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Economic Reforms and Manufacturing Sector Growth
Need for Reconfiguring the Industrialisation Model

R NAGARAJ

Manufacturing output grew 7%—8% annually since
1991, with a marked improvement in the variety and
quality of goods produced. Yet, its share in gross
domestic product has practically stagnated, with a sharp
rise in import intensity. Liberal (or market-friendly)
policies were expected to boost labour intensive exports
and industrial growth. Why did the manufacturing
sector fail to realise these goals? It is widely believed that
India needs to “complete” the reform agenda to realise
its potential. Critically examining such a view, itis
suggested that the long-term constraints on
industrialisation perhaps lie in poor agricultural
productivity and inadequate public infrastructure.
Further, there is a need to re-imagine the role of the
development state to realise goals, as the experience of
all successful industrialising nations suggests.
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ver a quarter century of market-oriented (or liberal, or

free market) reforms (1991-2016), the manufacturing

(or industrial) sector has grown annually between 7%
and 8% on a trend basis (depending upon the data series chosen)
(Figure 1, p 62).! The growth rate after the reforms is higher than
in the preceding quarter century, but it is roughly the same as
in the 1980s, when the early reforms were initiated. India’s
share in global merchandise trade has moved up from nearly
0.5% in 2000 to 1.5% by 2015, and the share of services exports
rose from 1% to 3% during the same period (Figure 2, p 62).

Industrial production has diversified with perceptible imp-
rovements in the quality and variety of goods produced with
growing domestic competition. Yet, the manufacturing (or
industrial) sector’s share has stagnated at about 14%-15%
(26%-27%) of gross domestic product (Gpp) after the reforms
(Figure 3, p 62). Though India has avoided deindustrialis-
ation—defined as a decline in the manufacturing (industrial)
sector’s share in Gpp, or share in workforce—it stares at a
quarter century of stagnation, in contrast to many Asian econ-
omies that have moved up the technology ladder with a rising
share of manufacturing in domestic output and global trade
(Rodrik 2015).

However, over a longer period, Indian industry has reg-
ressed. The telling evidence of it is a comparison with China.
Around 1950, both the large Asian giants were roughly at the
same level of industrialisation (or lack of it); if anything, India
had an edge (Raj 2006; Kumar 1988). By 2010, however, China
became world’s second largest manufacturing nation, and
India ranked 10th, producing one-third or one-fourth of Chi-
na’s industrial output (at the current market exchange rate)
(Figure 4, p 63).

The reforms were built on the initial success in delicensing
and import liberalisation (that is, a switch from quotas to tar-
iffs) in the 1980s. However, deepening of the reforms since the
1990s—as part of the broader stabilisation and structural
adjustment programme—meant a clear departure from the
state-led domestic-oriented, capital goods-focused, “heavy”
industrialisation strategy, towards a market-friendly regime,
as advocated by most mainstream economists and develop-
ment agencies, such as the World Bank (as evident in its offi-
cial publication, The East Asian Miracle, 1993). The reforms
were initially underwritten by structural adjustment loans from
the Bretton Woods institutions, conditional upon implemen-
tation of the policy changes (as against World Bank’s predomi-
nant interest in project finance). Though perhaps modest,
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Figure 1: Manufacturing Sector Growth Rate —by ASland IIP

In other words, to put it more graphi-
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cally using Bhagwati’s picturesque ima-
gery, the reforms meant making a bonfire

of industrial investment and output con-
trols, or ending the much criticised per-
mit-licence raj. However, in practice, the
speed and scope of the reforms was grad-
ual—slow by international standards, but
pretty rapid by domestic yardsticks—and
they were undertaken by trial and error,

regardless of the political dispensation at
the helm.
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Source: CSO and RBI's Handbook of Statistics on Indian Economy.

Figure 2: India’s Share in Global Trade

The reforms, though initially centred on
industry and trade, culminated in enco-
mpassing financial globalisation in the last
decade, when India got enmeshed in the
global economic cycles of boom and bust.?
The public sector was rolled back even
within the “conventional confines of utili-

ties and infrastructure” by allowing pri-

vate and foreign capital in these industries.

