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programmes. But careful thought is being given to which 
structural reforms are essential to achieving a programme's 
main objectives. These reforms will vary by country, but 
pruning the list of structural conditions may be possible 
without jeopardizing a programme's success or the 
IMF's ability to be repaid. In other words, prioritizing or 
streamlining structural conditionality does not mean 
weakening overall conditionality. 

What is the evidence on the effectiveness of IMF 
conditionality? Specifically, have IMF-supported 
adjustment programmes achieved their objectives of 
improving current account balances, increasing 
international reserves, lowering inflation, and raising 
growth? This is essentially an empirical question that 
requires evaluating the effects that past programmes have 
had on the macroeconomic variables of interest. Such 
evaluations are conducted periodically by the IMF's 
Policy Development and Review Department and by the 
IMF's recendy created Independent Evaluation Office, 
with the results reported to the IMF's Executive Board. In 
addition, a number of studies over the past twenty years, 
both inside and outside the IMF, have examined the 
question using a variety of empirical methods. 

Almost all the empirical studies surveyed by Haque 
and Khan (2002) show that IMF-supported programmes 
have improved current account balances and the overall 
balances of payments in borrowing countries. The results 
for inflation are less clear. Most of the studies indicate that 
although inflation usually falls, the decline is generally 
statistically insignificant. For growth, output is generally 
depressed in the short run—that is during the stabilization 
phase—but increases as macroeconomic stability is 
established. Overall, the most recent empirical results 
indicate that, on average, IMF-supported programmes 
and the conditionality they incorporate have been 
reasonably effective in achieving their primary 
macroeconomic objectives. 

In the period 1991-3, India borrowed from the IMF 
under a stand-by arrangement in the context of a severe 
balance-of-payments crisis, which had reduced foreign 
exchange reserves to precariously low levels. The key 
aspects of the adjustment programme were a significant 
reduction in the fiscal deficit, a substantial devaluation of 
the rupee, tightening of monetary policy, and structural 
reforms to improve resource allocation by reversing 
decades of state intervention. The adjustment effort was 
by and large successful in restoring the confidence of 
external investors, rebuilding foreign exchange reserves, 
lowering inflation, and buoying the Indian economy in the 
face of a sharp reduction in imports. 

The IMF programme also provided an impetus for 
structural reforms. It virtually dismantled the complex 

system of industrial licensing that had prevailed since the 
1950s, and opened up the state-dominated economy to 
private investment. The price mechanism was given a 
greater role in allocating resources, the trade and payments 
system was liberalized, foreign investment was allowed in 
more sectors of the economy, and many tax and financial-
sector reforms were initiated. However, not much progress 
was made in restructuring state-owned enterprises and 
reforming the legal and regulatory system that impeded 
the reallocation of labour and capital. 

SUNEL SHARMA 
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• Income Mobility 

'Income-mobility' analysis involves following the same 
people for two or more points in time and studying the 
changes in their economic well-being. It is something 
of a cliche, but nonetheless true, that income mobility 
is multifaceted. These many facets can be categorized 
as follows. 

One is the issue of mobility of what among whom. 
'Income mobility' denotes change in economic well-being 
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among suitably chosen recipient units. Economic 
well-being may be measured by income, consumption, 
or labour earnings, among others. The recipient units 
may be households, per capitas, adult equivalents, or 
individual earners. 

Second is the context within which mobility is analysed. 
Inter-generational mobility studies look at parents and 
children, while intra-generational studies look at the same 
individuals from one year to another. 

Third are the two levels of mobility analysis. 
Macromobility studies gauge how much mobility there 
is in an economy. Micromobility studies investigate 
what are the correlates and determinants of changes for 
different recipients. 

Once agreement has been reached on the measure of 
economic well-being, the choice of recipient unit, the 
inter-generational or intra-generational context, and the 
level of analysis, analysts nonetheless mean different 
things when they speak of income mobility. Six notions 
may be distinguished. 

Briefly, the six mobility notions are: time dependence, 
which measures the extent to which economic well-being 
in the past determines economic well-being at present; 
positional movement, which is what we measure when we 
look at changes in individuals' economic position (ranks, 
centiles, deciles, or quintiles); share movement, which 
arises when individuals' shares of the total income change; 
income flux, which is what we measure when we look at 
the size of the fluctuations in individuals' incomes but not 
their directional income movement, which is what we 
measure when we determine how many people move up 
or down how many rupees; and mobility as an equalizer 
of longer-term incomes, which involves comparing the 
inequality of income at one point in time with the inequality 
of income over a longer period. 

In India, empirical mobility studies have been carried 
out using three principal data sources. These are the 
NCAER (National Council for Applied Economic 
Research) data, the ICRISAT (International Crops 
Research Institute for the Semi-Arid Tropics) data, and 
the Palanpur data. 

The first source is panel data collected by the NCAER 
in the late 1960s, in the early 1980s, and again in the 
present. Using the earlier data, income mobility was 
studied by Coondoo and Dutta (1990). They found that 
income mobility in India acted to equalize the distribution 
of longer-term income relative to initial income, that 
poorer households' incomes increased at above-average 
rates, and that overall mobility was about one-fourth of its 
maximum possible value. Substantially similar 
macromobility findings were obtained in a later study by 
Bhide and Mehta (2004). In addition, in the micromobility 

part of their study, Bhide and Mehta found that the 
factors related to the persistence of poverty are scheduled 
tribe status, household size, number of dependent children, 
literacy, ownership of a house, size of cultivated area, and 
income from livestock. A new round of the NCAER was 
fielded recently; new studies using the newer changes 
should start appearing shortly. 

