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Foreword

The Indian economy has emerged from the devastating COVID-19 pandemic and other geopolitical disruptions as the fastest-growing large economy, as a beacon of stability and growth in a highly uncertain and volatile global economic context with many leading economies of the world facing slow-down combined with persisting inflationary pressures and mounting debts. As the fifth largest in the world economy, it was expected to contribute 15 percent of global growth in 2023 and on the way to becoming the third largest economy before the end of the current decade! Such optimistic assessments, coinciding with the celebrations of the 75th anniversary of its independence from British colonial rule and India’s G20 Presidency, led the country to adopt the ambitious 2047 Vision of a Developed Nation!

Realization of the developed economy vision would require India to close all the remaining development gaps such as those in access to basic opportunities such as education and health across rural-urban or gender lines or across the more developed and lagging regions. India also needs to tap the full potential of industrialization to create decent job opportunities for its youthful population to address the pervasive informality and persisting poverty. However, the external context for industrialization has become more challenging and less benign for late-industrializers with the average growth rates of world trade and FDI flows coming down dramatically from around 15–20 percent p.a. during 2003–08 to marginal rates of around 2 percent as globalization has turned into “slowbalization.”

The geopolitical challenges including the Ukraine and Middle East conflicts have sparked of a restructuring of the supply chains of global corporations on a China+1 basis. India could benefit from this restructuring of the supply chains due to its abundant base of skills. The rise of the new technology revolution called Industry 4.0 or the digital revolution is another megatrend which would need to be factored in India’s march towards a developed economy status. It depends on whether the Indian ICT software services industry would transition itself to new technologies such as artificial intelligence and machine learning to continue to play the important role globally as it has been over the past two decades, and support local manufacturing to absorb the productivity-enhancing potential of the new technologies or face the threat of the routinized jobs to gradually be replaced by automation! Innovative activity would need to play an increasingly important role in supporting India’s development trajectory than in the past.

Finally, sustainability considerations demand that the development process be conducted in a manner that is also decarbonizing. This would require a lot of changes in our patterns of consumption and production in the coming years. Companies will need to incorporate sustainability in their business processes while all the citizens will have to adapt to Life Styles for Environment (LiFE), as one of the agenda that India put on the G20 Declaration.

Therefore, the context for development has changed dramatically as India enters a new exciting phase of economic and social development to emerge as one of the top economies of the world with a developed economy status. This calls for a new more comprehensive analysis and perspective than the traditional approach adopted by the existing texts on the Indian economy. I believe that this book will introduce readers to the new context, challenges, opportunities, policy lessons and reforms that the Indian economy will confront as it begins its march to achieve the 2047 Vision and will prepare the young readers to participate in and contribute to the new dynamism that the coming years will entail!

I am happy to commend this book by Dr. Rajib Bhattacharyya and Prof. Ananya Ghosh-Dastidar to the students of the Indian economy and other analysts with much hope for a better and more prosperous, inclusive and sustainable future for all Indians.

Prof. Nagesh Kumar

Director,

Institute for Studies in Industrial Development (ISID),

New Delhi-110070

nkumar@isid.org.in


Preface

The present edition of the book intends to touch upon all the major issues and policies that have been recommended under the CBCS course on Indian economy and also the National Education Policy (NEP) which has been implemented in almost all the Universities in India. In particular, it attempts to incorporate all the themes that have been prescribed in the syllabus of the University of Calcutta and University of Delhi. Under the present structure students at undergraduate levels are recommended to read various special articles of full-length, edited volumes and research-based studies from multiple references spread across different books under different publishers, which sometimes makes it a little bit difficult from the point of view of accessibility and time constraint. Encouraged by this gap in imparting proper knowledge from quality texts, the present book attempts to develop a concrete analytical foundation of the ideas and concepts related to the Indian economy and supports its propositions by requisite data analysis from official reliable and authentic sources for proper understanding of the problems and their possible solutions. It tries to include the latest available information on each topic based on the latest Economic Surveys (2022–23), monetary policy (2023), World Development Indicator (2022), RBI websites, MoSPI Reports, CMIE database and other relevant, essential sources.

The present book on Indian economy provides a comprehensive, analytical and extensive understanding of the nature and trends of the gradual process of economic transition over time. It is a meticulous blend of both theory and empirical data analysis drawn from the official databases and also attempts to highlight India’s development experience in a comparative international perspective. It also attempts to incorporate views and counterviews of various schools of thought from the contemporary literature available. The main theme of the book is devoted to India’s development experience since the era of independence in 1947 right up to the present time. The basic thrust area is the transition from planning to a market-based economy under various policy regimes. It discusses the crisis in the late 1980s, followed by the economic reforms – structural changes and stabilization policies implemented along with regional variations in outcomes. It attempts to portray a picture of demographic transition and the condition of health and education which are considered as key issues of economic development. It also talks about policies of distribution, poverty, inequality and unemployment. Towards the end, it focuses in detail on various reform measures in major sectors, namely, banking or financial sector in general, tax or fiscal policy, external or trade and exchange rate policy and reforms in the labour market. It also describes the impact of the COVID-19 pandemic on major macroeconomic variables.

The support and cooperation received from various institutions, organizations and expert opinions of academicians in the entire journey of this book project is gratefully acknowledged. First, we extend our thanks to the entire team of Routledge (Taylor and Francis Group) for their constant support and cooperation for the successful completion of this project. We remain indebted to our respected eminent teacher, Professor Soumyen Sikdar, who has made huge value additions in many of the chapters in this book. Finally, we place on record our sincere gratitude for the unwavering support of our family members through the many months we worked hard to make this project a reality.

