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A widely-cited social cost-benefi t
analysis conducted by the 
National Council of Applied 
Economic Research projected net 
benefi ts from the POSCO steel 
project in Odisha. Yet, a close 
examination of the report 
suggests a fl awed methodology 
and inexplicable changes in 
assumptions. As a result, the two 
primary benefi ts claimed for the 
POSCO project – employment and 
revenues to the state – seem to be 
grossly incorrect. The privatisation 
of base data used in some of the 
projections not only makes the 
task of verifi cation arduous, but 
also puts it beyond the reach of 
democratic oversight. The issues in 
applied economic research in this 
case can be seen as symptomatic 
of structural problems in 
neo-liberal policymaking.

A pplied Economic Research (AER)
 is an umbrella term that covers a
 range of analytical work – from 

social cost benefi t analysis (SCBA) to 
broader assessments of national or state 
economies. AER carries an aura of disin-
terested science and deploys a range of 
tools and methodologies to help decision-
makers arrive at “objective” conclusions. 
AER largely operates in the background, 
keeps a low profi le and yet exercises tre-
mendous infl uence on decision-making 
processes in liberal democratic political 
regimes with fi rmly entrenched market 
economies. In the Indian context, where 
liberal democracy and market economies 
have not yet gained that kind of pervasive 
reach, AER has met with many reversals in 
the recent past, largely due to a series of 
scams, scandals and controversies. For 
instance, in 2005, a PricewaterhouseCoopers 
(PwC) study of water privati sation for the 
Delhi Jal Board came under attack. Eco-
nomic and environmental assessment 
reports for the Sompeta thermal power 
plant, the Nirma cement plant in Saurash-
tra and the Sethu samudram project in 
Tamil Nadu have also been mired in 
debate (for example, Ganjivarapu 2010; 
Rodriguez et al 2007). Assessment reports 
for controversial pro jects are subject to 
higher scrutiny aimed at ascertaining 
whether the benefi ts of proposed actions 
actually justify high social and economic 
costs; the resulting debate and chal-
lenges are part of a healthy and vibrant 
democratic society. 

More recently, the POSCO steel project 
in Odisha, celebrated as the largest for-
eign direct investment (FDI) in India and 
justifi ed based on a cost-benefi t analysis 
(CBA) authored by the National Council of 
Applied Economic Research (NCAER), has 
landed itself in a quagmire. Reports by the 
Comptroller and Auditor General of India 
(CAG) have indicted the Government of 

Odisha (GoO) for the irregularities and 
illegalities it committed in its land acquisi-
tion projects, including the POSCO project.1 
Further, in March 2012, the National Green 
Tribunal suspended the project’s environ-
mental clearance (The Hindu 2012). The 
GoO and POSCO, on the other hand, fore-
grounded arguments in favour of the 
project on the claim that it would create 
8.7 lakh “additional” person-years per 
annum for the next 30 years and generate 
Rs 1,74,970 crore in tax revenues for the 
state and central governments (NCAER 
2007). These fi gures are derived from an 
SCBA conducted by the NCAER, a respecta-
ble institution, with origins in the Nehru-
vian era. Such projections, arising from 
NCAER’s objective and scientifi c economic 
analysis of the project lend an aura of dis-
interested objectivity to political actors 
and policymakers who claim that the 
benefi ts of the project outweigh its costs.2 

Even a cursory study of the documents 
related to this “objective” and “scientifi c” 
economic analysis reveals that there is no 
discussion anywhere of the population 
that is likely to be affected by the project. 
This studied silence on the project- 
affected populations serves to minimise a 
central fault line that runs through the 
POSCO project – about whether the project 
would in fact translate to “developmental” 
gains for the people of Odisha, and who 
benefi ts and who loses. The fault line 
comes into sharp relief when the GoO’s 
claims are juxtaposed with the obje ctions 
raised by the local forest-dwelling peas-
antry in the Jagatsinghpur district of Odi-
sha that will be directly affected by the 
steel project. Many of them reject the 
claims of benefi ts and development, and 
instead contend that the costs of the 
project are much higher than its gains. 
Their vehement objection to the project 
at risk of physical safety means that in 
2012, seven years after the signing of the 
memorandum of understanding (MoU), 
the project has yet to take off.  

In a state with total recorded unem-
ployment of 9.9 lakhs,3 the rejection of a 
project by popular movements, especially 
when the GoO claims it will generate 8.7 
lakh person-years annually for the next 
30 years and virtually wipe out current 
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unemployment,4 is puzzling. This is what 
prompts us to examine the so-called 
objective fi ndings of the AER on the basis 
of which the project is justifi ed.5 We pro-
pose to do this by focusing specifi cally on 
the tool that the AER researchers deployed 
in this particular instance – the SCBA. 