India surely rode the boom during its
“dream run” for five years from 2003 to
2008, to clock an unprecedented annual

economic growth of about 9%, to be
counted as among the world’s fastest

growing large economies (Nagaraj 2013).
If China came to be known as the world’s
factory, India was reckoned, albeit briefly,
as its back office. After the global financial crisis, as with the
rest of world, India’s boom went bust, with industrial decelera-
tion, rising import dependence, and growing short-term capi-
tal inflows (or, simply, hot money) financing the balance of

After a quarter century of market-oriented reforms, why did
India fail to emulate (or catch up with) the Asian economies to
cement its reputation as a successful industrial nation with ris-
ing manufactured exports? Perhaps, with booming services
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these loans signalled to global capital markets and interna-
tional business the Bretton Woods institutions’ endorsement of
the shift in India’s economic policy.

Jagdish Bhagwati, the most ardent and long-standing critic
of India’s planning, succinctly summarised what the reforms real-
ly meant, when he said:

The main elements of India’s policy framework that stifled efficiency
and growth until the 1970s, and somewhat less so during the 1980s as
limited reforms began to be attempted, and whose surgical removal
is, for the most part, the objective of the substantial reforms begun
in mid-1991, are easily defined. I would divide them into three major
groups:

(1) Extensive bureaucratic controls over production, investment and
trade;

(2) Inward-looking trade and foreign investment policies;

(3) A substantial public sector, going well beyond the conventional
confines of public utilities and infrastructure. (Bhagwati 1993: 46)
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exports, India dreamt of skipping the industrialisation stage to
be counted as the world’s back office, leveraging its large “edu-
cated” English-speaking workforce, and ignoring outsourcing
services’ narrow employment base domestically, and even the
slender market segment it was tied to in the financial services
sector in the United States (Us).

We are now back to the drawing board, trying to configure
how to reindustrialise, given India’s persistent economic back-
wardness (with half of its workforce still engaged in low pro-
ductive agriculture, and over two-thirds of the population still
living in villages) with bleak export prospects, and fickle capi-
tal inflows financing its external deficit.

This is not a new question, however. The “Make in India”
campaign seeking to raise the manufacturing sector’s domes-
tic output to 25% (Invest India nd), or, the previous regime’s
National Manufacturing Policy, 2011, aimed at raising the
manufacturing sector’s share in Gpp to 25% by 2022 (Ministry
of Commerce and Industry 2011) are the official efforts to grapple
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Figure 4: World’s Top 10 Manufacturing Nations in 2000 and 2010
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Figure 5: Manufacturing Sector Growth as per ASland IIP
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with the question. But, the real challenge apparently is to
translate these lofty goals to into actionable policies with suit-
able instruments. While working out the specifics of such a
strategy is beyond the scope of the study, it hopes to lay out a
broad framework of analysis for such an initiative.

The period from 2003 to 2014 repre-
sents, as mentioned earlier, the recent
debt-led cycle of boom and bust, perhaps
best illustrated by the trends in India’s
and global exports (Figure 6) (Nagaraj
2013). After the global financial crash in
2008-09, fiscal and monetary stimulus
domestically and capital inflows on ac-
count of quantitative easing (QE) in the
advanced economies sustained economic
growth until 2011-12 (as also in many
emerging market economies), giving rise to
a short-lived euphoria of emerging mar-
ket economies (EMEs) getting “delinked”
from the advanced economies.

The industrial growth scenario after 2014 remains hazy on
account of unreliable data. While the 11p shows marginal im-
provement, the new series of the National Accounts Statistics
(nAs) reports a distinct upturn—a widely contested statistic
(Nagaraj 2015) (Figure 7, p 64). The turnaround in industrial
and domestic output growth rates are not supported
by the trends in (i) credit growth and (ii) capacity utilisation
in industry (Figure 8, p 64 and Figure 9, p 65).5
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Performance during the Boom and Bust

From 1991 to 2003, industrial performance was not parti-
cularly impressive. After the initial boom until 1996, there
was a nine-year period of deceleration, when the output
growth was buffeted by many shocks, such as the Asian
financial crisis. However, the following cycle of boom and
bust (2003-14) was significant in many respects. Five years

This paper critically reviews industrial = gigyre 6: Annual Merchandise Export Growth Rate for India and the World

performance and policy after the reforms p, e/ o merchandise
in 1991, and seeks to address the question 4

of how to get over the stagnation.
30

Industrial Trends 2

Over the entire period of reforms (1991
2014), the manufacturing sector grew at
an annual trend growth rate of 7.7% or |
7.2% as per the Annual Survey of Indus-
tries (as1) and Index of Industrial Produc-
tion (11p), respectively (Figure 1). Evident- ;|
ly, the as1 recorded much wider yearly
fluctuations than the np, which would -3°-
show wide differences in the growth rates source: Veeramani (2016)
over shorter periods.3

