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General Studies-3; Topic – Indian economy: Issues 

Contract Enforcement in India 

1) Introduction 

 In the World Bank’s ease of doing business ranking, India is at 77th rank this year. 

 While improvement has been seen across various parameters, one aspect where India has 
remained stagnant is in enforcing contracts. 

 According to Milton Friedman, an American economist, the three primary functions of the 
government are defence, law and order, and contract enforcement. 

 Unlike the former two, the latter has not received adequate importance in India. 

2) Present Status 

 When it comes to the contract enforcement metric, India lags behind at 163 out of 190 nations. 

 In India, there is significant disregard for upholding commercial contracts. 

 Hardly any state has actually set up the commercial courts which could help in greater contract 
enforcement. 

 Contract enforcement is not just a challenge with other private sector entities but also with the 
government. 

 Government contracts get modified or nullified post contract signing, leading to significant damage 
to shareholder value. 

 This has especially been observed in the infrastructure sector. 

 The issue of overburdened and understaffed judiciary and slow judicial system. 

 According to the Ease of Doing Business Index Report, enforcing a contract in India can take 1445 
days and 30% of the claim value as cost. 

3) Why Effective Contract Enforcement is Important? 

 Legitimate businesses will find it difficult to operate in environments where there is a lack of 
contract enforcement. 

 Contract enforcement is very important for private enterprise. 

 This is also one of the key reasons Indian capital has been regularly investing outside of India. 

 It is essential for maintaining business confidence, reducing uncertainty and promoting fair play in 
the economy. 

 Poor contract enforcement tends to increase the risk and reduce the returns (increased legal costs), 
thus affecting the overall risk to return ratio. 

 Businesses don’t engage in economically and socially beneficially activity such as innovation. 

 Another effect of a poor contract enforcement mechanisms is the spurt of informal and often illegal 
channels of dispute resolution. 

 Along with biased and poor quality decisions, this also brings undue power into the hands of 
middlemen and facilitators. 

 This, in turn, creates problems such as increased corruption and the undermining of the rule of law. 

4) Advantages 

 Contract enforcement is important for legitimate businesses to flourish in India and to generate 
jobs and bring in prosperity. 

 An effective contract enforcement mechanism reduces the need to approach redressal 
mechanisms. 
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 It leads to healthy risk-taking behaviour in the economy, which is necessary to ensure growth. 

5) International Practice 

 In Singapore and US, one could enforce a contract in a matter of a week or a few months maximum. 

 In jurisdictions like Dubai, Singapore and Hong Kong a large arbitration can be completed in a single 
day. 

 While developed countries have over 50 judges per million population, and USA has about 100 
judges, India has around 15. 

6) Government Initiatives 

 The Commercial Courts, Commercial Division and Commercial Appellate Division of High Courts Act 
was passed. 

 This was primarily to address the dispute resolution concerns in India’s business environment. 

 It provides a forum with upgraded infrastructure to resolve “commercial disputes”. 

7) Way Forward 

 As highlighted by the Economic Survey, addressing such deep-rooted problems will be possible 
through extensive cooperation between the organs of the government—“cooperative separation of 
powers”. 

 India needs to bring in improvements in ease of “starting a business” and in “contract 
enforcement” on a war footing. 

 Devolution of powers to decentralise the system for faster decision-making. 

 An effective legal system provides the necessary level playing ground for smaller firms. 

 Another major way to increase productivity of judges will be to introduce fully digital systems in the 
courts. 

 It is also important that individuals and businesses also make an effort to learn more about 
contracts and contract enforceability. 

 Poor and costly registration system in India can be dealt with digital signatures and other 
technology such as blockchain. 
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