Although the authors have tried their best to make the entire project as flawless as possible, we humbly accept the genuine possibility of shortcomings in any part of this volume. Needless to add, we remain responsible for any errors or omissions.

Rajib Bhattacharyya, Kolkata, West Bengal, India

Ananya Ghosh Dastidar, New Delhi, India
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The entire world economy is passing through a perilous period of uncertainty, with signs of sluggish recovery and sharp downturns. As India is a part of the globalized world the impact of the slowdown is posing various new challenges in the real sector, monetary, fiscal and foreign policies. Many countries are yet to recover fully from the devastations and miseries of the health and economic shocks of the COVID-19 pandemic. Disruptions were caused in the process of returning to a “new normal” following the COVID-19, especially due to geopolitical tensions caused by the outbreak of Russia-Ukraine war. According to the Global Risk Report (2023), the set of “older risks” (in the form of inflation, cost-of-living crises, trade wars, capital outflows from emerging markets, widespread social unrest, geopolitical disturbances and nuclear warfare) are now being coupled with a newer set of risks (in the form of debt unsustainability, slow growth, low global investment and de-globalization, a decline in human development after decades of progress and the growing pressure of climate change) which has made the future unique, turbulent and uncertain.

In this perspective India, being recognized as one of the fastest growing nations and having the tremendous potential of a demographic dividend and a digital revolution, may emerge as an important player in the international domain. So, the study of the trends and pattern of changes taking place in the structure of institutions, policies and the future course of change in the sociocultural environment in India demands a thorough review and understanding. The fundamental motivation for writing this kind of a textbook is to impart proper and unbiased knowledge to students in the field of economics incorporating the remarkable contributions of eminent economists in a single volume. Though it is virtually impossible to include each and every issue as it would be voluminous and time consuming, earnest efforts were made to touch upon all major issues, concepts and policies starting from the period of independence till its publication.

Chapter 1 depicts the process of transition of the colonial Indian economy, completely subordinate to the British economy, to planned and controlled developing economy and further to an emerging market economy. It describes the major economic developments shaping India in the globalized era. It highlights the changes in agrarian relations, the structural transformation in the industries, change from an inward-oriented policy regime to a WTO-governed outward reform strategy in the form of New Economic Policy, gradual abolition of the licensing raj system, changes in foreign investment and the exchange rate mechanism. It also highlights the change in the planning system to inclusive growth to finally a transition of the Planning Commission to NITI Aayog. It provides a brief description of various shocks like the Global Financial Crisis (2008), sovereign debt crisis, and the latest corona pandemic. It also talks about the episode of demonetization, introduction of Goods and Services Tax (GST) and transition to a cashless digital economy. In other words, this chapter provides a brief overview of the major changes that have taken place in India and abroad which had some impact on the structural change of India since independence. India became the President of the G-20 group of countries at the end of 2022. This places it in a unique position to play a global leadership role.

Chapter 2 focuses on the concepts, perspectives and evaluation of the planning process in India. The chapter begins with the theoretical idea of development planning under a democratic system. Then it discusses the rationale for planning which originates from the age-old debate between market economy and planned economy. Then the focus is on the origin and historical perspective of planning in India (starting from M Visvesvaraya’s “Planned Economy for India”, 1934 to the Gandhian Plan in 1944 and further to the construction of Advisory Planning Board in 1946) in the pre-independence period. After the attainment of independence, the broad objectives of planning in India have also been highlighted. Thereafter the chapter demonstrates the structural constraints of planning in the context of the age-old debate between Gandhian philosophy and the approach of Jawaharlal Nehru. It further focuses on the changes in development strategy and shift in planning priorities along with the changing perception of the role of the state with the passage of time. It discusses how the introduction of the New Economic Policy made it necessary to redefine the role of the state in the context of liberalization and globalization. It further describes the concepts of plan failures, government failures and how it led to re-emergence of the market mechanism. Finally, an attempt has been made to evaluate the performance of planning in India along with its shortcomings. The chapter ends with the transformation of the planning commission and the ushering in of a new era with the formation of National Institution for Transforming India (NITI) Aayog.

Chapter 3 deals with various issues and trends in population and human development in India. Specifically, it emphasizes key developments in the social sector, mainly health and education. Demographic characteristics (such as age structure) and key attributes of the population in terms of health and education constitute the essence of human capital of a nation. There are differences in demographic characteristics among the States of India as there are differences across states in terms of language, religion, culture and social norms. Current population policy (National Population Policy, 2000) in India is based on a holistic, inter-sectoral, community-based approach, focusing intensively on provision of supportive social infrastructure on health and education for improving gender parity and ushering in behavioural changes with respect to reproductive decisions. According to the United Nations (UN) Human Development Index (HDI), India’s rank was 131 among 189 nations in 2019, as it slipped one position from 130 in 2018. It focuses in detail about the issue of demographic transition and demographic dividend in India. The chapter also focuses on the basic problems related to health and education and government programmes and how to overcome the shortfalls. It discusses in detail about the government initiative of “Swachh Bharat Mission” (SBM), National Rural Health Mission (NHRM), Rashtriya Swastha Bima Yojana (RSBY), the Ayushman Bharat programme, Pradhan Mantri Jan Aarogya Yojana (AB-PMJAY), etc. In education it discusses two fundamental policy initiatives – the Sarva Siksha Abhiyan (SSA) and Right to Education – and highlights India’s National Education Policy (NEP) introduced in 2020.

