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Growth and Crisis in India’s Political Economy from 1991 to
2013

Kalim Siddiqui

ABSTRACT

Since the pro-market reforms were launched, the Indian economy has grown from 4.7% in the 1990 to
9% in 2011 before slowing down dramatically to nearly half of that rate in recent years. From launching

of reforms until 2011, it did manifest some vivid and impressive signs of India moving towards high
growth and increase in living conditions of its population. The purpose of this article is to access the
likely effects of reform measures on the society, because the mainstream approach suggests that the
reforms can be expected to increase economic growth and incomes. However, this study finds that the
mainstream economists ignore the role of domestic aggregate demand and inequality. India’s growth
was led by the services sector, which included real estates, IT, telecommunications and banking, and
contributed nearly 50% to the GDP in 2012. Manufacturing, which experienced remarkable growth
and transformation in the East Asian economies, had rather grown much slower. The agriculture
sector, which still employs nearly two-third of India’s workforce, remains stagnant. The study suggests
that education and health have been neglected in India and this will compromise productivity and
growth.

Keywords: Indian economy, Neoliberal economic reforms, Growth, Poverty and inequality

INTRODUCTION improvements in living conditions and the proportion

The aim of this study is to analyse the economft):]c people whose incomes are below the official
y Y verty line declined from 45% in 1982 to 28% in

. 0
performance of the Indian economy and asse% . .
whether the scepticism of the neoliberal reforms i 05 (Bhagwati and Panagariya, 2013).

well founded in the face of experiences anthe neo-liberal economic reforms aimed to promote
economic logic. business-friendliness and to achieve higher growth

Since early 1980s, India has been implementif§!€S: @nd new hopes were raised that India’s
economic reforms to liberalise the economy bpoverty could be alleviated (World Bank, 1996). It

reducing state ownership and by greater relian& rué that the economy has grown from 5% per
on trade, foreign capital flows and technolog@nnum in the 1980s to around 10% per annum in
imports. It was suggested that these reforms wouf@11- India has emerged successtul in the export
free the economy from government control an@f Services, which were US$ 76.2 billion in 2007

would move away from its earlier sluggish ‘Hindu@nd went up to US$ 86 billion in 2011. Export of

rate of growth’ (Bhagwati, 2013). Those in favouservices included software, business services,
of the neoliberal reforms India initiated in earlyfinancial services and communication. However, a
1980s argue that largely due to such policies IndR@rt of those profits were used as overseas
witnessed unprecedented growth rates for the ld8vestment to acquire foreign businesses. For
three decades. Growth was accompanied Bgstance, the acquisition of Jaguar and Land Rover
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in UK by Tata Motors, rather than investingSince 2011 growth is slowing down dramatically to
domestically and to create jobs in an econonlgss than half that rate of previous years. From the
starved of investment. India’s capitalists choose taunching of reforms until 2011, they did manifest
invest globally where profits may not be higher busome vivid and impressive signs of India moving
are strategically important. towards greater consumer capitalism. Consumer

. . : . emand was boosted by the availability of cheap
India’s growth began increasing at higher rates I%edits and imported brand goods finally became

the early 1980s and continued until 2011, which led] ible to the rich wh | ¢ d of
optimists to speculate that it can emulate China ccesl? €t edrllc kv_v 0 Were long starve ho
rapid growth performance and can even outshi €m Dy an inward looking economic regl_me_t "?‘t
China (Rodrik and Subramanian, 2004). Howeve§ubstltutec! Indian products for imports (Siddiqui,
in recent years concerns arose once it was obvictid10; Kohli, 2012).

that growth rates could not be sustained: “Why iat present the Indian economy shows more serious
the world's largest democracy apparently doingpstacles to sustainable growth than any of the
worse than the world's largest dictatorship?.., sinGgper emerging economies. It appears that the
there is precious little comfort in all the comparativgjecline in growth rates is not mainly due to the
ind_icators on the current p_erformance of India_an&obm recession and also not due to “inadequacy”
China...On growth, inflation, output per capitaot economic reforms. India’s growth has been led
unemployment, budget deficit, corruption —India iy, e services sector, which includes real estates,
domg worse than China. Thg great CatCh'uﬁ', telecommunications, and banking and contributes
predicted a few years ago has just not happener\%arly 50% to the GDP in 2013. Manufacturing
On percapitaQDP, for_insitance, India limps alqn\%hich experienced a remarkable growth ana
US$ 3,851 against China's US$ 9.146. ACcord'nff}ansformation of the East Asian economies, had

to official figures for 2011, India’s unemployment . i
was more than double that of China” (Ash, 2013 ather grown much slower n Ind'? (Siddiqui, 2011).
he agriculture sector, which still employs nearly

The World Bank notes that 45% of India’s childrer%)v

under five are underweight and 25% of wome wo-third of India’s workforce, remains stagnant.

remain illiterate (World Bank, 2006) e find a small percentage of well-educated
’ ' workforce that enjoys rising wages, while there has

However, growth has slowed down in recent yeatseen hardly any noticeable improvements in real
and earlier optimism of taking over China and USvages and productivity for people trapped in the
seems to have disappeared. India’s growth rate hgsttom half of the dual economy: agriculture and
now sunk from nearly 10% per annum in 2010 tehe so-called informal sector, which provides
5% per annum in 2012, slipping from the world'sivelihoods for two-third of India’s workforce
second-fastest-growing economy to tenth placgByres, 1994).

