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1. New Government towards the Growth of India

In the recent elections for 16th Lower House (“Lok
Sabha”), the BJP (Bharatiya Janata Party) emerged as the
largest party with 282 out of 543 seats. This single-party
majority has happened in India after a gap of 30 years,
since 1984 (Fig.1). The overall voter turnout significantly
increased from 58% in 2009 to 66% in 2014. This indicates
the Indian electorate’s commitment to change leadership
from dynastic and coalition government of the last three

decades.
Fig. 1: India Lok Sabha — Result of Elections
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Source: Election Commission of India

The National Democratic Alliance (NDA), a coalition
of BJP and other small regional parties, won 336 seats. In
contrast, the previous ruling United Progressive Alliance
(UPA), a coalition of Indian National Congress (INC) and
other small regional parties, fell to its lowest level of 59
seats. INC won only 44 seats, the lowest in its history.

Another notable outcome of elections is BJP’s
dominance across regions (Fig. 2). After the election,

! Shingo Miyazaki (Senior Researcher), Ajay Kumar Airan (Assistant
Senior Researcher), Rashmi Jain (Researcher) and Latika Lakhani
(Researcher).
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the north, west and central India saw monotonic NDA’s
prominence that was a patch pattern before the election.
The policy reforms under the previous UPA government
had suffered due to lack of consensus among various ruling
coalition political parties between central and states. This
resulted in policy paralysis and conflict between centre
and state government. Now, with a single-party majority
government coming to power, there are high expectations
of stronger leadership from the center.

Fig. 2: India Lok Sabha — State and Regional Results
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Source: Election Commission of India

As seen in BJP’s manifesto, industrialization is expected
to be the key focus area under the new government to
revive the economy and create jobs. It envisions this by
building support infrastructure (power, transport, skilled
labour), attracting funds (FDI) and encouraging private
sector participation through public-private-partnership
(PPP) (Fig. 3).
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Fig. 3: BJP’s Growth Agenda — Areas of Focus
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Source: HRI analysis, based on BJP Election Manifesto 2014

The new government is focused to make faster progress
of national-level projects, such as Industrial Corridors and
Freight Corridors. The creation of an industry-friendly
environment and faster project approvals is going to be a
priority to raise investments.

As a first major step in the policy making, Mr Modi-led
new government announced Rail Budget and Union Budget
in the first fortnight of July. Struggling with shortage of
funds, the government has committed to industrialization
and not to follow populist measures (Table 1). Through
disinvestment of stake in government-owned companies,
it targets to raise USD 10 billion funds. Furthermore, it
has announced to make taxation reforms — transfer pricing,
Goods and Service Tax (GST), etc. The public sector
investments, nationally, were high during the last tenure of
NDA (1998-2004), ranging from 2.5% to 4%. However,
under the previous UPA government, it declined below 2%.
With the BJP-led NDA again at the centre, there are bright
prospects for a new India under a new administration.

Table 1: Highlights of Union Budget and Rail Budget 2014-15

Key Item Contents
Factor
.. Public sector disinvestment to raise USD 10

Disinvestment

- Bn revenue

o

5 Foreign Direct Increase in defence from 26% to 49%

- Investment —

@ (FDI) Increase in insurance from 26% to 49%

o

3 i Resolve GST related issues in FY2014- 15
Tdaxation —— —

Modifications in the Transfer Pricing Rules

100 New Cities | Allocation of USD 1.2 Bn in the first phase

5 | 7 Industrial Plans to establish 7 industrial cities

e Cities

w

g- High-Speed Bullet-train on Mumbai- Ahmedabad route;

= g_ P Increase the speed of trains to 160-200 km/h

o Trains

=2 on 9 sectors

> Metro Trains Metro train in Ahmedabad and Lucknow

(INR 1 Bn and PPP scheme)

Source: HRI analysis, based on budget documents
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2. Gujarat Growth Model

India is a diversified country where a lot of state level
disparities exist in terms of growth and opportunities. Due
to state level policies and reforms, some states grow faster
than others.

The new prime minister has already proved his
leadership as the Chief Minister of Gujarat during 2001-
2014. At that time, Gujarat witnessed sustainable GDP
growth and huge industrialization. Thus, to foresee the
next steps in the growth of state, this study analyzed Mr
Narendra Modi’s economic strategy called “Gujarat Growth
Model” and applied the factor to see what state could be
the next candidate. According to our study, the Gujarat
Growth Model is characterized by “policy reforms” and
“industrialization model” as stated in the following sections
(Fig. 4).

