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Introduction 
 
In 2005, the World Bank published a report on India and the knowledge economy.1 The 
thrust of the World Bank report was on education’s role as a fundamental enabler of the 
knowledge economy and the knowledge economy’s requirement of a new set of skills and 
competencies. In a simple sense, a country’s per capita national income is nothing but a 
measure of the average productivity of its citizens.2 With ageing populations in developed 
countries, and even in countries like Russia and China, there has been talk of India’s 
demographic dividend.3 That the demographic dividend argument works, is known.  For East 
Asia, several studies suggest that between 25 to 40 percent of the East Asian miracle was due 
to the demographic dividend.4 Other than East Asia, it has worked in Japan in the 1950s, 
China in the 1980s and Ireland in the 1980s and the 1990s. 
 
Several factors explain the demographic dividend.5 First, there is the obvious increase in 
working-age populations, with a reduction in dependency ratios, and the direct impact of a 
larger quantity of labour input. To take but one dramatic number, between 2001 and 2026, 
India’s total population is estimated to increase by 371 million and 83 percent of the increase 
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2  Per capita national income is national income divided by population.  More accurately, national income 
divided by the working-age population is a measure of average level of labour productivity. 
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will occur in the age-group of 15-59 years.6 Second, the quality of the labour input can 
increase and this is reflected in what economists call total factor productivity (TFP) growth, 
measured after netting out the contribution of increased labour and capital inputs.7 Third, 
when dependency ratios decline, savings rates increase, leading to increases in investment 
rates and higher rates of gross domestic product (GDP) growth. Fourth, if the decline in 
dependency ratios is at the lower end of the age spectrum as a result of fertility declines, 
female work participation rates increase. 
 
However, there is no automaticity about a demographic dividend leading to sustained high 
growth rates. Among other things, one requires an improvement in health and education 
indicators, with a shortage in required skills already being felt. Nor should one forget the 
regional dimension, since high absolute and relative growths in population will happen in 
states like Assam, Bihar, Delhi,8 Haryana, Madhya Pradesh, Rajasthan and Uttar Pradesh.9 
While the National Human Development Report10 is now dated, it brings out these regional 
differences. When the education system has to adjust to tap the demographic dividend and 
opportunities thrown up by the knowledge economy, one must have in mind Bihar, 
Jharkhand, Madhya Pradesh, Chhattisgarh, Uttar Pradesh, Rajasthan, Uttar Pradesh and 
Orissa and India’s 150-odd backward districts.11 
 
The Education Report Card 
 
In December 2006, the Planning Commission produced the Approach Paper to the 11th Five 
Year Plan (2007-12).12 This has a sub-title on faster and more inclusive growth. The 
introductory chapter of this document states, “It is important to recognise that better health 
and education are the necessary pre-conditions for sustained long-term growth”. There can be 
no quarrel with this generic statement.   
 
Further down the chapter we have, “A key element of 11th Plan strategy should be to provide 
essential education and health services to those large parts of our population who are still 
excluded from these. Education is the critical factor that empowers participation in the 
growth process but our performance has been less than satisfactory, both overall and in 
bridging gender and other divides. Overall literacy is still less than 70 percent and rural 
female literacy less than 50 percent with corresponding rates even lower among the 
marginalised groups and minorities. While the Sarva Shiksha Abhiyan has expanded primary 
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school enrolment, it is far from providing quality education. Looking ahead, we cannot be 
satisfied with only universal primary education; we must move towards universal secondary 
education too as quickly as possible.” This is also almost generic, though question marks can 
be raised about success indicators like increased primary school enrolment and the degree to 
which Sarva Shiksha Abhiyan can alone obtain the credit.13 Still further down the chapter, we 
have extensions of this argument, “While both education and curative health services are 
available for those who can afford to pay, quality service is beyond the reach of the common 
people. Other privately provided services are of highly variable quality. In this situation, 
access to essential services can only be through public financing. In most cases, this means 
public provision or partnership with non-profit and civil society organisations. A major 
institutional challenge is that even where service providers exist, the quality of delivery is 
poor and those responsible for delivering the services cannot be held accountable. Unless 
such accountability is established and cutting edge service providers trained, it will be 
difficult to ensure significant improvement in delivery even if large resources are made 
available.”   
 
