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Chapter 15

India: The Elephant Walks
     "On entering Murshidabad, the old capital of Bengal in 1757, Clive wrote: 'The city is extensive, populous and rich as the city of London, with this difference that there were individuals in the first possessing infinitely greater property than in the last city.'  Similar words were used of Agra, Fatechpore, Lahore and many other Indian towns."

---Jack Goody, The East in the West, p. 113.

     "Indian Muslims and Christians did not come from outside.  Their ancestors were Hindus.  Culture does not change with the religion.  Culture is associated with land and nationality is related with commitments."

---Atal Bihari Vajpayee, presidential speech to the Bharatiya Jana Sangh party, Indore, September 7, 1968.

Introduction

     Second in world population at around a billion people, India is like China in being one of the world's great historical centers of civilization.  Like China it bears the burden of its past economic successes in irrigated agriculture, a huge rural population.  Unlike China it has yet to succeed in pulling the great mass of that rural population substantially out of poverty.  Nevertheless, this population has moved beyond the threat of periodic famine, and the Indian economy is now growing at a steady and substantial rate, if not quite as rapidly as China's.

     India possesses what is arguably the most complexly mixed economic system in the world.  On the one hand, with the possible exception of rural sub-Saharan Africa, it is the world's largest repository of the Old Traditional economy, a system of nearly self-sufficient villages operating within the socio-economic context of the caste system associated with India's predominant Hindu religion.  Within these villages the jajmani system of reciprocal labor exchanges partially persists, and most people continue to work in the professions assigned to them according to their caste by birth.

     Even so, after its independence in 1947 from British rule (a system known as the British Raj
), India pursued a Soviet-inspired model of heavy industrial growth in its cities based on substantial state ownership that continues with direction from an indicative planning system.  This policy was accompanied by strong protectionism and extensive and detailed regulation of the private sector.

     However, India has a considerable history of long distance trade relations and markets with vigorous entrepreneurship.  Despite its large state sector and extensive regulations, there is also a large and rapidly growing market capitalist sector in the Indian economy, including a successful high tech software industry based in Bangalore in the southern state of Karnataka.  As in most of the rest of the world, policy has shifted to encouraging this private sector and towards reducing the regulations it has faced.  Although this policy began in the mid-1970s and expanded gradually in the 1980s, it leaped forward as an economic emergency in 1991 inspired major reforms. The economic growth rate in India has accelerated since.

     The post-independence policies have all been carried out by democratically elected governments, Indians being proud of possessing the world's largest functioning political democracy, despite their continuing high illiteracy rates.  For most of this time India was led by the Congress Party, a secular group seeking to represent all sectors of the nation and which also led the independence movement.  For much of this time the Congress Party and the nation were led by members of a single family, initially Jawaharlal Nehru, followed by his daughter, Indira Gandhi, who was followed by her son, Rajiv Gandhi, the latter two both dying by assassination.

     Since the 1996 leadership has shifted to coalition governments, most of them dominated by a party based on Hindu nationalism, the Bharatiya Janata Party (BJP),
 with its leader, Atal Bihari Vajpayee, retaining the post of prime minister after an election in late 1999 in which he defeated the widow of Rajiv Gandhi.  The ideology of this party is arguably that of New Traditionalism as described in Chapter 4, although it has been restrained by its coalition members, many of them regionally based political parties, from pursuing such policies with any vigor.  Indeed, it has increasingly appeared to support continuance of gradual moves to more opening and market deregulation, even as it holds back from substantially privatizing the state-owned sector or dismantling the system of indicative planning and certain of the regulations on the private sector.  Thus, India will almost certainly continue to possess a highly mixed economy for the near future.

     India faces numerous and profound difficulties in achieving economic growth and development.  These include severe internal conflicts over religion, language, regional identity, and caste.  India is home not only to more people than is Europe, but also to more religious and language groups.  Several states of India contain militant separatist movements, many of them engaging in violence.  

     The most serious of these is in Jammu and Kashmir, the most northern state of India and the only one in India with a majority Muslim population. India has fought three wars with its Muslim-dominated northwestern neighbor, Pakistan, over Jammu and Kashmir, with a truce line dividing the state into zones of control as each country claims the whole state.  The latest war was in 1999, with India's victory contributing to the electoral margin of the incumbent government.  Prime Minister Vajpayee has made moves to make peace with Pakistan.  That both India and Pakistan have openly tested nuclear weapons makes this dangerous conflict of considerable global significance.
  

     The difficulties India continues to face in overcoming poverty and underdevelopment include such fundamental problems as widespread illiteracy, high birth rates, and inadequate or malfunctioning infrastructure, especially in rural areas where caste conflicts and unequal land holdings aggravate these problems.  However, a pattern has emerged of the worst of these problems being concentrated in certain states, especially in northeastern India.  Several states in the south and the west have begun to show substantial improvement of these fundamental problems, with rising literacy, falling birth rates, and rising per capita incomes emerging.  That these improvements have appeared even with numerous ongoing inefficiencies and excessive bureaucratic regulations suggests that there are much greater possibilities for growth and development in the future if effective reforms can be adopted.  The enormous success of expatriate Indians in other countries also suggests the potential the country contains.  Although India faces profound and complex difficulties, both in its external relations and in its numerous internal conflicts and contradictions, the likelihood that India will significantly raise the living standards of most of its citizens seems much more likely now than ever before.

Historical and Cultural Background
The Religions and Languages of India
     India may be the mother of more religions than any other nation on earth, with Hinduism, Buddhism,
 Jainism, and Sikhism claiming it as their original homeland.  Of these, Hinduism is the oldest and has probably always been the most numerous on the subcontinent of India
 with around 85% of the current population of the nation of India.  Although Siddhartha Gautama, the Buddha, was born near the Indian border in Nepal and lived most of his life in India, that religion has only a small number of adherents in India today.  But most of the several million adherents of Jainism and Sikhism live in India today.  

     Furthermore, India contains millions of members of religions not founded in India, with Islam by far the second most numerous after Hinduism, and Christianity with several million.  Also there are important settlements of other outside religious groups such as the Zoroastrian Parsis from Iran, mostly in Mumbai (Bombay), the financial center of India, and even a small Jewish population in Cochin in the south.  With the exception of Sikhism which is only about 500 years old, all these groups have been present in India for at least 1,000 years.

     Hinduism has no identifiable founder and has in some form or other been in India from prehistorical times.  It is an amalgam of many localized sects with many deities, with a self-conscious unity only establshed in the 1800s under the British Raj.
  It has numerous sacred texts such as the Rig Veda, the Upanishads, and the Bhagavad Gita, among others.  These are all written in Sanskrit, the language of the Aryans who invaded the subcontinent around 1500 B.C.E.  This group, from whose language most of the languages of northern India are descended, brought many of the gods of Hinduism with them and also are thought to have imposed the caste system initially as a way of distinguishing themselves from the already present Dravidian and tribal groups whom they conquered.  However, some of the gods and beliefs of Hinduism probably predate the arrival of the Aryans.  Hinduism has also absorbed many practices of other religious groups in India, especially the Muslims from whom they adopted restrictive attitudes towards women.

      The most important socio-economic legacy of Hinduism in India is the caste system.  One's caste is determined by birth and there is strong social pressure to marry within one's caste, each caste having a given economic function and social status.  According to the doctrines of reincarnation and karma one is born into a given caste because of one's behavior in previous lives.  Traditional relations between castes are determined a set of reciprocal relationships known as the jajmani system.  The number of castes and sub-castes is enormous, with a count of them and tribes in the census of 1901 being 2,378.
  Of these many, five broad groups stand out: the Brahmins, the socially elite priestly caste; the Kshatriyas, the warrior caste from whom many rulers and landlords came; the Vaisyas, the commercial caste including merchants, craftspeople, as well as cultivators, and the Sudras, a peasant group, and the Untouchables, technically outside the system and subordinate to the other castes. About 22% of the population belongs to the first three, about 50% to Sudras, and somewhat over 20% are Untouchable or outcast tribals. 

