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1. Introduction:  
One of the important and yet less attended down sides of India s major stride towards 
economic development has been diversion of land and displacement of a large number of 
human population from the socio-cultural milieu as well as natural resources, critical for 
their survival. While there is no systematic assessment of the magnitude and the 
complexities of displacement faced by people in different situations, a rough estimate 
suggests that nearly 20 million persons may have been displaced due to various projects 
of planned development since the 1950s (Fernandes, 1994) Apart from sheer magnitude, 
the phenomenon has highlighted glaring discrepancies in the way development has been 
perceived and, at the same time, the rescue (compensatory) mechanism has actually 
worked. As result, there has been a shift of resources from poorer to richer sections of the 
society. It is therefore imperative to evolve a framework, which not only seeks to 
recognize stakes of the displaced, but also ensures a mechanism to make them reap a fair 
share in the processes of development.  

The legal structure governing land alienation and compensation in India represents a 
fairly complex cobweb of policies, which hitherto, took a more conservative (and also 
conservationist) approach to diversion of land from forest and agriculture to other uses. In 
practice however, the policies have been much more liberal without the corresponding 
transparency in terms of sharing of information about the rationale for diversion of land 
and the terms at which the diversion took place, including compensatory mechanisms. 
The process of diversion of land from forest or agricultural sector thus has been mainly 
an outcome of congruence of various vested interests 

 

the state, the private sector (often 
multi-national corporation), and the local elites. Globalization has fostered these 
processes further through liberalizing the land use policies. The states of Gujarat and 
Orissa have been in the forefront of this processes though, the basic operating conditions 
vary across the two states.   
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There is no denial of the fact that land, with more or less given quantum of supply, is the 
basic and critical factor of production for almost all kinds of economic activities as well 
as human settlement [Shah et al; 2005 IGIDR]. It is therefore essential that its allocation 
across different economic activities and uses is based on sound theoretical premises, 
combined with the ground realities of multiple objectives-some of which often go beyond 
the narrowly defined goals of economic growth per se. Entitlement to livelihood and 
access to factors of production, especially land, is one such important objective that needs 
to be incorporated while allocating land across different uses and users in a 
predominantly agrarian economy such as India. The allocation mechanism has to address 
the needs of not only economic activities or sectors (including housing) but, also look 
into the specific needs of various ecosystems, regions, and communities.   

One of the most important problems facing land-use policy in India is asymmetry in the 
sectoral composition of Gross Domestic Product (GDP) and employment or people s 
dependence on land-based activities for deriving basic livelihood. Therefore till recently, 
the policy approach in India had been fairly conservative with respect to diversion of land 
from agriculture or forest to other uses such as development of infrastructure (including 
irrigation), industry and mining, and urbanization. While this is fairly valid, given the 
agrarian nature of the Indian society and economy, the well intended approach is facing 
severe pressure due to increasing demand from the rapidly growing economic sectors like 
industry, mining and infrastructure, besides the substantially large increase in population-
both giving rise to increased urbanization.   

The conservationist hence conservative policies perused so far are prohibitive rather than 
proactive in terms of evolving a rationale for allocating land for the rapidly growing 
sectors other than primary sector, contributing to more than 75 percent of India s GDP. 
But this does not mean absence of diversion to other uses. In fact, the conservative 
policies have given rise to processes and mechanisms that have proved counter 
productive to the very cause of conservation. For, in absence of a well laid out policy for 
land allocation, decisions are often taken under duress due to lobbying and political 
pressure. This prepares a fertile ground for adhocism and corruption. At the same time, 
those who get displaced in the process, gain little by way of compensation as the 
procedure does not allow adequate space for building a counter pressure, a public debate, 
and properly negotiated outcomes. The result is a `lose-lose situation where, neither least 
damaging solutions for allocating land for alternative uses are obtained nor, appropriate 
compensation for the displaced is ensured.                     