Other economic indicators are equally alarmingg:2 o _

public borrowing has quadrupled in the past fiv&k€cently India witnessed a ballooning of current
years, the national deficit is growing, and inflatiorRccount deficits. India’s current account deficit
is high. The Economic Survey of 2013 presentsfaised from US$ 2.5 billion (0.4% of the GDP) in
dismal picture of the economic performanc&004-2005 to a very high figure US$ 87.8 billion
particularly declining growth rates in agriculture and4.8% of GDP) in 2012-2013. This increase was
manufacturing sectors, along with higher inflatioflue to the rapid increase of the deficit of
and widening current account deficit. The questioferchandise trade, which grew from US$ 33.7
arises what went wrong? billion in 2004-2005 to US$ 191.7 billion in 2012—
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2013. This dramatic growth of imports was parthstill not reduced nutritional deficiency
due to gold and petroleum products. Governmeproportionately and still malnutrition persists,
policy responses consist of measures to attragspecially among children and females. As Deaton
foreign capital to finance growing current accourand Dreze note, “overall levels of child under-
deficit (Siddiqui, 2014). It is also said that thenutrition in India (including not only severe but also
government cannot do much to bring down thamoderate” undernourishment are still very high
deficit in merchandise trade. It is claimed that thboth in absolute terms as well as relative to other
growth of current account deficit is due to the oneountries. Even today close to half of all Indian
going global economic crisis, which led to thechildren are underweight and about half suffer from
decline in exports. Others argue that the reversahaemia. These are appalling figures, which places
of capital flows due to a tightening of monetaryindia among the most “undernourished” countries
policy in US might be discontinued. It led to thdan the world...In particular, child undernourishment
decline of inflow in foreign capital, while at the sameas much higher in south Asia (48.5% underweight
time capital outflow increased (Ghose, 2013in 1991) than in sub-Saharan Africa (29.6%
Binswanger-Mkhize, 2013). underweight in 2005)” (Deaton and Dreze,

The mainstream economists argue that slow grow%l? 09:50).

rates between 1950 and 1980, could be too smalhe neglect of the social sector is very visible both
to provide much help to the poor via redistributionin pre and post reform periods and here the market
Therefore, according to them, every step must hailed to resolve this problem and long-term
taken to assist and achieve higher growth ratesavestments in education and public health were
They believe that GDP growth is sufficient toneeded. However, in these primary tasks, the
remove poverty (Ahluwalia, 2002). This propositiorgovernment failed miserably. As Dreze and Sen
seems very logical. However, if we suppose this izas called, “the elitist character of Indian society
true then in India why last three decades of highand politics”. Every year, more children die in India
growth has accompanied with worsening incomtnan anywhere else in the world: 1.7 million children
distribution and persistence of high povertyunder the age of five die largely from easily
Between 20042005 and 2009-2010, the Nationateventable illnesses such as diarrhoea. Of those
Sample Survey (NSS) organisation carried out largeho do survive until the age of five, 48% are stunted
surveys on employment of the period when GDRBs a result of a lack of nutrients: child malnutrition
grew at 8.7% per annum, which was quitén India is higher than in Eritrea. Similarly, the most
remarkable. However, employment creation wasasic health measure that any government can
abysmal, which was less than 1% per annum. provide for its people is to immunise very young
children but, in India, only 43.5% of children are

Despite three decades of rapid growth, Chrom(,completely immunised, compared to 73.1% in

malnutrition is widespread among India’s
population. Though there is a reduction in theBangIadesh (Dreze and Sen, 2013).

number of people living below poverty lines (a€Dther emerging economies, such as the Chinese
officially defined). The Tendulkar Committee haggovernment spends 2.7% of its GDP on health care,
changed the official definition of poverty and movedvhile India allocates only 1.2%. Dreze and Sen
away to defining official poverty line in calorie (2013) argue that if India fails to improve in social
terms, as in the past the estimation was based sectors this would depress living standards and will
per capita consumer expenditures. However, it hdsag on long-term growth. In addition, wages in
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the manufacturing sector in China have grown bservicemen, for Afghanistan and other wars etc.
12% since 2000, compared with 2.5% in India, aneltc.—what they take from them without any
moreover, 90% of Indians still work in what isequivalent and quite apart from what they
referred to as “the informal sector”. It seems thaippropriate to themselves annually within India,
India has failed to learn from the examples of Easpeaking only of the value of the commaodities that
Asian countries, where the rapid expansion ahdians have gratuitously and annually sent over to
human capability was considered an important goghgland, it amounts to more than the total sum of
in achieving rapid economic development. Japancome of the 60 millions of agricultural and
pioneered that approach, starting after the Meijhdustrial labourers of India. This is a bleeding

restoration in 1868, when the country’s political willprocess, with a vengeance” (cited in Mohri, 1979).
was backed by increased government spending to

achieve a fully literate population within a few/ndia has made more remarkable economic
decades. progress than it did in the past two hundred years