     Inspired by the leader of the independence movement, Mohandas K. Gandhi, a Hindu also known as Mahatma ("Great Soul"), the caste system was legally abolished after independence from Britain in 1947.  Indeed, affirmative action policies to favor the Untouchables.  But, these have triggered resentment by the upper castes and been opposed by Hindu nationalists, with the caste system persisting in practice in most rural areas.  More broadly, Gandhi preached tolerance of all religious groups along with nonviolence (satyagraha) and was assassinated by a Hindu nationalist extremist in 1948 for his efforts.

     Unsurprisingly, opposition to the caste system and efforts to weaken or overthrow it have been a subtext of the emergence of new religions in India, both those arising internally from Hinduism as well as those coming from outside.  However, the result of the eventual assimilation of these groups into Indian society has been for them to become de facto castes of their own within the broader caste system of India.  Proclamations of universal equality accompanied Jainism and Buddhism, both founded around 500 B.C.E. in India out of Hinduism.  

     Jainism, founded by Mahavira about the same time as Buddhism around 500 B.C.E., would never politically dominate or rule anywhere in India, although it experienced periods of widespread influence in the south.  But its followers, who oppose the killing of any living thing, became an important urban-dwelling merchant group, some of whom led early industrialization efforts in India despite fears that industrial machinery could kill insects.  

     In contrast, Buddhist leaders ruled portions of northern India for several hundred years, including perhaps the most revered of all of India's pre-independence kings, Asoka, who ruled during 273-232 B.C.E. and whose symbol of the Buddhist wheel of the law is incorporated into the flag of modern India.  However, by a thousand years later, Buddhism was disappearing from India in the face of a village-based Hindu revival.  Few Buddhists were left in India after the Muslims invaded and came to rule most of northern India after 1000 C.E., although they would continue to dominate in Sri Lanka on the island of Ceylon to the southeast and in Myanmar (Burma) to the east of modern India, both formerly parts of the British Raj.

     Founded by Guru Nanak about 500 years ago as an egalitarian unification of Hinduism and Islam, Sikhism
 arose and remains concentrated in the northwestern state of Punjab,
 now the highest per capita income state of India.  The economically successful Sikhs also developed a strong warrior tradition and ruled Punjab immediately prior to conquest by the British in the early 1800s.  There is a strong separatist movement among the Sikhs that led to the assassination of former Prime Minister Indira Gandhi by Sikh bodyguards in 1984 after she attempted to suppress the movement by ordering an attack on the Sikhs' most sacred site, the Golden Temple in Amritsar.

     Most of the religious groups from outside initially arrived as merchants engaged in long distance trade.  Syrian Nestorian Christians probably arrived in the fourth century, C.E., although their traditions claim that the apostle Thomas initially brought Christianity to India in the first century.  Their descendants in southern India are the most numerous Christian group in India.  Later the Portuguese would introduce Roman Catholicism into their colony of Goa on the western coast that they ruled from 1510 to 1961 when India conquered it and made it a state.  The British attempted to introduce Anglicanism during their Raj, but with little enthusiasm and less success.

     Also initially arriving as merchants not long after the founding of their religion in the seventh century, C.E., Muslims would come to rule most of northern India after 1000 until the British conquest in the mid-1700s.  They periodically engaged in vigorous efforts at conversion and sometimes of active suppression of the Hindus and would become by far the second most numerous religious group on the subcontinent.  Today the conflict between Muslims and Hindus is one of the most serious political issues within India and underlies the most serious military conflict on the subcontinent in the India-Pakistan confrontation over Jammu and Kashmir.

     The Hindu nationalist view of all these groups is summarized in the quote at the beginning of this chapter by Prime Minister Vajpayee.  It is argued that the adherents of all these religions were originally converts from Hinduism and thus are ultimately culturally Hindu.  The idea of the supremacy of Hinduism as a culture is embodied in the term Hindutva, the imposing of which is the goal of the modern Hindu nationalists.

     Finally, we note the great diversity of languages in India, with around 100 spoken in the nation.  Most of the states of modern India are based on distinct languages spoken predominantly within them, with the most widely spoken one being Hindi, the language of Uttar Pradesh in the north, by far India's largest state with over 150 million people.  The sharpest linguistic and cultural divide is between the north, where most of the languages are of Indo-European origin descended from Sanskrit, and the south, where they are mostly of Dravidian origin.  Prior to the British Raj there was never a political entity that ruled all of both northern and southern India.  

     However, there is little connection between language and religion in India, with most groups speaking the language of the region in which they are located regardless of their religion.  Of course, devout members of some religions learn specific languages to read their sacred texts, such as Sanskrit for Hindus and Arabic for Muslims, although many Muslims also know Hindi-related Urdu, now the official language of Pakistan.  In any case, language itself has been a source of conflict in modern India distinct from religion, with many in the south opposing the adoption of Hindi as India's official language.  Despite that official adoption, English continues to be widely used throughout India to communicate between groups speaking different languages.

Political and Economic History to the British Conquest
     Excavations at the city of Mohenjodaro on the Indus River in what is now Pakistan reveal that around 2500 B.C.E. that city had the first fully developed sewer system known in world history, an achievement that urban scholars identify as crucial to the full development of urban civilization.  This civilization, probably populated by Dravidian speakers worshipping proto-Hindu gods, traded with the Mesopotamian kingdoms of that time, exporting especially various jewels. From this auspicious beginning the Indian subcontinent became and remained for centuries one of the wealthiest areas of the world and long played a central role in the system of world trade that initially arose in the ancient world.

      The political history of India prior to the British conquest in the mid-1700s is at least as complicated as that of the European continent, with little continuity and countless kingdoms and entities of various sizes endlessly struggling and displacing one another.  This history was marked by periodic invasions, usually out of the northwest.  Occasionally a strong state would arise that would rule large areas, sometimes extending well beyond modern India's borders in the north, although no state prior to the British ever ruled all of modern India.  Among the important invaders out of the northwest were successively the Aryans, Persians, Greeks under Alexander the Great, White Huns, Arabs, and waves of Turkic Muslims after 1000 C.E., including eventually Timur Ling (Tamerlane), a descendent of the Mongol conqueror, Chingiss Khan, and Timur Ling's descendents, the Mughals (Moguls) after 1500.

     Among the empires that controlled large areas in the north were the Buddhist Mauryas whose most famous king was the revered Asoka, 273-232 B.C.E., the Guptas whose power peaked around 400 C.E. and under whose rule the revival of Hinduism began, and the Mughals who ruled from soon after 1500 until the British conquest, with their peak of power at the death of the religiously tolerant and much respected patron of philosophy and the arts, Akbar, in 1605.  Later Mughal emperors attempted to suppress Hinduism, and the disintegration of their empire after 1700 opened the door to the British conquest.

     In the south there were few empires of much great extent, with coastal towns often under the control of foreign merchants given the crucial importance of the southern tip of India in the maritime trade of the Indian Ocean.  After the Muslim conquest of northern India, southern India became a stronghold of Hindu resistance.

     From prehistory, India has played a central role in world trade with its southern tip serving as "a hinge"
 for trade in the Indian Ocean between those coming from the west and from the east.  Direct trade with the Roman Empire operated out of Arikamedu in the southeast from at least the time of the Emperor Tiberius in the first century C.E., with reports of an outflow of precious metals to pay for imports of cotton muslin cloth and precious jewels.  Routes to the Mediterranean ran through Egypt from the Red Sea and also from the head of the Persian Gulf.  From this early time cotton textiles were a leading export of India from several of its states, and would remain so until after the British conquest.  Indians were important in this shipping, especially those from the northwestern state of Gujarat whose citizens are successful merchants in many countries today.  Eventually Arabs and later various European groups controlled this shipping.

     To the east, Tamil traders from southeast India "Indianized" much of Southeast Asia.  They would reexport spices to Europe from the Spice Islands of Indonesia and traded directly with China from at least as early as 400 C.E.  These merchants played an important role at the crucial Malacca strait as late as 1900.   

