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Home to 1.1 billion people with a median age of under 25 years, India has
phenomenal potential for growth. With real per capita income growing in excess
of 7 per cent per annum, together with an increased willingness to cooperate as
well as compete with the rest of the world, the country is emerging as a major
player in the global economy. Sixty years have passed since India gained indepen-
dence, and it is a fascinating time to review the country’s economic performance
over these last few decades, and to assess future prospects and potential.
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This book contains contributions from a wide range of experts on India and
explores a variety of issues, including prospects for sustained higher growth, the
impact of coalition governments on economic performance, trade performance
and policies, microfinance issues, agricultural pricing policies and foreign direct
investment and privatization. The book provides a detailed analysis of the
achievements and disappointments in the modern Indian economy, and an
exploration of the issues which are shaping India's economic future. Offering a
comprehensive overview of the state of India’s economy in the twenty-first
century, this book is essential for postgraduates and scholars seeking a greater
understanding of one of the world's fastest growing economies.
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Preface

2007 marked 60 years of Indian independence, a period in which a country that is home
to a sixth of the world’s population, has gone through immense transformation. The
persistent image of India as a nation unable even to feed its population has been replaced
with that of a country that is being called an innovation powerhouse, a knowledge
economy at the forefront of key scientific research, indeed a country where the interface
between research and innovation is being re-defined.

However, this sanguine outlook is only of recent origin. To be sure the Nobel Laureate
poet Rabindranath Tagore moved by India’s colonial experience wrote of India a few
years before independence (in 1941) that ‘... perhaps in no other modern state was
there such hopeless dearth of the most elementary needs of existence.” The implications
of this dire economic condition were compounded, in the eyes of many observers, by
the granting by the Indian constitution, almost immediately after independence, of
universal adult franchise within a democratic parliamentary set-up. This was at a time
when some of the major Western powers had not granted full voting rights to all their
population. It was widely felt in the 1950s and 1960s (and perhaps even later) that
such an audacious experiment was a recipe for disaster.

Yet India has proved these commentators wrong. From some of these same quarters
one hears comments like the 21" century is India’s century, Although there is much
that is remarkable in India’s emergence on the world stage as a major economic
power several challenges remain, some like poverty have been persistent while
the growth process itself has thrown up new challenges, like addressing increasing
regional inequality, or designing purposeful economic policy in an era of coalition
governments.

The present volume does not portend to be a comprehensive analysis of the Indian
economy sixty years afier independence. Indeed it would be overly ambitious to attempt
such a task. Rather, this book is an attempt to examine key areas of the Indian economic
cxperience closely with the subsidiary aim of being able to anticipate future
developments.

The papers in this volume were presented at a conference to mark 60 years of
Indian independence in August 2007 by Australia South Asia Research Centre,
Australian National University, I am grateful to all the scholars who presented
papers at the conference and then undertook the non-trivial task of transforming
conference presentations into major scholarly articles. At Palgrave Macmillan
Taiba Batool and Alec Dubber were most gracious and helpful during the preparation
of the manuscript for publication. ASARC administrator, Stephanie Hancock,
organised every detail of this conference and prepared the manuscript for final
publication. I really cannot thank Stephanie enough for her many contributions to
the conference and this volume.

Mark Twain once famously said that ‘India is, the cradle of the human race, the
birthplace of human speech, the mother of history, the grandmother of legend, and the
great grand mother of tradition. Our most valuable and most instructive materials in the




viii  Preface

history of man are treasured up i i ' Thi
! | ed up in India only.” This country of traditions now h
population of L1 billion with a median age of 24.9 years! Hence there is much th:ts i:

exciting and vibrant that is unfolding. This book tries t i
dimensions of India’s transformation. TNt lomsonay

Raghbendra Jha
Canberra, February 2008
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An Introduction to the Volume

Raghbendra Jha

The rapid growth of the Indian economy and the impressive structural transformation that
has accompanied it are phenomena of monumental importance to our times. Indian
economic reforms which had tentative and hesitant beginnings in the mid 1980s
accelerated in the early 1990s and have never looked back. The fruits of such reforms are
now evident in the distinctly higher trend rate of growth of the economy, the wide base
and stability of such growth and the immensely large canvas of opportunities manifested,
among other things by an increasing readiness to both cooperate and compete with the
external world, now open to India’s young population.

The completion of 60 years of Indian independence in August 2007 provided an
important benchmark for taking stock of India’s economic performance and assessing the
possibilities for the future. For a nation of 1.1 billion with a median age of 24.9 years
assessing prospects for the future is at least as important as taking stock of where this
population stands.

Against this background the Australia South Asia Research Centre (ASARC) at the
Australian National University organised a two day international conference of leading
scholars — economists, political scientists and public policy experts — on the Indian
economy sixty years after independence. The unifying theme behind the conference was
twofold: an evaluation of the extant situation and an assessment of prospects.

The present volume contains a selection of 16 papers that were presented at the
conference and represent a broad view of the potential for and the problems facing the
Indian economy:. It is divided into five parts (i) Mega Trends in India — Economics and
Politics, (i1) Emerging Issues in Fiscal Policy in India, (iii) India’s External Sector, (iv)
Trends and Prospects for India's Social Sector, and (v) Sectoral Issues.