in the matter of economic growth. In the period of
However, compared to the pre-independencg1-1947, India’s GDP grew at 0.9% per annum
period, the economy has taken some major stridggd per capita GDP by only 0.1% (Siddiqui, 2009).
For instance, in the period from 1901 to 1947, India’guring colonial rule (1757-1947), the Indian
GDP grew at 0.9% per annum and per capita GRionomy was marginalised and transformed into a
by only 0.1% (Siddiqui, 2009). During the colonialsoyrce of raw materials, agricultural commodities
rule (1757-1947) life expectancy in Indiawas onlyng minerals for the burgeoning factories in
39 years in 1946 as against 66 in 2012. Similarlgngiand, and a market for British finished products.
infant mortality rate (per 1,000 live births) camerp;g as specially witnessed in the textile sector,
down from 180 to 44 (Dreze and Sen, 2013). |5 ndia was transformed into the exporter of raw
short, the economic growth rate of the Indiap,aterials and importer of finished products. Colonial
economy was dismal and its economy wag,je had damaged the Indian economy, with an
insignificant in the world both in terms of global, e nroductive agriculture, a weak industrial base,
GDP and in the production of industrial goods. GDgnd extremely low levels of literacy (27% for men,

growth rates then were an average 0.9% and R, ¢, women) in 1947 (Bagchi, 2000)
capita income grew only at 0.1% per annum. ' '

Globally India was regarded as a marginal countiyarge tracts of land were converted into production
with the occurrence of famine and existence aif cash crops such as tea, indigo, coffee, and poppy
mass poverty and illiteracy (Dreze and Sen, 2013p produce opium (Siddiqui, 1990). As a result, India
POLICY INITIATIVE did emerge in the first hal_f of_ thetQGentu_ry with

one of the lowest per capita incomes, highest rates
Prior to our discussion of India’s post-independendgf poverty and malnutrition in the world. As Brown
development strategy, it will be useful to brieflydescribes, “Britain’s Indian empire, where cotton
examine the pre-independence economic structused jute, coir and timber, tea and tropical fruits were
Karl Marx’s observation regarding the Britishgrown for export, often at the expense of food crops
colonial penetration with respect to India concludetbr the people. India became the jewel in the
in his letter to Vera Zasulich in 1881 as followsimperial diamond, offered the largest market for
“What the English take from them annually in théBritain’'s manufactures and largest source of raw
form of rent, dividends for railway was useless tenaterials, but also a steady supply of tribute in gold
the Hindoos [Hindus], pensions for military and civiland silver and of soldiers for the imperial army”
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(Brown, 1993:17). Furthermore he adds, “Until thegovernment took various measures to boost the
[18™" century] India had supplied Europe with itsgrowth and as a result, between 1950 and 1980 the
calicos and muslins, as China had supplied the sillkZDP growth rate rose to 3.5% per annum and per
and satins.... Bengal exported millions of poundsapita GDP growth was 1.2% for the same period.
worth of cotton goods each year. Yet within 60 yeatsrom an extremely low level, the Indian economy
their export had ceased and India was importingas experienced a modest improvement in living
cloth from British factories... on Indians (peoplexonditions such as eliminating famines, achieving
the effect of the destruction of native industrieself-—sufficiency in food production and some
was worse even than the flow of tribute. The firsinprovement in social development.

famines were reported in 1770" (Brown, 1993:18)The industrial growth picked up in 1950s due to

Moreover, during the ¥entury, Britain imposed import-substitution industrialisation, but in the late
free trade on its colonies including India, the vert960s this sector experienced slow growth and
same policies that had led a revolt in British Nortlstagnation. Some critiques argue that the stagnation
America and finally secession in 1783. As an industrial sector was due to slow growth in the
consequence of free trade policies, India could nagricultural sector, while others blame the unequal
protect its domestic industries (Siddiqui, 1996)income distribution and cuts in government spending
Japan in the I9century successfully resisted(Dutt and Mohan, 1996).

colonialism and protected its infant industries and . . . :
imported new technologies instead of new produc unng the period 19501980, economic growth in
dia was slow, but no worse than the performance

as India was forced to do. The broader impact f P

India was that urban centres became depopulat ! BS)ssir?;trne d?;ﬂeég;:’;fp'\?v%g%ﬂ::;stéﬁgg tg
due to the closure of industries; rural populatio y y

and poverty increased and the occurrence SI‘OW growth, accompanied by high rate of

famines became more frequent. While at the Sarﬁ)gpulation growth, which implied a very small rate
0

time, in Britain the rural population declined, with er?c:?r\r/\vgr]\cszzesrrr?l?cpr:tlae s(i Ez;lis:‘ggtlf)‘rs cgorrzwg;e q
the expansion of manufacturing sector the urb y P

o . g 0 the East Asian economies during the same
population increased (Girdner and Siddiqui, 2008 )eriod. Some argued that this was because of slow

The British military adventure across Asia an : :
Africa also put an increasing burden on IndialquWth ofdome_st|c markets which was largely dl.Je
: Eg s_Iow growth in re_‘a_l wages and slow growth in
agricultural productivity (Dutt and Mohan, 1996).
Therefore, agriculture development depending on
Hblic investment came to a dead end, along with
e deepening crisis and an increased offensive by
the international financial institutions. An analysis
However, after independence in 1947, Indiaf India’s growth divides into two periods namely,
launched a very ambitious development strategy947 to the 1980 and 1980s to the present. Prior to
based on import-substitution industrialisation. Prim&980, India’s development was driven by an ‘import
Minister Jawaharlal Nehru adopted economisubstitution’ strategy. It aimed to promote domestic
policies, which were said to be influenced by thbeavy industries led by the public sector, but private
ideas of Raul Prebisch, Ragnar Nurske, and Michasctor’s contribution was also seen as an important
Kalecki (Prebisch, 1950; Das, 2011). Thepart of these policies (Das, 2011).