From Figure 1, it is evident that the 25-year period can be
subdivided into three distinct phases: 1992-96, 1997-2003 and
2003-14 (Figure 5). The first phase represents the initial
euphoria of reforms, with booming output and investment in
the anticipation of a virtuous cycle of faster growth and exports.
However, with the expectations of a boost in demand not being
realised, industrial growth decelerated. It coincided with the
Asian financial crisis, bust of the dot-com bubble, and freezing
of credit markets in the us in the early 2000s.4
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of India’s dream run (2003-04 to 2007-08) were surely led
by outsourcing services exports, but manufacturing growth
matched the boom with a 10% annual growth rate. This was
made possible by a steep rise in domestic savings, invest-
ment, and capital inflows, boosting the capital formation
rate to close to 40% of GpP at the peak of the boom in 2008
(Figure 10, p 65).

The growth rate recovered after the financial crisis in
2008-09, but at a slower rate of 7.3% per year in the following
four years until 2011-12, and decelerated rapidly thereafter.
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Table 1 provides the average of annual growth rates from
2004-05 to 2013-14, as per the 11p, for use-based industrial
categories. In this period, consumer durable goods and capi-
tal goods (with each weighing about 8% in the 11p) grew close
to 10% per year, while consumer non-durable goods (with a

Table 1: Growth Rates by IIP’s Use-based weight of 21%) grew
Industrial Classification, 2005-14 the slowest at 4.2%

Use-based Industrial Output
per year.

Weights Average of Annual
Growth Rates

Basic goods 4568 5.2 This was also the
Capital goods 8.83 9.7 time when foreign
Intermediate goods 15.69 4.3 firms and brand
Consumer goods 29.81 59 names came to
Consumer durables 8.46 9.8 dominate many mar-
Consumer non-durables 21.35 4.2 kets, especially con-
Index of Industrial Production durabl d
(general) 100 57 sumer durables an

capital goods. The

Source: RBI's Handbook of Statistics on Indian Economy.

Figure 7: Manufacturing Growth Rate as per IIP and New GDP Series
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Figure 8: Quarterly Credit Growth to Infrastructure and Industry, 2012-16
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were dramatic. The land market quickly got commercialised,
with easy access to domestic and international capital, and with
property development acquiring primacy over industrial use
of land (Levien 2012).

In practice, these policies—meant for promoting industrial
exports and infrastructure—quickly became a means of acq-
uiring scarce land, often with state support, from gullible
farmers who sold their land cheap or were evicted with the
state’s connivance, giving rise to the term, “predatory growth”
(Bhaduri 2008). This resulted in widespread political and
social agitations against such policies, contributing little by
way of industrial output.

Competing Explanations for the Trends

How does one understand the foregoing account of industrial
performance? Many would agree that industry underper-
formed, but the reasons proffered for it could vary considera-
bly.” By no stretch of imagination could state policy constrain
industrial decision-making any longer. With India’s tariff get-
ting reduced, and with numerous bilateral trade and invest-
ment treaties, India’s openness became comparable to its
Asian peers. Crucially, if the much derided permit-licence raj
had held up industrial growth during the planning era, then
why did industrial output and exports not zoom after the
reforms?

Protagonists of reforms, however, would contend that the
reforms have not gone far enough or the agenda remains in-
complete—with restrictions remaining on foreign direct in-
vestment (FpI) (especially in retail trade), labour market regu-
lation (in the ability to hire and fire at will),
full convertibility of capital, etc. These ar-
guments seem questionable. There is no
clear theoretically valid and empirically
sound association between pro-market re-
forms and growth (Rodrik 2011). There is
perhaps room for critically examining what
has been the outcome of the liberalisation
carried out thus far.
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Source: CEIC, RBI, Kotak Economic Research.

import to domestic output ratio went up quite sharply in most
industries (Chaudhuri 2013). However, if indirect imports are
included, the ratio would go up further.®

In the 2000s, two significant policies were initiated for in-
dustrialisation, namely, special economic zones (sezs) and un-
freezing of the land market for private industrial and infra-
structure investment. Until then, export processing zones
were set up by the public sector, and land acquisition for infra-
structure was their exclusive domain. When these activities
were thrown open to private and foreign capital, the results

64

What has India’s open-door policy for Fp1
led to? In the last decade, the most signifi-
cant variety of FpI inflow has been private
equity (PE), venture capital (vc), and hedge
funds (1F), which are, by definition, loosely
regulated alternative investment funds that
are part of shadow banking. They are not
even considered as Fpr by the United
Nations Conference on Trade and Development definition since
they are not for the long-term. Quantitatively, the most impor-
tant of these sources is PE funds, which, by definition, acquire
existing assets and sell these after three—five years in the stock
market after restructuring. These are hardly the kind of for-
eign capital that India needs for getting technology and ac-
quiring industrial capability.® Table 2 (p 66) provides informa-
tion on PE and vc inflows into India since 2005 and an illustra-
tive list of projects in which they have invested during 201s.
Economic implications of PE investment are that it is financing

December 15
August 16
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of domestic consumption using foreign debt,
not productive investment.?

