of targets mutually decided by the Gol and
the HEI concerned through a contract.

* Loans to HEls - funding for capital works to central institutions under
Higher Education Research Agency (HEFA) wherein the loans are made
available on easy terms for specific infrastructure development and
facility upgradation works.

* Scholarships and fee reimbursements - the central and state governments
assist students from socially and economically disadvantaged groups
(SEDGs) and meritorious students mostly through the Direct Benefit
Transfer (DBT) mechanism. These are typically in the form of tuition fee
assistance, stipends, hostel fees etc.
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Funding Mechanism in the State of Maharashtra
In Maharashtra following HEls are eligible for funding in one form or another:

* State public universities (30) - The state universities get grants for the
salaries of teachers, statutory officers, and non-teaching staff which are
directly routed to their accounts through a centralised salary portal. The
universities also get grants for setting up chairs, opening sub-campuses,
land acquisition, infrastructure including buildings, laboratories,
libraries, playgrounds, auditoriums, classrooms etc. and research grants.

* Aided Deemed to be Universities (3) - These universities also get funding on
almost equal footing as state public universities.

* Government colleges and institutions (542) - These colleges get almost their
entire funding requirement from the state. They may, however, be allowed
torun self-financed programs to getadditional funds.

* Aided colleges (1167) - These colleges are mostly run by private trusts or
societies. They get funding for salaries of the teaching and non-teaching
staff which is deposited directly into their bank accounts. In addition, they
may get some funding for non-salaried expenditures although the amount
is generally small. Such colleges may also apply for funding from schemes
like PMUSHA or central funding agencies like UGC.

* Scholarships, fee reimbursements, and stipends - This assistance is targeted
at specific sets of SEDGs, including SCs, STs, OBCs, and EWS. The fees in
HEIs are determined by the Universities / Fee Regulatory Authority. The
scholarships are available for students studying in all HEIs except the
private universities.

As per the budget estimates for 2023-24, an outlay of approximately INR 29,000
Crore was set aside for the higher education sector, including higher, technical,
agriculture, medical, and skill education (Open Budgets India, 2023). This
includes a scholarship amount of INR 4837 Crore. This translates to an
expenditure of INR 63,360 per student per year which is more than double the
nation’s average. While unaided HEIs do not get any funding directly, the
students enrolled there may be eligible for scholarships and fee
reimbursement schemes except those in private universities. As per AISHE
2020-21 data, the enrolment figures for various types of HEIs in the state of
Mabharashtra are shownin Table 3.

PROBLEMS ASSOCIATED WITH THE CURRENT FUNDING MECHANISM

The bulk of the current funding mechanism is committed to salaries, leaving
very little flexibility to the HEIs to use funds as per their actual need. Another
problem of such a funding mechanism is the rigidity associated with the terms
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of employment of the teachers and staff which hinders any initiative needed to
respond to the rapidly changing landscape of higher education, especially in
the context of the transformation sought to be achieved through NEP 2020.

The current funding mechanism does not necessarily result in better quality of
teaching and research. Currently, more than 50% of aided colleges are not
accredited either by NACC or National Board of Accreditation (NBA). The
level of accreditation is worse in other states.

Out of the sanctioned strength of 31185 teachers in the aided colleges,
currently, 11087 (35%) posts are vacant. As a result, ad hoc teachers on Clock-
hourly Basis (CHB) are deployed for teaching which results in sub-optimal
results and dissatisfaction amongst the young faculty.

The scholarships are available for students studying in all HEIs except Private
universities, therefore, it becomes an indirect source of funding for unaided
HEIs. While this gives flexibility to the students in terms of choice of the
institution, it does not result in quality aspects of HEIs as there is no linkage
between scholarships and the quality of the institution.

POLICY ALTERNATIVES AND EVALUATION

Global experience: In OECD countries, government funding can be through
various mechanisms (OECD, 2020, 83-88), such as:

* Lineitem-based funding - These are meant for certain types of expenditure
without the flexibility of reallocation for other purposes.

* Blockgrants- These could be meant for a variety of purposes, e.g., teaching,
operational activities, core research etc. While deciding the block grants
various indicators may be considered with separate weights attached to
eachindicator.

* Project-based funding through competition - These grants could be for
specific purposes of research, innovations, and knowledge transfers and
are typically awarded based on proposals judged through a process of
competition.

* Performance contracts - This mechanism lays out specific performance
parameters that determine the level of funding. The funding could also be
linked to the fulfilment of national priorities in research and innovation.

*  Voucher-based funding - This is an indirect way of funding wherein the
institutions do not get funding directly. Instead, the students get financial
supportin the form of student vouchers.
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It may be noted that most of the global funding principles have been adopted

in India in one form or the other and to a certain extent. However, the actual

mechanism of determining the amount of funding and associated

accountability differs greatly.