Chapter 4 presents the overall picture with respect to trends in growth, employment, poverty and inequality within India and highlights regional variations in the same. Trends in aggregate output and employment in the pre- and post-liberalization periods are analysed with respect to the country as a whole as well as variations across states. The extent of structural transformation since independence has been impressive to say the least, with substantial fall in the share of agriculture in aggregate output and a rise in the share of services, especially in the post-liberalization period. However, the experience with respect to industry, especially manufacturing, has been somewhat disquieting as its share in total output has stagnated while its share in total employment has even fallen in recent times. Several features of the current Indian employment scenario are a cause for concern; these include the relatively low share of employment in manufacturing, preponderance of informal sector employment, rising share of open unemployment and disheartened workers among the youth, low and falling labour force participation rates among women, to name a few. At the same time, high levels of multidimensional poverty and sharply rising inequality, especially in the post-liberalization period, show that by itself growth will not take care of these critical aspects of development and active state intervention remains important as ever. On a positive note, India has undergone a massive digital transformation over the recent decades which provides unprecedented precision to policymakers in targeting transfer payments to beneficiaries. Transformative changes such as the GST are working wonders in ushering in a greater degree of formalization across the economic landscape. All such changes empower the state in manifold ways and further strengthen its capacity to deliver some of the world’s largest social safety net programmes in poverty and health. These will play a crucial role in the days ahead in reducing social and spatial disparities for a more inclusive pattern of growth.

Chapter 5 looks at the agricultural sector as a whole. It argues that the role of agriculture can never be denied in a country like India as it not only contributes its due share to economic growth, but also plays a positive role in reducing poverty by generating employment opportunities and providing food to majority of the population. It points out the low productivity growth and performance in the pre- and post-liberalization periods, and discusses the famous debate on relationship between size of agricultural farm and its productivity. Thereafter it focuses on institutional reforms, that is, land reforms. The chapter also highlights the characteristics, impact and the different phases of the application of new technology known as the green revolution and its interdependence with land reforms. The chapter attempts to examine the relationship of price responsiveness and size class of farms with the marketed surplus. It further discusses the food procurement policy and the need of government intervention in the food grains market. It also talks about the public distribution system (PDS), food subsidy and food security, agricultural price policy, which have assumed critical importance at present times. Also, the issue of food inflation and role of agricultural marketing has been described in detail. Finally, it discusses the role of agricultural credit (institutional and non-institutional) and NABARD. The chapter ends with a critical review of the impact of globalization on Indian agriculture.

Chapter 6 provides a detailed overview of Indian industry. The condition of Indian industry before the initiation of the First Five-Year Plan was weak, skewed and concentrated; it suffered from lack of government intervention. Later there was a remarkable shift towards public or state ownership of industries which has been better known as “capturing the commanding heights of the economy”. Then the chapter attempts to investigate trends and performance of industrial sector under various industrial policy regimes, which is divided into three broad phases: (a) increasing role of state intervention (1948–1980); (b) a transitional phase of moderate reforms (1980–1991); and (c) extensive market-oriented reforms (1991–2020). Then the chapter provides a detailed evaluation of the performance of public sector enterprises in India, with specific focus on the rationale, trends, recent performance and employment generation. Then it describes the key issues in disinvestment and privatization – reasons, history of disinvestment and a critical evaluation. This is followed by a recent case study of the “privatization of Air India”. In the next part, the chapter discusses one of the significant aspects of Indian industrial development, that is, the development of micro, small and medium enterprises (MSMEs) – their role, growth, performance and the government policy initiatives. Finally, the chapter ends with the debate on foreign direct investment in Indian industries and carries out an important case study on the “Make in India Movement”.

Chapter 7 draws our attention towards India’s most vibrant and fastest growing services sector. One very significant feature of the structural transformation in the services sector revolution in India has been the remarkable growth of skill-intensive and high value added sectors. Over the last two decades, Information Technology (IT) and Information Technology–Enabled Services (ITES) have been the key driver of services sector growth of India. We observe a steady increasing trend in the percentage contribution of the services sector to GDP since the 1980s. Though services sector has a tremendous potential for generating skilled employment for the educated youth, it is still lagging behind the front runners. India secured eighth position with regard to the largest exporter of commercial services in the world in 2016, and during the pre-COVID period there was a robust growth in business services exports. As per the latest World Investment Report (2020), of the UNCTAD, India is ranked as the ninth largest FDI recipient in the world. The government has permitted 100 percent foreign participation in telecommunication services including all services (except insurance) and infrastructure providers, through the Automatic Route. The word which has attracted the highest attention is “outsourcing” which refers to contracting out business processes (non-core activities) to a third-party organization. Under the GATS rules, mode I is basically the present form of outsourcing of services. India can capitalize on several advantages such as skilled manpower at highly competitive rates, a large pool of English-speaking, professionally trained IT-ITES personnel and locational time difference as it strengthens its IT infrastructure.

Chapter 8 demonstrates that infrastructure is absolutely critical for sustaining the overall growth process of any country, and India is no exception. This chapter concentrates entirely on the status of physical infrastructure in India and its implications. It examines the current status of these critical components of the Indian economy and outlines steps being taken to fill extant gaps in this area. Roadways and railways are the two pillars of the surface transport system. Both are key for movement of man and material across the length and breadth of the country at affordable rates, contributing vastly to economic and social mobility. Railways particularly are absolutely critical for providing climate-friendly solutions for large-scale movements of people as well as freight. Apart from connecting economic centres to the hinterland, railways are also coming up in a very big way as an essential component of intra-city mass transit systems. A reliable network of all-weather roads is also being given urgent priority especially for the vast quantum of positive externalities that it unleashes. Similarly, policies with respect to civil aviation keep a careful watch on airfares, especially as the importance of air-transport has increased manifold for the country’s growing middle-class in the post-liberalization period. “Expansion and modernization with safety” is the cornerstone of the government’s transport policy in the present day. The question of energy security also figures in a big way in the current geopolitical scenario. In view of the spectre of climate change looming large, perhaps no issue holds as much importance as a smooth transition from traditional fossil fuels to renewable energy sources. Given India’s fast developing digital infrastructure, finding affordable, IT-based solutions to climate- and energy-related problems will hold centre-stage in India’s combat against climate change in the days to come.