     Banking and accounting were highly developed from an early time in India, and one of the major intellectual contributions of India to the world was the discovery of the number zero.  Although this may have originated from the Hindu concept of the void, its widespread adoption and spread through the Arabs to Europe had more to do with its usefulness in arithmetic, with the demands of accounting playing an important role in this.

     From the landing by the Portuguese, Vasco da Gama, in 1498, Europeans began to establish control over various trading ports in India, usually with the agreement of a local ruler.  The Dutch were the next to arrive, although their attention became more focused on controlling the Spice Islands in Indonesia.  The French, the British, and even the Danish also were active from an early time.  The British East India Company established its first trading post in Surat in the northwest in 1612, followed by several other posts, including Calcutta in Bengal in the northeast in 1699.  Today the British-founded cities of Mumbai (Bombay) in the western state of Maharashtra  and Calcutta are respectively India's two largest, with the modern capital, New Dehli, the third largest.  From their major base at Pondicherry in Tamil Nadu, the French made a failed effort to control much of India by setting one local ruler against another during the 1740s.  In the 1750s in competition with the French, the British imitated their strategy successfully.

The British Raj
     Most historians pinpoint the victory in a battle at Plassey in Bengal in 1757 by a small force under the command of Robert Clive over a much larger force commanded by a local ruler as the crucial moment when the British achieved control of India, or at least of Bengal.  But the British conquest of India was a much more drawn-out process over a long time.  Indeed, it was another victory in 1764 that led the weak-but-still-reigning Mughal emperor to grant the British dewani, the right of administration and taxation over the states of Bengal, Orissa, and Bihar in the northeast, the clear beginning of their political rule, although the East India Company had been working toward gaining political power since at least the late 1600s.  

     From 1765 they would gradually extend their direct control over more and more areas of India and would gradually impose their judicial system from the late 1700s, elements of their economic system from that time into the early 1800s, and their higher educational system in the 1830s.
  In 1857-58, anger at the overthrow of many local leaders, extremely high taxes imposed on peasants, and other resentments boiled over in a revolt against British rule by the sepoys, Indian troops commanded by the British.
  This revolt was put down with great difficulty and led to the removal of the last Mughal emperor and the imposition of direct rule by the British government rather than the East India Company, as Queen Victoria assumed the title, "Empress of India," and her local representative took the title, "Viceroy."  This was the imperialist British Raj at its zenith.

      Even so, up to its end in 1947 the Raj remained a peculiar hodgepodge of entities, with somewhat over half of the subcontinent under direct British rule, but the rest under the rule of local rulers bearing various titles and powers, who recognized the feudal supremacy of the monarch to varying degrees, usually by some financial payment.  However, some asserted considerable independence to a late date, and the incorporation of these "princely states" was a major problem confronting India at independence.

     After the Sepoy Rebellion the British built railroads and allowed some development of local Indian industry.  However, unhappiness by local industrialists at continuing restrictions in the 1880s led to the formation of the Congress movement, which became the modern Congress Party.  In 1905 trying to divide the politically active Bengalis, Viceroy Lord Curzon partitioned Bengal into a mostly Hindu western part, now a state of India, and a mostly Muslim eastern part, now the nation of Bangladesh.  This triggered the formation of the Muslim League that would successfully call for partition between India and Pakistan in 1947, leading to the migration of millions of people as well as the deaths of at least a million in communal riots.  The Curzon partition also stimulated pro-independence sentiment in the Congress movement, which came to be controlled by Hindu nationalists at that time.

     After 1919 the movement was led by the religiously tolerant advocate of satyagraha (nonviolence), Mohandas (Mahatma) Gandhi, who led widespread protests against many British policies and maneuvered his ally, Jawaharlal Nehru, into the official leadership of the Congress Party.  The British attempted to appease the independence movement with increasing devolutions of power such as "Indianizing" the bureaucracy.  But in 1947 independence was achieved with Nehru as the first prime minister.  Gandhi was then assassinated by a Hindu nationalist in 1948 during the partition upheavals.

     The impact of the British Raj on India's economy and standard of living is one of the most controversial and unresolved questions in economic history.  Much of the data from before the Raj and the early period of British rule are both unreliable and much in dispute, with sharply conflicting numbers being put forward by sharply disagreeing parties.

     The economy of India probably grew during the first half of the 1600s and perhaps throughout that century during the period when the Mughals maintained unified control of northern India.  But, economic conditions probably deteriorated during the early 1700s and perhaps throughout that century.  At least one estimate shows population doubling from 100 million to 200 million between 1600 and 1700 but then declining to 190 million by 1800.
  Another source argues that real wages rose between 1600 and 1650 but were substantially lower by 1729 than they were in 1600, with further declines in real wages under British rule, those of unskilled workers reaching a minimum in 1890 and those of skilled workers reaching a minimum in 1916.

     If these claims are approximately accurate, it is an open question whether these negative changes resulted from the internal chaos arising from the disintegration of Mughal control or came from the increasing interventions by outsiders.  The Dutch and the British were granted extraordinary trading privileges internally in the 1650s and began to displace Indian merchants, and in 1700 the British placed import tariffs against Indian calico cloth, the beginning of a long policy that discriminated against Indian manufactures in favor of British ones.

     Although there is debate about the ultimate impact on Indian living standards, unquestionably in the early 1800s there was substantial deindustrialization in India under British rule.  Imports of manufactured cotton cloth from Lancashire in England displaced much local production, and the export pattern of India went from manufactured cloth to raw cotton.  The crucial period was between 1814 and 1828 when British exports to India of cotton cloth rose from 818,208 to 42,822,077 yards while similar Indian exports to Britain declined from 1,266,608 to 422,504 pieces.
  Those who defend British policy argue that British cloth was cheaper than handcrafted Indian cloth due to the lower cost of American cotton after the invention of the cotton gin and the Industrial Revolution advantages of steam-engine-based mass production in the mills of Manchester, thus aiding Indian consumers, if not producers.  The historical memory of this sharp decline of production, and the perception that it was aggravated by British manipulation and control of markets in both Britain and India, has deeply underlain the protectionist impulses that have characterized post-independence Indian economic policy.

     Despite the surge of British textile imports during the early 1800s, some estimates suggest that half the handspun cotton cloth industry survived to supply the domestic market.  It would be cut back further by the appearance of a domestic, machine-based, textile industry based in Mumbai (Bombay) and Ahmedabad in Gujarat after the 1850s.  By the late 1920s India had returned to being a net exporter of cotton yarn, if not of cloth.

     As over 70% of Indians were in agriculture throughout the Raj period, the impact on that sector was more important for living standards than anything else.  The data are fragmentary, but it is unlikely that there was any noticeable increase in per capita production, and possibly the opposite in terms of consumption.  But there was at least enough improvement to support a somewhat steady increase in population from 190 million in 1800 to about 250 million by 1870, about 280 million by 1900, and about 360 million by 1950.

     The nature of the Indian land tenure system has long been subject to debate with British reformers and their critics such as Karl Marx agreeing that that there was no private property in land in rural India prior to British rule.  However, although much land was held communally by villages or owned by local rulers, there is evidence of private ownership and limited land sales in some regions from the distant past.
 

     The main British policies involved supporting a new tax-gathering landlord class in some regions,
 sharply raising rural taxes to encourage efficiency, and substantially expanding capitalist property relations in land with the sale of lands to merchants and moneylenders as landowners could not pay off debts with sharply increased rural indebtedness. In some regions, notably Punjab in the northwest, the British financed expansion of irrigation systems.  Generally, British policies served to shake up, if not to displace, what has been called the "Hindu equilibrium" of rural Indian social and economic life.
  

     India began to export foodgrains in the late 1800s, although some have criticized this as showing a pattern of underdeveloped dependence arising from these British policies.  Evidence supporting the idea that these exports may have hurt the Indian population is that as many as 26 million people died in famines between 1875 and 1900, in contrast to "only" 5 million between 1850 and 1875 and 1.4 million between 1800 and 1850.  In 1943 between 3 and 4 million would die in the great Bengal famine.