both financially and to supply soldiers for British
wars in Afghanistan, Burma, China, Hong Kong
Singapore, Persia, Egypt, and Ethiopia and Sud
(Bagchi, 2000).
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The growth rate has picked up in 1980s and it waharply at the average rate of 3.4% in the 1980s.
average 5.2% from 1981 to 1991 per annum, 5.9%he growth rates in pre-reform period were lower

from 1991 to 2001 and 7.6% from 2001 to 201%han East Asian economies (Girdner and Siddiqui,
The GDP per capita grew at 3%, 4%, and 6%2008; World Bank, 2008).

:)?Sgri(\:/\t%e% ;Oerrttzgi?;zsggnf?(l)nrg é%%rls 'tghzeorlags Figure 1 indicates, agriculture growth rates have

. . een much lower than the non-agriculture sector.
was 60 times the rate under colonial rule; 9

. a0
Agriculture withessed an increase in growth durin(g‘ fact the difference has been greater, that is, 9%

the 1980s, that is, 3.4%, labour productivity at 2.3 t%0|nts |n_ GD.P gljtrowth n ,[2003'] MOI‘GO\{[EI’, V\f['thm.
and total factor productivity (TFP) at 2% per € hon-agricuiture sector, the growth rates in
annum. Key economic indicators between 20peServices have outpaced that of manufacturing. Here

2007 and 20112012 are shown in Table 1. Itis fg‘so we find that the difference was larger in 2011,

better than the last two decades (Economic Surv at s, the services groew at 9%’ while
2012). The higher growth rates in agriculture i anu.fa(?turlng rose only at 4% (Economic Survey,
the 1970s and 80s is said to be due to the sprea 8113 Mishra, 2013).

‘green revolution’ across the regions of India antthe Indian economy has two distinct sectors: one
also due to the increase in government spendinguges modern technology, a high ratio of capital to
the agricultural sector. China’s agriculture growthabour, that is, high wages and productivity, while
rate was more than 3% for the last three decadeése other a low ratio of capital to labour, and has
which is much higher than India. At the same tim@wer productivity and wages. High and imbalanced
China’s population growth rate has remained teectoral and regional growth deepens the existing
almost zero, while India has witnessed highgsroblems. Several Latin American countries that
growth rate of population of 1.9% annually ovetried to develop without involving large parts of the
the past decade (Siddiqui, 2009). The GDP gremiral population into the modern sectors of the
at a moderate pace from 1950 to 1980, but roseetfonomy were prone to widening inequality and
higher rates after 1982. The population grew &bcial tensions (Siddiqui, 2010). India has not
2.2% annually and between 1950 and 1980 averaggperienced a similar breakthrough to those shown
GDP per capita grew at 1.5% annually, which roggy East Asian countries during their phase of

Table 1: India’s Main Economic Indicators: 2006—2012

2006-07 | 2007-08 2008-09 2009-102010-11| 2011-12
GDP (at constant prices of 2004) 9.6 9.3 6.7 8.9 8.6 5.9
Gross fixed capital formation 13.8 16.2 3.5 6.8 7.5 54
Inflation 6.7 6.2 9.1 12.4 10.4 8.4
Current account balance (CAB/GDP) -1.0 -1.3 2.3 -2.8 -2.7 -3.6
Gross fiscal deficit (% of GDP) 3.3 25 6.0 6.5 4.8 4.6
Agriculture, forestry & fishing 4.2 5.8 0.1 1.0 7.0 2.5
Manufacturing 14.3 10.3 4.3 9.7 7.6 3.9
Construction 10.3 10.8 5.3 7.0 8.0 4.8
Trade, transport & communication 11.7 10.7 7.6 10.3 111 11.2
Finance, real estate and business services  14.0 12.0 12.0 9.4 10.4 9.1

Source:Economic Survey (2012) Government of India, New Delhi: Ministry of Finance
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Figure 1: Growth Rates: Agriculture vs Non-Agriculture
Source:Economic Survey, 2013: Mishra, 2013: 55

industrialisation. For instance, Japan, South Koresspecially in services and some modest growth in
and Taiwan committed huge increase in governmettite manufacturing sector too. For instance, India’s
spending on their agriculture and education in th@ sector alone earned US$ 86 billion in 2011,
early phase of industrialisation. The East Asiamostly in export revenues. However, part of those
countries launched a “dual strategy” to achievprofits is used as overseas investment to acquire
higher growth along with an increase in productivitfjoreign businesses rather than investing
in both agriculture and industrial sectors (Stiglitzdomestically. Since 2011 the growth is slowing down
1996). dramatically to less than half that rate of previous
years. From the launching of neoliberal reforms

ntil 2011, India does manifest some vivid and
: pressive signs of India moving towards ‘crony
8apltallsm

As manufacturing growth and productivity
increased, the inter-sectoral differences in growt
widened. In India, the share of manufacturing

low, which stagnated around 16% of the GDP sinc
mid-1980s, while China’s share of manufacturing he agriculture sector is quite important for the

is more than 28% in 2012, from 46% in 1995Indian economy and currently contributes 30% of

Moreover, the recent boom is led by service sectoiise GDP and provides employment to more than
such as real estate, insurance, finance, and BB% of the labour force. Soon after independence,
related services. It currently accounts for 20% afrowth in the agriculture sector picked up because
India’s GDP, while they provide only 2% of thethe area under cultivation expanded. However, in
total employment. The employees in these sectatse late 1960s and 1970s agricultural growth rose
also receive higher earnings compared to the ra#ie to higher public spending in new inputs such as
of the economy; such growth clearly widenedhew seeds, electricity, fertilizers, and water, known

further income inequality (Mishra, 2013). as the green revolution (Storm, 2001).