Although this statement is about education at a very general level, some additional points 
have now been flagged. First, there is a question of access to the relatively poor. Second, 
flowing from the first argument, a case has been made for public financing, which is then 
equated with public provisioning, without making the jump from the one to the other at all 
clear. Third, an implicit argument has been made about regulation. Fourth, another implicit 
argument has been made about lack of accountability in public expenditure. 
 
Let’s go back to the afore-mentioned World Bank report on India and the knowledge 
economy. This sets out the main issues, as perceived by the Bank, in strengthening India’s 
education system. Paraphrased, these issues are – (a) improving efficiency in use of public 
resources; (b) making the education system responsive to market needs; (c) ensuring that 
access doesn’t mean the crowding out of the relatively poor; (d) ensuring quality, relevance 
and practical skills; (e) in higher education, shifting the focus of the government from 
administrative management to regulation; and (f) relaxing entry barriers and accreditation 
systems for private players, including foreign ones. In its chapter14 on strategic initiatives for 
inclusive development, the Approach Paper divides the education discussion into five 
segments – elementary education, secondary education, technical/vocational education and 
skill development, higher/technical education and adult literacy. Since education is a 
continuum and access to higher education is a function of access to school (elementary and 
secondary) education, such water-tight compartmentalisation doesn’t always make sense.  
However, if the expression “higher education” is used, most people would interpret it as 
technical/vocational education and higher/technical education, probably the latter. Once one 
has pinned down the expression, one should ask how the World Bank’s six issues should be 
addressed for this sector. 
 
If we interpret higher education as higher/technical education, to the exclusion of 
technical/vocational education and skill development, this is what the Approach Paper tells 
us. “India has a well-developed and comprehensive higher education system which has 
served us well thus far but is now inadequate. The extent of access it provides is limited. 
Only about 10 percent of the relevant age group go to universities whereas in many 
developing countries, the figure is between 20 and 25 percent. There is an overwhelming 
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need to undertake major expansion to increase access to higher education. The system also 
suffers from a serious problem of quality. While some of our institutions of higher education 
have the potential to become comparable with the best in the world, the average standard is 
much lower. High quality institutions are finding it difficult to get quality faculty given the 
enormous increase in private sector opportunities for the skills most in demand.”  
  
These are not points that are being flagged for the first time. For instance, in 2002, the S. P. 
Gupta Special Group15 constituted by the Planning Commission stated, “It should be noted, 
however, that on the average the skilled labour force at present is hardly around 6-8 percent 
of the total, compared to more than 60 percent in most of the developed and emerging 
developing countries.” In 2001, the Montek Singh Ahluwalia Task Force16, again constituted 
by the Planning Commission, stated, “Only five percent of the Indian labour force in this age 
category17 has vocational skills whereas the percentage in industrial countries is much higher, 
varying between 60 percent and 80 percent, except for Italy, which is 44 percent. The 
percentage for Korea, which has recently been categorised as an industrialised country, is 
exceptionally high at 96 percent. The developing countries listed have percentages which are 
significantly lower than the developed countries but they are still much higher than India, for 
example, Mexico at 28 percent and Peru at 17 percent. Differences in definition may make 
inter-country comparison somewhat unreliable but the level in India is clearly far too low.”  
However, both these quotes have more to do with vocational education. 
 
