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Can India embrace development at the cost of social sacrifices? Some of us are beginning to get used to the idea of an “incredible India” that will become a world superpower, with the fastest growth, an emerging demographic dividend, and innovative brains for the globe. Most of those who think this way are urban, educated, upper middle class and employed in industry and its services. The vast majority in rural India, those employed in agriculture, small-scale and tiny industries, self-employed, and with no assets, will be surprised at the claim of an “incredible” India. It is not so for them. 
Growth and Devlopment:   Economies grow when they are able to save and invest in assets that produce goods and services. But they develop when the investments are not merely in material goods (like power plants, roads, railways, ports, airports, consumption goods, etc,) but also in intangible services that build human capability like, health, education, sanitation, safe drinking water, etc. The investments in physical and social infrastructure result in improvement in human development. The Indian economy has shown significant growth rates of over 7.5% in the last seven years except for 6.7% in the global recession year of 2008-09, and 7.4% in 2009-10. Indeed, in 4 of those years, it was 8.5% or more. 
   But India’s Human Development Indicators are well behind many countries in Asia. While these indicators have improved considerably after 1995, we lag well behind countries with whom we would like to be compared. Thus, the index in 2007 for India was 0.612; 0.813 for Brazil, 0.817 for Russia, and 0.772 for China. Growth in India has not led to comparable development.

Inflation and the Poor:   Top Indian policy makers have frequently said that it is worth accepting a little inflation in return for better economic growth. Others like the late Dr Chelliah have said that he would rather sacrifice a little growth if it could lead to faster eradication of poverty. In fact of course, growth, inflation and poverty are interrelated. It is not as if policy-makers have a magic formula to reduce the flow from the tap of inflation and so to control it to remain at a desired level. During 2009-10, and in recent months, government has not tamed inflation in food prices (over five years ago, rice prices are up by 35%,onions by 18%, sugar by 45%, tur dal by 70%, petrol by 56%, diesel by 40%, and as against last year, food prices are up by 18%. Manufactured product prices are also rising now. However, growth has picked up. Clearly, 18% rise in prices of essential food products is not an acceptable accompaniment to this year’s estimated GDP growth of 8.5%.

    The First Five Year Plan argued for a rise in the rate of saving to national income “from 5 per cent in the base year 1950-51 and 6 3/4 per cent in 1955-56 to about 11 per cent by 1960-61, and 20 per cent by 1967-68” after which the proportion could remain at 20%, “capital formation as a proportion of national income…..will not be raised beyond 20 per cent of the national income”. “On these assumptions, it will be seen, per capita incomes can be doubled by about I977 i-e; in about twenty-seven years, and consumption standards raised by a little over 70 per cent over the 1950-51 level”. In fact, savings were 32.5% in 2008-09 and capital formation 33.0%, but the Economic Survey estimates that the all India poverty rate in 2004-05 was between 21.8 and 27.5%., that is, around 300 million people. Other estimates put the number below the minimum line at around 500 million. They define poverty not merely in terms of food calories consumed but take in other items of essential requirement as well. 

Deprivation:   Over 500 million Indians are not connected to electricity and burn biomass, mainly crop residues, dry twigs, leaves, branches, cow dung, in dingy and unprotected huts-(only 19% of rural households live in pucca houses), without toilet facilities (87%), where the indoor smoke pollution has led to India having the highest incidence of tuberculosis in the world (138 per 100000 households versus 99.7 for the world as a whole), with other adverse effects as well on the health of women and children. . 

   India has seen excellent growth in the last decade with the unleashing of entrepreneurship after the opening up and liberalizing of the economy since 1985 and especially after 1991. However our GDP is dominated now by industry and services, while agriculture is a declining portion (at below 20% while services contribute above 55%). In a country as poor as India, development must be accompanied by increasing consumption by the masses and consequently the output of the “real” economy of goods and services should normally be growing and dominate the overall GDP. Instead, services dominate. 

   Agriculture is estimated to employ 52% of the population. To ensure reasonable living for them, it should contribute a much higher portion of GDP. That it does not implies that a very large number of people who work on agriculture are in excess of requirement, and earn a fraction of those in other occupations,  since the total realization from agriculture is so much lower than the proportion of people depending on it. 

