Economy must run faster to address socio-eco problems
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INDIA'S ECONOMIC JOURNEY startedwith Inde-
pendence. Many people do not realise that India’s
economicprogress in the first half of the twentieth
century under British rule was dismal. During
these five decades, India's annualgrowth rate was
just0.9% With population growingat(0.83%, per
capitaincomeremained almostflat. Immediately
after Independence, growth became the most
urgent concern for policymakers.

The dominant viewin the literature on devel-
opment economics in the 1950s and 1960s was
that the government hadan importantrole to play
andthat it should undertake activities thatwould
compensate for'market failure’ The literaturealso
emphasized the benefit ofa coordinated and con-
sistentsetofinvestment decisions.

Itis this line of reasoning that led most devel-
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oping countries, including India, to formulate
economy-wide plans. Though India adopted a
mixed economy, the mixwastilted heavily towards
state, at least incrementally. However, by the
1970s, it was becoming clearthat the model we
had chosen was not delivering. But our policy-
makers refused to recognize this. It was around
that time China madeabig change.

Itwas thecrisisof 1990-91 thatcompelled the
policymakers to turn to an ‘idea whose time had
come’. The break with the past came in three
importantdirections - first todismantle the com-
plex regime of licences, permits

growthratebetween 2013-14and 2019-20was
6.7%. The best performance was between
2005-06 and 2010-11when GDP grewby 8.8%,
showingwhat the potential growth rate of India
was. During this period, the investment rate
reached the peak of 39.1%in 2007 -08. However,
the growthstorysuffered asetbadkafter 2011-12.
The decline in growth rate which started well
before the advent of Covid- 19 should make the
policymakers reflect and introspect. The growth
performance since 2012-13 isa bit difficult to
interpret. The introduction of a new series on
national income with the base

and controls, second to reverse  — | 2011-12 has raised many con-
the strong bias towards state — troversies. After good perfor-
ownershipand third to abandon mancein2015-16and 2016-17,
the inward-looking trade policy. ATMANIRBHAR growth started declining and

= SHOULD NOT RESULT touched the level of 3.7% in
Trends in growth IN PURE IMPORT 2019-20. In fact, this period is

India’s average growth till
the end of the 1970s remained
modestwith the average growth
rate being 3.5%. However, on
several parameters, there were
noticeable improvements,such
as the literacy rate and life
expectancy. There was break-
through in Agriculture after Green Revolution.

The industrial base was also widened. The
Indian economy did grow at 5.6% in the 1980s,
But itwas accompanied by sharp deterioration in
the fiscal and current account deficits and the
econonyy facedtheworsterisisin1991-92,

Between 1992-93 and 2000-01, GDPat fac-
tor cost grew annually by 6.20%. Between
2001-02 and 2012-13, it grew by 7.4% and the
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SUBSTITUTION. AN
OPEN ECONOMY WITH
SOME LIMITATIONS IS
STILLTHE BEST ROUTE
TO FOLLOW

markedbyasharpdeclinein gross
fixed capital formation rate from
33.4% of GDP in 2012-13 to
28.8046in 2019-20.

The economic impact of
Covid-19 islargelybecause of the
actions taken to contain the
spread of Covid-19 such as the
lockd own. The net result has been a decline in
growth rate by 6.6 per cent in 2021 and a risein
growth rate by 8.7% in 202122, The economy is
virtually where it was in April 2020. We have lost
two years.The decline in output is even greater
when lookedat from the trend rate of growth.

2022-23 couldhave beenthe firstnormal year
after Covid-19. However, the economic impact of
Russia-Ukraine warcan be severe, if it continues

forlong. The sudden surge in crude oil prices can
severely affect our BOP and the current account
deficit canrise to 3% of GDP or even higher. Per-
haps, we should settle for a growthrate of 7% in
2022-23.

Challenges and opportunities

Post Covid-19 and post the Russia-Ukraine
war, thereis need tolay down a clear roadmap for
India’s future development. Initially, we need to
raise the growth rate to 7% and then follow it up
witha growth rateof 8 to 9%. We have shown that
inthe past we can have a growth rate of 8 to 9%
overasustained period ofsix to seven years.What
is needed is to raise the investment rate steadily
backtoaround 33% of GDP.

India's future growth path cannotbe unidi-
mensional.We needastrong export sector,bothof
goods and services. We also need a strong manu-
facturing sector domestically both with a viewto
meeting the domestic demand as well as providing
employment toawide cross section oftalent. Qur
own ‘sunrise industries’ will be different from
those of other countries. The rapid paceof global-
ization that we saw since the beginning of the
1990s will slow down for a variety of reasons.
Atmanirbharshould not resultinpure import sub-
stitution.That isneithereconomically sound noris
it desirable. An open economy with some limita-
tionsis stillthe best route tofollow.

We need to raise the savings and investment
rates rapidly and keep the ICOR around 4which s
areflectionofthe efficiencywithwhichweusecap-
ital and labour.Growth is theanswerto manyof our
socio-economic problems. In terms of growth, we
have along wayto go.We need torun faster.
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