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“India’s Turn” by Arvind Subramanian; Oxford University Press; Pages 237 Rs 595

     After the ‘Economist’ wrote about the books on India’s economy by two Arvinds, Panagariya and Subramanian-which were both published by Oxford in 2008, Having reviewed the first, I waited for this one, but am disappointed. The first was a comprehensive and searching examination of India’s economic growth since 1951. The second is a patchwork of papers, many fully or partially co-authored, written between 1992 and 2007. 

    The best Chapter is the Introduction. It argues that India was the crucible for three fundamental economic experiments. First, highly heterogeneous societies opted for universal adult franchise for maintaining unity and achieve rapid growth, to lift millions out of poverty. It achieved unity. For three decades it did not generate economic wealth for the average person. Unlike China, few died of famine. But living conditions did not improve much, and growth was poor.  
    Second, preference for state over the market for delivering economic development led to a huge public sector, throttling foreign trade and to central control over all economic activity. It was after the state withdrew from such centralized control that growth and development took off.  
    Third, guarantees to historically disadvantaged groups through massive affirmation programmes in education and public sector employment did not help them. Social investment provided many opportunities for advantaged groups, and perpetuated unequal development.

    Economic growth rate changed in the 1980’s and has been more stable than in South East Asia because it was less dependent on vagaries of foreign capital and was fueled for 25 years predominantly by productivity growth. The recent tensions between monetary policy, exchange rates and foreign capital have left the RBI to meet two dilemmas: containing inflation and maintaining currency competitiveness, with only monetary policy as instrument. He makes the case for a more cautious attitude towards opening up to foreign inflows because of the exchange rate consequences. He does not mention the government encouragement of anonymous foreign inflows into financial markets, stimulated by exemption from short term capital gains tax that have made the Indian stock markets into a casino for speculators. 

     He attributes growth since the mid-1980s to manufacturing, resulting from a new pro-business orientation of government policies. Mrs. Indira Gandhi was responding politically to the Janata challenge by becoming less secular and populist and more communal and private sector oriented. Manufacturing’s key role in growth is evidenced by noting that it was the states with the largest manufacturing base that took off. Pro-business policies naturally benefited the formal (organized) sector. From the early 1980s the organized and incumbent private sector was unleashed. The policies enabled incumbents to operate more freely. It did not promote competition by facilitating new entrants.     
      A hurdle to future growth could be the continuing emphasis on capital intensive than labour intensive manufacturing, leading to rising wages for skilled labour. Fast growing states are specializing in skill based manufacturing (petrochemicals, pharmaceuticals) and services (I.T., finance, telecom). The market for skilled labour is scorching. It is in short supply because of faults in the education system.
     He emphasizes the role of institutions in growth and cautions that except for the Election Commission they are severely stressed, weakening and lacking accountability. 
   He is convincing in arguing that 7% growth is assured because of 3 factors. Productivity in Indian manufacturing has contributed 60% to overall growth and will continue because of further reforms. With labour force growing faster than population, domestic savings rate will grow by 12 to 15%. Institutions will improve because of a sharp rise in transparency, a vibrantly assertive civil society and liberalization which will keep reducing the opportunities for corruption and patronage. He does not mention steps to improve them.   
     There are 3 chapters on India’s globalization. He is in favour of regional and bilateral trade arrangements. He argues for TRIPS, (a settled issue), because it will stimulate R & D. He appears to argue that India has not factored in the consequences on exchange rate and growth, of capital account convertibility. It is not clear whether he wants India to move in that direction.  
      The book devotes scant attention to the social features of growth in India. It mentions rising inequalities but with no analysis. It does not say what kind of growth is likely in a country with so many poor when the “real” economy of agriculture and manufacturing contribute so little to the GDP. He devotes no attention to agriculture on which such a large part of the population depends, and its declining productivity. He is sanguine that institutions will not pose a bottleneck to growth. He ignores the declining quality of Indian public administration and its incapacity to deliver the services on which government spends vast sums of money. He expects Indian growth to be unique but does not demonstrate how it can be sustained and what it will do for the majority of the people.  
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