The labour market rigidity hypothesis is
seriously contested; careful reviews of the
literature find little support for the widely-
held proposition (Kannan and Raveendran
20009; Teitelbaum 2013; Sood et al 2014). That
the labour market rigidity argument holds
little water now can be gauged by the recent
news report that Larsen & Toubro, India’s
largest machinery and construction firm
(turnover $16 billion) reportedly laid off
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14,000 workers (11.2% of its workforce of
1.22 lakh workers) during July-September
2016 (Prasad 2016). It amply demonstrates
that the “hire and fire” policy effectively
rules the organised labour market today.
Arguably, the retrenched workers are tem-
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Figure 10: Fixed Investment as Percentage of GDP
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growing segment of organised workers and
that the laws really have no teeth. Hence, the
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contention that labour laws are holding up
flexible and efficient use of labour simply does

not hold water.

Currently, policymakers are using the
World Bank’s “Ease of Doing Business” (EDB)
as a measure of hurdles faced by entrepreneurs, and are busy
trying to improve India’s global ranking to attract more for-
eign investment. This dubious measure, both conceptually
and empirically, hardly explains the foreign investment in-
flows in developing countries, as evident from a World Bank
research paper quoted below:

1991 ~

The World Bank’s Ease of Doing Business reports have been ranking
countries since 2006. However, do improvements in rankings generate
greater foreign direct investment inflows? ... The paper shows this rela-
tionship is significant for the average country. However, when the sam-
ple is restricted to developing countries, the results suggest an improved
ranking has, on average, an insignificant (albeit positive) influence on
foreign direct investment inflows. ... Finally, the paper demonstrates
that, on average, countries that undertake large-scale reforms relative
to other countries do not necessarily attract greater foreign direct in-
vestment inflows. This analysis may have important ramifications for
developing country governments wanting to improve their Doing Busi-
ness Rankings in the hope of attracting foreign direct investment in-
flows. (Jayasuriya 2011)

If the foregoing arguments are reasonable and evidence
credible, then we should look elsewhere for the reasons of the
industrial stagnation. The answer perhaps lies with the struc-
turalist economic arguments and the long-term constraints,
such as less than satisfactory or poor agriculture performance
after the reforms (Figure 11). Moreover, despite gradual im-
provements, land productivity in agriculture continues to be
a modest fraction of the global average (Figure 12, p 66).
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Figure 11: Agriculture Growth Rates, 1981-2015
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Further, lack of ade-
quate public infra-
structure investment
(as capacity creation
for power generation
by proxy) seems to
be holding back in-
dustrial growth (Fig-
ure 13, p 67).

At the moment,
in the aftermath of the global financial crisis, Indian industry is
suffering from excess capacity in major industries like steel,
coal and machinery, as investment rates and exports have fall-
en. Fixed capital formation ratio, for instance, has fallen by
almost 10 percentage points, from close to 40% of GDP in
2008. As the private corporate sector is mired in debt, and the
banking sector is left holding non-performing assets, there is
little option but to revive public investment to boost invest-
ment and domestic output (Nagaraj 2014).

Need for Reconfiguring Development State

While the foregoing arguments for removing the structural
constraints on industrial growth still hold, it is perhaps an op-
portune moment to revisit the role of state support for
industrialisation. Admittedly, state intervention during the
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planning era (1950-80) had many shortcomings (too widely
acknowledged to bear repetition), and many aspects of it may
have outlived their utility. Yet, perhaps, the rush to open up
markets after 1991 (under stressed macroeconomic conditions)
seems to have hurt long-term industrial and trade prospects.°
So, there seems to be a need to rebalance the equation be-
tween the state and the market keeping in view the strategic
considerations."