The issue of land allocation has been one of the most contested policy issues. It has 
triggered many controversies, especially when developmental projects for irrigation, 
mining, and other infrastructure like ports etc. involved large scale acquisition of land 
and /or displacement of people. The latest among this is the controversy about Special 
Economic Zones (SEZ). In fact the controversy about the SEZ is pointer to the fact that 
the issue is not so much about diverting the requisite amount of land for a sector or 
economic activity, which is important not only for economic growth, but also for 
reducing population pressure in the primary sector. Rather, the objections are raised 
mainly on account of the vested interests that get developed over diverting agriculturally 
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more fertile land, invariably without appropriate mechanisms for compensation to the 
farmers; and also on the rationale for providing fiscal concessions etc.   

It is in this backdrop, the paper tries to examine: (a) extent and magnitude of diversion of 
land from forest/agriculture to other sectors in Gujarat and Orissa; (b) review the recent 
reforms in land policies in the two states; and (c) draw implications for evolving a 
framework for allocation and use of land with clearly stated mechanisms for sharing of 
benefits from the development projects with the displaced and the poor.                         

The next section 2 discusses some of the important theoretical strands on land use and 
land allocation in developing economies Section 3 presents a brief overview of the extent 
of diversion of land for various developmental projects, displacement thereof and also 
reviews existing evidence from the literature. The macro picture is sharpened further in 
the light of the experiences from Gujarat and Orissa facing severe pressure for diversion 
of land in section 4. The last section 5 presents a tentative outline for a framework for 
land policy that simultaneously addresses the issue of use, development (or regeneration 
and management), and allocation of land across different sectors. This has been attempted 
in the light of the current policy debate on land use policy in India.     

2. Land Use and Land Allocation in a Changing Economy: Some Theoretical 
Underpinnings     

2.1 State Regulations and Market Failure: 
Land use and land markets have been subject to large number of regulations across 
countries-developed and developing. The basic rationale underlying state regulations is 
the non-renewable nature of land, which is the basic factor of production. The economic 
theories, long back, have recognized the special significance of land. While Ricardo 
emphasized on the relative scarcity of land, John Stuart Mill [Mill, 1948 as cited in 
Kumar, 2004] noted that:  

`Land differs from other elements of production-labour and capital in not 
being susceptible to infinite increase. Its extent is limited. It is also evident 
that the quantity of produce capable of being produced on any given piece of 
land is not infinite. This limited quantity of land, and limited productiveness 
of it, are the real limits to the increase of production .   

Besides being critical for ensuring sustained economic growth land, under different 
categories of capability and uses, perform specific ecological functions. Each of the 
various uses, especially in primary sector activities such as crop cultivation, pastures 
development, plantation and livestock rearing; inland fishery, and mangrove in the 
coastal areas have specific contribution towards sustaining diversity and thereby, 
ecological balance. Besides this land and its use or management is also important for 
facilitating drainage hence, governing ground water regimes or catchments [GoI, 2006]. 
This in turn, has special significance for managing natural resources on watershed basis. 
Minerals beneath the surface land also have special implications in so far as they are 
both- exhaustible and non-renewable.    



 

404

Finally land, as noted earlier, plays a significant role in shaping up socio-cultural milieu 
in predominantly agrarian economies. Although rooted in economic value as an ultimate 
source economic security, land becomes a symbol of social status and a means of 
deriving political power.   

It is in this context, various economies have tried to evolve a strategy for land use and its 
allocation over different sectors. The most important thread underlying the policy 
approaches across various economies is-recognition of market failure for allocating land 
across different economic activities, especially the shift away from the primary sector, 
where intrinsic value of land as natural resource is still retained. Obviously, marginal 
productivity measured in terms of monetary value, is not the appropriate indicator for 
determining the diversion of land from primary to other sectors in the economy. For, the  
demand-supply dynamics, at given point in time or even in the context of forward trading 
and speculative transactions, may not completely capture the future as well as existence 
value of land, and the forest, water and minerals embodied thereof. This mainly leaves 
land markets within urban and peri-urban areas where land is already diverted from the 
primary sector activities and, is subject to growth, which at least in theory, is possible to 
stipulate. Economic theory, especially in the neo-classical tradition thus, is most 
applicable to the land markets in urban and per-urban areas. For the rest, perspectives 
emanating from various disciplines or analytical framework such as environmental and 
ecological economics, political economy, and development with equity and human face 
may have to be combined. Unfortunately, a holistic perspective like this is yet to emerge 
for simultaneously addressing the critical issue of Land Use, Allocation and Management.    
The issue of land use and allocation policy however, consists of a number of divergent   
scenarios such as:  

1. Diversion of land across different uses within primary sectors i.e. from to crop    
land, pastures; from pastures or permanent fallow (or wasteland) to crop land and 
vice versa, and from any other earlier uses to water bodies and vice versa. 