Chapter 9 portrays an extensive review of the economic reforms in India following the crisis of the 1980s. It is argued that till the early 1990s India could be identified as a classic example of “financial repression” and was characterized by extensive regulations. After the implementation of the financial sectors reforms under the Narasimham Committee, a comprehensive set of changes were introduced in both the banking and non-banking financial sectors (development financial institutions, capital markets and insurance sector). At the same time RBI’s monetary policy has undergone a sea change, focusing on “inflation targeting”. To control counterfeit notes and to eliminate the “black economy” the episode of “demonetization” followed in 2016. Shifting our focus towards fiscal policy reforms, major recommendations of the Chelliah Committee in the case of both direct and indirect taxes provide a remarkable change in the entire tax structure. Later, the Kelkar Committee 2002 came with a fresh set of recommendations with the introduction of modernization in tax administration. Eventually, in order to take care of fiscal sustainability by limiting central government debt and fiscal deficit levels, the Fiscal Responsibility and Budget Management (FRBM) Act, 2003 was passed. Then the chapter shifts its focus to the reforms in the third pillar, that is, external sector reforms. It basically includes reforms in the foreign trade policy, foreign investment policy and BOP and exchange rate policy. Again, each of the three is analysed by comparing the pre- with the post-liberalization phase. At the end the chapter draws our attention to the B.O.P. situation and foreign exchange market. Lastly, the chapter addresses the debate on whether restrictive labour legislation and labour market inflexibility is one of the major reasons for slow growth of employment and output in the Indian context.

Chapter 10 focuses on India’s position in the world economy. In particular, it attempts to present a comparative overview of India’s development experience with those of other developing nations in sub-Saharan Africa, Latin America, and East and South Asia. In this context, BRICS and SAARC are also included. Of late, the two giants of Asia, India and China, with their domestic markets providing vast scope for diversified industrialization and trade, are classified by international agencies as emerging markets with potential for rapid economic growth. Both economies possess the capacity to become the “power houses” of the global economy. China has become the manufacturing hub for the world and achieved extraordinary export success, while India’s phenomenal growth is mainly due to its services sector revolution. China launched market-oriented reforms in 1979, but in the case of India it started in 1991. In post-reforms China the gap with India, in terms of GDP growth rates, widened even as it narrowed in terms of development outcomes. India’s failure to achieve a labour-intensive manufacturing sector that can generate quality employment has been linked to the “missing middle” or the absence of robust small and medium enterprises in its formal manufacturing hierarchy. However, India’s growth performance in recent years has been truly impressive, and when compared with other BRICS nations, India’s growth is just behind that of China. The Asian model of export-led growth is largely attributable to strategic state intervention in favour of domestic industries which ensured, inter alia, availability of low-cost inputs (including labour), favourable exchange rate management policies and adequate infrastructure. India’s overall rank is 124 (among 189 countries in the world) in the composite HDI in 2018 (United Nations 2019), and as per the UN Gender Development Index (GDI) India fares poorly as it is classified in the fifth group among five group of countries, which comprise countries with the most unequal distribution of development outcomes between men and women. Sweeping changes introduced under the New Education Policy, 2020 and healthcare (Ayushman Bharat) policies may help India achieve greater success in improving development outcomes in the future.

Chapter 11 concentrates on a very recent, but devastating, phenomenon which had brought the world to a standstill, that is, the corona pandemic. The chapter discusses the four waves of the pandemic that were experienced in India. Almost all countries, except China, registered negative growth due to the economic downturn caused by the pandemic. Although there are differences on the extent of price rise across countries, headline inflation rate has been increasing very rapidly in many advanced countries and emerging and developing nations. Labour market has been the worst hit due to the pandemic in 2020. As per the latest report of the International Labour Organization (ILO), though the labour market is showing some signs of recovery, the pace is uneven. Sectors where workers require interaction with the public (like enterprises, healthcare sector, retail trade) have been confronting exposure to COVID-19 on a daily basis. It has shaken consumer sentiment with the index reporting a consistent decline since March 2021. Index of Industrial Production (IIP) and foreign trade were also hit severely by the crisis. Sectors like food and accommodation, tourism and travel were worst hit by the pandemic. Due to lockdown, social distancing and various containment measures the future of the school and higher education faced tremendous uncertainty. Government tried to promote digital education through online educational platforms like PATHSHALA, SWAYAM and DIKSHA – some commonly used digital platforms. The fiscal and monetary stimulus package were announced in the form of “Atmanirbhar Bharat”, and strategies were undertaken to remove supply bottlenecks and participate in the global value chain as well as tap into the domestic market via campaigns such as “vocal for local”.
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1.1 Introduction to Indian Economy – Past and Present


1.1.1 Structure of the Indian Economy at the Time of Independence

The Indian economy has completed more than seven decades of planning experience since its independence in 1947. Prior to that, from the middle of the 18th century till independence, India was predominantly a colonial economy, being controlled and exploited under the British imperial policy.1 During the period of British rule, India basically turned into a raw-material appendage for British manufacturers and an attractive place for investment of British capital – in a sense “a classic colony”.


Indian Economy and social development were completely subordinate to the British economy and social development.… The entire structure of economic relations between Britain and India involving trade, finance and technology continuously developed India’s colonial dependence and underdevelopment.