The second source is the panel surveys of ICRISAT 
villages beginning in 1975.The surveys cover seven villages. 
One comprehensive study of income mobility using these 
data is made by Walker and Ryan (1990). Among their key 
findings are that two-thirds of the sample households 
moved into or out of poverty in their nine-year analysis 
period, 23 per cent of the households were chronically 
poor, and households need to be very well off to avoid 
poverty in all years. New ICRISAT data have been fielded 
since 2001 and are now being analysed.1 

A third source of data is the in-depth examination of 
Palanpur, a village in Moradabad district of Uttar Pradesh. 
Dreze et al. (1992) and Lanjouw and Stern (2003) report 
on a series of studies that have been carried out in 
Palanpur over the last three decades.The advantage of 
such studies is that the researchers could literally track 
every household by name and by personal acquaintance 
to ensure that accurate matches were made over time. The 
research shows that per capita incomes are only 'weakly 
correlated' across years. It also shows that important 
improvements have been made both in the farm and non-
farm sectors of the economy. In the farm economy, the 
labour market has tightened, raising real agricultural 
wages. In the non-farm economy, new job opportunities 
have been created. The elites were the first to benefit; the 
poor benefited to a lesser extent and only within the less 
dynamic parts of the non-farm economy. The authors 
conclude that although one must be realistic about the 
potential of off-farm employment to improve economic 
opportunities for the poor, improvements in living 
standards of the poor have been made. 

This entry has briefly surveyed the directions and 
findings of income mobility studies in India to date. As a 
complement to studies of changes in poverty and changes 
in inequality, income mobility studies offer a wealth of 
exciting possibilities. 

GARY S. FIELDS 
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• Industrial Clusters 

There are several locations that are synonymous with a 
particular industrial product. In the state of Tamil Nadu, 
the small town of Tirupur exports ready-made knitted 
cotton garments worth over Rs 4500 crore. Ludhiana, a 
well-known industrial town of Punjab, accounts for the 
maximum number of bicycles produced not only in India 
but the entire world. Agra, most famous for the Taj 
Mahal, is also well known for shoe making. Surat and 
Navsari, two contiguous towns in Gujarat, cut and polish 
the maximum number of small diamonds in the world. 
Apart from these large and mature clusters, there are 
also several other locations with a much smaller scale of 
economic activity. All these industrial locations that 
readily relate themselves to a specific product may 
commonly be called industrial clusters. A typical example 
of a cluster of knitted garments includes diverse 
enterprises that undertake operations such as knitting, 
stitching, finishing, dyeing, and printing but also includes 
related service enterprises such as merchant buyers, 
exporters, banks, input suppliers, transporters, consultants, 
and service institutions. 

Clusters Explained and their Diversity Introduced 
The phenomenon of enterprise clustering is prevalent both 
in economically developed and developing countries. 
Geographical proximity of enterprises may give rise to 
specialized labour, nurture subsidiary industries, stimulate 
innovations, enable technological spillover, and make 
economic and non-economic inter-firm linkages feasible. 
An industrial cluster is therefore understood not only as 
a physical agglomeration of economic enterprises, but 
also by the relationships, social norms, and mutual trust 
among the different local stakeholders. In India 388 
industrial clusters have been documented by the United 

Nations Industrial Development Organization (UNIDO). 
This is perhaps, the largest number of industrial clusters 
in any single country. The clusters vary significantly in 
terms of product diversity, economic size, industrial 
structure, and employment generation. Several factors 
such as closeness to raw material source, proximity to 
markets, availability of skilled human resources, strategic 
location, presence of related support industries and 
focused interventions to promote ancillarization may have 
individually or collectively contributed to the unique 
historical evolution of these clusters. Out of every ten 
clusters, nine have evolved naturally without any policy 
support to specifically promote them at their current 
locations (Gulati 1997). 

Economic Significance of Clusters 
According to one set of estimates drawn from the National 
Small Scale Industry Census undertaken in 2001-2, 
clusters account for 77 per cent industrial units, about 72 
per cent employment, 61 per cent investment, 59 per 
cent output, and about 76 per cent exports of the small-
scale industry sector in India (Awasthi 2005).The small-
scale industry sector contributes 40 per cent of national 
industrial output and 35 per cent of industrial exports 
from the country. The estimates provided by UNIDO 
and used as a standard public reference list detail 388 
industrial clusters with 490,000 enterprises, employing 
7,500,000 persons and generating an estimated output of 
Rs 1,570,000 million in the year 2004-5. While the 
estimates may differ from one source to another, the 
figures do underline the economic significance of 
industrial clusters in India. 

Geographical and Sectoral Distribution of Clusters 
The spread of industrial clusters confirms the broad 
industrialization trend among states in India. Maharashtra 
(58), Gujarat (49), and Uttar Pradesh (39) together 
constitute 38 per cent of 388 clusters followed by Andhra 
Pradesh (32), Punjab (30), and Tamil Nadu (28). The 
sectoral distribution of clusters reflects that 117 (30 per 
cent) of all industrial clusters produce textile and textile 
articles that include ready-made garments as well. The 
second largest category comprises metal, machinery, and 
other engineering goods producers with 73 (19 per cent) 
clusters. Thereafter, the 'food and food-related products' 
manufacturing clusters account for 62 (16 per cent) 
clusters (www.smeclusters.org). 

Dynamic Clusters of India 
Some of the clusters have reflected a high growth trajectory 
over the last few decades and earned a positive reputation 
globally. Anecdotal evidence suggests the Tirupur 
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