     Another area of sharp controversy has involved the overall balance of payments, with Indian nationalists claiming that Britain induced a financial drain by its policies.  Although India had an overall positive trade surplus, with Britain it had a large bilateral deficit on the current account balance of payments in the 1800s. This may have been the natural outcome of Britain's main goals from the Raj: to provide markets for British exports, to have India service its debt payments to Britain, and for India to provide manpower for the British imperial armies.

     Despite this woeful account of negative effects of British rule on India, Britain's defenders make several points regarding gains that India received from British rule.  These might include an extensive railroad system, a judicial system that treats all as equal before the law, a reasonably competent civil service,
 political democracy, a fairly high quality higher education system, and perhaps above all else a substantial degree of national unity achieved both due to the spread of the English language and the very effort to overcome British rule.  

     Critics of these arguments might note that the railroad system was built to serve British military needs, that there is much corruption in the legal system, that the civil servants have since overbureaucratized the economy for all their alleged competence, that because of widespread illiteracy democracy has led to a worship of "great leaders" and ignorant tolerance of political corruption, that primary education was neglected and illiteracy rates were very high at independence, that the prevalence of the English language is a culturally degrading remnant despite advantages it may confer in the modern high tech global economy, and that the partition of the Raj between Hindu, Muslim, and Buddhist-dominated nations and the ongoing conflicts between some of these shows that there was a failure to achieve true national unity, with the British encouraging these divisions leading to the ultimately horribly bloody partition.  Clearly, the final judgment on British rule in India remains to be made.

Economic Policy Since Independence

The Move Toward Central Planning and Socialism
     At independence in 1947 it was unclear what economic policy India would pursue.  The ruling Congress Party tried to represent most interests in society and contained within itself a deep division between a pro-free market group centered on leading industrialists and large landlords, and a more pro-socialist group based on labor unions, intellectuals, and peasants.  Although arguably India was always mostly a market capitalist society with substantial traditionalism, a decisive turn to move in an indicatively planned socialist direction was made in 1950, as Jawaharlal Nehru consolidated his control over the Congress Party.

     It was Nehru, the highly respected and popular first prime minister, who led India along the socialist path against those in the Congress Party opposing such a path.  Arguably he had four main motivations, that at times conflicted with each other: a firm secular nationalism, a strong belief in political democracy, an attachment to Gandhian ideals of nonviolence and egalitarianism, and support for the Soviet model of socialist planning to achieve heavy industrial growth and self-sufficiency.
  The latter three can be seen as consistent and supportive of his secular nationalism (except when democracy leads to Hindu nationalist sectarianism), but these three each clash in various ways with the others.  

     Nehru's support for parliamentary democracy kept him from implementing full egalitarianism due to opposition from well-organized landlord groups opposed to land reform, and also kept him from adopting all aspects of the Soviet model such as full nationalization or command planning.  Thus, India's quasi-socialism resembles the moderate Fabian socialism favored by British thinkers early in the twentieth century whom Nehru encountered while studying at Cambridge University more than the Soviet model that he came to admire after meeting Soviets at conferences in the late 1920s.

     Likewise, there was a severe clash between elements of the Gandhian approach (see Box 15-1) and the Soviet model.  Gandhi opposed the development of heavy industry, supported small enterprises and decentralized labor-intensive activities, and also generally supported private ownership rather than state ownership of enterprises.  However, Nehru and Gandhi were in agreement on the need for import substituion policies and national self-sufficiency (swaraj), and in opposing sectarianism.

________________________________________________________

Box 15-1

Gandhian Economics: A Model for India or the World?
     "Father of Indian independence," apostle of the nonviolent strategy of satyagraha that influenced Martin Luther King, Jr. and the American civil rights moverment, and martyred for his religious tolerance by a Hindu fanatic in 1948, Mohandas K. (Mahatma ("Great Soul")) Gandhi is the most revered figure in all of India's history by modern Indians.  Indeed, he is one of the world's most revered figures of the twentieth century, coming in third on Time Magazine's list of "Persons of the Century" after Albert Einstein and Franklin D. Roosevelt.  Every modern political and social movement in India invokes his name and influence, if only hypocritically, including free marketeers, socialists, and Hindu nationalists.

     He is often identified with a peculiarly utopian economic model for India that supports protectionism for local village industries using backward technologies, opposes the killing of cows or other animals, and tolerates the Hindu caste system while opposing discrimination against women or Untouchables.  Such a view appeared in his most famous work, the Hind Swaraj of 1909, and has attracted the praise of some western environmentalists.  However, over time in numerous articles, interviews, letters, and speeches in Hindi, Gujarati, and English, he evolved a more nuanced view of economics (see Ajit K. Dasgupta, Gandhi's Economic Thought, 1996, London: Routledge).  Viewed as a moral absolutist, elevating ethics over utilitarian economics, Gandhi came to recognize that moral values can be in conflict and argued that ethical rules that imply impractical economics may be invalid.

     Although the poorest should be materially uplifted, welfare is bad because it destroys work incentives and the rich should not be dispossessed.  Although villages should be self-sufficient, they may import certain necessary items such as surgical equipment.  Machinery may be allowed to produce certain necessary items, such as Singer sewing machines to be used in conjunction with spinning wheels.  While supporting the rights of the oppressed (to be asserted nonviolently), he saw rights as tied to duties and opposed the UN Declaration of Human Rights.  While opposing the killing of cows, he discussed ways to improve productivity in the leather goods and other animal parts industries.  While supporting cooperation between workers and capitalists and between tenants and landlords through his theory of "trusteeship," he supported nonviolent removal by tenants of landlords receiving special privileges from the British.  While opposing contraceptives, he supported slowing population growth through the "rhythm method" of birth control.  He proclaimed equality of the sexes and supported equal pay for equal work, while declaring it a woman's place to raise children.  While the individual was the foundation of society, the good of the individual is the good of all.  He called the law of supply and demand a "devilish" concept, yet he supported the use of the market and the ideas of efficiency and entrepreneurship.

     Thus, it is not surprising that most political groups in India can find arguments to support their ideas in the writings or sayings of Mahatma Gandhi.  [end of box]

__________________________________________________________ 

     Although the Indian Planning Commission was established in 1951 with the First Five-Year Plan appearing in 1951, the roots of Indian planning originated in the imposition of controls on Indian industry in 1939 at the beginning of World War II.
  Many elements of the early plans reflected ideas found in the Bombay Plan of 1943, put together by a group that included both Nehru and also various leading industrialists.
  

     Also in 1951, the law was passed that established the system of licenses and permits for private industries that would expand to an enormous set of detailed regulations and controls, collectively and derisively known as the License-Permit Raj, although elements of this dated to the World War II controls.  This system would be expanded under Indira Gandhi by a law in 1969 that allowed controls on the size of firms in various industries, and a law in 1973 that controlled access to foreign exchange by firms for importing inputs.  Although gradually being relaxed, both of these latter two came to be associated with extreme inefficiencies and distortions in the economy, with, for example, access to imported raw materials being negatively tied to a firm's capital stock utilization rate, leading to excess accumulations of capital stock while restraining production.
   

     The First Five-Year Plan, 1951-56, used a highly aggregated Keynesian style model with an emphasis on basic infrastructure and agriculture.  The Second Five-Year Plan, 1956-61, turned toward the Soviet approach with tracking of investment in the capital goods sector and a push for heavy industrial expansion, especially the steel industry.  Growth of the state-owned sector also began to accelerate, although largely through the establishment of new state-owned enterprises such as Hindustan Steel Limited.  The Third Five-Year Plan, 1961-66, continued the thrust of its predecessor with more detailed modeling of foreign exchange flows and of consumption sectors.  This was the highwater mark of planning, with a decline in political support for it after Nehru's death in 1964, especially given serious shortfalls in performance against targets of this plan.  In the early 1960s, due to his international prestige as a founder of the Non-Aligned Movement, Nehru attracted much foreign aid which was reduced from some sources after his death.