The SCBA is often used by agencies 
that have to make political and economic 
decisions about large-scale projects. Our 
investigation proceeds mainly to deter-
mine how the NCAER carries out the SCBA. 
There is a valid and important debate on 
whether SCBA itself is a reliable tool, 
even when it is conducted in good faith 
and competently; but that is of secondary 
importance for this paper. Our main goal 
is to use this specifi c instance as a case 
study to draw some preliminary conclu-
sions about AER in contemporary India – 
the shifts that the fi eld may be undergoing 
presently, the possible biases in its prac-
tice and the constraints imposed by broa-
der structural features of the fi eld of know-
ledge production. We will demonstrate 
that a close reading of the SCBA con-
ducted by NCAER casts signifi cant doubt on 
the compelling story of economic trans-
formation that the GoO and POSCO offer. 
The core task of this paper then is to exa-
mine “how” and “why” NCAER arrives at 
its fi gures. In other words, we investigate 
how NCAER arrives at the “expected” ben-
efi ts and costs associated with the POSCO 
project, what methodological assum ptions 
underlie its calculations, and what possi-
ble motivations explain specifi c assump-
tions or vectors in the computations. 

1 A Critical Examination 

An MoU was signed in 2005 between 
South Korean POSCO, the fourth largest 
steel company in the world, and the GoO 
to build a steel plant with a capacity of 

12 million tonnes (mt) per annum, a 
captive port and iron ore mines. This 
project was touted as India’s largest FDI, 
with an estimated investment of Rs 52,000 
crore. It represented a coup for the state 
of Odisha. Some details of the project 
are provided in Table 1. 

In 2007, two years after the MoU 
between GoO and POSCO was signed, 
NCAER produced a report titled Social 
Cost Benefi t Analysis of the POSCO Steel 
Project in Orissa. The NCAER introduced 
the report with the stated objectives of 
the National Steel Policy 2004, to increase 
steel production to satisfy growing domes-
tic and international demand. This set 
the tone of the report because in the 
remaining chapters the report was 
geared towards the most effi cient way to 
achieve the goal of higher steel produc-
tion and higher investment in the iron 
and steel industry. Thereafter, because 
the stated objective of the project was to 
evaluate the costs and benefi ts to the 
Odisha and Indian economies, the authors 
constructed an input-output table to cal-
culate employment and output multipli-
ers under two different scenarios – one in 
which POSCO only engaged in iron ore 
mining and a second in which the com-
pany engaged in mining as well as steel 
production. NCAER termed these scenarios 
“without project” and “with project”. This 
comparison was perplexing because the 
former scenario had never been stated 
as a possible option, either by the GoO or 
POSCO, and there was no information 
pro vided about local livelihoods and 
envi ronment. The fi nal chapter in which 
NCAER offered a least-cost analysis of 
POSCO’s Finex technology fulfi lled the 
stated purpose of the report (NCAER 2007: 
2). Despite the misleading title that con-
tained the phrase “social cost benefi t 

ana lysis”, there did not appear to be 
any eva luation of the costs to society of 
the project. 

NCAER’s SCBA of the POSCO India 
project seemingly has all the trappings of 
a comprehensive and methodical study. 
It fi ts well into the role of an artefact that 
exemplifi es discourses of expert knowl-
edge. It is therefore not surprising that 
the language, methodological opa city 
and voluminous quantities of data adop-
ted by the report meant that suffi cient 
resources could not be garnered to criti-
cally analyse the report soon after its 
release. Some of the major lacunae in 
the report and its fi ndings were not 
spotted for three years until after its 
publication. It was when the Mining Zone 
 People’s Solidarity Group (MZPSG), a net-
work of academic volunteers, released 
their report Iron and Steal: The POSCO 

India Story that NCAER’s SCBA of the POSCO 
project received a critical treatment. 
This was a crucial exercise given GoO’s 
frequent use of the NCAER report to 
support its case for the POSCO project. 
In addition, the MZPSG report also 
investigated local economies in coastal 
Jagat singhpur and Kandadhar districts in 
Odisha where new investments are pro-
posed in the iron and steel and mining 
sectors (Mandavilli et al 2010). 

While the MZPSG report is fairly broad 
in scope, covering environmental and 
legal issues pertaining to the POSCO case, 
we focus on the report’s economic analysis 
of the POSCO project, the project’s effect 
on local livelihoods in the project sites, 
and compare it to the analysis presented 
by NCAER. Particularly, we focus on two 
issues: the methodological sleight of 
hand that the NCAER employs, and the 
use of opaque computations and faulty 
assumptions in the extrapolation of data, 
including the compounded effects of the 
methodological failures themselves. 

A Methodological Sleight of Hand

The NCAER’s SCBA of POSCO’s project in 
India presents itself with an aura of metho-
dological sophistication and objectivity 
through a lengthy and elaborate refer-
ence to an external and authoritative 
standard – the Asian Development Bank 
(ADB) (NCAER 2007: 31). ADB lists out 
standard practices as guidelines because 

Table 1:  Basic Details about the POSCO Project in Odisha
Purpose Location Extent/Scope

Steel plant: 12 mt per annum  Erasama block, Kujang tehsil (10 km Required 4,004 acres of land, of
 “green field” from Paradeep port) – to affect  which 3,000 acres were classified
 seven revenue villages, and two as “forestland”
 hamlets in the gram panchayats of 
 Nuagaon, Dhinkia and Gadakujang   

Captive port Mouth of river Jatadhar 

Mines: 600 mt reserved over Kandadhar hills in Keonjhar Requires 6,177 acres
30 years (20 mt per annum) and Sundergerh districts: 
 no clear territorial demarcation yet 

Township At steel plant and mining area 2,000 acres (1,500 acres at steel  plant
  area and 500 acres at mining area)
Source: Mandavilli et al (2011).
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conclusions from CBAs are typically sensi-
tive to the methods and assumptions 
adopted. This opening gambit in the NCAER 
report  conceals the fact that the methodo-
logical set-up of the analysis in fact ignores 
some critical segments of standard CBA. 
Of these segments, we will discuss two that 
pertain to the scope of an accurate SCBA. 