Since the neoliberal economic reform was launchebhdia’s green revolution started in Punjab and
the Indian economy has witnessed sharp growtlvestern UP in mid-1960s and later on spread to

920 \ol. 4, Issue 2, April-June 2014



www.IndianJournals.com

Members Copy, Not for Commercial Sale

Downloaded From IP - 128.128.128.169 on dated 21-Jul-2014

Growth and Crisis in India’s Political Economy from 1991 to 2013

) Shaeofarintur oo e andinGIR ez - [6) Agrcultural and non-aqricu tural output perworker 5 2,000)

8 30

n 0 /

il | /
| 430 —_

" Shareaflzbourforce Nom-a0ycutureoutpu per worker —»
/n 1000
IPA LAY
'\n_~ 150
3 gy
j‘ \‘\ o
b | ‘l‘T ' Agicuturs outgut peragricuturesmorke
ShaeofagricvtueinGl? pmuyu®
0 T T T T T T T T o T T T T T T T o o oo ey R RN AR LR R AR ERARARLL

1960 1964 1968 172 1976 1950 1954 1588 1992 1996 2000 2004 2008 191 1585 1969 1973 1977 1961 1985 1563 1993 1997 200 2005 2009

Figure 2: Share of agriculture labour force and non-agricultural output per worker
Source:Economic Survey (2012) Government of India, New Delhi: Ministry of Finance; Binswanger-Mkhize, Hans P. 2013

other parts of the country where the availability oprices from the farmers was less than 0.2% of the
ground water and access to credit and subsidis&DP in the 1980s, but it has multiplied several times
fertilizer, electricity and diesel encouraged certainver the last three decades.

sections of farmers to invest in agriculture. In th

mid-1960s with the adoption of ‘Green Revolution’Burlng the pre-reform period agriculture was

overall agricultural output was increased, Whicl?rotected by the offer of cheap credits, subsidised

made India self-sufficient in food grains, but thiénDUIS such as diesel, electricity, fertilizers etc. In

strategy relied mainly on rich and large farmers tsdn(qjlljtr:cépalltiv];ar;incirss Hgvvsé\(/aer ?/vsitshutrr?edlauhr:gr?iﬁr
produce more, bypassing the small and agricultura . prices. ' 9
neoliberal policies, the role of government has

labourers (Byres 1994; Siddiqui, 1999a). Howeve h d and ket f h b
by the mid-1980s, this technology largely ran o €en changed and market torces have been
§SS|gned a central role.

of steam. To sustain growth governmen
expenditure on inputs and support prices of grainthe agriculture sector did not experience any rapid
were increased (Siddiqui, 1999b). The governmegtowth in the post-reform period, which could have

food subsidies to purchase grain at above markgkeant a boost in job opportunities in the rural areas.
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On an average, China has achieved more than 3B& dismantling of quantitative restrictions of minor
per annum agriculture growth for the last threeommodities and fully liberalised rice exports,
decades in a row, an unprecedented performanagriculture performance has not been satisfactory,
in the world. The manufacturing sector as welkkspecially the growth rates in food grains in the
displayed some growth, but did not lead to jolpost-reform period. During the period of 1991-2005
creation or a boost in exports. Contrary to India, ithe average annual food grain growth rate was at
China foreign capital was invested in thel.7%, which was lower than the population growth
manufacturing sector, which resulted in the rapidf 1.9%, while supporters would like to see further
expansion of export sector and employmeniberalisation in agriculture (World Bank, 2000). The
opportunities. China also devalued the exchanggorld Bank (2000) argues that such steps would
rate of Yuan in mid 1990s by 40% and kept it fixeghvite more investment in the agriculture sector. The
to improve its export products. While Indiacritics favour ‘strategic’ rather than ‘close’
emphasised short-term borrowing to stimulate th@tegration because of specific nature of Indian
economy and has to revalue Rupee and flexiblgyriculture and rural society and equity. Due to the
exchange rate to attract short term flows of capitadxistence of a large informal sector and
such policies has made India’s export prices leggorganised labour force, any sudden increase in
competitive in foreign markets. China does nofyod prices or large fluctuations due to world’s
allow foreign institutional investors in Chinese Sharﬁrices will have adverse impact on food grain
market or real estate sectors, while India does. yemand and food consumptions of the poor people

Recently the degree of openness of IndiafPtorm, 2001).

agricuItL_Jre is inten_sely discussed. This issue hg$ the post-reform period, the removal of controls
been discussed in the context of the globa}ym investment resulted in the attraction of
liberalisation of agriculture trade under the Worldy, ,estment by regions having a better infrastructure.
Trade Organisation (WTO). There is N0 Urgentyq regyited in greater regional inequalities than in

demand for immediate and complete free trade {fje recent past as backward regions that used to
agriculture but the WTO would like to see th

ke Assam, Bihar, Chhattisgarh, Rajasthan,
Jharkhand, and UP have failed to expand industries.
talowever, it seems that India is unable to recognise
t?gat increased flows of hot money cannot provide
ong-term solutions.