(Freedom Struggle; Bipan Chandra)


Agricultural production was dominated by cash crops like jute, indigo, rather than food grains, to serve British interests. Industries, transport systems, foreign trade, shipping were all guided to fulfil imperial interests. The development of the intermediary class in agriculture under the Zamindari and the Ryotwari systems resulted in chronic poverty and widespread misery among the peasants. This new kind of agrarian relationship was not conducive to the development of the agriculture; rather, it gave rise to a society with some mixed features of feudalism and colonialism. Quite unfortunately, the exorbitantly high land revenue extracted all surplus from the rural poverty-stricken peasants and so they could not invest their resources to improve agricultural productivity. Moreover, the tenurial disincentive effect also had an adverse reaction. The consequence was low productivity and stagnation in Indian agriculture.

Though the foreign trade figures in British India had shown a steady upsurge since 1858 and reached its peak in 1924, this growth has been termed unbalanced and artificial, as it was neither natural nor normal. There was a steady decline of Indian handicrafts, and this led to a gradual loss of India’s export market. At the same time the Indian market was flooded with cheap, imported machine-made manufactured items. Post 1875, during the period of industrial revolution in Europe, India had an arrested development, when handicrafts reduced considerably, and this was not compensated by the rise of modern industries (Bhattacharyya, 1979). There were four major industries in India, namely, coal mining, tea plantation, cotton and jute, until the beginning of the 20th century. Later on, paper, timber, flour, leather tanneries, salt, mica, petroleum and iron mines were developed. But there was no systematic development of modern industries with technical innovations till independence. One more interesting feature of the industrial progress in the pre-independence period was the regional concentration of industries in a few important cities of the country.

During the time of independence, the Indian economy was identified among lowest per capita income countries with very low standards of living and caught in the trap of a vicious circle of poverty. Savings, capital formation, investment, productivity and income were at very low levels.2 Not only was there a supply bottleneck, but on the demand side also a lack of demand due to low purchasing power which acted as a disincentive for expansion of market. The backwardness of the economy was reflected through the overdependence on low productive backward traditional agricultural sector and its skewed occupational structure with almost 70 percent of its population deriving their livelihood from agriculture. Even though agriculture formed the backbone of the rural economy, self-sufficiency in the production of food and raw materials had not been achieved. The rates of illiteracy were as high as 80 percent and the school dropout rates (between the age group of 6 and 11 years) were in the range of 60 percent. Industrial development was absent or rather stagnant. Public health facilities were almost non-existent, and so mortality rates were high with many diseases breaking out as epidemics. There was a high degree of income inequality in the society, with interregional and interpersonal disparity being a major source of concern.

Let us look into the broad macroeconomic indicators in India (as shown in Table 1.1) at the time of the First Five Year Plan in India. With a population of 361 million, the birth rates were as high as 40 and the death rates were also high at 27.4 (per 1,000). The life expectancy at birth was very low at 32.1 years. The literacy rate was very poor – only 18.3 percent, with a wide divergence between male (27.2 percent) and female (8.9 percent) (not shown in table). Per capita NNI (in Rs. at factor cost at constant prices) was only Rs. 7114. Index of agricultural production was 46.2, while Index of industrial production (base 2004–05) was only 7.9. This clearly reflects the importance of agriculture as the backbone of the Indian economy.



Table 1.1 Selected Macroeconomic Indicators and Their Changes Overtime


	
	1950–51
	1960–61
	1970–71
	1980–81
	1990–91
	2000–01
	2008–09
	2009–10
	2010–11
	2019–20



	Population (million)
	361
	439.2
	548.2
	683.3
	846.4
	1028.7
	1161
	1177
	1210
	1366


	Birth rate (per 1,000)
	39.9
	41.7
	36.9
	33.9
	29.5
	25.4
	22.5
	22.1
	21.8
	18.2


	Death Rate (per 1,000)
	27.4
	22.8
	14.9
	12.5
	9.8
	8.4
	7.3
	7.2
	7.1
	7.3


	Life Expectancy at Birth (in years)
	32.1
	41.3
	45.6
	50.4
	58.7
	62.5
	na
	na
	66.1
	69.7


	Education: Literacy Rate (%)
	18.3
	28.3
	34.4
	43.6
	52.2
	64.8
	na
	na
	74.04
	81.3


	Per capita NNI (in Rs at factor cost at constant prices)
	7114
	8889
	10016
	10712
	14330
	20362
	31754
	33901
	363422
	134226a


	Index of agricultural production
	46.2
	68.8
	85.9
	102.1
	148.4
	165.7
	107
	102.8
	121
	136.5


	Index of industrial production (base 2004–05)
	7.9
	15.6
	28.1
	43.1
	91.6
	162.6
	145.2
	152.9
	165.5
	129.2b


	CPI for Industrial Workers
	17
	21
	38
	81
	193
	444
	145
	163
	180
	329


	Food grains (in million tonnes)
	50.8
	82
	108.4
	129.6
	176.4
	196.8
	234.4
	218.1
	244.5
	295.67



Sources: Economic Survey 2012–13, 2020–21; Statistical Appendix.

Notes:


	a This figure from RBI Publication, September 15, 2019, at current prices for 2018–19.

	b IIP (MoSPI, May 12, 2020) figures with base 2011–12.


In order to overcome the deficiencies and establish proper coordination among decision-making for balanced regional development of all the sectors of the economy, the Government of India established the Planning Commission3 in 1950. The major objectives of planning were to achieve rapid economic growth, modernization, self-reliance and social justice, which is inclusive of reduction in income and wealth inequalities and eradication of poverty. The growth rate of Gross Domestic Product (GDP) hovered around 3.5 percent during the first three decades of planning, whereas it increased to about 5.5 percent during the 1980s. Domestic savings was the major source of finance as it contributed to almost 90 to 95 of the investment in India. One of the major explanations behind the shortfall of growth targets was the high capital output ratio4 or the low rate of turnover, coupled with deficiency in public investment.