In differentiating itself from mere 
fi nancial analysis and positioning itself 
as an analysis of the POSCO project’s impact 
on India’s economy, the report states that 
the economic analysis is required to com-
pare costs and benefi ts of the “without-
project” situation to the “with-project” 
situation. However, the report compares 
two situations, one in which only iron 
ore is mined and the other in which both 
mining and steel production are under-
taken. The report terms these scenarios 
as “without project” and “with project” 
respectively. This comparison is highly 
peculiar because it assumes that both 
scenarios are equally plausible, but the 
MoU signed between GoO and POSCO is 
only for the latter and not the former. 
Further, there is no mention of the sce-
nario without any investment by POSCO. 
The report justifi es the comparison by 
noting that the without-project situation 
differs from the before-project situation 
because the former “could sometimes be 
represented by the present levels of 
 productivity of the relevant resources” 
(NCAER 2007: 3). NCAER’s use of without 
project is inaccurate, according to the 
standard practices  outlined by the ADB 
document that NCAER cites.6 

By ignoring the actual without-project 
situation, wherein POSCO does not invest 
in Odisha, the study treats the coastal 
Jagatsinghpur and the Kandhadhar hills 
as empty spaces, bereft of people and 
economic activities. Therefore, even six 
years after the POSCO-GoO MoU came 
into existence, there has been no offi cial 
study of the local economies and the 
potential impacts of the POSCO project 
on these economies and the people 
dependent on them. 

In 2010, however, MZPSG’s study of the 
true social costs of the project was 
revealing. Unlike the implicit assump-
tion made by the NCAER report that the 
local economy does not matter, the 
MZPSG study revealed that Jagatsinghpur 

has a unique and highly productive cash 
crop economy with betel leaf as its pri-
mary product. The study found that the 
region records net revenue from betel 
vine production per decimal of land at 
Rs 13,000-17,000 per year (Rs 1.3-1.7 lakh 
per acre per year). This region also has 
the highest yield rates in paddy in the 
country, a thriving economy that sup-
ports over 50,000 small boat fi shermen, 
and a signifi cant commercial pisciculture 
sector. Together, these create what is often 
in local parlance referred to as a paan-
meen-dhaan (betel-fi sh-paddy) economy. 
In addition, the local economy also bene-
fi ts signifi cantly from the sale of minor 
forest produce such as kewra (a fragrant 
fl ower whose aromatic oil has commercial 
value) and cashew, as well as collection of 
forest produce such as drumsticks, jack-
fruit and casuarina wood for consumption. 
Having recovered from the 1999 super-
cyclone, despite being one of the worst-
hit areas, this economy shows all signs of 
being robust (Mandavilli et al 2011).

The second fundamental violation that 
the NCAER report engages in is its use of 
the term “social”. The term “social” adds a 
degree of refi nement that is incre asingly 
de rigueur in CBAs and especially pertinent 
in the analysis of projects with implica-
tions for the entire economy. SCBA requires 
the measurement of the project’s positive 
and negative impacts on the entire society, 
in addition to costs and benefi ts accruing 
to the entity proposing the project. The 
negative and positive impacts to society 
would require using non-market valua-
tion techniques to estimate the effects on 
biodiversity preservation, water supply, 
sanitation benefi ts, loss of welfare suf-
fered by project-affected persons, includ-
ing the loss in livelihoods, etc (ADB 1997). 
These are not valued by the market and 
hence, not considered by the private eco-
nomic actor proposing the project. With-
out acco unting for social costs and bene-
fi ts, even standard neoclassical economic 
theory informs us that the level of out-
put produced will be ineffi cient. 

The NCAER’s stated purpose is to calcu-
late an economic internal rate of return 
(EIRR) for the POSCO project. The EIRR 
for a SCBA, unlike a mere fi nancial anal-
ysis, is expected to calculate the internal 
costs and benefi ts of undertaking a 

project as well as the external costs and 
benefi ts accruing due to the project that 
are not accounted for by market prices. 
However, NCAER restricts its analysis of 
SCBA merely to the inclusion of external 
benefi ts. Using the employment multi-
plier (EM) for iron and steel, it calculates 
potential employment generation and 
lists some of the positive externalities to 
infrastructural development, though there 
is no attempt to assign a non- market value 
like ADB suggests.