2. Diversion from primary sector i.e. from cropland, pastures, forest to industry, 
mining, and infrastructure including irrigation. 

3. Diversion from primary sector to urban development-this is a special variant of 
category 2 above. It however, needs to be treated as a separate category because 
its location as well as pace is deemed to be limited and subject to fairly 
approximate stipulation as compared to other two categories.         

Given the fact that the theoretical discourse has mainly focused on urban and peri-urban 
land markets, it may be useful to look into some of the important strands of theoretical 
and empirical studies so as to be able to derive useful implications, if any, for the larger 
issues of land use, allocation, and management as noted above.     

2.2 Conversion of Agricultural Land in Peri-Urban Areas: Insights from Existing 
Literature      
There has been a fairly rich and growing literature on the theme of conversion of 
agricultural land in urban and peri-urban areas. It is neither the objective nor, within the 
scope of the paper, to review the entire literature. The limited objective here is to 
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understand the main features of theoretical applications and empirical findings from 
studies that have gone into examining the cost and benefit of land conversion.  

The vast literature on urban economics provides basic rationale for urbanization and 
examines factors that determine pace and pattern of urban growth in the midst of vast and 
at times, stagnant rural economies especially in developing countries like India. 
Productivity differentials and growing population as well as underemployment in rural 
economies are the two basic forces `pulling and `pushing population out of the rural 
areas. Agglomeration economies, locational economies, and economies of scale and 
scope are other major factors that operate on the pull side. Growing disparities in public 
investment in agriculture and allied activities (vis-à-vis other sectors) on the one hand, 
and basic amenities (in rural vis-à-vis urban areas) on the other leads to further impetus 
for the push factors.      

The literature while reinstating the inevitability of urban growth and shift of labour force 
away from primary sector, however has paid little attention to the implications of this 
kind of spatial as well as sectoral shifts for the `determinants of the processes of land 
allocation between rural and urban areas, or, equivalently between agriculture and non-
agriculture [Bhadra and Brando, 1993; p.2]. The urban economics literature usually 
treats role of rural sector as residual, and most of the analyses employ partial equilibrium 
model in isolation of agricultural economy.   

The above construct is fairly inadequate and unrealistic where growth of non-agriculture 
sector and demand for urban land are both situated in a complex mix of push and pull 
factors where `equilibrium may be arrived by simultaneously changing (or correcting) 
the operating environment in both-agriculture and non-agriculture sectors or, rural and 
urban economies. This is essential because of the fact that the two are intrinsically linked 
to each other, especially in a large agrarian economy such as India. Besides these there 
are imperfections that operate in the land markets as noted earlier. The major 
imperfections that operate on demand (pull) and supply (push) sides for urban land could 
be presented in Box 1:  



 

406

Box 1: Imperfections in Demand for and Supply of Agricultural Land  

Demand Side Supply Side 

Land having scarcity value, hence subject to 
speculations 

The present low level of viability of 
farming is due to sub-optimal levels of 
technology and natural resource 
development ; this may not reflect the 
actual potential of the land/sector 

Being an important source of social-political 
power, hence become tool for political 
corruption/favours 

Do not take into account environmental 
externalities and future/existence value of 
land 

Asymmetry between lobbying by industry 
and agriculture sectors; in fact the 
agricultural lobby representing rich/large 
farmers may implicitly push for a more 
liberal policy for conversion of land 
(lack of level playing field) 

Imbalance between public investment for 
enhancing productivity of land in vast 
tracts of dry land regions, leading to 
distress selling of land 

Monopsonistic market structure 
Absence of institutional arrangements for 
overcoming low viability of small land 
holdings 

Lack of adequate planning and cumbersome 
policies regulating land use, leading to non-
transparency and corruption 

Distress selling of land in the vicinity 
where land has been acquired for non-
agricultural uses 

 