Fig. 4: Outline of Gujarat Growth Model
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Model
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Source: HRI analysis

2.1 Policy Reforms

Over the last several years, Gujarat state government
has undertaken several policy reforms, particularly for land
acquisition and power sector, in order to create an investor-
friendly environment. The Gujarat Industrial Development
Corporation's (GIDC) has significantly simplified land
acquisition with minimum direct government participation.
The entire process is also faster in Gujarat.

In the area of power sector, reforms were characterized
by unbundling of the electricity broad, huge capacity
addition by private sector, and power transmission and
distribution reforms. Under the “Rural Feeder Segregation
Programme”, Gujarat bifurcated power transmission lines
for rural areas to ensure continuous power supply. Power
sector reforms have resulted in: (1) 100% power tariff
collection leading to reduction in T&S losses to 16%
(average T&D loss in India: 26%); and (2) surplus power
and 24x7 supply.

Other notable reforms in Gujarat were building
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infrastructure (roads, ports, etc.), restructuring loss making
public sector units (PSUs) such as Gujarat State fertilizers
& Chemicals, One Day Governance Model ensuring timely
decision-making and implementation. The policy reforms
have resulted in Gujarat rising to become the number one
business-friendly state in India (Table 2).

Table 2: Economic Freedom Ranking (top 5 states of India)

Top 5 States 2005 2013
Gujarat
Tamil Nadu
Andhra Pradesh
Haryana
Himachal Pradesh

mbwm@

w0

Source: CATO Institute

Mr Modi-led state government in Gujarat created
investment opportunities in both industrial and
infrastructure sector. For industrialization, it created 83
product clusters, 257 industrial estates, 60 SEZs and Special
Investment Region (SIR). The Gujarat Infrastructure
Development Act encourages public-private-partnership
(PPP) model. Moreover, the public investments in the state
increased at a CAGR of 24%, compared to a decline of
7% nationally in India (2005-13). Furthermore, to show
business opportunities and attract private investments,
“Vibrant Gujarat” event is held every alternate year. All
these developments have led to Gujarat becoming the top
destination for private investments — domestic as well as
foreign (Fig. 5).

Fig. 5: Private Investments in 2012

Total: USD
1.56 Trillion

B Gujarat @ Andhra Pradesh
OMaharashtra O others

Source: ASSOCHAM

2.2 Industrialization Model
The case of Gujarat highlights an industrialization

model for development in the following pattern (Fig. 6):

- Suburbs of Main City: Focus on creating industrial and
investment regions outside the main city to promote
manufacturing industries. This led to the development of
industrial areas such as Dholera and Dahej.

- Outskirts of Main City: Residential developments for
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working population in industrial areas.
- Inner of Main City: Upgradation of basic infrastructure
for a better quality of life.

Fig. 6: Industrialization Model in Gujarat
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The labor force in urban and suburban areas played a
major role in industrialization. Industrialization resulted
in creating jobs. The labour force participation rate in
Gujarat (44.5%) is now higher than the national average
of 42%. Moreover, the urbanization increased to 42.6%
compared to the national average of 31.2% in 2011. Thus
industrialization started around the largest population city
(Ahmedabad) and later spread to other parts of Gujarat.

3. Candidate “Break-out States” after Gujarat

The Gujarat Model is now under focus for its approach
for industrialization and growth. However, at the same
time, some other states are also pursuing industrialization
and growing at a high rate. An approach to understand the
potential of different states and identify the next candidates
is “State Attractiveness Index (SAI)”.

3.1 State Attractiveness Index (SAl)

The status of key factors in Gujarat Growth Model, i.e.
Policy Reforms and Industrialization Model is different
among the states that is represented in various factors —
Economic Freedom Index, Human Development Index,
GDP Size and Growth, and suburban labor force. By
considering the importance of these factors, HRI calculated
the State Attractiveness Index (SAI) to foresee what states
have the potential to become the follower of Gujarat
Growth Model. The SAI is calculated by taking a weighted
average of each factor where the weight is calculated by a
method called principal component analysis. '

Based on the index, the candidate states that are found.
Apart from advanced states of more than 5,000 million
rupees of state GDP, Kerala and Madhya Pradesh have the
highest index (Fig. 7). This implies that these two break-
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out states have a high potential to become the followers of
Gujarat Growth Model.