Table 1.2 shows the contribution of the various sectors to the economic growth over each decade starting from 1951–52. It clearly indicates that during the first decade of planning, the performance of the agriculture and the allied sectors was much better than that of the next two decades. In the case of industries, there was a sharp rise in the contribution of manufacturing and its allied sectors from the first to the second decade, but the period of the 1970s was known as the period of “stagnation and deceleration of Indian industries” (a drastic fall from 6.9 percent to 2.5 percent in 1971–72). Again, during the period of liberalization in 1991–92, both agriculture and manufacturing registered negative growth (−1.4 and −0.1 respectively), but the services sector had shown an increasing trend (growing at 10.8 percent).



Table 1.2 Growth of Real GDP at Factor Cost by Industry of Origin


	
	Agriculture, forestry, fishery, mining, quarrying
	Manufacturing, construction, electricity, gas, water supply
	Trade hotels transport and communication
	Financing, real estate, insurance, business services
	Community, social and personal services



	1951–52
	1.9
	4.6
	2.6
	2.3
	3


	1961–62
	0.3
	6.9
	6.5
	4.3
	4.7


	1971–72
	−1.7
	2.5
	2.3
	5.2
	4.5


	1981–82
	5.2
	7.4
	6.1
	8.1
	2.1


	1991–92
	−1.4
	−0.1
	2.3
	10.8
	2.6


	2001–02
	5.5
	2.7
	8.6
	7.1
	4.1


	2011–12
	3.1
	3.8
	7
	11.7
	6


	2018–19 (PE)
	2.7
	7.5
	6.9
	7.4
	8.6


	2019–20 (1st AE)
	2.6
	2.6
	5.9
	6.4
	9.1



Sources: Economic Survey 2012–13 and 2019–20; Statistical Appendix.

Notes: PE: Provisional Estimate; AE: Advance Estimates.

Table 1.3 shows the sector-wise contribution to India’s GDP. During 1950–51, the agriculture, forestry and fishery together accounted for more than half of the GDP (of which agriculture holds the largest share). But there has been a steady decline in the share of this sector over time. The contribution of manufacturing has remained more or less static between 10 and 15 percent. Over the last three decades, there has been a structural shift in the Indian economy due to the tremendous escalation in the share of the services sector in the gross domestic product. In fact, services has emerged as the dominant sector and the main driver of GDP growth.



Table 1.3 Sector-Wise Contribution to the GDP of India (since 1950)


	
	
	1950–51
	1960–61
	1970–71
	1980–81
	1990–91
	2000–01
	2010–11
	2011–12
	2018–19



	1
	Agriculture, forestry & fishing
	51.8
	42.6
	42
	35.4
	29
	23
	18.2
	17.9
	16.1


	2
	Mining and quarrying
	0.7
	1
	1.1
	1.7
	2.6
	2.3
	2.8
	2.7
	2.4


	3
	Manufacturing
	10.5
	13.7
	13.7
	16.2
	16.2
	15.3
	14.8
	14.7
	16.4


	4
	Electricity, gas and water supply
	0.2
	0.6
	1.1
	1.7
	2.2
	2.4
	1.6
	1.6
	2.8


	5
	Construction
	2.7
	4
	4.7
	4.7
	5.6
	6
	7.9
	8.2
	8.0


	6
	trade, hotels and restaurant*
	6.3
	7.6
	8.5
	11.6
	12.7
	14.5
	17.3
	17.4
	18.3


	 trade
	5.9
	7.2
	8
	10.8
	11.7
	13.2
	15.8
	15.9


	7
	Transport, storage and communication
	3.3
	4
	4.1
	4.4
	6.1
	7.6
	7.3
	7.3


	8
	Financing, insurance, real estate and business services
	12.5
	14.9
	12.6
	11
	12.1
	14.1
	16.1
	16.5
	21.3


	 Banking and insurance
	0.9
	1.2
	1.8
	3
	3.9
	5.4
	5.7
	5.7


	 Real estate, ownership of dwelling and business services
	12.4
	14.6
	11.3
	8.2
	8.4
	8.7
	10.4
	10.7


	9
	Community, social and personal services
	11.1
	11.7
	12
	12.8
	13.2
	14.7
	14.0
	13.8
	14.7



Sources: Ministry of Statistics and Plan Implementation, Govt. of India, Statistical table; Economic Survey 2019–20.


	* Includes transport, storage and communication for provisional estimates.



1.1.2 Transition from a Closed Regime to an Open Economy

The central issue which received the top priority of the planners was to decide upon the type of economic system which would improve the welfare of the masses. They tried to combine the best features of socialism and capitalism. The first Industrial Policy Resolution was announced in 1948. In 1950 the Planning Commission was set up, and the basic goals were to increase economic growth, modernization of the industries, steps towards achievement of self-reliance, promoting equity and social justice. At the time of implementing, the first plan was to have structural change in both agriculture and industry for their steady contribution to the GDP. The major bottleneck in the agricultural sector was the primitive form of land tenure system creating a dominance dependence relationship in the agricultural sector, lack of mechanization and outdated technology and inadequate infrastructural facilities. The success of planning rests heavily on the successful implementation of “land reform” programme5 and evolution of new agricultural practice under the so-called green revolution technology.6 Improvement in irrigation is also a significant milestone in this regard. Several changes were introduced in the rural credit delivery system and agricultural marketing facilities.