     Nehru's immediate successor started a Fourth Five-Year Plan in 1966 that would be abandoned the following year for a "plan holiday" until 1969.  This was triggered by fiscal problems associated with border wars with China in 1962 and with Pakistan in 1965, along with a drought-induced food crisis that led to famine and the largest decline in GDP in 1966 of any post-independence year except for the oil-price shock year of 1980.  Nehru's daughter, Indira Gandhi, became prime minister in 1966 and expanded the shift to emphasizing production of inputs to agriculture that had already been initiated.  This emphasis continued with the reintroduced Fourth Five-Year Plan, 1969-1974, which also saw the first use of a 77-sector input-output model for planning.  But this period was more significant for its major wave of nationalizations and increased regulation of the private sector.

     The Fifth Five-Year Plan, 1974-79, saw an effort to reduce poverty through targeting consumption levels of the poor.  This period saw considerable political upheaval, with Indira Gandhi declaring dictatorial emergency rule in 1975, partly to deal with oil price shock-induced inflation.  Reaction against abuses of power during the emergency rule
 led to the ouster of her and the Congress Party in 1977 by a Janata Party-led coalition, which in turn was replaced again by Indira Gandhi and the Congress Party in 1980.  The Sixth Five-Year Plan, 1980-85, introduced a detailed investment allocation matrix, with numerous sub-models tied to the core input-output model, and focused on increasing exports with relaxed import restrictions on high-technology inputs for export industries.  

     Rajiv Gandhi replaced his mother in 1984 upon her assassination by Sikh separatists.  He would be turned out of power by another Janata-led coalition in 1989 after corruption scandals erupted, and would himself be assassinated by Tamil extremists in 1991 during a campaign that saw the Congress Party return to power.  The Seventh Five-Year Plan, 1985-90, followed the thrust of the Sixth, but with further relaxation of market regulations and heavy foreign borrowing to increase exports.  This led to a noticeably higher growth rate, with industrial production growth exceeding its target for the first time ever in a five-year plan period, but also led to a substantial increase in foreign indebtedness that set the stage for the crisis of 1991.

     There was a hiatus without plans between 1990 and 1992, with major reforms introduced in 1991.  But the Eighth Five Year Plan began in 1992, followed by the Ninth beginning in 1997, the latter in an era of coalition governments eventually dominated by the BJP.  These plans de-emphasized quantitative sectoral planning targets and focused more on fiscal and monetary policy with major market deregulation.  

     All of the plans have been indicative rather than command.  Details of the performance of those through 1990 are shown in Table 15-1.

Table 15-1

Performance of Indian Central Plans, 1951-90 Growth Rates
Plan         GDP       Industrial Production  Agriculture    

Period   Target Actual    Target  Actual     Target  Actual

51-56     2.1    3.3        n.a     7.3       n.a.    n.a.

56-61     4.6    4.1        8.3     6.6       3.4     2.0

61-66     5.6    2.6       11.1     9.0       4.6    -1.0

69-74     5.7    3.4       8-10     4.7       4.9     2.9

74-79     4.4    5.3        7.0     5.9       3.3     3.7

79-84     5.2    5.2        8.0     6.4       3.8     4.3

85-90     n.a.   6.0        8.0     8.5       n.a.    n.a.           

     The pattern of socialist state ownership of enterprises went through several stages.  The initial period in the 1950s and 1960s involved mostly the government acting as entrepreneur and establishing new enterprises but not nationalizing existing ones, except some that had been owned by the British.  However, the crucial moment came in 1969 during a period of rule by Indira Gandhi.  The ruling Congress Party split, with its pro-free market minority walking out of the government as she moved sharply left.  

     There is great debate regarding whether Indira Gandhi was really a committed socialist or merely one out of political expediency.  But many think that in 1969 there was no conflict for her as she was indeed strongly pro-socialist and the political atmosphere in India was also tending in that direction.  She attracted a number of former Communist Party members
 and other leftists to her government to make up for the departure of the Congress schismatics and began a wave of nationalizing existing firms in many sectors and also sharply increasing the regulations of the private sector, that is, expanding control by the rent-seeking License-Permit Raj.

       In any case, the wave of nationalizations swept through industry after industry, starting with banks in 1969, the year that the monopoly control act was passed limiting the sizes of private firms in many sectors.  This was the reservation system that eventually extended to over 800 commodities.  Indira Gandhi was strongly reelected in 1971 on a pro-nationalization platform that coincided with a strong pro-Soviet tilt in foreign policy as well.  She proceeded to nationalize the coal industry and also general insurance that year, although life insurance had been nationalized in 1956.  1972 saw nationalization of the second largest steel company in India, although the Tata-owned TISCO remained privately owned.  There were already several state-owned steel mills dating from the Second Five Year Plan period.  That year also saw the beginning of nationalizations of copper extraction and refining through management takeovers that were completed in 1976.  Finally, between 1972 and 1976 there was a major wave of nationalizations of cotton textile mills, although some had been nationalized in the late 1960s to prevent them from closing.  Most of these nationalizations were made to protect employment and the interests of organized labor.  The remaining private cotton textile sector was placed under strict regulatory controls.

     The end of the ideologically driven wave of nationalizations came at the beginning of 1974 after the major act to control foreign exchange dealings and imports by firms was passed in 1973.  Food prices worldwide rose sharply in 1972 and 1973, and in 1973 Indira Gandhi set in motion an effort to nationalize wholesale trade in wheat.  However, this encountered severe resistance as food shortages mounted and in January 1974 the effort was abandoned.  There would be more nationalizations in the future and the state-owned sector would continue to expand for more than another decade.  But these later nationalizations would be related to specific crises or interest groups rather than a broad push to socialism.

     Curiously some have seen one motive behind the declaration of emergency rule in 1975 as being an effort to suppress dissent reacting against the move to the right in policy. Inflation had accelerated in the face of food and oil price shocks and huge increases in government spending, and policies of liberalized investment and relaxation of some regulatory controls were implemented.  Unsurprisingly, the oil industry was nationalized during the emergency rule, as were some engineering firms that were in danger of closing.  The trend to nationalizing failing firms would eventually lead to an inefficient state-owned sector propped up by soft budget constraints.
  

     Nationalizations and the establishment of new state-owned firms continued sporadically to Indira Gandhi's death in 1984.  In the later stages some of the newer state-owned firms were granted special privileges and allowed to form joint ventures with foreign corporations, with auto producer Maruti Udhyog Limited's (MUL) deal with Suzuki in 1983 being a sign of the times.  Some of the state-owned firms such as MUL that were granted exemptions from controls have thrived.  In some cases these have reflected bureaucratic or political interests in the firms.  However, after Rajiv Gandhi became prime minister in 1984 he loosened controls on the state-owned computer and software industries, which he highly favored, and also allowed for private firms to operate in a less controlled manner in that sector.  This provided the foundation for the takeoff of that industry which is now based in Bangalore in the south and is a rapidly growing export industry of India.

     Table 15-2 shows the number of state-owned enterprises (SOEs), the amount of investment in rupees in the SOEs, and the respective percentages of the non-agricultural labor force in private versus public firms.  This shows public firm employment surpassing private firm employment only after the ideological turnaround of 1974.  Indeed, it is clear that there was a strong momentum in place for the expansion of the SOE sector.  

     Although nationalizations seriously slowed after 1984, investment in the SOEs as a percentage of GDP continued to rise even in the late 1980s, reaching 10.5% of GDP for 1985-90, compared to 10.2% for 1980-85, with the private sector investment shares of GDP being 4.5% in 1985-90 and 4.3% in 1980-85.  In 1990-95 the share of GDP going to SOE investment fell to 9.1%, but still ahead of the private sector share at 6.0%.
  But by 1995-98 the private sector share had moved ahead of the SOE share, the former at 8.3% and the latter at 7.0%.

Table 15-2

Growth of the State-Owned Sector in India

Year Number of   Investment   Percent Non-Ag Labor  Percent

   Enterprises billions rupees State-Owned Private    GDP

1951     5          0.29           n.a       n.a.     n.a. 

1956    21          0.81           n.a.      n.a.     n.a. 

1961    48          9.53           27.5      41.7       8

1969    74         24.15           28.7      39.3     n.a. 

1974   122         62.37           32.5      35.2      14

1979   176        156.02           34.8      32.9     n.a.