Problems in Costs 

The report fails considerably in the costs 
calculation of the project. Calculations of 
private costs inexplicably only consider 
the costs of the steel plant and mine-works, 
leaving out the associated costs of the port, 
the township, the railway and the road 
links that service the steel plant and are 
integral to the project. The most signifi -
cant limitation of the study from a social 
perspective is that there is no acknowl-
edgement of any costs involved to society, 
such as (Mandavilli et al 2011: 69):

the loss of livelihoods of tens of thousands of 
people (which does not fi nd a single mention 
in the report); the costs of forest land diver-
sion, utilisation of enormous water resources, 
degradation of upstream farmlands and 
coastal fi sheries, the potential loss of viabi-
lity of Paradeep port, irreparable damage to 
habitats of protected species like the Royal 
Bengal tiger, Olive Ridley Turtles, elephants 
and the local fl ora and fauna. 

The calculation of the NCAER EIRR, 
thus, not only fails to acknowledge the 
signifi cant negative impact of the project 
on local livelihoods, it also fails to calcu-
late the loss to environment and people’s 
dependence on the environment, which 
are important components of a “social” 
SCBA. In the Kandadhar hills region alone, 
local adivasis collect 14 types of roots, 60 
varieties of greens, 19 varieties of mush-
rooms and 52 types of nuts, which are the 
primary types of food during the mon-
soon months of June, July, August and 
September (Mandavilli et al 2011: 45). 
Table 2 (p 74) provides details on selected 
forest products collected by a family in the 
Kandadhar hills region and the repre-
sentative price during harvest and off-peak 
sea sons. Similarly in the Jagatsinghpur 
area, the NCAER, EIRR entirely ignores not 
just revenues from paan-meen-dhaan 
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economy but also makes invisible the 
utilisation of non-marketed forest products 
in production and consumption. Local 
forests contain casuarina trees that are 
critical in betel vine cultivation, and 

drumsticks and jackfruit trees that are 
harvested and consumed locally. 

Accounting for negative and positive 
externalities and thus arriving at the net 
social benefi ts (social benefi ts minus 
social costs) provides the SCBA decision 
rule for the selection of any project. If the 
net social benefi ts are greater than zero, 
the project is desirable, and if the net 
social benefi ts are less than zero, the 
project is undesirable. In the report, 
however, costs and revenues accruing to 
POSCO from the Finex technology are 
presented. The positive externalities of 
the POSCO project are also discussed, 
though no attempt is made to provide a 
shadow price. Negative externalities are 
completely ignored. However, NCAER’s 
deci sion to reinterpret the standard pra-
ctice of comparing a “with-project” inten-
ded outcome and “without-project” with 
an irre levant alternative scenario, and 
its blatant disregard for the social costs 
associated with the POSCO project, at 
best relegates the analysis merely to the 
fi nancial realm. It is not an SCBA, con-
trary to NCAER’s repeated claims (NCAER 
2007: 2-4), and at worst is an attempt to 
arrive at a contrived predetermined 
decision about the project. 

Opaque Computations 
and Faulty Assumptions 

While the above critique should suffi ce to 
underline the fundamental failures of 
NCAER’s SCBA, we present further  problems 
with the specifi c calculations in two areas: 
(1) its tax projections, and (2) its employ-
ment projections, which indicate how 
the report is fl awed, far beyond the conse-
quences of the above “errors of omission”. 
It will also help us answer the question of 
what ails AER far more comprehensively. 
NCAER’s employment and tax projections 

are a crucial part of the GoO’s defence of 
the project in the context of stiff local 
opposition. Apart from the GoO, POSCO as 
well as several journalists have peddled 
these fi gures. It would not be incorrect to 

say that the NCAER’s employment and 
tax projections are the two central 
tropes in justifying the project. 

Tax Revenue Projections

The tax revenue projections offered by 
NCAER are marked by a signifi cant degree 
of opacity and inconsistency. A signifi -
cant number of the “computations” are 
mere assertions with sources that are 
not available for scrutiny. Moreover, an 
interesting point is that in 2005, at the 
time of executing the MoU between GoO 
and POSCO, GoO forecasted Rs 22,500 
crore in tax revenue to the Odisha gov-
ernment over 30 years.7 Two years later, 
after the production of the NCAER report, 
GoO dropped its projections in favour of 
NCAER’s tax projection of Rs 77,870 
crore over the same 30-year time period 
– a 246% increase over the previous 
GoO estimate. The signifi cant difference 
between the two tax projections should 
in itself raise questions. However, there 
are additional aspects to consider. 

First, the GoO’s original projection was 
done prior to the granting of the special 
economic zone (SEZ) status to the project 
and therefore included revenue from 
sales, excise, service and other local taxes 
that both the SEZ developer and the unit 
are exempt from. POSCO is the developer 
of both the SEZ and the unit. Hence, tax 
revenue from the project should be 
lower. Yet the NCAER’s projection nearly tri-
ples the tax revenue projection from the 
POSCO project. Second, the NCAER report 
 demonstrates awareness of POSCO India’s 
SEZ status and asserts quite correctly that 
the “corporate tax will be calculated at 
33.6% of the profi ts accrued from domestic 
sales only, whereas if the entire project is 
in the Domestic Tariff Area (DTA), the 
corporate tax will be calculated at 33.6% 

of the entire profi ts of the company”, i e, 
from exports as well as domestic sales. 
Despite stating this, the NCAER report 
estimates higher tax revenue in the SEZ 
case vis-à-vis the DTA case (NCAER 2007: 
10-11, 33-35). Third, it is unclear as to how 
the authors of the NCAER report arrive at 
a tax revenue projection of Rs 77,870 
crore for the GoO. NCAER offers no com-
putations, but quietly provides data from a 
certain Das and Associates (NCAER 2007: 
51-53) without any other citations and 
hence possibility for verifi cation. 