of Indian agriculture with the world economy woul
result in higher agricultural output growth and as
consequence rural equity and prosperity of i
inhabitants (Krueger, 1992). Itis further argued th
closer integration would also mean higher growt
in productivity and exports and also better terms dfdia’s growth has slowed down since 2011 and
trade achieved for Indian farmers by means afomestic investment has been insufficient as well.
‘getting price right’ (Storm, 2001; Krueger, 1992;India’s external debts went up to US$ 327 billion in
Ocampo, and Taylor, 1998; World Bank, 2006)2012. In 2007 the stock market and real estate
Historical factors for specific countries such asector was opened for foreign investors, which led
India and its levels of development in agriculturéo sharp increase in these sectors and India also

sector demands according to critics’, a slow degrggitnessed a massive inflow of short-term capital
of openness to the international markets. Despifgvestment in these sectors.
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Some argue that reforms have been inadequaperiods performance, only the service sector
which is hardly convincing. It is more than twoperformed better, but agriculture and manufacturing
decades now since neoliberal reforms wergid not perform well as expected in the post-reform
launched (Ahluwalia, 2011). It has been said thaieriod.

global recession adversely affected growth as well. : :

However, compared to East Asian countries, Indi-ghere sgems to be mainly two major fgctors
is less integrated with developed countries thoughESPONsible for the slow growth rates in the
as a result should be less affected. The sustainabiﬁgr'cqlture sector. First the government spending
of India’s economic growth is based primarily ol @griculture was reduced in order to reduce fiscal
exploitation of natural resources, cheap labour arq@flcns. Second, |mpo_rt I|ber<'_:1llsat|on has a_ldversely
foreign capital inflows, and not on high productivity2{fécted remunerative prices for agriculture
and innovation and therefore, cannot be sustainQBOd“C_tS- which led the farmers to curtail their farm
(Dutt and Rao, 1996). Portfolio investment ros@Perations. As a result, rural unemployment and
from US$ 9.3 billion in 2002 to US$ 12.2 billion in farmers debt has increased sharply and according
2006. Investment by foreign institutional investord0 official figures, since early 1990s the suicide rate
in India increased from US$ 377 million in 2002 tdMong the farmers has increased sharply. Vasavi
US$ 9.9 billion in 2006. However, during the samé2012) on the issue of farmers suicide provides us
period foreign direct investment of long-term natur@n important study to support her point that
rose at much slower rate from US$ 3.7 billion inncreased risks affects the livelihoods of the
2002 to US$ 4.7 billion in 2006 (Economic Surveyagriculturists due to government's neoliberal policies
2008). Meanwhile the trade deficit rose from Us@nd the impact of commercialised agriculture.
33.7 billion in 2002 to US$ 51.84 billion in 2006.According to her the risks, “imprint agriculturists
Total borrowing rose to finance the deficit by 3.4n multiple ways: an ecological risk deletes local
times during the same period. Relying on foreigresources and defies ecological specificity;
investors and international finance for a long-terraconomic risks that encapsulate and enmesh
growth strategy itself is questionable, becausggriculturists into external circuits and demands of
foreign investors keep shifting factories to low<capital and credits; and as personal risks, that
wage countries because of the mobility of capitahecome loaded as social psychological burdens, and

Those who are against state-led development arg\ghiCh constitute and entail the marginal
§ ; ) riculturists the defining terms in which they must
that from early 1950s to 1990 this restricted th & g y

: ) Eonduct agriculture and also their lives” (Vasavi,
growth of Indian economy (Ahluwalla', 2002, World2012: 1997-1998). Production of overall food grains
Bank, 2000). They argue that neoliberal reform . .

. . ..has declined such as for wheat, rice, pulses etc.
would unleash rapid growth rates, which will

: s a result the net availability of pulses per capita,
ultimately solve the problems of unemployment anﬁr example, declined from 41.6 grams in 1991 to
poverty. It was said that the previous regime 58 " 2005. Avail b'.I't ¢ |
government led development has resulted in slower grams in - Avarabllity ot cereals per
growth rates, which is also known as ‘Hindu ratgerson_decllned from 46.8'5 grams in 1991 to 358
of growth’. The neoliberal reform was supposegrams In 2006 (Economic Survey, 2009).
to bring rapid development by removing thancrease in employment in public sector was much
distortions caused by restrictive government policiggigher during the pre-reform period than during the
under import-substitution development of 1951post-reform period. This was observed for the
1990. When we compare the pre and post reforflanufacturing and the construction sectors.
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Although in the private sector, employmenin living conditions of majority of the people. In fact,
generation was higher in the later period, but sudn measures of human development, India has
was not the case in the construction sector. Theoved down and inequality has risen sharply. World
employment in manufacturing sector declined frorBank data indicates that India’s Gini Coefficient, a
68.5 million in 1998 to 66.2 million in 2000. In themeasure of inequality, has increased from 31 in
agriculture sector employment declined from 1.49994 to 33 in 2005 (World Bank, 2008).

million in 1992 to 1.42 million in 2000; mining
decreased from 1.12 million in 1994 to 1.01 millio
in 2000. However, the service sector witnessed