1984   214        354.11           36.7      30.3      20

1991   245          n.a.           n.a.      n.a.      24

Economic Reforms in India         

     Upon the assassination of Rajiv Gandhi in May 1991 he was succeeded as Congress Party leader by P.V. Narasimha Rao who led the party to electoral victory and became prime minister.  In June his government was faced with a severe balance of payments crisis, triggered partly by a shortfall in income transfers from Indians working in the Persian Gulf following the war there.  But it also reflected deeper problems associated with rising foreign borrowing, a fiscal deficit over 8% of GDP, and inflation at over 13%.
  

     Under the prodding of his finance and commerce ministers, Narasimha Rao announced more substantial reforms in conjunction with a devaluation of the rupee, an emergency loan from the International Monetary Fund (IMF), and more conventional efforts to reduce the budget deficit and inflation.  Those urging these reforms cited the superior economic performance of the East Asian tigers and their greater integration into the world economy and lack of regulation of firms.
 

     Among the most striking of the reform policies was the effort to reduce tariffs and import restrictions more broadly.  It has been widely claimed that India had the most highly protected economy in the world against imports, or at least one of the most, as of 1991.  Between 1991 and 1998, the average unweighted tariff rate fell from 125% to 35%, while the average weighted tariff rate fell from 87% to 20%, a dramatic fall by any measure, although rates were also declining in neighboring countries and trade partners.
  Furthermore, the WTO has recently ordered India to remove remaining quantitative restrictions on trade such as quotas, many of which have been quite extreme.  In some industries, the appearance of import competition has brought about noticeable improvements in the quality of goods produced by domestic firms, including even some SOEs, with the automobile industry being a notable example.
  This opening to imports constitutes perhaps the most ideologically dramatic reform for the Indian government, given the unpleasant experience with British colonial trade policy and the Gandhian legacy of self-sufficiency.

     An unpleasant side effect of the tariff reductions was a reduction of revenue for the government when it was attempting to reduce budget deficits.  This was partly offset by a new policy of disinvestment in SOEs, with the Indian government selling off shares to private investors.  Critics note that this policy has not been one of full privatization of SOEs.  But, the current government has proposed fully privatizing about a quarter of the nationalized insurance industry.  Also, some state governments have been fully privatizing their SOEs and bringing foreign direct investment into those sectors, including even the Communist government in West Bengal.  

     More generally, the fiscal situation is not fully stabilized, with the interest payments rising as a percentage of the federal budget once again, and with many of the state governments being in much worse shape fiscally than the central government.  A major spending problem at both levels is large subsidies for money-losing SOEs and even for "sick" private firms that have not been allowed to shut down so as to maintain employment.  A sector attracting an especially large amount of attention is electricity, with frequent power shortages crippling the economy.  Meanwhile, the losses of the heavily subsidized State Electricity Boards amount to 0.7% of the GDP.
  The scale of these subsidies for money-losing SOEs has made it hard to spend on basic education and basic social infrastructure and services in many of India's states.

      Another major part of the opening to the external world has been a substantial relaxation of limits on foreign direct investment.  Many new joint ventures have started as a result.  However, the results have been mixed with opposition sometimes arising at the state government level to deals approved of at the federal government level, often involving prominent U.S. corporations.  Thus, Kentucky Fried Chicken was forced out of the state of Karnataka as a result of religious complaints.  Both Coca-Cola and Pepsi-Cola encountered difficulties completing planned investments. Most dramatic was the cancellation in Maharashtra in 1995 of a planned, and much-needed, investment in electricity capacity in Mumbai by U.S.-based Enron and Bechtel.  This cancellation was later overturned by courts at a higher level, but it served to scare off many foreign investors throughout India.  The government in Maharashtra was run by the Hindu nationalist BJP, a move showing its tendencies to protectionism and nationalism.  But, now that it is in charge at the national level it has moved away from that stance.

     Despite these moves to reform there remain many restrictions on trade and investment that simply seem irrational.  Thus, there are export restrictions on some raw materials to keep their price low for domestic customers.  There remain restrictions on interstate trade in some agricultural commodities, and even on such trade between districts within some states.

     Tied to the general lowering of restrictions on imports has been a general reduction of import license restrictions on firms, with those eliminated outright for 80% of industries in 1991 alone.  Entry by firms has been allowed into some sectors previously mostly nationalized, with banking being a particularly important one, the latter reform coinciding with a decontrol of interest rates.  Also, there has been a substantial reduction of the reservation system that has restricted the size or expansion of firms in many sectors.  However, this has not been completely eliminated and remains in place for cotton textiles.  This latter probably reflects an element of Gandhian tradition, although critics note that this is a potential export industry that is being held back.

     Despite these reforms, many other areas remain little changed,
 with labor policy being an especially significant one.  A series of laws are in place to protect non-agricultural labor from unemployment.  Workers can be fired only with government permission.  Unsurprisingly this makes firms reluctant to hire workers.  The lack of bankruptcy laws and the restrictions on firm closures sometimes leads owners to simply abandon plants.  There continue to be many other restrictions that have similar counterproductive effects, leading many to conclude that India has had the worst effects of both socialism and capitalism in its experience.  The rent-seeking License-Permit Raj may be reduced, but it is far from dead.

      Despite their somewhat limited nature, the 1991 reforms resulted in a noticeable increase in the economic growth rate which reached a 7% annual rate by the mid-1990s and was back to that in 1999, after a reduction to 5-6% during the Asian financial crisis, which did not severely affect India.  These rates are well above the "Hindu rate of growth" of 3-4% that many thought India was permanently condemned to, and these rates have been achieved without the rising levels of foreign indebtedness of the late 1980s.  These outcomes have tended to keep the BJP-dominated government on the reform path, if gradually, despite its inclinations towards protectionism.

     However, the benefits of these reforms have not been universally shared, with many of the gains going to upper income groups.  Although there is no clear evidence of any sectors of Indian society becoming worse off, some regions and groups have not gained much.  More generally the rural population seems to have gained the least, with no reduction of its about 45% poverty rate between 1990 and 1998, while the urban areas have seen the poverty rate decline from 35% to 30%.
  This failure of the reforms to aid rural populations much may reflect the failure to reform such badly performing SOEs as those controlling fertilizers and irrigation, as well as electricity, all of which are important for farmers.

The Remaining Development Challenge

Population and the Social Problem
     Compared to its own largely static pre-independence performance, India has come a long way, more than doubling real per capita output, doubling life expectancy, and tripling the adult literacy rate since independence.
  Compared to many of its neighbors in Asia, India lags on most basic aspects of economic development and still has a long way to go.  Yet, compared to many other areas of the world, India has seen substantial improvement in recent years.  Even prior to the 1991 reforms, its annual GDP growth rate of 5.5% during the 1980s was among the "top ten" of the world's nations, with all of those ahead of India being among its neighbors in Asia, although that growth rate came with unsustainable foreign borrowing.  Nevertheless, India overall remains in the bottom category of the world's nations as a mostly poor, less developed nation, in contrast to its large neighbor and rival, China, which may have broken out of that group into the lower middle income stratum.

     Fundamentally, India has only begun to deal with basic demographic and social prerequisites for true economic development.  These include passing through the demographic transition to a substantially lower birth rate, achieving widespread literacy, experiencing a substantial transition of population to urban areas, and providing sufficient infrastructure for growth and development.  The first two of these are closely linked with each other through another important social characteristic, the status and treatment of women.  It is now clear that one of the most important factors in lowering birth rates to escape low-level Malthusian traps is to sufficiently educate women, especially those in rural areas.

     Table 15-3 shows various social and developmental indicators for India and several other Asian countries, although birth rates, life expectancy, and infant mortality rates for some of these have already been shown in Box 14-2.  Included also are some of the numbers for two states of India, Kerala in the southwest and Uttar Pradesh in the north, by far India's largest state.  These figures indicate the degree of regional variation within India on these measures, with some states making clear progress while others remain in much worse shape.  Box 15-2 discusses the special political, social, and economic characteristics of Kerala.