Employment Projections

Similar to the tax revenue projections, 
NCAER’s employment projections (fre-
quently quoted by GoO and POSCO) are 
not just simply incorrect but are also 
deliberately misleading. Using an input-
output table and applying EMs of the iron 
and steel, and iron ore mining sectors,8 
NCAER projects that the POSCO project, 
operating at full capacity of 12 mt per 
annum will generate 8.7 lakh person 
years of employment annually for 30 
years (NCAER 2007: 15-19).9 At the out-
set, it should be mentioned that “person 
years” or “man years” does not translate 
into the same number of jobs. For ins-
tance, a person working for 30 years 
would count as 30 person (man) years. It 
does not imply that 30 additional people 
are employed every year and is an incor-
rect usage of the term by the GoO. 

One problem with the projection 
should be obvious from the discussion in 
the earlier sections. An objective assess-
ment, even under the assumptions 
employed by the NCAER (which are also 
pro blematic as we will point out shortly), 
requires calculation of inter-sectoral 
linkages between the betel vine, paddy, 
pisciculture and fi sheries sectors with 
other sectors of the economy using a 
reverse EM to project total job loss 
expected due to land dispossession and 
livelihood destruction associated with 
the project. This fi gure would then be 
subtracted from the number of jobs 
 created by the POSCO project to arrive at 
a net fi gure. The NCAER report, because of 
its failure to adhere to the simple tenets 
of CBA in considering the local economy, 
i e, “without-project” scenario, thus fails 
to provide an accurate picture of net 

Table 2: Quantity Collected and Sale of Selected Forest Products
Non-Timber Forest Product  Quantities Gathered by a Price during  Price during
 Family Each Year Harvest Season Off-Peak Season

Mahua flower 0.40 – 2.00 quintal Rs 1,000/quintal Rs 2,500/quintal 

Mahua seed 0.50 – 1.00 quintal Rs 1,200/quintal Rs 1,800/quintal

Char seed 0.5 – 5.00 kg Rs 30/kg   NA 

Sal seed 0.50 – 2.00 quintal  Rs   1,800/quintal  NA 

Source: Mandavilli et al (2011: 44).
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employment expected from the imple-
mentation of the POSCO project. 

Second, problems arise due to the 
assumptions adopted by the NCAER in its 
use of the EM. At the outset, the projections 
are based on the full capacity operations 
of the POSCO steel production facility. It 
is clear that the project will not reach full 
capacity for several years – at least nine 
to ten years from the day the fi rst phase of 
implementation begins (Mandavilli et al 
2010: 43). It would have been easy for 
the NCAER to produce a phased claim of 
employment generation, given that all 
project documents clearly indicate that 
the project is to be implemented in three 
phases and full capacity will be reached 
only at the end of phase 3. However, the 
report fails to do this. 

A third issue arises with respect to 
quality of the underlying data used to 
develop the sectoral EM coeffi cients. Not 
only does NCAER not comment on the 
quality of the data series used to generate 
the coeffi cients but even worse, neither 
the data nor its source are available for 
scrutiny. This is a systematic problem 
with the NCAER report.10 The net result of 
this opacity is that the claimed linkages 
are diffi cult to examine. The sole under-
standing that one can derive is that the 
projections being made in the case of 
POSCO are 30-year projections based 
merely on a point estimate of 2003-04. 
There is no consideration of any change 
in inter-sectoral linkages, and the employ-
ment potential of various sectors and the 
actual production of the iron and steel 
sector in this 30-year period. No justifi ca-
tion is offered for the assumption of tech-
nological fi xity as against a historical 
downward trend in employment due to 
labour-displacing technological changes 
in iron and steel production, manufactur-
ing (for which iron and steel is an input) 
and mining (which are inputs into iron 
and steel production) (Government of 
India 2008; GoO 2010;  Mandavilli et al 
2010: 43-45). 

A fourth problem is that the NCAER 
report makes sectoral employment pro-
jections, asserting that a total of 8.7 lakh 
person years will be created in several 
linked sectors. These jobs depend on the 
stimulus that investment by POSCO will 
provide to related sectors in Odisha and 

rest of India. However, the NCAER report 
itself asserts that “POSCO-India assumes 
that imported procurement is 65% of total 
input materials” (NCAER 2007: 53). The 
NCAER report, however, yet again fails to 
adjust the EM for this important detail. 