Industrial backwardness became prominent due to the absence of capital goods industries. During the 1950s only 2.3 million people (out of a total of 357 million) were employed in the modern industries. Moreover, economic backwardness was reflected by the high rural urban ratio due to excessive dependence on agriculture. There was also regional concentration the of industries. The decade of the 1970s was characterized by industrial stagnation and deceleration of the industrial sector. From the beginning of the 1980s, there was revival of industrial progress. In the area of industry, in order to initiate rapid and integrated industrial development, the Industrial Policy Resolution was introduced which included, among other things, a shift of emphasis from consumer to capital goods industry and growth of public sector enterprise (PSEs). The 6th Plan explicitly mentioned modernization as a major objective of planning. But by this time, due to excessive dependence on the industries reserved under public sector, there was lack of technological progress and competition. So, in order to survive, opening up of industries and services sector to the private competitors was the only way out.


1.1.3 Major Economic Developments being Shaping India in the Globalized Era

For almost four decades, India adopted a restricted “inward-oriented policy regime”, with the role of the State of prime importance. But from the end of the 1980s with crisis striking three fundamental portions of the economy – acute and adverse balance of payment situation, resulting in foreign exchange crisis, escalating double-digit inflationary pressure and rapid increase in the budget deficit due to increased growth of public spending – the policymakers of India embarked on a New Economic Policy7 in 1991 along with comprehensive reforms in various sectors combined with structural adjustment programmes. The weak performance of India made structural reforms necessary as the Indian economy did not succeed in generating sufficient resources to maintain adequate growth rate of income. Hence the macroeconomic reforms were broadly divided under two heads: (a) stabilization policies – which are intended to correct the loopholes in the system and (b) structural reforms – poised to accelerate economic growth. Following the agreement with the World Trade Organization (WTO)8 all kinds of quantitative restrictions on trade were removed in a phased manner. On July 24 1991, the New Industrial Policy9 was implemented which recommended abolition of industrial licences except for a few strategic, environmental areas and those related to national security. It adopted a more liberal Foreign Direct Investment (FDI) policy regime and allowed free play of private sector to compete with the public sector enterprise. The Foreign Exchange Promotional Board (FIPB)10 was established to consider foreign investment proposals which did not qualify for automatic clearance. A disinvestment policy of sick public sector enterprises was taken up in a phased manner. In July 1991 the Indian currency (rupee) was devalued twice, and it was made fully convertible in current account in 1994. Besides this, Security and Exchange Board of India (SEBI)11 was set up to regulate and issue guidelines for smooth functioning of the capital market.

The Ninth Plan (1997–2002) re-emphasized the inter-linkage between economic growth along with improvement of policies which are pro-poor and are targeted towards reduction of inequality and eradication of poverty. Moreover, it stressed the importance of self-reliance as one of the major development policies and strategies. The Tenth Plan (2002–03 to 2006–07) aimed at achieving an average annual GDP growth of 8.1 percent through a steady implementation of National Common Minimum Program. Among others, this plan targeted to reduce the poverty ratio by 5 percentage points, reduce gender gaps in literacy and wage rates, reduce infant mortality rate to 45 per 1,000, making provision for gainful and high-quality employment and providing sustained potable drinking water to all villages. The Fiscal Responsibility and Budget Management (FRBM) Act12 introduced targets for the fiscal deficit which had implications for the size of Gross Budgetary Support in the years ahead. It identified the Essential Commodities Act (ECA)13 as a major impediment to the development of modern markets.

The new buzz word of the Eleventh Five Year Plan (2007–2012) was “faster growth with inclusiveness”.14 Its main thrust area was broad-based improvement in the quality of life of the people, especially the poor, SCs/STs, other backward castes (OBCs), minorities and women. The National Development Council (NDC) fixed a target growth of GDP of around 9 percent. This broad vision of the Eleventh Plan includes several interrelated components: rapid growth that reduces poverty and creates employment opportunities, access to essential services in health and education especially for the poor, equality of opportunity, empowerment through education and skill development, creating more employment opportunities through National Rural Employment Guarantee scheme, adopting environmental sustainability and good governance. Some major international events took place during this period. One was the Global Financial Crisis (GFC) (2008),15 which had its epicentre in the United States, but later on its impact was experienced worldwide in terms of a global recession. Another global event known as the “European Sovereign Debt Crisis”16 reached its peak level between 2010 and 2012. The effect of the debt crisis resulted in loss of confidence in Eurozone. Great Britain’s exit from the European Union in June 2016 (commonly referred to as Brexit) put the last nail in the coffin. But India, by and large, was not greatly affected by these two crises due to strong control, monitoring and regulatory policy of the RBI.

The Twelfth Five Year Plan (2012–2017) was formulated amidst the turmoil of the two global crises. It was faced with two major challenges of stabilizing macroeconomic imbalances by reducing fiscal deficit on the one hand and containing the widening of the current account deficit on the other. It also emphasized a scaling up of structural reform measures for maintaining a growth rate of around 8 percent, along with making it more inclusive and sustainable. It also stressed on the combined efforts of both the public and private investments (including investments in micro, small and medium enterprises (MSMEs) that are crucial for generating employment).