Table 15-3

Social Development Indicators for Asian Countries
Country/    Birth  Infant   Adult Female Percent Sanitation   

State       Rate  Mortality  Literacy     Urban    Access

India         29     71         39          28       16

Kerala        18     17         86         n.a.     n.a.

Uttar Pradesh 36     98         25         n.a.     n.a.

Pakistan      40     95         25          36       39

Bangladesh    31     75         27          20       35

Sri Lanka     21     14         88          23       75             

China         19     32         75          33       68 

South Korea   16      9         96          84      100

    From Table 15-3 we see expected patterns, but also some odd cases.  South Korea, now an upper middle income country discussed in Chapter 18, shows convergence on the pattern of high income, developed economies, although at the end of the Korean War in 1953 its per capita income was about that of India's.  It has a low birth rate, low infant mortality, but high female literacy,
 urban population, and access to sanitation, an indicator of general availability of social infrastructure.  India as a whole generally shows the opposite of South Korea on all of these indicators.
  The state of Uttar Pradesh is generally worse off than is India as a whole, closely resembling Pakistan for many indicators even though Pakistan has a higher per capita income than does India (see Table 14-2).

     Kerala, discussed in Box 15-2, sharply contrasts with India as a whole and especially with Uttar Pradesh.  Both Kerala and Sri Lanka more closely resemble South Korea on the birth rate, infant mortality, and female literacy.  Indeed, although China tends also to resemble South Korea on these more than it does India as a whole, Kerala and Sri Lanka have even lower infant mortality and higher female literacy than does China.  Only on birth rate does China resemble them, being slightly lower than Sri Lanka, but slightly higher than Kerala.  However, none of these match South Korea, although Kerala comes close on birth rate.  But these positive social indicators do not go along with high per capita income, and Kerala's per capita income is only modestly above Uttar Pradesh's, with both somewhat below the overall Indian level (Drèze and Sen, 1995, op. cit., Table A.3).  Broadly comparing India and China, the latter has clearly moved further along than India on most of these social developmental indicators, as well as having a noticeably higher per capita income (Table 14-2).

___________________________________________________________

Box 15-2

Kerala: India's Socialist Success Story?
     The performance on social indicators such as birth rate, infant mortality, female literacy, and other quality of life measures in the state of Kerala, located at the southwestern tip of India, is strikingly superior to all other states of India.  India's Nobel-Prize winning economist, Amartya Sen, has widely publicized this performance, even noting that Keralans are better off on many of these measures than many disadvantaged groups in high income countries, such as African-Americans (Amartya K. Sen, “From Income Inequality to Economic Inequality,” Southern Economic Journal, 1997, 64, pp. 384-401).

     The policies responsible for these outcomes were installed by the Communist Party, which was elected in Kerala in the 1950s, and have been generally maintained since, even when the Congress Party displaced the Communists. They reflect an egalitarianism manifested in an affirmative action program that reserves more than half the government jobs for members of lower castes, significant in a state with a large public sector.  Indeed, the political base of the Keralan Communist Party has been well-organized lower castes against upper caste Hindus and Christians (Jitendra Singh, Communist Rule in Kerala, 1959, New Dehli: Diwand Chand). Kerala has one of the largest Christian populations in India and much of its Jewish population.

     These policies may reflect historical patterns from before independence.  Kerala was previously three states, two of which were independent of the British Raj and had pro-education policies dating from the early 1800s, as well as various social groups with more positive attitudes to women than elsewhere in India.  But, recent policies have been effective, as the third part of Kerala, Malabar, has converged on the other two in its performance on these social indicators (Drèze and Sen, 1995, op. cit., p. 200).

     The big negative is that Kerala has had very low economic growth, with its real per capita income equaling only 4.6% that of the U.S. in 1992, compared to 5.1% for India as a whole.  Its annual per capita growth rate between 1980-92 was only 0.3%, despite its low birth rate, compared with 3.1% for India as a whole and even 2.2% for Uttar Pradesh for the same period (Drèze and Sen, 1995, op. cit., Table A.2).  

     Probably more than its egalitarian redistribution policies, an extremely vigorous enforcement of License-Permit Raj regulatory policies has limited economic growth in Kerala.  One advantage it has gained from its investment in education has been a high remittance of income earned by educated Keralans abroad in recent years, especially from the Persian Gulf.  Clearly, the challenge for Kerala is to achieve real economic growth by providing opportunities for its educated citizens at home, without sacrificing their high quality of life. [end of box]

__________________________________________________________

     In order to fully develop, India will have to invest substantially in infrastructure and education and improve the status of women to bring down the birth rate.  Helpful in this regard would be fiscal reforms to reduce wasteful subsidies to inefficient SOEs so that funds can be provided for such investments, especially for primary education.  It is strikingly clear that the poorest states also have the worst records with regard to education, with the poorest of all, Bihar in the northeast, having the lowest rate of primary school attendance, less than 20% for females ages 5-9 (Drèze and Sen, 1995, op. cit., Table A.3).

     More broadly, a regional divide is opening in India, with states in the west and the south performing better on many characteristics and growing more rapidly than several in the northeast.  There is now a more than three-to-one ratio in per capita income between the highest income state (Punjab in the northwest) and the poorest (Bihar).  But even some in the northeast have begun to grow rapidly after engaging in reforms to improve infrastructure availability and functioning, notably Orissa and Madhya Pradesh.  

     In contrast, Bihar seems frozen in policies and also suffers more than other states from extreme caste and class conflicts in rural areas.
  These feed into the problem of education.  By law all children are supposed to attend primary school.  But, as noted above, less than 20% of girls do so in Bihar.  One reason for this has been the intransigence of local ruling landlords in villages who have actively prevented the construction of schools or have blocked pay for teachers where schools have been built.  It is not surprising that families put their children to work as child labor in such situations where there are no functioning schools for them to attend, an ongoing problem in the poorest areas of India.  Thus, in an increasingly decentralized India, what may be needed are social and political upheavals in the poorest states to overcome the entrenched power of upper caste groups who control land and resources. 

Hindu Nationalism and the New Traditionalist Alternative
     With the effective end of the Nehru-Gandhi dynasty in the Congress Party and the fading of its former unifying role as the bringer of independence, India may have seen a fundamental long-term shift in its political balance in favor of the Hindu nationalist Bharatiya Janata Party (BJP) that dominates the current ruling coalition.  If this continues, the internal ideological and political struggles of the BJP will be of increasing importance for India as a whole and for its future development.  In particular, the core of the BJP has long been committed to a radical Hindu nationalism that will try to influence policy against competing tendencies that ally with the BJP's coalition partners, most of them regionally based parties not sympathetic with the BJP core ideology.

     Hindu nationalism developed in the late nineteenth century
 and became the cutting edge of the independence movement at the time of the Curzon partition of Bengal in 1905.  As Mohandas Gandhi took control of the Congress Party around 1919, the movement began to develop its own separate organizations.  The 1920s saw publication of works advocating Hindutva, the idea that all Indians are really culturally Hindu, even if they formally belong to other religions, and also the formation of various cultural and political organizations, the most important being the Rashtriya Swayamsevak Sangh (RSS).
  This group exists today and forms the activist core of the BJP, as it did of the predecessor BJS, with most of the BJP's leaders coming out of the RSS, including Prime Minister Vajpayee.  Unlike Mohandas Gandhi and his nonviolent satyagraha, the RSS has at times advocated violence.

     Indeed, dealing with the Gandhian legacy has been one of the most difficult issues for the RSS and Hindu nationalists more generally.  On the one hand, Gandhi was reviled for his religious tolerance and nonviolence and his uplifting of the Untouchables.  On the other, his evocation of an idealistic and utopian vision of a self-sufficent, village-based system with jajmani caste relations lies at the foundation of their vision as well.  The leader of the BJS, Deendayal Upadhyaya, in his influential 1965 book, Integral Humanism (Dehli: Navchetan Press), openly and respectfully drew on many of Gandhi's ideas, while modifying them.  Notably he allowed for more modern technology, while still advocating that it should be native (swadeshi) and appropriate to factor conditions.
  Thus, Upadhyaya's approach is New Traditionalist rather than Old Traditionalist.  The modern BJP has come to officially describe itself as secular and in favor of equality, citing Gandhi, although the call for equality has involved calling for dismantling the affirmative action programs favoring the Untouchables.