Fifth, employment projections are pro-
duced by using EM coeffi cients in con-
junction with fi gures on annual produc-
tion at factor cost – the cost of goods sold 
(COGS), including depreciation and inter-
est expenses. The COGS estimate, how-
ever, is made for an irrelevant steel pro-
duction technique, namely blast furnace-
based steel production. One of the many 
ways in which the POSCO India project 
has been advertised (and noted in the 
MoU between the GoO and POSCO) is as 
a harbinger of a new Finex technology – 
purportedly a more cost-effective and 
environmentally friendly process for steel 
production. The NCAER report contrasts 
fi gures for the Finex and blast furnace 
and concludes that Finex is better than 
blast furnace. And yet, a few pages later, 
when it comes to the COGS fi gure, the 
NCAER report reverts to the blast furnace 
fi gures (Mandavilli et al 2007: 42). The 
blast furnace COGS fi gures are consider-
ably higher and thus infl ate the expected 
total employment from investment by 
POSCO in Odisha. This sleight of hand 
thus makes the POSCO project appear 
more desirable than it actually is. 

In summary, the employment projec-
tions made by the NCAER are remarkably 
problematic, especially in view of the 
institution’s unquestioned respectability. 
The elimination by design of some key 
aspects of standard CBA methodology, 
the inability to account for weaknesses 
inherent in EM-based projections and 
the unrealistic assumptions underlying 
their use, and failure to utilise all or the 
correct data to arrive at projections sug-
gest that either this was an extremely 
shoddy piece of research or that there 
were other, as yet, unknown conditions 
that prompted a compromised approach. 

Such a conclusion seems to be even 
more of a possibility when it is revealed 
that POSCO itself was using entirely dif-
ferent employment projections until the 
NCAER report was published. According to 
POSCO’s earlier estimates, it would gen-
erate 48,000 (18,000 direct and 30,000 

indirect) jobs only when the project 
attained full capacity (POSCO 2006). The 
POSCO project is envisaged to be comple-
ted in three phases over 30 years. In the 
fi rst phase, the total capacity of the steel 
plant would be three mt per annum and 
anticipated job creation would be merely 
7,000 jobs (POSCO 2006). The NCAER, 
however, does not provide any indication 
of adjusting for less than full capacity in 
the fi rst two phases of the project. 

One fi nal fact could arguably put all of 
the above in perspective. The NCAER 
rep ort on POSCO was published in 2007. 
In its preface, NCAER’s director general 
Suman Bery, notes that “NCAER was app-
ro ached to carry out a Social Cost Bene-
fi t Analysis of the POSCO project”. He 
pro ceeds to highlight the expected EIRR 
for the POSCO project as calculated by the 
report, which is much higher than the 
required 12%. Only once the MZPSG report 
published preliminary evidence of a 
fi nancial link between POSCO and NCAER, 
did Bery admit to the fact that POSCO 
had indeed paid for the report (Jebaraj 
2010). However, there has been no inter-
nal investigation on ethics violations. 

2 Applied Economic Research: 
All Is Well? 

The failures of NCAER’s analysis of the 
POSCO project can be summarised as fol-
lows. The NCAER does not provide infor-
mation on the base data used in its anal-
ysis of the POSCO project. Due to the 
fl awed methodology used, and inexpli-
cable chan ges in assumptions and error-
ridden projection techniques, the two 
primary benefi ts claimed by the report 
of the POSCO project – employment and 
revenues to the state – seem to be grossly 
off the real fi gures. The privatisation of 
base data used in some of the projec-
tions further makes the task of verifi -
cation an arduous process and beyond 
democratic oversight. While civil society 
has increa singly taken a signifi cant role 
in monitoring and challenging private 
and  government views, they cannot be 
relied on to provide all information. 
Moreover, despite being provided addi-
tional infor mation, data and critiques of 
the POSCO report, NCAER has chosen 
not to respond. Nor has it attempted to 
resolve the discrepancies. 



NOTES

january 19, 2013 vol xlviII no 3 EPW  Economic & Political Weekly76

The problems of AER in India are not 
isolated to the POSCO case. The cost sav-
ings endorsed by both the National Envi-
ronmental Engineering Research Insti-
tute (NEERI) (2004a, 2004b) and L&T 
Ramboll (nd) in the Sethusamudram 
project have been challenged on several 
counts by a range of reports (John 2007; 
Rodriguez et al 2007). The environmen-
tal impact assessment (EIA) for the Som-
peta thermal plant has been criticised 
for ignoring the impact of wetland 
destruction to the local environment 
and local livelihoods (Dutta, Misra and 
Sreedhar 2010). The Delhi Jal Board case 
is also mired in controversy, both for the 
process of awarding the feasibility study 
contract to PwC and for the less than rig-
orous study subsequently conducted. In 
the case of NCAER’s report on the POSCO 
project, however, not only are the basic 
tenets of an SCBA violated, the analysis 
deliberately chooses fi gures that refl ect 
favourably on the project. Moreover, 
POSCO paid NCAER to conduct the CBA, a 
fact that was not acknowledged until after 
the issue was raised in the MZPSG report 
in 2010 (Mandavilli et al 2010: 68).