      An important factor that will adversely affect the excluded part of the population is the expected effects of climate change. Climate change will affect India more than countries in temperate climes. It will make for an uncertain monsoon in terms of the timing of its onset and the precipitation. Since the dry lands of India depend on the regularity of the monsoon, people dependent on the monsoon will face uncertainty. Drinking water would also become a problem. Climate change will hurt the poor more than most others. 
   There are also the special cases of large sections of the population that are deprived because of community, caste or being cut off from the mainstream of development. These are largely scheduled tribes, scheduled castes, and Muslims. The worst off are the ST’s whose lands and their use of them and hence livelihoods. Many tribals have been made destitute as a result. Almost all lack basic health and education services. Given that they are mostly in remote parts of the country, in forests and hills, and that many of their lands are rich in minerals, government finds it difficult to protect their rights. The scheduled castes are discriminated against because of caste. The Muslims are also poorly educated and lack many basic amenities. Government has many schemes and legislation to help these groups. Their effectiveness varies. 
     Building Capability:   
   Building human capability demands health services that are of adequate quality and accessible to all. It also requires opportunity for education as well as for developing skills, good sanitation and drinking water to prevent illnesses of the chest and stomach, very common especially in rural India. These cause missing work, and  lost wages since so much of India’s work force is in casual employment. We are still a long way away from making good and timely health care available to all.
   The Human Development report of UNDP shows (2006) that the health status of Indian children leaves much to be desired. Thus: full immunization against T.B. is for 73% of children, 56% against measles; children with diarrhea and receiving oral rehydration and continued feeding are 22%; percentage of women between ages of 15 and 49 using contraceptives is 48; births attended by skilled health professionals is 43%; physicians per 1 lakh people is 80; the undernourished population is 20%; children under height for their age is 45% and with low birth weight is 30%. These are averages nationally and the disparities are far worse in states such as Bihar, Jharkhand, Chattisgarh Rajasthan, Uttar Pradesh, Orissa, while the Southern states in particular are far better off.
   As a result of poor helth care, the per 100000 live births, the infant mortality rate is 62 and the maternal mortality rate is 540. These numbers are higher than in most Asian countries with who we are comparable on economic indicators.

  Similar is the situation with regard to education. Youth (15-24) literacy rate is 76.4%, children reaching Grade 5 from among Grade 1 students is 79% while tertiary students in science, engineering, manufacturing and construction is 22% of all tertiary students; 

   When we look at expenditures on health and education, the state plays a lesser role than in many other countries. As a % of GDP in 2003, public expenditure on health in India was 1.2 and private was 3.6, while in China the comparable figures were 2.0 and 3.6 by China. Public expenditure on education was 3.3 % of GDP in India, and 10.7% of total government expenditure against 2.2 and 12.7 in China. China has been spending a higher proportion of government expenditure on health bit India has caught up on public expenditures. China spends a larger part of government expenditures on education than India. 

   Against the percentage of GDP spent by government in India in 2003-04, health took 1.2%, education 3.7%, military expenditure took 3.0% and debt servicing 2.8%, demonstrating the inability of government to assign resources to improve people’s capabilities. 

  On present demographic trends India will have the largest youthful population in the world by 2030, which many of us boastfully call a demographic dividend. But investments in health and education services, and administrative and monitoring systems that ensure all have good quality in both, is necessary to reap benefits from a youthful population, Without them it could be a demographic disaster. 

     Inequality:    As a measure of inequality the UNDP shows that in India, the richest 10% of the population earned or spent 7.3 times that spent by the poorest 10%. In China the comparable figure was 18.4, in Indonesia 7.8, Brazil 57.8, Japan 4.5, and USA 15.9. Thankfully, India has yet to reach the inequality levels of many others. However newspaper reports are that India has the fourth largest number of billionaires and the largest private holdings in banks overseas. Ostentatious consumption is rampant in India.    
    Despite relatively lower figures of inequality, urban households are estimated to earn 85% more than rural ones, spend three fourths more and save nearly double that by rural households. Even for the same profession and levels of education, urban earnings are higher. The lowest income quintile accounts for 22.4% of the population and just 6% of income. There is enough data to show that the inequalities by occupation, region, location (urban-rural, big city, small-town)., education, etc, are wide and growing. This is demonstrated by the ownership and purchase of durable consumer goods over the country which is concentrated in urban India and in larger habitations. Surveys by NCAER put the number of financially vulnerable households (unable to meet their financial needs due to lack of access to key productive assets or to unwise financial management) at 195.8 (26%) of rural households, and 65.9 million (24%) of urban households.
Government spending: How does government stimulate an economy? Clearly a high rate of domestic saving helps a great deal. This could be by households, by industries, by government and by a surplus in the external balance of payments. India took a decision in 1951 to use government spending as the main stimulant since household savings and commercial savings were low. Government savings came from its own effective functioning in tax administration and tax collection, surpluses from public enterprises, and from borrowing money internally (from Reserve bank) and externally (World Bank, and at low interest from International Development Agency, bilateral loans and grants from other governments). Government borrowings, both internal and external, rose over the years. In recent years government external borrowings have come down relatively (private external commercial borrowings have soared) but internal borrowings have risen. The central government has also covered up some expenditure by not showing them as such-bonds issued in lieu of their dues to oil companies, fertilizer companies, etc. but not counted in the deficit. The combined fiscal deficit of governments at the centre and states is estimated in 2009 to have actually crossed 11%, the level it was in 1991 when India in economic crisis, liberalized and opened up its economy. . 