Meanwhile, since September 2013, when Prof. Raghuram Rajan took over as the Governor, the RBI’s monetary policy focused on a single agenda of Inflation Targeting (IT) (Mohan & Ray, 2018). Subsequently, the Financial Sector Legislative Reforms Commission (FSLRC)17 (Government of India, March 2013) was formed in this regard. With the objective of “One Nation, One Tax and One Market” the Goods and Service Tax (GST),18 Bill was officially introduced in 2014, which proposed its implementation from April 1, 2017. In 2016, one of the greatest painful, de-stabilizing self-imposed macroeconomic blows on the Indian economy occurred, in the absence of a short-term crisis, when the government decided to announce a major change in the macroeconomic environment by demonetizing high-value currency notes – of Rs. 500 and Rs. 1,000. These two denominations ceased to be legal tender from the midnight of November 8, 2016. The reasons offered for demonetization19 are twofold: one, to control counterfeit notes that could be contributing to terrorism, in other words a national security concern; second, to undermine or eliminate the “black economy”. It has also been a step forward towards a digital cashless economy.20

Of late, the issue which has attracted the highest attention in the global scenario is US-China trade relations, in particular the tariff war21 (Bhattacharyya, 2021). The biggest nations in the world are at war with each other in matters related to trade since 2018. This has resulted in a significant dampening of global output growth and growth in emerging nations of Asia as the United States and China are the two giant players in the global scenario. This battle for dominance of global “Super power” has adversely affected the smooth flow of trade throughout the globe.

But the most significant and devastating blow occurred in the world in the early months of 2020, when it was confronted with the most serious challenge of mankind – “the corona pandemic”22 caused by the outbreak of the COVID-19 virus since March 2020. It has already brought considerable human suffering and major economic disruption. The severity of this health pandemic has made economists predict that the second innings of the battle would be even more severe and may take the world back to the days of “The Great Depression” of the 1930s.

At a glance, the major elements of transformation of India to a new liberalized, globalized and privatized (often referred as LPG23) economy are as follows:


	Adoption of phased deregulation of industries in respect of production and investment and withdrawal of licensing (except in case of a few industries related to strategic and security purpose).

	De-reservation of enterprises from the list of public sector and gradual shift towards disinvestment and privatization.

	Gradual reduction in tariff, quota and other restrictions and shift towards a free trade regime as a member of WTO.

	Full convertibility in the current account and partial convertibility in the capital account, movement towards market determined exchange rate (though officially it is a managed float system).

	Rationalization of the direct and indirect tax structure (following the Chelliah Committee recommendation) by making it simple, broad-based and transparent. Also the application of digitization in the form of e-filing has been introduced.

	Major reforms in the financial sector (Narasimham Committee, Tarapore Committee, Basel Committee), particularly in banking, insurance and other development financial institutions are important. Deregulation of interest, computerization and online banking are significant changes in this regard.


But the above reforms were mostly focused towards removal of constraints in industrial investments, trade, finance, fiscal and sometimes political motives. They would have been praised more if probably they had emphasized more on human development indicators like education, health, nutrition, drinking water, sanitation, women welfare and security.


1.1.4 Process of Transformation – from Developing to an Emerging Nation

Literature on comparative economic development attempts to classify nations on the basis of various development parameters. For example, the United Nations (UN) developed the concept of Least Developed Countries (LDCs) way back in 1971. World Bank or the IBRD (International Bank for Reconstruction and Development)24 ranks countries on the basis of Gross National Income (GNI), and they are categorized as low-income countries (LICs), low-middle-income countries (LMC), upper-middle-income countries (UMC) and high-income countries. As per the World Bank classification (2007), India was in the list of LIC, but in 2010, it was upgraded to the LMC category. But it still shared some of the basic features of a developing economy like poor levels of living and productivity operating through the “vicious circle of poverty”, high rates of growth of population, deficiency in health and nutrition, education and skill development, widening income inequality and existence of poverty, more emphasis on primary sector (agriculture) and lack of industrialization, greater extent of social fragmentation and rural-urban migration, and an underdeveloped form of financial market operation.

The World Economic Outlook (WEO) (October, 2019) of the IMF has come up with the latest version of classification of nations. According to WEO, countries are divided into two major categories: (a) advanced economies and (b) emerging market and developing economies. In that list, there are in total 39 advanced economies including the G7 group consisting of the United States, Japan, Germany, France, Italy, the United Kingdom and Canada. All the remaining 155 nations, including India, are clubbed together as emerging market and developing economies. After the 1980s, as per the International Finance Corporation (IFC), the word Third World Countries (TWCs), which represented a sense of hopeless and poverty, was replaced by a term “Emerging markets”25 (symbolizing progress, uplift, dynamism) in line with IFC’s Antoine van Agtmael. Later on it was commonly used to refer to describe the extent of investment in a developing nation. In 2009, Dr Kvint published this definition: “an emerging market country is a society transitioning from a dictatorship to a free-market-oriented-economy, with increasing economic freedom, gradual integration with the Global Marketplace and with other members of the GEM” (Global Emerging Market) [https://wcph2020.com/world-bank-classification-emerging-countries-17], an expanding middle class, improving standards of living, social stability and tolerance, as well as an increase in cooperation with multilateral institutions (Kvint, 2009).

Morgan Stanley Capital International (MSCI) (MSCI, June, 2014) Market Classification Framework consists of the following three criteria: economic development, size and liquidity as well as market accessibility. They divided the countries on the basis of investment criteria, and within that the market accessibility criterion is the most important (other than the sustainability of Economic environment and size and liquidity requirements). It clearly identifies that when there is a transition from a frontier economy (or developing) economy to an emerging economy, the openness to foreign ownership (mainly referring to trade and foreign investment liberalization) and movement of capital flows becomes easier. Moreover, the nation achieves a superior degree of operational efficiency, and the institutional framework is also stable.

According to the World Bank’s Atlas method, the low-income developing countries (LIDCs) whose income levels are above a certain threshold ($2,700 set in 2016 by the World Bank) which has undergone a significant structural transformation and has established a good external financial linkage with other economies of the world are regarded as “Emerging Market Economies”.
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