     
Recognising the close interface between agriculture and non-agriculture sectors and 
between rural and urban economies, some of the relatively recent strands in urban 
economics have laid increasing emphasis on Peri-urban Environment or Rurban 
Development [Allen, 2003]. Prima facie, the new perspective is built on rural-urban 
continuum and seeks to retain, to the extent possible, rurality while planning for urban 
development and natural resource-use and/or strengthens co-existence of rural-urban 
features within and in the periphery of urban areas. Environmental planning and 
management of peri-urban area therefore, should draw from three distinct fields viz; rural, 
regional, and urban planning. This is so because ecological, economic and social 
functions performed by the peri-urban area affects both urban as well as rural areas. In 
this situation the debate over `compact vs. `expanded cities assume special significance 
[Richardson, et.al; 2000]. Whereas the former seeks to minimize diversion of agricultural 
land, the later may open up new avenues for agriculture and related services for catering 
to the urban demand, by retaining basic elements of natural resource management and 
rural economies. The second approach may require broad-based development of 
infrastructure as well as provision of basic amenities. Both have strengths and 
weaknesses. What is therefore needed is a comprehensive analysis of cost-benefit under 
alternative scenarios of growth in rural economies and patterns of urbanization. Such 
analyses till recently, are more or less missing.   

In absence of comprehensive cost-benefit analyses under different scenarios, it would be 
useful to review some of the empirical studies on impact of land conversion on peripheral 
urban economy.                
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2.3 Impact of Land Conversion in Urban Periphery: Select Evidence  

Like most of the developing economies, Indian economy is also characterized by the 
phenomenon of over urbanization, mainly due to the `push factors driving large number 
of in-migrants to the urban centers. This raises the question as to whether the low level of 
industrialization (and employment growth therein) will ever reach a scale to lift a large 
proportion of population to income levels high enough to initiate the process of de-
concentration of urban centers [Vinning, 1986]. This implies that urbanization, given the 
population dynamics and sectoral imbalance in terms of output and employment growth, 
is a reality to reckon with.   

The Indian urban population has closely followed the path of development, the rate of 
growth ranging from less than a percent to almost 50 percent in between 1971 

 

81. The 
share of urban population has also nearly doubled since independence. However, the 
process of urbanization has not been a smooth one, and unlike many western countries, 
India has been experiencing mega-city growth rather than development of small urban 
centres. For instance, between the last two censuses while the total number of towns seen 
an increase of less than 20 percent, that of Class I cities has been more than 30 percent. 
On the other hand the number of smaller towns has remained stagnated or declined 
[Table 1].  

Table 1: Urban Population by Class of Towns  
No. of Towns Urban Population Distribution (%) 

Class 1981 1991 2001 1981 1991 2001 
I 226 (5.7) 300 (8.1) 394 (9.0) 52.6 64.9 68.6 
II 325 (8.2) 345 (9.3) 404 (9.2) 14.0 11.0 9.72 
III 883 (22.4) 947 (25.6) 1163 (26.6) 17.1 13.3 12.3 
IV 1247 (31.6) 1167 (31.6) 1346 (30.7) 11.2 7.9 6.8 
V 920 (23.3) 740 (23.3) 879 (20.1) 4.4 2.6 2.3 
VI 348 (8.8) 197 (8.8) 192 (4.4) 0.7 0.3 0.2 
Total 3949 (100) 3696 (100) 4378 (100) 100.0 100.0 100.0 

Source: Census of India, 1981, 1991 and 2001  

Such a bulge in urban population has necessitated the expansion of urban areas, which in 
turn has translated into conversion of land in the urban vicinity. The only alternative for 
land conversion is intensification of land use, a method followed by some land scarce 
countries like Japan and Singapore [United Nations, 1973]. However, in a country like 
India having a highly skewed land-man ratio, conversion of agricultural lands in the 
vicinity of urban uses is resorted to2.  