The basic arguments for industrial policy come from Nicho-
las Kaldor’s stylised fact that faster manufacturing sector
growth propels the rest of the economy following Verdoon’s law
of positive externalities. In a somewhat similar vein is Paul
Krugman’s (1995) hypothesis of economies of locational agg-
lomeration giving rise to positive externalities. Finally, the
arguments of market failures due to information imperfec-
tions, and state intervention solving the coordination problem
offer credible reasons for having an industrial policy Suzumura
(1997). Moreover, the comparative Asian experience (starting
with Japan to a contemporary account of China and Vietnam)
offers powerful empirical arguments for industrial policy.

Three aspects of industrial and investment policies that seem
to need careful attention are: (i) long-term finance, (ii) domes-
tic research and development (rR&D) efforts, and (iii) bilateral

Figure 12: Average Cereal Yieldsin Selected investment  and
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Table 2: PE Inflow since 2005 and lllustrative List of Their Investmentsin 2015

(pF1s)—such as 1pBI (the Industrial Development Bank of India)
and 1cicr (Industrial Credit and Investment Corporation of
India)—into commercial banks, resulting in shortening of
loan maturity, thus constraining capital-intensive manufactur-
ing and infrastructure financing. The domestic debt market
was expected to fill the vacuum, and that has not happened (as
in most industrialising countries). In response, large firms
were allowed to borrow internationally even for investments
in the non-traded goods sector, leading to currency and matu-
rity mismatches, thus raising potential financial instability.

China, which is still not officially granted the status of a
market economy, is known to use cheap credit (including trade
credit) as an instrument for penetrating international mar-
kets, especially in project exports. Commercial sources often
suggest that Indian firms are perhaps unable to match the Chi-
nese firms’ commercial terms, despite producing goods of
comparable quality and variety. This is not new. Historically,
finance is widely used as an instrument of trade policy.

If the above speculation is correct, then there is a case for
revisiting national development or investment banks for sup-
ply of long-term, low-cost credit for industrial capital forma-
tion. Such a case has acquired greater urgency in the context
of the continuation of the global financial crisis, and the need
for public investment to pull the depressed economies out of
the present crisis (Skidelsky and Martin 2011; Turner 2015).

Another setback after the industrial reforms has been the de-
cline in domestic industrial r&D. The licences to import technol-
ogy and capital in the pre-reform era were conditional upon
setting up domestic R&D centres (sweetened with fiscal conces-
sions) to promote indigenous know how. After the reforms, firms
no longer needed to make such efforts, and foreign firms had
no reason to invest in R&D in India that could potentially com-
pete with their parent firms’ global interests. The net result:
stagnation in r&D efforts, best illustrated again with a Chinese
comparison. In 1996, both China and India spent the same
share of their Gbp on R&D, at 0.6%. However, by 2011, the ratio
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for China had tripled to 1.8% of GpP, whereas for India the ratio
had marginally moved up to 0.8% (Figure 14). Interestingly,
despite its liberal Fpi1 policy, China did not take its eyes off the
strategic significance of R&D, whereas India perhaps lost its focus
in the free market rhetoric (Mani and Nabar 2016; Mani 2016).

At the height of the financial opening-up in the last decade,
India signed a large number of bilateral free trade and inv-
estment agreements, whose outcome for industry appears to be
questionable (Dhar et al 2012). In particular, the treaty with
Thailand, a large base of the Japanese automotive industry,
seems to have hurt Indian automotive firms’, enabling the du-
ty-free entry of goods.'? If the observation is correct, then
Figure 13: Installed Capacity, Annual Growth
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Figure 14: R&D Expenditure as Percentage of there is perhaps
GDPin China and India

merit in reviewing
such agreements.

This is not to ar-
gue for uncondi-
tional protection-
ism or unalloyed
faith in the state’s
capacity to pro-
mote industrialisa-
tion, but to seek for a more reasoned, rule-based support for
industry. This should not be seen as a plea for putting the clock
back; such a view would be ahistorical. What is needed, per-
haps, is the redefining and reconfiguring of the boundaries of
state and market in view of the changed ground realities, com-
parative experiences, and the renewed analytical arguments
for suitable state intervention.

China
Source: World Bank’s World Development Indicators.

India

Conclusions

Liberal economic reforms or the market-friendly policy frame-
work constructed over the last quarter century has not served
the manufacturing sector well, despite faster economic growth,
and output diversification. The goal of rapid industrialising to
catch up with Asian peers, in an open trade and capital regime
employing abundant labour for labour-intensive exports, did
not materialise. There has been undeniable improvement in
domestic competition with the rise in the quality and variety of
goods produced and exported. Yet, the share of manufacturing
in Gpp has stagnated, and its share in merchandise exports
declined, and import content in domestic consumption shot up.