Jean Dreze and Amartya Sen (2013) emphasise
tﬁat aggregate economic growth is important for
increase in employment opportunities especially ige(;ljcrgtlnogvgrlib l'ﬁésv\ggl:e}‘i '[V\ilglggl C?)r;:?)furi(;i to
the finance and real estate sectors. For exampﬁ p Y. ' y , y
fferent concerns that need attention.” The lesser

in finance and insurance employment was 0. o
million, which rose to 1.09 million in 2008 and furtherOpt'm'St' Sen and Dreze, argue that reforms that

rose to 1.55in 2011 (Economic Survey, 2012). bO.OSt growth, tho_ugh |mp_o_rtant, were not enough
to improve the living conditions of the poorest, let

GROWTH, POVERTY AND INEQUALITY alone dismantle caste and gender hierarchies and
enerate employment. They “have to be
upplemented,” they argued, “by a radical shift in
ublic policy in education and health.” Brazil, for

The Indian economy has grown four and half time
since 1980 to a value of US$ 1.8 trillion (Economi

SurV(tay, 2213)' I—llowever,tst]ill[r:t rema|lnf_ a FOO nstance, grew only 1% compared to India’s 5%
country where a farge part ot the popuiation 1acks ., 1 993 1o 2005 but reduced poverty much

basic sanitation. Yet it is undeniable that econom'f%ster Bangladesh has only half of the India’ per

expansion has transformed cities like Bangalor%apita income, but the economy has performed
Chennai, Delhi, Hyderabad and Mumbal, benefittin etter in social indicators such as child mortality,

ig?nr:i;] ?}Iri]f?eurzprfrvrgadsleaﬂii? 'Eopver%lég; Ttniesri%mur?isation, literacy, crime against women and
growth has been shared. The supporters of the neo~ " life expectancy (Dreze and Sen, 2013).
liberal reforms hold that India’s reforms havdndia’s economy is slowing and economic growth
benefitted the economy as it has raised threached nearly 10% per annum, which is now less
competitiveness in the domestic economy asthan 5%. Prices are up, investment and industrial
result not only high tech sectors such as IT angtoduction are down and wages are static.
services witnessed rapid growth and managed kboreover, to a large extent this rapid growth did
build confidence in the overall economy. Jagdishot create jobs, which is called as jobless growth.
Bhagwati, 2013, Ahluwalia, 2011 and World BankThe fact is that the majority of 12 million youth
2006 are perhaps the most prominent proponergdded to the workforce each year and the present
of such a view. economic pattern of development compels them to

: . move to big cities from a crisis-ridden agricultural
While the critics argue that nearly three decadeas g g

: : - ector where 270, 000 of farmers have committed
of higher growth has Iarg_ely benefitted the pnwlege uicide since 1991. In 2011 alone, according to the
\?vré?l Z?;dgurgﬁd\i:\;: 2'::;6Leurlci)sr\fvoaizegge;rzfz&ficial figures, 14,000 farmers took their own lives
and Sen. They argue that despite experiencing ra&\éohanty, 2013; Vasavi, 2012).

growth India has not witnessed any improvemerih the post reform period, on the other hand, the
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wealth assets of few rich have seen a tremendoliBe inequality issue is important because it
increase. For example, there were just 2 billionairektermines what the share of the poor in growth
in India in 1995, with their combined total net worthprocess will be. In countries with higher initial
of US$ 3.2 billion, while their number rose to 46nequality, the poor tend to have a lower share of
with a total net worth of US$ 176.3 billion in 2012the gains from growth. Recently published NSS
Forbes (2012) data indicates that by 2010 India’¢port data tells us the rising trends in inequality in
100 wealthiest people had increased their combinéefia shown in Table 2. The Gini Coefficient for
worth to US$300 billion, a quarter of the country'dural India increased from 0.27 to 0.28, with rural
GDP. Out of India’s 46 billionaires, nearly half ofinequality rising in 11 Indian states. However, the
this number have drawn their primary source citates, which had higher growth rates, performed
wealth, which is called “rent-thick”, from sectorsP0Or in poverty reduction. The states with lower
such as mining, real estates, construction, ene\r/%??wm rates saw a decline in inequality, such as
infrastructure etc. All these sectors are also knowffiPura. For example, Bihar state despite
for close nexus between them and the governmeR¥Periencing higher growth rates did not witness
The remaining billionaires have drawn their wealt@"y réduction in rural poverty. The rural Gini
from other sectors such as software, automotivECefficient increased from 0.19 to 0.22, whereas
biotech, pharmaceuticals, telecom etc. The moiaharashtra, had a comparable growth rate and

striking features of the Indian growth are that Sinc@eductlon in G'_n' Coefficient and a substantl_al_
the reform of 1991 their wealth has groeroverty reduction. The states where the Gini

dramatically (Forbes, 2012). It could be Ca“egoeffluent has increased most are: Andhra

