Journey to 2047

Raising investment rates, emphasising manufacturing,

promoting new technology will be key
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IN LIGHT OF recent developments at home
and abroad, we need to have a clear madmap
fior India’s growrh. The expeaations of the
people are clearwewant m become a devel-
oped counmy by 2047, tharis, when India co-
mpleres 100years since Independence, Bur
whar does it mean 1o become a developed
coumry? Inrernarional financial organisa-
tions currently classify countries with per
capira income of $13,845 and above as de-
veloped councries, In 2047, this would be
higher. India’s per capita income as of now
i5 52 500(1ME April 2024) which shows the
distance we have o mavel Based on assump-
tions of the furure exchange rare of rupee and
domestic infladon, we need tohave an aver-
age annual real rare of groweh of s seven
per cent oo achieve this level of per capita
income, Is it possible?

Before delving into issues such as the
sraegy of development, a simple caloulaton
reveals that on the assumpion of an incre-
menial capial ourpur rato] BOOR) of 5, which
iswharwe have seen in recent years, a seven
per cent rate of growrhwill require a real
gross fined capital formation (GECF) race of
35 percencof GDPWe are dose o 35 per cenc
as of now, The recenrincrease inthe real GRCF
rare has been largely due o an increase in
Evemment capital expenditures especially
of the central government. This growth in
EVEIMIMENT CApex cannot be sustained be-
ause it has been accompanied by a highfis-
cal deficit of the Centre, which was in the
range of 6.7 percent. 5.4 per cenr and 5.9 per
cent in the three post-covid years, Whar is
needed is a pickup in privare invesoment by
one o two percentage poins of GDP. To
achieve this, we need m creame an environ-
ment for privare investment — boch
COrPOrAIE and Non-CorporaE — [0 inCrease.

What should be the strategy o become a
developed couniry inthe nexoowo decades?
Analysts are considering redesigning indus-
mial podicy in light of ongoing global devel-
opments AferWord War I, many EastAsian
countries adopred an export-led growth
srrategy and made rapid progress.
Subsequenidy, China adopred a similar pol-

Another critical issue is the
creation of adeguate jobs.
The impact of technological
changes means a reduction
in the absorption of labour
per unit of output. The
elasticity of employment
with respect to outpurt is
decreasing. In this context,
the emerpence of Artificial
Intellipence (AT}, Gen AT
and machine learning is
causing both alarm and
excitement. Owing to the
distinction between new
technology and earlier
innovations, many fear an
adverse impact on
employment. We have
moved from ‘mechanical
muscles” to ‘mechanical
minds’. Can this reduce the
demand for human labour?
Jobless prowth is certainly
a matter of concern. But job
creation without growth

is equally bad.

icy. China's share inworld exgpons was 0.6 per
cent in 1970, By 2022, it went up o 11,0 per
cent, In conrrast, although India's share in
world expons was also 0.6 percencin 1970, it
only increased oo 2.5 per cent by 2022 The
world rrade environmene has, however,
changed. The voices of protagonists of free
rrade are gerring weaker, Some countries
have umed distnctly provecioniss, For ava-
riery of reasons, growth will slow downin de-
veloped countries, For India, this old staegy
is nocoper, Bur thar does nor meanwe should
shift focus from expors, Expaores are aestof
efficiency. We have shown our excellence in
the expor of services, We need o prove itin
rerms of merchandise o because external
demand is one of the drivers of growrh,
Broadly speaking. rthe smaregy should be
mult-dimensional; Emphasise expors, sen-
ioes, manufacmering, agriouiure ecc. [rwould
be useful roidentify our “sunrise” indusries.
For example, the food processing industry
may be given high prioriny as it is labour-in-
ensive, helps agriculoure and has export de-
mand, The Russia-Ukraine war threw up an
impormant issue. Due w supply disruptions
caused by the war, many countries stamed
thinking abour self-sufticiency for “critical
impors”, India also thowghr abour manufac-
muring chips, Bur inall cases of “impor subst-
rurion”, we should nor forger abour cost.
Whar is needed is efficient impor substine-
ronArmmanirbhar showld not degenerate ino
inefficient “impor substinon”,
Anothercritical issue is the crearion of ad-
equare jobs. The impact of technological
changes means a reduction inthe absorprion
of labour per unit of ourpur. The elasticity of
employment with respect to ourpur is de-
creasing. In this conrext, the emergence of
Amificial inelligence (Al Gen Al and machine
leaming i causing both alamm and excitement.
Owing tothe distincrion berween new e
noloay and earier innovarions, many fear an
adverse impact on employment, We have
maoved from “mechanical muscles” o “me-
chamical minds”. Can this reduce the demand
for human labour? Jobless groweh is cermainky
amarerof concern. But job creadonwithour

arowthis equally bad, We need o absorb this
new technology, which will require further
skill development. Az the same dme, we need
o develop a mix of sectors tharwill ensure
jobs increase along with growth,

Considerartions relared o equity have as-
sumed imporance, The benefits of growth
must be disribured equitably, There is evie
dence thar the poverty ratio has been com-
ing down, According m the World Poverty
Oock, exrreme poverty in India measured by
a poverty line of $2.15 (2017 PPP) has fallen
below the threshold of three percent. Infacr,
in the larest updare, it has fallen w wo per
cent of the population, implying thar ex-
meme poverty in India has beeneliminated,
A recent consumpeion expendimure suvey
for 2022-23 confirms thar the compured Gini
coefficient, which measures inequality, has
akso marginally reduced. Usually, income in-
equality is higher than inequality in con-
sumprion expenditure. In developing
economies, the firstconcem should be afast
reducrion in poverty ratio, The impomance
of social safery nets such as a supply of sub-
sidised food grains iscritically imporan. We
cannot sequence growth and equity favour-
ing growth first and equicy later. Without
growth, equity will be a distant dream. On
the other hand, withour equity, grow th can-
not be sustained. Equity also requires an em-
phasis on health and educarion as part
of public expendirure in terms both of
quanium and quality,

Thus, in substance, India's development
smmaregy shoukd be multdimensional, Growth
may be stmulared by rising imvesoment rages,
emphasising manu ing, services and ex-
pors, absorbing new echnologies and pro-
motingamix of secrors thar are emiploy ment-
friendly, Job creation is going to be the
toughest challenge ahead,
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