Deep-rooted Problems 

These cases suggest deep-rooted prob-
lems in the manner in which AER is con-
ducted in India currently. Despite signif-
icant advances in the tools and methods 
for AER such as SCBA,11 these are not 
refl ected in the NCAER report or in AER 
carried out in the other cases mentioned 
above. On the contrary, there appears to 
be a broad trend of large-scale AER scan-
dals correlated with the period of high 
neo-liberal growth in India. This has 
led to what Grabel (2000) refers to in 
another context as the “problem of policy 
credibility” under neo-liberalism. While 
advocates of the market regime argue 
that markets operate best when they are 
self-regulated, there appears to be a 
 fundamental contra diction between the 
incentives provided by the market and 
those that lead to societal well-being. 
This is, for instance, refl e cted in the lack 
of real concern demonstrated with respect 
to the confl ict of inte rest underlying the 
SCBA undertaken to prove the desirability 
of the POSCO project for the well-being 
of the people of Odisha. 

One of the least explored areas of 
research on globalisation in India is 
the radical transformation in the sphere 
of policymaking. Given the opacity of 
 policymaking and the slippages between 
policy and implementation and the lack 
of previous research, we will limit our-
selves here to highlighting a few of these 
changes. First, since the late 1990s, 
several state governments have been hir-
ing global and national consultants for 
a number of policy-related jobs, from 
 writing vision mission strategy documents 
to drafting investor-friendly laws. Second, 
the role of individuals and their infl uence 
through informal networks of mutual 
support and patronage has grown, even 
as government agencies are increasingly 
relying on applied economic and socio-
logical research to formally justify deci-
sions. Third, in a widespread culture of 
fast-tracking decisions, permissions and 
clearances, allegedly to end the licence 
raj, outsourcing governmental work pur-
portedly to improve  govern mental effi -
ciency, and weakening established con-
stitutional agencies to commissioning 
and overseeing research avowedly to 
move away from commanding heights 
economy, a new subsystem of govern-
ance and regulation appears to have 
developed that is akin to what economic 
geographers studying global policy net-
works like Jamie Peck have called “fast 
policy regimes” (2002). These regi mes 
are mostly self-referential in that their 
authority derives from quoting them-
selves and being cited across  resonant 
networks, and being largely inscrutable, 
unregulated and unaccountable. Produ-
cing economic knowledge for such 
netwo rks has thus become a  market 
unto itself. 

AER as conducted by the NCAER in the 
POSCO case is thus symptomatic of a 
structural problem rather than an inci-
dental one. We, therefore, offer three 
propositions to stimulate a discussion on 
seeking solutions to the problem of AER 
in India, of which POSCO is but one case. 
The fi rst two propositions are directly 
related to the comparisons drawn bet-
ween analyses of the POSCO project con-
ducted by the MZPSG and NCAER. The 
propositions draw from Grabel’s (2000) 
recommendations for addressing pressures 

created by the neo-liberal regime that 
create the problem of “policy credibil-
ity” – namely, the “principle of demo-
cratic credibility” and the “principle of 
fallibility”. They are fundamentally aimed 
at strengthening the democratic frame-
work at a moment when it has increas-
ingly come under threat. The last propo-
sition offers a recommendation for sys-
temic and structural policy change.

 
Proposition 1: The current policy frame-
work for project approval usually involves 
an MoU document followed by an opaque 
process that emerges into the public 
domain only when “approvals” required 
by various state laws are granted in a 
piecemeal fashion. Instead, it should be 
modifi ed to integrate necessary approv-
als, and outline a multi-step process for 
the conceptualisation, planning and exe-
cution of a project with specifi c docu-
mentation, processes and approvals that 
are anchored in inter national best prac-
tices standards and state law. This would 
not only build transparency, i e, make the 
process by which approvals are sought 
and granted visible, but also allow local 
populations affected by projects to inter-
vene early with their input. 

For instance, under this proposition, 
the project could be required to gather 
comprehensive data on the total mone-
tised and non-monetised costs and bene-
fi ts, and distribution of these costs and 
benefi ts. Further, all necessary clearances 
could be integrated in a manner such that 
we are not faced with fait accompli argu-
ments in project approval. A fi nal approval 
for the project would not be granted 
unless a certain set of processes and docu-
mentation are in place and available for 
public discussion. This satisfi es the 
“principle of fallibility” recommended by 
Grable (2000), which recognises that 
not all interests are known ahead of 
time for all parties involved – the state, 
private fi rms and civil society – and that 
for any process to have credibi lity, it 
must allow room for all parties to re-
examine the assumptions they are pro-
ceeding on, including the capacity to 
recognise that certain assumptions 
made early in the process may indeed 
turn out to be untrue. The principle of 
fallibility is an explicit recognition of 
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such imperfe ctions in process and thus 
allows space to correct the same.

Proposition 2: All data that are part of a 
“claim making process” must be made 
public. We identify different categories 
of data – data on the local economy and 
ecology collected by agencies of the 
state, subcontractors, or private fi rms in 
relation to the claim-making process, and 
data, including historical data used for 
projections, related to claimed outputs, 
employment, revenue and so on. Projects 
that affect local, regional or national 
economies necessarily require consider-
able investigation to ascertain what the 
benefi ts are, what the costs are, who ben-
efi ts and who loses. This information 
needs to be subject to democratic over-
sight and discussion before a decision is 
democratically arrived at, taking into 
account the concerns and costs passed 
on to those affected. This follows the 
“principle of democratic credibility”, 
which explicitly recognises contradic-
tory interests and differential levels of 
social power within society and suggests 
that the strengthening of democratic 
credibility for any policy necessarily 
involves the creation of additional veto 
points for socially disempowered groups 
(Grabel 2000).