. L . .. Pradesh, Gujarat, Punjab and Uttar Pradesh
economic rent, primarily received from monopolisti K
. . I(_;‘(lEconomlc Survey, 2013).
economic power or needed licenses fro
government, in highly government controlled area¥.he real wage rates of workers in organised
Recent corruption scandals involving privatisatiomanufacturing sector hardly witnessed any rise
and the sale of billions of dollars’ worth of nationabetween 1992-1993 and 2007-2008. While at the
resources such as telecommunications, minesgme time after 1992, the real wages experienced
forests, land and water reveal that crony capitalispecline because of a sharp increase in food prices
and rent-seeking, rather than entrepreneuriglith the introduction of neoliberal reforms.
dynamism and innovation in a free market, are tfdoreover, higher growth failed to increase

real engines of India’'s economic growth (The&mployment opportunities due to rise in labour
Economist, 2014; Kohli, 2012). productivity and with the increasing use of

Table 2: Consumption Inequality in India

1983 1987-88 1993-94 2004-05 2009-1p
Gini Coefficient of distribution of consumption
Rural 0.30 0.30 0.28 0.30 0.28
Urban 0.30 0.35 0.34 0.37 0.37
Urban-rural ratio of mean consumption
(constant prices)* 1.54 1.44 1.64 1.72 1.69

*Original shows urban-rural ratio
Source:Ahluwalia, Montek S. 2011, Table 6; Economic Survey, several issues, Government of India, New Delhi
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automisation in the manufacturing sector. Thgrowth rates. India spends one quarter of what the
effect of technological progress at present is faZhinese government spends on health care. For
more labour displacing than it was in the early 20instance, at present India spends only 1.2% of GDP
century. Between 1988-1989 and 2009-2010, theéhile China spends about 3% (Dreze and Sen,
average real wage rates of workers in organis@®13).

manufacturing sector in Ind_ia has acf[ually de.C”neﬁjhe guestion arises if growth is only factor that is
even as labour productivity has risen (MIShraérucial for poverty reduction as suagested b
2013). p y g9 y

mainstream economists (Bhagwati, 2013), then
The rural poor are hardly better off than threéndia should have witnessed huge poverty
decades ago. About 44% children under five ameduction in the last three decades, but it did not
malnourished, worse than sub-Saharan Africa améppen. The other crucial point is that states with
25% women are illiterate. India’s humanhighest growth rates should have performed best
development statistics are worse than thie terms of poverty reduction. Planning Commission
corresponding ones in a number of countries thé2008) recently has released poverty figures on the
are poorer in terms of GDP per head. Accordingasis of Tendulkar Committee. According to
to official figures 17,000 farmers took their ownPlanning Commission Report, the poverty head
lives in 2010 alone, when their crop failed (Drezeounts ratio (HCR) declined by 8% in rural and
and Sen, 2013; Vasavi, 2012). 4.8% in urban areas between 2004-2005 and

. . 2009-2010. The current estimate also includes
The critics argue that it is beyond doubts that th overnment’s expenditure on mid-day meal

GDP growths for the last three decades have be Mheme although the poverty numbers have
impressive, but show hardly any improvement ity .jine.q byt it is still quite high, that is, 33.8% for

areas like health and education. They say th ral and 20.9% for urban areas in 2009—-2010
government neglect in these crucial sectors ha@inswanger-.Mkhize 2013)
given enormous inequalities in human capabilitie ' '
in India. Dreze and Sen (2013) study on Indi€ ONCLUSION

compare India’s development with other developin
countries. They insist that successful economiﬁr:t?gsgfgrrnog;?urtse tgoz;/t?rg]cT?onrteilézdiicggtzrz
development does not need: Track i and Track i o o ; o '
First it is aimed at a rapid increase in growth rate estrictions on ‘single brand’ foreign investors, such

and later on focus on social and poverty issued> IKEA have been relaxed. Foreign companies

which is also known as ‘trickle down’ effects. The I ?:V;I C‘:lr;tr?:g ;:ghalc; L(J)tlfotrseiw :;[hcoour;[q tgiigszdref%ro
insist far better economic policies could have beeg o Partn 9 panie
ore required to source from local suppliers. The

employed where GDP growth rates were to an

extent wade off for more Improvements XS 50 POTSes o pen e sees o
education and health. They cite the successf 9 P ’ 9

examples of Japan, South Korea, Singapore aﬁ&latlon. Economic growth, which does not take

Taiwan. These countries pursued both high&ccount of the social and political changes

growth strategies along with continuougiccompanying it could be unhealthy, and could
reate additional problems.

improvement in education and health sector§
because poor availability of education and health seems that despite the higher growth
would adversely affect productivity and so GDRyerformance in the post-reform period, it had little
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success in reduction in poverty levels. The studihe study concludes that since the launching of
finds that besides non-performance in employmentoliberal reforms, the interdependence between
and poverty fronts neoliberal reforms did notgriculture and industry has not been taken into
improve performance of the social sectorsaccount. Higher growth in the agricultural sector
Increased public investment in education and healtyould be able to raise agricultural output and also
will have positive impact on the welfare of womerfarmers’ income, and would enhance domestic
and children. In recent years, despite some modesarkets. It is important to expand domestic demand
improvements in education and health sector, Indénd simply inviting more foreign capital will not lead

is still far behind when compared with otheito a higher growth trajectory. The aim should be to
developing countries. Dreze and Sen (2013hake agriculture less vulnerable to weather
emphasise that a better pattern of economaonditions. Sustained growth is not difficult to
development is one in which GDP growth is to aachieve but it does not have to be based solely on
extent traded off for more rapid improvements imercantilists export strategy as the recent examples
living conditions, especially in education and healthn East Asian countries have shown us.

The study suggests that in India education and he
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