Fig. 7: State Attractiveness Index (SAI)
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Source: HRI Analysis

3.2 Snapshot of Kerala and Madhya Pradesh

It is worth to note that Kerala is trying to expand
industries especially manufacturing and IT, around its
largest population city of Kochi, to utilize the highest
human development in India that is represented in the
highest literacy rate. Madhya Pradesh, on the other hand,
already possesses a large industrial area called Pithampur
Industrial Area on the outskirt of Indore (largest population
city in the state). This state is now trying to expand services
industries, especially logistics, to utilize the geographical
benefit being located at the centre of India.

4. Conclusion

The new government at the national level is expected
to take at least 2-3 years for certain policy reforms,
infrastructure development and create investor confidence.
Later, their impact will start reflecting on the industry

5 &

and economy. At the same time, the state and city level
governments will continue with their own policy reforms
and development activities for creating local industrial
growth and jobs.

The cases of Kerala (Kochi) and Madhya Pradesh
(Indore) are two examples of break-out states and cities
where different opportunities exist according to their current
state of industrialization. Considering the diversity of India,
it can be seen not as a single nation, but a nation with 29
states of different economy and local characteristics.

! State Attractiveness Index (SAI) is calculated by
taking a weighted average of indicator of each state
by following equation:
m w; X

LT T
where
L,=SAI of State j, w;=Weight for indicator i, x;
=Indicator i of State j.
The weight is calculated by taking the first
component of Principal Component Analysis (PCA),
namely:

W=argmaxy.m =100 0ar ()

PCA is often applied in the calculation of index when
the weight is unknown. Please note the expression
above is modified from regular expression in order to

fit with the context of this study.

Indicators for SAI Calculation

Key Factors Indicators Source
Policy Reforms Economic Freedom Index Cato Institute
Capital Investment MOSPI
Potential for Labor force in Suburban Area MOSPI
B EEE Human Development Index Planning
Commission
State GDP Growth MOSPI

Note: MOSPI: Ministry of Statistics and Program Implementation
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1. Setting the Context

In terms of sheer size and logistical challenges, every
Indian general election breaks a record. It was no different
in the months of April and May, when 814 million voters
were asked to vote in a marathon nine-phase election to
elect representatives in 543 constituencies spread across 29
states. Eventually two of every three eligible voters queued
up at polling stations to elect India’s 16th Lok Sabha (House
of the People or Lower House of Parliament).

India’s election map is a jigsaw that confounds most
outsiders. Broadly, there are two big national parties — the
Congress, which is centre-left, and the Bharatiya Janata
Party (Indian People’s Party or BJP), which is centre-right.
It would be easy and smooth if one of these two parties
won a majority of the 543 seats and formed a government.
However, this had not happened in India since 1984. Over
the next 30 years coalitions ran the country.

These coalitions usually comprised one of the two
national parties and several smaller, state-specific parties.
For instance, between 1999 and 2004 — the term of the
Lok Sabha is five years — the BJP won 182 seats and led a
coalition. Between 2004 and 2009 and then between 2009
and 2014, it was the Congress that led a coalition. It won
206 seats in 2009, in what was considered a very good
performance by a national party.

In some elections — notably in the 1990s, a chaotic
period for Indian democracy — neither national party won
sufficient seats and a government comprised entirely of
regional and state parties took office. Not surprisingly, it
was confused in its policies and did not last, necessitating
mid-term elections.

Within this broad context, how does one locate the 2014
general election? In some senses, this was a “morning after”

election. It was the first election after the end of the greatest
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period of economic expansion in India’s history. India’s
economy began to open up and be (fitfully) deregulated
in 1991, in a process known as “liberalization”. The real
effect of liberalization came about a decade after it began;
between 2003 and 2011, India’s GDP grew at an average of
8.3% per year. It was a boom the likes of which India had
never known.

Suddenly, the good times stopped. The Indian business
year runs from April 1 to March 31. In financial years 2012-
13 and 2013-14, the GDP grew at less than 5%. For seven
of the final eight quarters that the Congress-led government
was in office, GDP grew at below 5%.

A 5% GDP growth rate would seem an impressive
figure for a developed economy. In India, it indicated severe
underperformance. Jobs were not being created, consumer
confidence was low, and demand was drying up. A series of
corruption scandals and policy paralysis in the final years
of the Congress-led government mean the investment cycle
came to a halt. Investors — both domestic and international —
held on to cash rather than invested in enhancing capacities.