     Some efforts have followed Upadhyaya to construct an explicit Hindu economics, usually drawing on various ancient texts such as the Rig Veda, and trying to update an idealized Indian past into the modern world with references to modern economic writings, thus fitting the New Traditionalist mold.  The parallel to the development of modern Islamic economics is obvious and unsurprising.  One recent effort is by M.G. Bokare (Hindu Economics: Eternal Economic Order, 1993, New Dehli: Janaki Prakashan), who claims to subsume all previous economic thought.  A decentralized (Gandhian) order of "exploitationless" self-employment (socialism), with no taxes, no interest (Islamic economics), appropriate technology (Upadhyaya), and a general market context is proposed.  

     In practice, economic nationalism of swaraj self-sufficiency, along with advocacy of such specific Hindu views as forbidding the killing of cows, is advocated.  The most important recent manifestation of economic nationalism was the cancellation of a contract with U.S.-based Enron in the state of Maharashtra in 1995 by a BJP-dominated government.  With the BJP in power at the national level, the struggle over such issues is now fully joined.  But, recent indications suggest that, under pressure from its coalition partners, the BJP is trying to show its ability to rule nationally and has not pushed extreme nationalist policies too forcefully.  Indeed, opening of Indian financial markets to foreigners and the listing of Indian corporations on foreign stock markets has been adopted.  Military victory against Pakistan in 1999 has given Prime Minister Vajpayee the status to pursue a more internationalist approach without criticism, even as this deviates from core BJP ideology.  Thus, a cautious implementation of the existing reform movement seems the most likely outcome for the near future.

Summary and Conclusions
     India may possess the most complexly mixed economy in the world, with traditionalism both old and new based on the Hindu caste system, market capitalism dating from India's ancient history of long-distance trade, and socialism and indicative planning from the era of India's first prime minister after independence, Jawaharlal Nehru.  As with most of the world, India is carrying out market-oriented reforms.  These have focused on reducing tariffs and quotas that had made India perhaps the most protectionist economy in the world, and also on reducing the various restrictions on business activities collectively labeled the License-Permit Raj.  Indicative planning continues, although with reduced influence, and little privatization of state-owned enterprises has taken place, although shares of ownership have been sold to the public in these enterprises to reduce the fiscal deficits that have plagued India's governments.  A major impetus to reform came with the foreign exchange crisis of 1991 that coincided with a surge in the budget deficit and the final collapse of the Soviet Union, India's de facto ally and partial model.

      India's efforts to develop involve overcoming numerous difficult legacies.  Colonial rule by Britain led to a deindustrialization of India, which was for long one of the world's leading economies.  Profound conflicts over religion, caste, language, and regional identities plague India both internally and in relation to its neighbors, most importantly Pakistan, a former part of the British Raj that ended in 1947. Political leadership of India has moved from the secular Congress Party, once led by Mohandas Gandhi, the father of Indian independence, to the Hindu nationalist BJP.  But, in leading the nation, the BJP may be moving away from its radical New Traditionalist positions to imitate the more secular Congress Party approach as it tries to carry out the internationalizing and deregulating reforms initiated by earlier prime ministers such as Rajiv Gandhi and P.V. Narasimha Rao.  Very important will be whether or not a government based on asserting Hinduism can make peace with its Muslim neighbor, Pakistan, with whom it has been in serious conflict since independence, now more dangerous because of nuclear weapons in both countries.

     With over a third of its population still in deep poverty, India has a long way to go to achieve serious development.  Many observers have castigated India as the "sick man of Asia," comparing it unfavorably to its "Tiger" neighbors to the east, and even to its immediate neighbors, high-quality-of-life, Buddhist-dominated Sri Lanka, and Muslim-dominated Pakistan and Bangladesh.  The latter two now have higher per capita incomes than India, and lack its caste system, as well as high quality of life, although Sri Lanka suffers from an internal separatist conflict.  The negative comparison has most frequently been made with India's largest and most important neighbor and rival, China, which has moved well ahead of India in per capita income and many measures of living standards.  

     But, these negative characterizations may be overdrawn.  Even in the 1980s, although its growth lagged most of the East Asian tigers, its rate was among the top ten in the world.  During the financial and economic crisis of 1997-98 that rocked the most spectacular of the tigers, India was only modestly affected.  Whereas China's growth rate slowed during that crisis, and has had trouble recovering, India's growth is back to a respectable 7% rate.  Indeed, India may be gaining from its democratic political tradition that many had viewed as a drag in contrast to the authoritarianism of China.  There is a well-established system of laws and transparent relations in the economy, even with continuing bureaucracy and restrictions, that contrasts favorably with China's situation.  This becomes more important as India opens and seeks foreign investment, while China seems increasingly difficult for foreign investors.

     Fulfilling part the Hindu nationalist scenario of decentralization, increasingly the states and regions of India are asserting themselves to lead the reforms to improve the quality of life, such as the improvements in education and the status of women in the state of Kerala.  Many states are growing rapidly, such as Karnataka with its world-competing, high tech software industry based in Bangalore.  While some states, such as Bihar, are mired in deep poverty, social conflicts, and slow growth, more states are overcoming the obstacles holding back India.  They will hopefully extend the benefits of reform to the rural population as well as to the urban sector.  Long viewed as a country of vast potential, that potential is now beginning to be seriously realized.  

     The elephant
 has not only awakened; it has stood up and begun to walk resolutely.  It is unlikely that it will sit down again any time soon.

Questions for Discussion
1. What legacy did the British leave in India?  Evaluate the benefits and costs of their Raj.

2. How has the indicative planning system in India compared with that in other countries?

3. To what extent is the traditionalist element in India's economy more of the Old or New variety and why?

4. Evaluate the success or failure of India's policy of import substitution in its effort to industrialize after independence.  Why was it so committed to such an approach?

5. Evaluate the legacy and influence of the economic thought of Mohandas (Mahatma) Gandhi in India today.

6. How is the state of Kerala a model for the rest of India?  How is it an example to avoid?  Can these conflicting tendencies be reconciled and how?

7. Evaluate the role of rent-seeking in the establishment of the License-Permit Raj.

8. Can the Hindu nationalist movement successfully lead the movement for economic reform in India without compromising its principles?

9. Evaluate the pros and cons for economic policy and performance of the presence of political democracy in India.

10.  What are the benefits and the dangers of the drive to regional decentralization of economic policy that is happening in India?

11.  What is the status of women in India and how does this affect the prospects for India's development.  Can this be changed and how?

12.  Evaluate the role of the caste system in India's society and economy.  Does it have any benefits?

13.  Compare and contrast the economic policies and performance of China and India.
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� The Indian subcontinent contains the nations once ruled by the British Raj along with several small nations in the Himalaya mountains such as Nepal and Bhutan.  Besides these and India there are largely Muslim Pakistan and Bangladesh and largely Buddhist Sri Lanka (Ceylon) and Myanmar (Burma).
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�The immediate trigger of the revolt was the introduction of a new cartridge covered with animal grease the soldiers had to bite.  The Hindus thought it was from forbidden cows and the Muslims thought it was from forbidden pigs, thereby uniting the sepoys in revolt. 
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�The most notorious case arising from such regulations was the Haldia fertilizer plant, built by the government in 1980 and employing around 3,000 employees, but which had produced no fertilizer as of 1992.  


�The early 1960s saw friendship between India and the U.S., especially between Nehru and President Kennedy whose Ambassador to India, economist John Kenneth Galbraith, oversaw much food aid from the U.S.  President Johnson restricted such aid to Nehru's successors who criticized the U.S. role in Vietnam, notably during the food crisis of 1966.  After 1969, President Nixon tilted the U.S. toward China and Pakistan while India tilted toward the Soviet Union.  In 1971 the U.S. supported Pakistan against India's support for Bangladesh in its war for independence from Pakistan.  U.S.-India relations have warmed somewhat since the mid-1990s.  
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