An eroding industrial base has found political expression in
the current political dispensation’s slogan, “Make in India,” or
in the previous regime’s National Manufacturing Policy, 2011,

Economic & Political WEEKLY JANUARY 14, 2017 VOL LII NO 2

albeit these ideas are yet to get translated into workable policies
and suitable instruments for implementation. The easy start-
ing point of it would be to try producing domestically what is
being imported. The sharp rise in imports during the recent years
clearly shows the potential to indigenise production quickly.

Ruling dispensations, regardless of their political colour and
candour, have argued for “finishing” or “completing” the lib-
eral economic reforms agenda, including institutional reforms,
to reap their virtuous outcomes. However, after a quarter cen-
tury of persuasion, such an advocacy rings hollow as it does
not have support either in theory or in comparative experi-
ence. Worldwide rethinking on the virtues of unbridled glo-
balisation of trade and investment after the global financial
crisis is a testament to limits of such arguments, in the current
stage of political democracy.

The policymakers’ single-minded focus on improving India’s
ranking in the World Bank’s Ease of Doing Business index
(mainly by whittling down protective measures for the work-
ing poor) seems seriously misplaced as the index has no ana-
lytical basis or empirical support. Further, easing of entry of
foreign capital even into defence production is completely mis-
placed when most of the b1 inflow is from private equity
firms, which specialise in flipping assets for quick returns, not
digging their heels for long-term growth of shared gains.

Unalloyed faith in liberal reforms seems passé (Ostry et al
2016). As Dani Rodrik (2016) said recently,

The new model of globalisation stood priorities on their head, effec-
tively putting democracy to work for the global economy, instead of
the other way around. The elimination of barriers to trade and finance
became an end in itself, rather than a means toward more fundamen-
tal economic and social goals. Societies were asked to subject domestic
economies to the whims of global financial markets; sign investment
treaties that created special rights for foreign companies; and reduce
corporate and top income taxes to attract footloose corporations.

With global economic recession continuing after eight years
of the financial crisis, and its political fallout in terms of Brexit,
or ultra nationalism in the us, and the proposed scrapping of
the Trans-Pacific Partnership by the us seem clear signals of
the current limits to globalism. Considering the current global
political and economic uncertainties, it would be prudent to
pause and reflect on the liberal model. There is perhaps a need
to revitalise the idea of the development state for retaking the
initiatives for industrialisation.

Such a vision should not be misconstrued as a plea for a re-
versal to uncritical infant industry protection or complete de-
linking from international trade and capital flows. Surely, with
rising agriculture productivity and structural transformation,
industrial growth will have to turn increasingly to exports for
sustaining domestic growth. Yet, for a large economy like
India—to paraphrase Arthur Lewis—exports will have to be
the efficient lubricant for the large domestic economy, espe-
cially to meet energy import needs. It calls for strategic inte-
gration with the global economy and reinventing industrial
policy keeping in view the long-term national goals.

The structuralist economic view of India’s long-term con-
straints, as low agriculture productivity (compared to the
global average), poor public infrastructure and extreme
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energy import dependence, seem to hold considerable value to
this date. So, at a macroeconomic level, such a view would call
for state intervention to step up domestic savings and public
investment, and insulate the domestic economy from short-
term volatility emanating from the global economy.

We probably need to identify industries and products in
which imports are succeeding on account of easy credit, and
those which require productivity improvement. There is appar-
ently a need for reconfiguring a strategy for capital goods devel-
opment (in items like information and communications tech-
nology hardware or in solar energy), in which India has become
seriously import-dependent, undermining the strategic national
interests. This is not, however, a plea for blanket import substi-
tution, and export pessimism, but for infusing technological

dynamism to recapture the domestic market and the dynamic
comparative advantage in trade. Capital and technology import
should be accompanied with commitments for R&D investment.

There is a need to reimagine the role of domestic financial
institutions to provide long-term credit for capital intensive in-
dustries, infrastructure and exports; along the lines advocated
(separately) by Robert Skidelsky and Adair Turner in the current
global context. These measures necessarily have fiscal coun-
terparts, which need to be addressed by revisiting fiscal rules.

Similarly, domestic r&D, expenditure which has barely
inched up during the reforms as a share of the Gbp—compared
to China, which tripled the ratio—needs to be seriously viewed
and corrected if our present political dispensation is serious of
realising its dream of techno-nationalism.