Food prices and food inflation were another concern.
This was a result of a global rise in commodity prices
in recent years as well as a supply-side issue, related to
India’s failure to reform its agriculture, introductive new-
generation, high-productivity technology and simply
produce more cereals and proteins and milk and milk-based
products to satisfy a population that was rapidly moving
from poverty to lower middle-class status and upgrading its
consumption habits.

The outgoing government’s response to inflation was
to raise the cost of money. The purely monetarist approach
didn’t do much to check prices, but what it did do was hurt
business and investment that much more by hiking interest
rates. This only exacerbated the economic crisis.




The election took place at this juncture. It made it
difficult for the Congress-led government to defend its
record, as voters obviously blamed it for their troubles. Yet,
that was not all. Other than a standard economic mess, the
Indian election of 2014 was also influenced by some unique
characteristics. It occurred at the intersection of three far-
reaching, long-term trends in Indian society, represented
by youth, urbanization and media. Each of these requires
careful explanation

2. Demography Begins to Vote

Let’s begin with youth. India is proud of the fact that it
will have the largest working-age population in any country
in the first half of the 21st century. Harnessed appropriately,
this could turn out to be a “demographic dividend” — a
term Indian policy-makers and economists use fairly often.
Wasted, it could collapse into a forbidding youth bulge.

What does this youth dividend/bulge actually amount
to in numbers? It peaks in 2030 with a youth population of
485 million aged between 15 and 34 (of a total population
of 1.5 billion). This is the largest such cohort in human
history and is 1.5 times the current population of the United
States. Many of the members of this cohort have not even
been born, but it is noteworthy that the first voters from this
dividend generation began to vote in 2014, having turned
18. That made this election a milestone.

So dramatic is the youth narrative in India that one
million are added to the workforce every month, and will
continue to be added for the coming 20 years. As a result,
youth impatience, hunger for jobs and for better incomes
and lives, is fierce. It can challenge any government. A
poorly rated government, such as that led by the Congress
between 2009 and 2014, didn’t stand a chance.

The second trend was urbanization. Officially 32% of
India’s people are full-time residents and voters of urban
areas. However, 60% of the GDP is linked to cities and
constitutes the urban economy. The discrepancy between
these numbers is glaring. It masks the fact that a large
section of people — more than 32% — are associated with or
dependent on the urban economy. They could be seasonal
or regular economic migrants, who go back to the village
at election time to vote. They could be village-based
dependents who survive on remittances from a parent or a
child or a sibling working in a city.

When the urban job disappears — it could involve a
parent being laid off at a construction site in a faraway

city because people have stopped buying homes — the
village-based voter realizes that her lifestyle and her family
income is going to be hurt. She also realizes that the local,
state-specific party or district-level political leader — who
could have a community or group-identity affinity and a
traditional bond with the family of the voter — cannot solve
this problem and, as they say, “fix that job”.

That will require a national party and a national leader.
Somebody in distant New Delhi, the capital, can help get
back that job, even if the voter in the archetypal village
does not quite understand the forces underlying the loss
and potential regaining of jobs. This is the beginnings of
the creation of a pan-Indian, industrial middle class, and
the beginnings of a popular engagement with what may be
called macroeconomics. The election of 2014 captured this
phenomenon at an incipient stage.

The third trend was that of the media, specifically
television. India is in the midst of a news television boom
unprecedented in broadcasting history. In March 2013, the
Indian Information and Broadcasting Ministry announced
there were 410 news channels. Today the number is
estimated to be some 500.

Most of these channels offer 24/7 news. Some are
general-interest channels with regular news bulletins. They
exist in English as well as in a variety of regional languages
across India. Almost every major state has three or four, if
not more, news channels using the regional language of the
province. The vast majority of these channels are accessible
nationwide.

These news channels have helped to unite viewers in
terms of lifestyle choices, consumer habits and attitudes
and, inevitably, political responses. They have carved out
space for national events and national figures in a society
that was thus far much more regional and provincial. In
short, the distinction between local and national news is fast
disappearing.

What this means for politics is television is fast creating
a national, urban-influenced constituency. Many members
of this national constituency happen to be young, bringing
the demographic dividend (or youth bulge) into the three-
way equation.