   Government deficits take liquidity out of the system but do not mostly add to the output of goods. This causes prices to rise since the government spending has added to people’s purchasing power. As government borrows from the RBI, or from the public, it squeezes the liquidity in the system. This can cause interest rates,to rise, raising the cost of government debt and borrowing costs for industry, commerce and households. Government debt has now crossed 60% of GDP, (lower than developed economies like USA and UK but still quite high). This places severe limits on government expenditure on infrastructure and the social sector since interest payments have become the single largest item in government expenditure, (as percentage of revenue receipts-52.1% in 1998-99, 31.6 % in 2007-08, 31.6% in 2008-09, and budgeted at 36.7% in 2009-10..

   In the years after 1991 India battled a foreign exchange crisis with help from international funding agencies. They demanded reductions in government deficits. This was done by selective reductions that affected the poor and deprived adversely. Investments in agriculture and infrastructure came down in real terms and remained relatively static on the social sector. These cuts badly affected the building of capability among the excluded part of the population.     
   Thus, social sector expenditures as % of GDP which was 7.17% in 1989-90, declined or remained static in subsequent years at 6.78, 6.58, 6.38, 6.46, 6.39, 6.40, 6.30, and 6.41 in 1997-98. As the economy grew faster, tax reform and improved collection led to buoyant tax revenues. From 1998-99, expenditures as percentage to GDP on these items started rising. Similarly, total (public and private) investment in agriculture as % to GDP went from 1.93 % in 1990-91 to 1.57, 1.51, 1.43, 1.26, and 1.37 in 1995-96. It began rising only from 1999-2000. Even in the years since 1999 it was private investment that rose, while public investments (that benefit the poor and excluded) rose only after 2003-04. Thus the excluded parts of the population, namely the poor and the farm sector, lost out on government investment in building assets and human capability that could have improved their economic and social status.  
   A great deal of government expenditure went into populist and short-term spending like subsidies and write-offs of farmer loans. 

  Agriculture was also held back for many years because of poor credit availability and prices that were deliberately kept low in order to protect the industrial working class. This was at the cost of the farmers. This is yet another example of benefiting one group at the expense of a much larger one (namely industrial working class at the cost of the rural farmer). Similarly the domestic agricultural prices especially for cereals were kept low in relation to international prices and with severe restrictions on interstate movement as well as on exports, preventing any benefit from reaching agriculturists. 
Foreign Investment: Foreign investment in India in recent years has substantially added to foreign exchange reserves. However it is also adding to the country’s debt because it has come mainly from remittances to India by overseas Indians, mainly workers in the Gulf and elsewhere, portfolio investments by institutional investors, external commercial borrowings by companies, and was not earned through a surplus on trade (which in fact was for most years in deficit). The FII investments in particular added greatly to volatility on the Indian stock markets and in the external value of the Rupee. This was due to the exemption from capital gains tax on investments by FII’s from Mauritius and a few other countries, making Mauritius the largest investing foreign country in India, because almost every foreign investor brought his funds to India through Mauritius. It is believed that this was also the route whereby a lot of Indian money went abroad by havala and came back from Mauritius to laundered in the stock market. Stock market investments surged with these volatile inflows of funds and declined periodically, as FII;s booked profits, or as in 2008, they withdrew  money from India to meet obligations in the USA and elsewhere during the collapse of many foreign financial firms. These fund flows also led to volatility in the Rupee’s exchange rate. The volatility of the Rupee exchange value affected prices in India, and added to inflationary pressures especially on fuels, which had a cascading effect on all prices, thus adversely affecting the poor. 

Subsidies:: Political populism led government to keep many prices artificially low by measures such as oil subsidies, physical supplies of food grains and kerosene below cost, free or cheap electricity, etc. All these measures added at the central level to 2.2% of GDP in 2009-10. State government subsidies were additional; for example, electricity losses are over Rs 40000 crores and expected to rise to Rs 60000crores. They led to the high and rising deficits and government debt and inability to spend adequately on infrastructures. 
   While the subsidies were intended to support the poor, a large portion went into administrative expenses and leakage through inefficiency and corruption, (famously quoted by Rajiv Gandhi as 85%, and others at 83%) and also diversion to non-targeted households (as for example the diversion of subsidized kerosene for the adulteration of diesel for Lorries). Another effect of these subsidies was the non-availability of funds for investment and for social infrastructure. Electricity for example has been a major sufferer. 