NOTES

1 Unless otherwise mentioned, all figures are at
constant prices.

2 This is different from the earlier experience of
the 1980s when India’s annual economic
growth (as also that of China) accelerated to
around 5.5%, while much of the global econo-
my got mired in the debt crisis—known as the
lost decade of development—after Mexico de-
faulted on its international payments.

3 The index of industrial production (IIP) is a
leading indicator of physical output with mini-
mum lag, whereas the annual survey of indus-
tries (ASI) is largely based on the annual cen-
sus of production accounts of large factories,
with data available with a two-year lag. Usual-
ly, the ASI output growth estimates are higher
than the IIP-based estimates. The gap between
the two output series tends to diverge after
about five years from the base year of the IIP.

4 For a detailed analytical account of this phase,
see Nagaraj (2003).

5 Considering the uncertain data quality, we
would restrict the analysis up to 2014.

6 For a detailed economic analysis of this period,
see Nagaraj (2013).

7 For the details of the arguments reported in this
section, see Nagaraj (2011) for a critical review of
industrial performance until the boom of 2008.

8 The surge in initial public offerings (IPO) in
2016 seems to be a case in point. Indian compa-
nies have mobilised close to $3 billion (19,379
crore) during January-September 2016, the
highest since 2007. Yet, it does not seem to be
for augmenting fixed capital formation, but for
enabling PEs, which invested during the boom
in the last decade to cash out their profits, or
dilute promoters’ equity holding to pay off PE
investors, see Aarati Krishnan (2016).

9 As official data on FDI inflows are not available
by type of institution, we have relied on non-
official sources.

10 For a careful account of how the changes in the
policy-affected industrial growth and capabili-
ty, see Chaudhuri (2013, 2015).

11 China’s entry into the World Trade Organiza-
tion (WTO) seems instructive. It carefully ne-
gotiated its terms of entry, timed the entry well
to take advantage of the global market for its
labour-intensive goods at an undervalued ex-
change rate, and defended the rate for well
over a decade to flood the world with its cheap
manufacturing. In the process, China, strategi-
cally, was able to convert its surplus labour into
trade surplus, to gain immense advantage in
global financial markets.

12 “Industry has been ruined by FTAs,” says Baba
Kalyani, Chairman of Bharat Forge, and Kalya-
ni group of companies with a turnover of $2.5
billion, specialising in automotive forging, sup-
plying to major OE manufacturers worldwide.
He said in an interview, “Industry has been
ruined by FTAs ... because of the FTA, due to
which companies come and set up plants here,
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they don’t manufacture anything, they just as-
semble” (Bhagat 2014).

REFERENCES

Bhaduri, Amit (2008): “Predatory Growth,” Eco-
nomic & Political Weekly, Vol 43, No 16, pp 10-14.

Bhagat, Rasheeda (2014): “Industry Has Been
Ruined by FTAs,” Business Line, 10 February.

Bhagwati, Jagdish (1993): India in Transition: Free-
ing the Economy, Oxford: Clarendon Press.

Chaudhuri, Sudip (2013): “Manufacturing Trade
Deficit and Industrial Policy in India,” Econo-
mic & Political Weekly, Vol 48, No 8, pp 41-50.

— (2015): “Import Liberalisation and Premature
Deindustrialisation in India,” Economic & Polit-
ical Weekly, Vol 50, No 43, pp 60-69.

Dhar, Biswajit, Reji Joseph and T C James (2012):
“India’s Bilateral Investment Agreements:
Time to Review,” Economic & Political Weekly,
Vol 47, No 52, pp 113-22.

Invest India (nd): “National Manufacturing: Make
In India,” viewed on 2 December 2016, http://
www.makeinindia.com/policy/national-man-
ufacturing.

Jayasuriya, Dinuk (2011): “Improvements in the
World Bank’s Ease of Doing Business Rankings:
Do they Translate into Greater Foreign Direct
Investment Inflows?,” Policy Research Working
Paper No WPS5787, September, World Bank,
Washington DC.

Kannan, K P and G Raveendran (2009): “Growth
Sans Employment: A Quarter Century of Jobless
Growth in India’s Organised Manufacturing,” Eco-
nomic & Political Weekly, Vol 44, No 10, pp 80-91.

Krishnan, Aarati (2016): “Why This Time isn’t Dif-
ferent,” Business Line, 26 October.

Krugman, Paul (1995): Development, Geography and
Economic Theory, Cambridge, MA: MIT Press.
Kumar, Dharma (1988): Colonialism, Property and

the State, New Delhi: Oxford University Press.