ALTERNATIVES CONSIDERED

1.

Support to the Students directly: This alternative channelizes entire public
funding to the students in the form of vouchers that they can use to get
admission to any HEI of their choice. The amount of funding may be
linked to factors like their socio-economic background and merit. This
funding mechanism puts students at the centre of the higher education
system. It ensures access to higher education for SEDGs and brings in an
element of choice to the student. However, there is a likelihood of the HEI
management trying to lure students through various offers including
manipulation of the fees or perverse incentives like not monitoring their
attendance which may ultimately affect the learning outcomes. While this
alternative may enhance efficiency since the HEIs will try to reduce their
costs to earn profit and increase enrolment, the quality of education is
likely to suffer as the student support is not linked to the quality of the
HEI and hence the purpose of quality education will not be served.

2. Formula-based funding: The HEIs could be funded based on a formula that
may include various parameters linked to input, activities, outputs, and
outcomes with different weights attached to them. The following
framework has been taken from the OECD report (OECD, 2020, 87) and
has been suitably adapted to the Indian scenario with suggested weights
assigned to each indicator.

Parameter | Input (70%) |Activity (5%) Output (15%) Outcome (10%)
Placement rate,
. Degrees awarded, .
Enrolment in : median salary,
. Students who | degree completion .
various - T - start-ups incubated,
Teaching programs appeared in | within S.tlpllllated time, international
> exams and accreditation status,
Student . students,
F . passed global/national AT
aculty Ratio rankin multidisciplinary
& choices
Doctoral degrees
awarded, patents . .
granted, external Joint research with
Number of research funding universities of
Research Doctoral Patent obtained, global repute,
students applications publications, research output in
citations, income areas o.f n.ational
from consultancies, priority
science/technology
transfers
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Number of Scholarships
Social and students and offered to External funding International
communi faculty from students obtained, contribution faculty. diversit
v SEDG and based on from alumni, CSR, ty, Y
engagement . : indicators
persons with merit and endowments
disability means
Gaps in
Infrastructure infrastructure as Usage of Centres of
per the norms of |  available excellence
regulatory infrastructure
bodies

This mechanism gives financial stability to the HEIs by assuring that a bulk
of the funding is linked to inputs that are essential for its operation. At the
same time, it rewards those HEIs that fulfil national priorities like
enhanced GER and representation of SEDGs. The formula also recognizes
and rewards performance parameters like good quality research,
placements, global collaboration, international ranking etc. This will
motivate the HEIs to improve performance and avail a higher level of
funding. Since the funding is linked to measurable and clearly defined
parameters, the HEIs have an incentive to improve efficiency in the
utilization of funding to perform better. The funding could be subjected to
anannual or periodical review by an expert group.

This mechanism assumes that adequate financial, administrative, and
academic autonomy will be given to HEIs for them to perform better and
use the funds efficiently. This may not be achieved easily due to the current
regulatory and administrative systems. There could also be a flip side to
autonomy that may lead to poor working conditions for the staff and lower
salaries, demotivated staff, and fudging of figures to show better
performance. This mechanism will, therefore, require mature
administrative leadership and management systems that will steer the
HEIs towards improved performance coupled with a light but tight
regulatory system, as advocated by the NEP 2020.

A World Bank report has recommended shifting to a state-supervising
model and granting organizational, human resource management,
financial, and academic autonomy to institutions. This needs to go hand in
hand with a well-defined accountability framework for all public
institutions, including mechanisms to prevent corruption and impose
clear sanctions whenever fraudulent or corrupt behaviours are identified
(Arnold etal., 2022, 34-38).

Recommendation of a Policy Alternative

As has been discussed above, the current policy of public funding in India, in
general, and Maharashtra, in particular, suffers from a host of issues, including



The Administrator |31]

poor academic and research output, lack of flexibility in the management of
funds, no incentive to improve quality or learning outcomes, disconnect with
national priorities, and inability to quickly respond to new challenges and
opportunities. Therefore, the two policy alternatives namely support to
students directly and formula-based funding need to be evaluated for their
desirability, practicability, and feasibility - both political and administrative.

While direct support to students gives them a choice of HEIs to pursue their
career path, however, a limited number of HEIs are in demand due to their
quality and offerings like IITs, IIMs, National Institutes of Technology (NITs),
Institutes of National Importance (INIs), autonomous institutes, etc. These
institutes are already filled to their limited capacity. Therefore, a majority of
the students are admitted to average or poor-quality institutions. This funding
mechanism has very little incentive to improve the quality of such HEIs.
Moreover, there is a perverse incentive for these HEIs to manipulate the cost of
education so that the amount of student support increases, helping them with
more funds. Moreover, many of the private HEIs are run by societies or trusts
linked to politicians who may use their clout to enhance enrolment capacity
and/ or fees. This mechanism of funding is, therefore, not desirable.