Proposition 3: The fi nal proposition is a 
simple one that suggests that given the 
high growth neo-liberal framework that 
the Indian economy is currently located 
within and given the recent experiences 
with large projects, that the fi rst two 
propositions be articulated in state law 
using the new Land Acquisition Bill that 
is currently being debated. We wish to 
argue that the development of the fi rst 
two propositions into a concrete lan-
guage of policy and law will positively 
affect the debates around the Land 
Acquisition Bill and allow for the creation 
of a more comprehensive bill.

Notes

 1 This refers to the Land Acquisition and Manage-
ment section of the Audit Report (Civil) for the 
State of Odisha for the year ending 31 March 
2010, covering the period 2005-10, with a 
supplementary report for the six-month period 
from 1 April to 30 September 2011.

 2 The GoO recently submitted an affi davit in 
support of extending a memorandum of under-
standing (MoU) (signed with POSCO India 

that expired in 2010, stating that “[i]t is further 
humbly submitted that the National Council of 
Applied Economics and Research (sic) (NCAER) 
which is an autonomous and widely respected 
institution...has conducted a Social Cost Bene-
fi t Analysis of the POSCO steel project in Odi-
sha...[extracts of which] are quoted below for 
the kind appreciation of the Hon’ble court: 
...[I]f POSCO puts up a steel plant...[t]he 
impact on the economy would be much greater 
– 8, 70,000 person years of additional employ-
ment each year over the next 30 years… [and] 
cumulative tax revenue of Rs 1,74,970 crore, in 
nominal terms, to the State Government of 
Odisha (GoO) and the Government of India 
(GoI) over the useful life of 35 operative 
years...” (Affi davit fi led by the Government of 
Odisha in the GoO affi davit, Odisha High 
Court, 23 May 2011, pp 9-10).

 3 See POSCO-India (nd), “Economic Impact of 
POSCO-India Project: Based on the Study by 
NCAER”, viewed on 23 November 2012, http://
posco-india.com/File/NCAER-Brochure-eng.pdf

 4 Despite some claims that 8.7 lakh additional 
jobs will be created, this is a misrepresentation 
of even the NCAER’s calculations. As is 
explained in the next section, 8.7 lakh person 
years of employment is not equivalent of 8.7 
lakh “additional” jobs.

 5 To be comprehensive about what ails the 
POSCO India project, it is important to register 
that the other important faultline at the centre 
of the debate pertains to the violation of proce-
dures and the requirements of law in the clear-
ances granted to the project, namely, the 
Coastal Regulation Zone Act (CRZA), the Envi-
ronmental Protection Act (EPA) and United 
Progressive Alliance (UPA)-I’s landmark Forest 
Rights Act (FRA) (see Mandavilli et al 2007 for 
detailed discussion on these violations). How-
ever, in this paper, we restrict ourselves to an 
investigation of the fi rst fault line – the claims 
made about economic benefi ts and costs. 

 6 The ADB guidelines state: “The comparison of 
‘without-project’ and ‘with-project’ situations is 
at the heart of the estimation of net benefi ts for 
any project...The without-project situation is 
often inaccurately described. The without-
project situation is that which would prevail 
without the project. It is not the implementation 
of the next best project alternative, unless there 
is clear evidence to suggest that this is most 
likely to be the case. Similarly, the without-
project situation is not the delayed implementa-
tion of the same project. In most cases, it is a 
modifi cation of the existing circumstances. In 
comparing project alternatives, the without-
project situation follows the same scenario, and 
provides the basis for comparing with-project 
net benefi t fl ows for each project alternative” 
(ADB 1997). (Though the guidelines were fi rst 
developed in 1993, we refer throughout to the 
updated 1997 version.)

 7 See GoO (2005), “Government of Odisha Signs 
MoU with POSCO of South Korea for Establish-
ment of an Integrated Steel Plant at Paradeep”, 
22 June, viewed on 20 November 2012, http://
www.Odisha.gov.in/posco/pressnote.htm

 8 NCAER defi nes an EM as the total number of 
jobs created per Rs 1,00,000 output in a sector 
due to backward linkages with the rest of the 
economy. Steel production has an estimated 
EM of 0.69 and hence for each lakh rupees of 
steel output, a total of 0.69 jobs are expected to 
be created in various related sectors. 

 9 In other words, POSCO’s production of iron ore 
and steel would generate an additional 63,984 
jobs in the cotton and other textile products 
 sector, 1,59,734 additional jobs in the “trade” 
sector, 5,809 additional jobs in the “animal 
husbandry” sector and so on (NCAER 2007: 
18-19). 

10  Others such as Deshpande (2010) have pointed 
to the same problem in relation to other analy-
ses that the NCAER has been involved in.

11  For instance, these include the ADB guidelines 
that fi nally emerged out of a range of 1970s and 
1980s debates, including the Morse report on 
the Sardar Sarovar Project. 
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