Levien, Michael (2012): “The Land Question: Spe-
cial Economic Zones and the Political Economy
of Dispossession in India,” Journal of Peasant
Studies, Vol 39, Nos 3—4, pp 933-69.

Mani, Sunil (2016): “New IPR Policy 2016: Not
Based on Evidence,” Economic & Political Weekly,
Vol 51, No 38, pp 28-32.

Mani, Sunil and Janak Nabar (2016): “Is the Gov-
ernment Justified in Reducing R&D Tax Incen-
tives?,” Economic & Political Weekly, Vol 51,
No 30, pp 22-25.

Ministry of Commerce & Industry (2011): “National
Manufacturing Policy,” press note no 2, 4
November, Government of India, New Delhi,
viewed on 2 December 2016, http://dipp.nic.
in/english/policies/national_manufacturing_
policy_250ctober2o11.pdf.

Nagaraj, R (2003): “Industrial Policy and Perfor-
mance since 1980: Which Way Now?,” Economic
& Political Weekly, Vol 38, No 35, pp 3707-15.

— (2011): “Industrial Performance, 1991-2008: A
Review,” India Development Report, 2011, D M

JANUARY 14, 2017 VOL LII NO 2

Nachane (ed), Mumbai/Delhi: Indira Gandhi In-
stitute of Development Research/Oxford Uni-
versity Press.

— (2013): “India’s Dream Run, 2003-08: Under-
standing the Boom and Its Aftermath,” Econo-
mic & Political Weekly, Vol 48, No 20, pp 39-51.

— (2014): “Economic Challenges to the New Gov-
ernment: A Policy Proposal,” Economic & Politi-
cal Weekly, Vol 49, No 21, pp 35—-41.

— (2015): “Seeds of Doubt on New GDP Numbers:
Private Corporate Sector Overestimated?,” Eco-
nomic & Political Weekly, Vol 50, No 13, pp 14-17.

Ostry, Jonathan D, Prakash Loungani and Davide
Furceri (2016): “Neo-liberalism: Oversold?,”
Finance and Development, June, International
Monetary Fund, viewed on 30 December 2016,
https://www.imf.org/external/pubs/ft/fandd
/2016/06/pdf/ostry.pdf.

Prasad, Rachita (2016): “In One of India’s Biggest-
ever Layoffs, L&T Sheds 14,000 Employees from
Its Workforce,” Economic Times, 23 November.

Raj, K N (2006): “The Indian and Chinese Plans:
Similarities and Differences,” Inclusive Growth:
K N Raj on Economic Development, Ashoka
Mody (ed), Hyderabad: Orient Longman.

Rodrik, Dani (2011): The Globalisation Paradox: De-
mocracy and the Future of the World Economy,
New York: W W Norton & Company.

— (2015): “Premature Deindustrialisation,” paper
no 107, Economics Working Papers, January,
School of Social Science, Institute for Adva-
nced Study, Princeton.

— (2016): “Put Globalisation to Work for Democ-
racies,” New York Times, 17 September, viewed
on 20 December 2016, http://www.nytimes.
com/2016/09/18/opinion/sunday/put-globali-
sation-to-work-for-democracies.html.

Skidelsky, Robert and Felix Martin (2011): “For a
National Investment Bank,” New York Review of
Books, 28 April.

Sood, Atul, Paaritosh Nath and Sangeeta Ghosh
(2014): “Deregulating Capital, Regulating
Labour: The Dynamics in the Manufacturing
Sector in India,” Economic & Political Weekly,
Vol 49, Nos 26—27, pp 58-68.

Suzumura, Kotaro (1997): “Industrial Policy in
Developing Market Economies,” Development
Strategy and Management of the Market Eco-
nomy, Volume 1, Edmond Malinvaud et al (eds),
Oxford: Clarendon Press for the United Nations.

Teitelbaum, Emmanuel (2013): “Labour Regula-
tion, Trade Unions, and Unemployment,” Rout-
ledge Handbook of Indian Politics, Atul Kohli
and Prerna Singh (eds), Abingdon: Routledge.

Turner, Adair (2015): Between Debt and the Devil:
Money, Credit and Fixing Global Finance,
Princeton: Princeton University Press.

Veeramani, C (2016): “Inter-linkages between Ex-
ports and Employment in India,” Occasional
Paper No 179, November, Export-Import Bank
of India, Mumbai.

World Bank (1993): The East Asian Miracle: Eco-
nomic Growth and Public Policy, New York:
Oxford University Press.

Economic & Political WEEKLY