On higher education proper, the present regulatory and control structure is a maze. Although 
the Ministry of Human Resource Development is involved, directly or indirectly, there are 
multiple layers. First, there are 20 central universities, funded by the centre and, therefore, 
under direct central control.18 Second, there are 109 deemed universities under the University 
Grants Commission (UGC) Act, five institutions established under state legislation and 13 
institutes of national importance established under central legislation. Till 1976-77, higher 
education was in the State List of the Seventh Schedule. The 1976-77 amendment moved it to 
the Concurrent List.  Third, in addition to central universities and deemed universities, there 
therefore exist 222 state universities and colleges,19 with the coordination function supposed 
to be exercised by UGC and the Central Advisory Board of Education. There are 18,064 
colleges, including 1,902 women’s colleges. Fourth, some universities are affiliating, others 
are unitary. Some are single campus, others are multi-campus.20 Fifth, several forms of 
professional education are regulated by statutory councils like All India Council for 
Technical Education (AICTE), Distance Education Council, Indian Council for Agriculture 
Research, Bar Council of India, National Council for Teacher Education, Rehabilitation 
Council of India, Medical Council of India, Pharmacy Council of India, Indian Nursing 
Council, Dentist Council of India, Central Council of Homeopathy and Central Council of 
Indian Medicine.  This creates multiplicity and confusion, the artificial distinction between 
diplomas and degrees in the same subject and for the same duration being a case in point. 
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On the base that existed at the time of independence, the numbers, including those on student 
enrollment and number of teachers, represent an impressive increase. But a few 
uncomfortable questions need to be asked.  How many of these institutes of higher education 
are of requisite quality? Even if one ignores international rankings of universities and 
colleges,21 which can be subjective and, therefore, exhibit different rankings across different 
surveys, why is it that most of India’s universities and colleges have excess and underutilised 
capacity while only a few have excess demand? Why is it that a large number of Indian 
students head abroad, and not just to the United States?  Incidentally, this exit option is only 
available to the relatively richer segments of society. Why has there been a decline in the 
number of overseas students who come to India to study? Through the World Trade 
Organization, there are no commitments right now in higher education. However, eventually, 
higher education is bound to be opened up. Are Indian institutes equipped to handle that 
eventual challenge and have the supply-side changes occurred? Why are legitimate and better 
foreign universities not allowed to operate in India while lesser known ones function through 
a grey area in the law? Why are Indian institutions of higher education more interested in 
setting up shop overseas (the Middle East, Southeast Asia and even China) than in India? 
 
The Policy Dead End 
 
One looks to the Planning Commission to provide answers to these uncomfortable questions 
and address policy issues. Yet, if one reads the Approach Paper, all that one finds is concern 
over regional divides. The clichéd answer is that more colleges and universities must be set 
up, presumably through public resources. There must be reservation of seats for deprived 
segments (identified through collective identities like caste instead of individual identities 
like class) in institutions of higher education. This is in line with the standard prescription 
that public expenditure on education, including higher education, must be increased, a point 
that is also made by the National Common Minimum Programme (NCMP). The NCMP states 
that public expenditure on education must be increased to six percent of GDP, a target that 
was originally articulated in the National Policy on Education (1986). Since half of this is to 
be spent on primary and secondary education, the remainder will be spent on other forms of 
education, including higher education.22 
 
Before elaborating on these points, let us turn to the National Knowledge Commission 
(NKC), which elaborates on policy issues much more cogently than the Planning 
Commission does. The NKC prepared a note on higher education.23 Part of this note is 
devoted to a description of the present malaise, which it is unnecessary to reiterate. On the 
philosophy behind concrete policy changes, we have, “We recognise that a meaningful 
reform of the higher education system, with a long-term perspective is both complex and 
difficult. Yet, it is imperative. And we would suggest the following building blocks in this 
endeavour. First, it is essential to reform existing public universities and undergraduate 
colleges. Second, it is necessary to overhaul the entire regulatory structure governing higher 
education. Third, every possible source of financing investment in higher education needs to 
be explored. Fourth, it is important to think about pro-active strategies for enhancement of 
quality in higher education. Fifth, the time has come to create new institutions in the form of 
national universities that would become role models as centres of academic excellence. Sixth, 
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the higher education system must be so designed that it provides access to marginalised and 
excluded groups.” Amplifying further, there are recommendations about the number and size 
of universities (1,500 by 2015), curriculum, examinations, research, faculty, finances,24 
infrastructure, governance, the system of affiliation of colleges, regulation, incentives and 
access.   
 