The formula-based funding directly connects the funding with enhanced
efficiency, improved quality, equity in access, better learning outcomes, and
fulfilment of national objectives of better quality research. It incentivises the
internal fund generation endeavour of HEIs and gives them autonomy while
making them accountable for their performance. However, since the funding
formula has a multitude of parameters with different weights, it may become a
complex exercise and will require constant interaction with HEIs to assign
targets and review their performance. An independent body of experts is
needed for a fair review. Since there are a large number of parameters involved
in the formula, a robust and verifiable set of data sources needs to be evolved.
This should, however, not be difficult due to the technological advancements
and launch of many national portals and datasets like Academic Bank of Credit
(ABC), National Academic Depository (NAD), Internship, AISHE, and more
recently the ‘One Nation One Data’ initiative. This mechanism also needs
strong political will to accord academic, administrative, and financial
autonomy to HEIs. In Maharashtra, though the aided private HEIs have
generally enjoyed autonomy in their operations, the same is not the case in the
academic and financial sphere. The success of this mechanism will also depend
on how quickly and effectively the tight control of bureaucracy and
universities could be eased. In a nutshell, this policy alternative is better than
the current mechanism and other alternatives, but it will require concerted
efforts to make it successful.
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CONCLUSION

In this policy paper, the issue of public funding of HEIs has been analysed to

improve its efficiency and as a tool to improve the quality of higher education.
After analysing current practices in India and globally, it has been observed
that linking the funding to the performance of HEIs on a host of desirable
parameters will ensure that higher education acts as a driver to take India
towardsits dream of becoming * Viksit Bharat'.

ANNEXURES
Table 1: Expenditure on Education 2020-21 Budget Estimate (Revenue Account)
Centre States/UTs Total

Expenditure (Rs. in crore) 219516.03 681047.83 919145.19
Percentage Share with respect to total 24.27% 75.73% 100%
Source: Ministry of Education, 2022)
Table 2: GER Higher Education (% gross)
Country Name | 1990 | 2000 #2014 | 2015 | 2016 | 2017 | 2018 @ 2019 2020 | 2021 | 2022
India "5.9 a5 249 | 26.2 .26.2 ‘26.8. ‘2?.d ‘2?.9 ‘23.'.-' ‘30.3 316
United :26.8 574 | 570 |569 .58.6 .60.2 '61_? .EE.I} '70.0 .T:'.D
Kingdom
United States .69.7 886 | 889 .88.8 ‘33.2 .33.3 ‘3?.9 h37.6 ‘84.9
European 294 |488 (687 | 697 | 704 |717 |728 (739 (747 (713 |715
Union
Low & middle | 8.4 129 |298 |31.0 |316 320 |324 |333 345 |358 | 367
income
Low income "5.2 45 9.1 9.0 .8.9 FQ.O '9.1 ‘9.2 r9.d
Lower middle '?.5 10.7 ’22‘? 235 .23.5 ’23,6 '23.8 ,24.4 '25,0 ’25.9 26.6
income
OECD .3?,0 51.0 | 709 |721 .?4.0 .?4,8 '?5.5 .?6.4 r?7,2 .?8.6 78.7
members
South Asia 5.3 8.1 212 223 |224 (229 235 |245 | 250 |264 | 273
World .13.5 19.1 356 |366 .37.2 .3?.6 I3?.9 .33.8 .39.8 .dl.D 418

Source: World Development Indicartors, 2024)
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Table 3: Enrolment figures in Maharashtra

State Public | 169655 3. 7%
Universities

Government 322132 T

Alded Institutions o .
institutions

Private aided | 1539294 33.6%
institutions

Private unaided | 1345393 29.4%
institutions

State Private | 76806 1.7%
Universities

Unalded Instituti
naded institutians Standalone Institutions | 350630 7.7%

Other unaided HEIs | 79295 1.7
{deemed, CFTI)

Open and distance | 694538 15.2%
education

Total enrolment (2020-21) A5TTRA3 100%

Source: Department of Higher Education, Gol, 2024)

Figure 1: Share of Expenditure: Sector-wise (Centre + States/UTs) for 2020-21

Universsity & Highar Education
Secondary General
Eduwlion\ Education — Adult Education
31.94 ‘ Language Development
_ Technical Education
Elementary
Education 49.92

Source: (Ministry of Education, 2022)

Figure 2: Total Budgeted Expenditure on Education (Centre + States/UTS)
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Figure 3: Percentage Expenditure on Education by Centre and States w.r.t. Their Budget on all Sectors
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Figure 4: Expenditure on Education as percentage of GDP
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Figure 5: Expenditure on Education as Percentage of GSDP

Source: (Ministry of Education, 2022)
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