In part 1 Robin Jeffrey in his chapter entitled ‘Coalitions and Consequences:
Learnership and Leadership in India, 1948-2008" explores a missing aspect of the large
literature that has grown up around coalition governments in India. The missing aspect is
the “educational process’ by which Indian politicians have learned the benefits and
requirements of coalition governments and then how to make them work. The chapter
then discusses whether coalition governments are good or bad for economic development
and social change. Raghbendra Jha in his chapter entitled “The Indian Economy: Current
Performance and Short-run Prospects’ documents the broad contours of economic growth
in independent India, It focuses particularly on the increase in resources available (in the
forms of higher saving and investment and lower fiscal deficit) for higher economic
growth ‘ﬂ-l'lﬁ the recent surge in the external engagement of the Indian economy.
Anomalies in the growth process are pointed out as are some emerging constraints to
accc]cm_tod growth. The chapter concludes by examining the short-run prospects for
cconomic growth in India.

In part 2 Stephen Howes, Deepak Mishra and V.J. Ravishankar examine the experience
of the World Bank’s lending to Indian states in their chapter entitled *A Decade of World




2 The indian Economy Sixty Years afier Independence

Bank Sub-National Lending to India: A Retrospective’. This has been an important
recent development in the past decade as previous World Bank loans were all routed
through the central government, This transition has lead to s

failures. This chapter analyses the causal factors behind such successes and failures and
draws important policy conclusions for the future. In his chapter ‘Pension Reforms in
India’® Mukul Asher analyses the important issue of the pension and social security
reform in India, an issue of importance since a larger number of Indians are expected to
live longer lives. He provides a comprehensive view of the existing social security
system, analyses its shortcomings and advances suggestions for policy reforms,

In part 3 Prema Chandra Athukorala in his chapter entitled *Export Performance in the
Reform Era: Has India Regained the Lost Ground® argues that the inward orjentation of
economic policy during the pre-reform period led to a substantial reduction in India's
potential share of world trade. He then examines the key issue of whether the outward

sector and identify, in particular, the political economy factors that have led to recent
reductions in protection and consider the outlook for extending these reforms in the
future. In their chapter ‘Free Trade Arrangement between India and Japan: An
Exploratory Analysis® K. Kalirajan and Swapan Bhattacharya argue that the Indian and
Japanese economies have increasingly been coming closer. Although both countries
favour multilateral trade reforms the rapid proliferation of Free Trade Agreements (FTA)
has led the two countries to consider the possibility of entering into one. This chapter
examines the benefits and costs to the two economies of entering into a FTA.

In part 4 Anil Deolalikar in his chapter ‘Human Development in India: Past Trends and
Future Challenges’' evaluates India’s performance on five dimensions of human
development — infant mortality, child nutrition, nutrient intake, educational attainment,

pecially designed survey in

selected villages in Pune district in Mabharashtra, India. While the benefits in terms of

higher income, consumption, and savings matter for the poor, the focus here is broader,
i assess some key dimensions of women®

achieved only though good
vulnerability reduction, good
capacity building.

In part 5 Garry Pursell and Peter Warr in their chapter ‘Agricultural Trade Policies and
Rural Poverty: Where is India Heading?’ argue that as a policy solution to the problem of
rural poverty, agricultural protection does not work, They place the issues of rural
poverty and agricultural protectionism in Asia into a longer term context and make
several policy conclusions with regard to the role of agricultural trade policy in rural
poverty reduction. Raghbendra Jha, K.V. Bhanu Murthy and Anurag Sharma in their

An Introduction to the Volume

chapter “Market Integration in Wholesale Rice Markets in India’ s!zow that thcre_ is
remarkable absence of integration across wholesale rice markets in India. Heqcc a policy
to reduce barriers to interal trade is likely to yield rich divid;nds both in terms of
improving the efficiency of agricultural markets and reducing the risk of"creahr’lg isolated
pockets of food insecurity. Raghav Gaiha and Ganqsh Thapa in _thcu‘ cha}:nc:'
‘Supermarkets, Smallholders and Livelihoods Prospects in Selected Aglan Countries

argue that whereas the emergence of supermarkets has transformed agn-!‘oodlmarkgts.
but at different rates and to a different extent across regions and_coumnefs (mc]udln‘g
India) such transformation is a challenge for smallholders. While the risk of their
exclusion is real, it is argued that there are opportunities as well. Indeed, contrary to
assertions, the demise of smallholders as a consequence of the growth of supermarkets
and dramatic changes in the food supply chain is neither likely nor unavoidable. Rakesh
Ahuja in his chapter ‘India’s Great Vulnerability: Energy Inlsecunty' argues that next to
water shortage energy insecurity is India’s greatest economic vulnerability. Hc: uu't]mes
different energy options for India and evaluates the prospects for energy security in the
country. In their chapter *Economic Determinants of Ncwspru:n Consumption in India: A
Time Series Analysis" Raghbendra Jha and U.N. Bhati examine the prospects for one 91‘
India’s most dynamic industries — newsprint. With the rapid growt_h of print media
outlets in India the demand for newsprint has also grown very rapidly. The chapter
forecasts future trends in such demand. The volume ends with an index. .

The volume thus contains essays on key aspects of the Indian economy, Sixty years
after the country’s independence. The outlook for the Ipd1an_ economy is at once
promising as well as challenging. The new-found dynamism in key sectors of tflle
economy sounds a sanguine note for India to not just excel but also to take a leadership
role. However, the economy is also saddled with significant human resource issues. The
skills of Indians and their institutions will be tested by these conflicting pressures.
Although the future steady state of the economy is not fully prcdicta_blc at the moment,
there are enough signs to indicate that India, having endured severe crises in the past, will
emerge an even more significant player on the global stage.