Of these, the section on regulation also deserves a quote, “There is a clear need to establish 
an Independent Regulatory Authority for Higher Education (IRAHE). Such a regulatory 
authority is both necessary and desirable. It is necessary for two important reasons. First, in 
India, it requires an Act of Legislature of Parliament to set up a university. The deemed 
university route is much too difficult for new institutions. Entry through legislation alone, as 
at present, is a formidable barrier. The consequence is a steady increase in the average size of 
existing universities with a steady deterioration in their quality. The absence of competition 
only compounds problems. Second, as we seek to expand the higher education system, entry 
norms will be needed for private institutions and public-private partnerships….The present 
regulatory system in higher education is flawed in many respects. The barriers to entry are 
too high. The system of authorising entry is cumbersome. And there are extensive rules after 
entry, as the UGC seeks to regulate almost every aspect of an institution from fees to 
curriculum. The system is also based on patently irrational principles….In higher education, 
regulators perform five functions: (1) Entry: licence to grant degrees; (2) Accreditation: 
quality benchmarking; (3) Disbursement of public funds; (4) Access: fees or affirmative 
action; and (5) Licence: to practice profession. India is perhaps the only country in the world 
where regulation in four of the five functions is carried out by one entity, that is, the UGC. 
The purpose of creating an IRAHE is to separate these functions.” 
 
To this, let’s add a quote on financing of higher education, “There is no system of higher 
education in the world that is not based upon significant public outlays. And government 
financing will remain the cornerstone of any strategy to improve our system of higher 
education. The present support for higher education, at 0.7 percent of GDP, is simply not 
adequate. In fact, over the past decade, in real terms, there has been a significant decline in 
the resources allocated for higher education, in the aggregate as also per student. In an ideal 
world, government support for higher education should be at least 1.5 percent, if not two 
percent of GDP, from a total of six percent of GDP for education… The time has come to 
rethink, as we have no choice but to rationalise fees. It is for universities to decide the level of 
fees but, as a norm, fees should meet at least 20 percent of the total expenditure in 
universities…. In three professions – engineering, medicine and management – there has 
been a de facto privatisation of education so that two-thirds to three-fourths of the seats are in 
private institutions. But private investment in university education, where more than 70 
percent of our students study, is almost negligible. It is essential to stimulate private 
investment in higher education as a means of extending educational opportunities. We must 
recognise that, even with the best will in the world, government financing cannot be enough 
to support the massive expansion in opportunities for higher education on a scale that is now 
essential.” 
 
Barring one area, these quotes raise the fundamental policy questions. The only area where 
the NKC ducks is on the question of allowing profit-making institutions of higher education.  
Let’s restate the issues differently. First, contrary to what is sometimes felt, education, and 
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certainly higher education, is not a public good.25 Second, the message of the post-1991 
reforms has been on ensuring competition and entry as drivers for better quality and choice. If 
that has worked for other areas, why should higher education be different? The present 
regulatory system is not one designed for regulation, but for licensing and control, a 
phenomenon that has been discarded everywhere else.  There is already de facto privatisation, 
not just in the three areas mentioned by the NKC but elsewhere too. Third, there is no reason 
why higher user charges should not be imposed, with actual user charges today typically 
lower for higher education than for school education. Fourth, cross-country evidence does not 
suggest that privatisation leads to crowding out of the relatively poor, since systems of 
scholarships and loans do exist. However, to the extent that such crowding out is a problem, 
no one argues against government financing through scholarships and loans. The argument is 
against the present inefficient system of public expenditure through salaries and pensions, so 
that colleges and universities do not face hard budget constraints that would have compelled 
them to reform.  Public subsidies are perfectly in harmony with principles of choice, provided 
the subsidies are targeted towards those who actually need them, that is, students. It is 
because there is lack of clarity on these policies that courts have often stepped in, interpreting 
the law as it stands today, rather than creating it.26 Whichever way one looks at it, higher 
education reform must begin with a complete revamping and replacement of the Department 
of Higher Education in the Ministry of Human Resource and Development, the UGC and 
AICTE. 
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