Social Schemes:   Since 2007 imaginative schemes to support the poor have been introduced like free access to all of primary education (SSA), national rural health mission (NRHM) to achieve the same for health services, the national rural employment guarantee scheme (NREGA) which significantly increased the funds available for employment schemes from 0.22% of state domestic product in 1998-99 to 0.34% in 2005-06. Others like Right to Education and Right to Food are on the anvil. However, state governments implementing these schemes have in many cases been unable to spend the available funds, or spent them with little effect. Thus in 2005-06 (from available survey figures) only 30% of funds were spent from those available.  Reasons for non-spending vary from caste blocks,and poor administration. What was spent many times were diverted to those who were not intended beneficiaries, and a considerable amount was stolen by officals through corruption. This is the case with all social improvement schemes around the country, though some states, usually the same as show better growth, have done well. 
   However the NREGA, despite non-spending, massive corruption and diversion, has had particular effec and many steps are being taken to widen and deepen the reach and reduce leakages. The fact that rural wages have risen in much of India is an indicator that it is having an effect on the laboru market. So also is the anectodal evidence of some decline in internal labour migration. 
   . 
Poor administration and poor delivery: The weakness of the Indian administrative system in its inability to deliver benefits to the desired target populations, and to do what it does honestly and efficiently. The inability to prevent diversion, leakage and corruption, has been a major factor that prevents even imaginative social sector expenditures that take place from reaching many it is intended for and making an impact on many. 

There are too many Ministries at the Centre and states. Subjects are broken into components to create more Ministerial berths for politicians. There is little coordination and holistic decision-making. Interrelationships between components and subjects are neglected; for example, Health (spread between Ministries of Health and Family Welfare, Chemicals and Fertilizers, Water); or Energy (spread between Coal, Oil and Gas, Power, Renewable Energy, Atomic Energy). The country has paid a high price in poor health status, untimely deaths, fake drugs, etc, and half the population without safe and affordable energy.  
   The large number of central welfare schemes, (said to number 150), makes administering them difficult. Beneficiaries are not even aware of what schemes are available for them. The other problem is the procedural complexities in applying for benefits from any scheme, thus giving the low level administrator enormous power over prospective beneficiaries.    

, Conclusion: , 

Can India embrace development at the cost of social sacrifices? 
The question is redundant since our growth strategy has not protected the many deprived in the population from inflation, low wages, poor health and education services, poor sanitation, roads and other infrastructure, and using non-commercial energy at the cost of their health. The benefits of growth have largely gone to the urban classes and the rich farmers. India has had good GDP growth for some years and might well continue to do so. But good growth has not led to development and improved well-being of a large number. 

 India also suffers from high government deficits and gross inefficiency and ineffectiveness in social sector and infrastructure expenditures. High deficits lead to liquidity pressures and high interest rates. India has among the highest interest rates in the world, holding up development, especially for the poor employed in agriculture, small and tiny sectors of industry, which are the largest employers of the excluded part of the population. Low and inefficient social expenditures also keep the excluded in that situation. Excessive number of schemes, their duplication and the lack of a simple way of letting prospective beneficiaries know their entitlements and how to get them, is a major problem that must be tackled. 

   The country needs drastic administrative reform to make government expenditures more efficient and effective. It needs institutional reform so that the lowest levels of government and small local groups can monitor the social expenditures. It requires a change in the subsidy outlook so that instead of handling goods or services physically, the choice of what to buy is left to the deprived target population.    

   Employment has to shift from agriculture which has considerable labour in excess of requirement that constitute most of the really poor. Their capability must also be quickly built up if we are to enjoy the demographic dividend. This demands investments in health and education services, along with administrative and monitoring systems that ensure that all receive good quality health and education services. 

  While inequalities are lower than in many comparable countries, the inequalities by occupation, region, location, education, etc (farm and self-employed versus non-farm, North versus South, urban-rural, big city versus small-town), are wide and growing, making for wide disparities over the country. .

   The excluded, mainly the poor and the farm sector, have lost out on government investments in building physical assets and human capability that could have improved their economic and social status. A great deal of government expenditure goes into populist and short-term spending like subsidies and write-off of farmer loans. It is also inefficiently and ineffectively spent, not reaching desired target people, with a lot of corruption and poor administration. Local populations must get control over the delivery of such services. Political populism in spending on social services must be replaced by ways that reach the excluded with funds that they can spend as they need. 
   The weakness of the Indian administrative system in its inabilities to deliver benefits entirely to the correct target populations, prevent diversions, leakages and corruption, has been a major factor that prevents even such social sector expenditures that take place from reaching many who they are intended for.
   Growth can be inclusive and lead to development if only our leaders will it. 
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