                                                

 

2Two notable models of urban land development found in India have been followed in some of the most 
urbanized states. For instance, Delhi follows the principle of public land ownership and leasing, while 
Gujarat and Maharashtra follow land pooling and redistribution. Both the measures essentially entail 
compulsory acquisition of land and its development before re-leasing. However, while the Delhi model is 
easier as it involves cash compensation and then re-lease (and thus earning huge profits), the latter model 
involves minimal cash compensation and displacement as it simply redistributes the land proportionately 
back to the owners [UN, op cit]   
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Land conversion surrounding urban centres presents a typical scenario, different from 
that in most other conversions; say in the forest areas or remote rural areas. What makes 
land conversion in rural-urban fringe3 different is the fact that most urban centres have 
evolved originally because of the natural endowments of the area [Barrow, 1991]4. Thus, 
the fringe lands are generally more fertile and have put to agricultural use. With 
increasing population pressure such lands are bound to feel the pressure [Burton, 1996]. 
The situation is further complicated by an aggregation of uses by a variety of 
stakeholders. Even the farmers living in the area might find non-agricultural income 
sources to be more profitable and may go for land speculations [Renaud, op cit].   

A number of studies have highlighted the problem of the loss of agricultural land for 
accommodating the growing needs of various developmental projects as well as 
urbanization. While most of the studies, especially for industrial and other developmental 
projects have gone into assessing cost-benefit of the proposed projects in a larger 
economy wide or societal context, efforts are seldom made to understand, how people 
having lost their land have eventually been co-opted into the new economic order and 
how many have remained victims of the `development [Sharma, 2003]. This is mainly 
due to the fact that (a) adjustment or co-option to the new economic order is long drawn 
process; very few studies have gone into examining the process over a period of say 15-
20 years; and (b) although urbanization induced loss of agricultural land is relatively 
larger, it remains unnoticed as much of the land is sold out `voluntarily by the farmers, 
under the `rights to chose use of the land by the owners.   

There is however a small but, growing literature examining the impact of urbanization, 
especially diversion of agricultural land, on the rural economy and communities. Using a 
dual economy model in the context of Calcutta Metropolitan District in India, Bhadra 
(1991) observed that conversion of rural land into urban uses, may lead to improvement 
of aggregate welfare for the regional economy. This observation however, is subject to 
the limitation that the welfare impact is shaped up by the characteristics of urban 
economies. Given the fact that urbanization in developing economies like India `runs 
ahead of industrailisation statistical results appear to support the hypotheses of over 
urbanization [Tolley, 1987]. In this context, conversion of agricultural land for supporting 
haphazard urbanization may deserve special attention from the viewpoint of the potential 
scope for broad-basing farm economy, giving rise to expanding non-farm employment in 
rural areas/small towns [Mellor,---].   

The pressure of increasing urban space has been felt most severely in Delhi, particularly 
in the last two decades. The rapid expansion of urban boundaries to the bordering villages 

                                                

 

3 The term rural-urban fringe was first used by Wehrwein (1942) and has been defined as  an area of 
mixed rural and urban populations and land uses, which begins at the point where agricultural land uses 
appear near the city and extends up to the point where villages have distinct urban land uses or where some 
persons, at least, from the village community commute to the city daily for work or other purposes 
(Ramachandran 1989, p. 297).  

4 Empirical studies have shown that land sold for housing purposes in the fringe areas fetch maximum 
prices to the farmers and a number of good quality lands are also sold off [Mani et al, 2000].   
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has caused widespread changes in the land use and livelihood patterns in these villages. 
This study takes the reference of a comprehensive survey done by Bentinck (2000). In a 
detailed analysis of a rural-turned-urban block in northern Delhi, the impact of 
urbanization on the intertwined aspects of land use and occupation has been largely found 
to be positive.   

Urbanization of these villages has brought them physically and socially closer to the 
metropolitan city and much of the benefits accrued can be explained by increase in 
opportunities to commute to the city regularly. This has encouraged the village dwellers 
to opt for formal and informal work in the service sector in the city. But the real boom in 
the economy in the fringe areas has been brought about by a surge in rent and tenancy 
business. Most of the factories and enterprises set up in these areas belong to the city 
dwellers, hence the owners 

 

the erstwhile large farmers 

 

realize good amounts on the 
rented land. Very few villagers have gone for the industrial activity themselves, probably 
for the lack of experience and training, and have instead preferred joining government 
service or entering transport business.   

However, this does not mean that only the large farmers have benefited. The marginal 
farmers, landless and migrant laborers have all entered the service sector, joining white 
collar or blue collared jobs, depending on their educational level. Of these, few of the 
economically better villagers have opened small commercial units while the migrant class 
has preferred to work in the newly created small manufacturing units in the village itself.  
Another notable aspect of urbanization in the fringe areas in Delhi has been concerning 
agricultural activity. Many of the farmers have continued with agricultural practice, of 
course with increasingly intensive cultivation and change in cropping pattern. Thus, 
floriculture and horticulture, fueled by a huge market in the city, has replaced staple 
crops. Many of the villagers have even gone for high value perishable crops with some 
opting for marketing the produce themselves with a view to reaping higher benefits. 
Similarly, dairy farming has also signified gains to the farmers. Urbanization also has had 
some adjunct benefits for agricultural activities, for instance, easier access to fields 
through better roads, flood prevention and so on. Thus the net effect of urbanization on 
agriculture in the fringe villages is also found to be positive.   

All these have been compounded by an obvious increase in urban infrastructural facilities 
and amenities in these villages. The electricity and water supply, and more importantly 
health services have greatly improved, bringing in increased awareness about health and 
hygiene.   

Thus, it can be largely inferred that urbanization of the fringe villages has had positive 
impact on the socio-cultural-economic lives of the original dwellers, across all classes. 
The obverse side of the story stands mainly on ecological concerns. Increased industrial 
activities had resulted in a sharp increase in various types of pollution. This in turn has 
had a very bad effect on the health of the poor laborers, who generally lived in slums 
close to the factories. Several incidences of asthma and tuberculosis have been found 
since the establishment of industrial units.  
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Secondly, a rapid population increase in these villages has resulted in increased 
congestion. The richer erstwhile landowners have moved out from the villages, and have 
settled in the city or elsewhere. However, the poorer small landowners, who have rented 
out a portion of their living space, face extreme congestion problems. The slum dwellers 
have their own set of obvious problems.   

Most infrastructure-related problems are consequent upon a very rapid urbanization. The 
provision of facilities by the civic bodies has not been able to keep pace, resulting in 
narrow lanes and sewerage problems. In several places the existing infrastructure has 
been found to be extremely incapable to sustain the burgeoning population.  

The reconciliation of economic progress with protection of environmentally sensitive 
situations seems to be an arduous task. What makes situation in Delhi typical is the fact 
that efforts to make the progress ecologically sensitive have had negative externalities. 
With the Supreme Court ordering relocation of all industrial units from residential 
localities, the workers in these factories have to face the brunt. The small manufacturing 
units were largely dependent upon the cheap labor available in the nearby slums and 
congested corners of the urbanized villages. With the relocation these laborers have no 
other option but to commute regularly to large distances which spells a dent on their 
already crunched economic condition.   

However, overall it can be safely inferred that net benefits of urbanization in Delhi fringe 
have been positive. The long term impact of shifts in livelihood patter is yet to be 
observed in these villages, and given the pace of economic benefits realized by the 
villagers, it is highly unlikely that the net outcome would ever be negative.  

Gujarat being one of the highly industrialized as well as urbanized states in the country, 
has been faced with the issue of land conversion for all the major developmental projects 
viz; development of industrial estates, rapid growth of mineral based industries and 
infrastructure especially in the wake of globalisation, urban sprawl in the periphery of the 
important cities, and last but not the least, the big dam i.e. Sardar Sarovar Project (SSP). 
Efforts have been made to examine the impact of land acquisition as well as conversion 
of agricultural land for facilitating various developmental projects in the state.   

Of these SSP belongs to a different category of projects leading to large-scale acquisition 
of land and displacement of project-affected people (PAP), on which a substantial 
amount of debate has already taken place. We do not intend to revisit the debate except 
for mentioning that the project has been subject to detailed cost-benefit analyses by more 
than one agency and that the projected cost (of environment and rehabilitation) is likely 
to be underestimated [Faithead--; Paranjape--; Alwares---]. Since the project is still in the 
process of being implemented, we may not like to dwell more on this at this juncture. It 
may however, be noted that the initial findings from the rehabilitation of the PAPs in 
Gujarat indicated at least moderate achievements [Sah, 2003; Iyengar---].    
              
With this caveat we may look at findings from a study of conversion of agricultural land 
in the periphery of the two major cities viz; Ahmedabad and Baroda. It was revealed that  