What did this amount to in the run up to the 2014
election? It served to create conditions for a national vote.
A certain percentage of voters — not the majority, but a
significant plurality, crucial for the national parties — were

looking to vote on national issues, on the larger question




of the economy, propelled by pent-up ambitions. They
were looking to a new type of national leader, who could
deftly exploit the news media and the reach of technology
to speak to the immediate city as well as the far-off village,
confident they shared similar economic aspirations.

The man who exploited these forces was Narendra
Modi, leader and prime ministerial candidate of the BJP. He
was so successful that he took his party to 282 seats. For
the first time in three decades, a party had won an absolute
majority in the Lok Sabha.

The BJP’s election partners were part of a grouping
called the National Democratic Alliance (NDA). The NDA
won a total of 336 seats (282 being won by the BJP alone).
This verdict made Modi prime minister and ensured him a
robust mandate. How did he do it, and what will he do with
it? We will try and answer those questions.

3. Protagonist of the Election

“Cometh the hour, cometh the man” goes the old line.
In many senses, this is an appropriate description of Modi
in 2014. He made the election his own but his complex,
arresting personality and his compelling personal biography
also gave the electorate just the product — candidate — it was
seeking.

From 2001, Modi had been chief minister — the
equivalent of an American governor — of the western Indian
state of Gujarat. He had won elections there in 2002, 2007
and 2012 and was a popular leader. His economic record
was remarkable as Gujarat had become an industrial and
manufacturing powerhouse as well as demonstrated great
advance in agriculture in Modi’s decade in office. Most
important, Gujarat was a big job creator and a magnet
for employment seekers from elsewhere in the country.
This gave Modi an enviable cachet and evoked a certain
curiosity about him.

Modi positioned himself as everything the Congress-
led government was not. He was honest, as against an
incumbent government faced with a series of financial
scandals. He had an economic story to tell, as against an
incumbent government that had virtually halved GDP
growth rates in two years.

Most tellingly, Modi was the man without a family
legacy or a well-known surname, and this made him
stand out vis-a-vis the Congress, a party controlled by the
Nehru-Gandhi dynasty since India became independent

and dominated by a set of political elites who make up the

narrow base of the Indian power structure.

Modi promised to disrupt this cosy world. His calling
card in the India of 2014 was not religion or caste or even
nationalism. It was class. The narrative of a self-made
man, of the son of a father who sold tea at a railway station
and a mother who went house to house washing dishes to
pay school fees for her children, was a inspirational and
extraordinarily powerful one.

The Congress leadership completely missed how the
Modi narrative was resonating with people. As the election
campaign began, a senior Congress politician made a
puerile comment that the Congress would open a tea stall
for Modi - a coarse reference to Modi’s father’s origins.
The Congress politicians saw it as a clever-clever ling;
the message it sent was one of an unfeeling elite, happy
to mock lesser citizens. It made being a tea seller’s son a
badge of honor for Modi.

If this election was about Modi capitalizing on a class
revolt, that expression has to be understood. The reference
here is not to class in a Marxian sense. It is simply to
primarily young, small town, semi-urban people — or
even rural folk, exposed to or associated with city life and
the city economy — usually from non-English speaking
backgrounds. They are hungry to learn the language, though
- not to read Milton and join the Anglosphere but simply to
get a job.

They are too well-off to be satisfied by the welfare
and dole programmes — which is what the Congress had
promised — but too poor to be genuinely middle class. They
see themselves as socially underprivileged and perceive
their progress to be thwarted by an elite that has shut the
gates and framed complicated, impossible rules for entry
— for professional advance as much as political office —
that usher in only the initiated. Remarkably ham-handed
in its politics, the Congress allowed itself to be seen as the
embodiment of this elite.

Modi’s voters make for a complex set of emotions.
There is undeniable ambition here, completely justified
for talented people who have simply not been given the
opportunities they deserve. There is also resentment and an
anger, sometimes overdone. Yet, it is equally true that this
collective, this middle India, represents a far greater section
of the Indian population than the political aristocracy that
surrounds the Congress leadership in New Delhi.

Such a binary has caused upheaval in other societies
as well. In several countries of Africa and Asia, the first




EETNTAGIT DM FRRERE]

generation of genteel post-colonial leaders and elites usually
gave way to more angular native (or nativist) politicians
who grasped popular hopes and fears more easily simply
because they had lived these themselves. In 2014, India
landed on its feet. It accomplished a similar change through
the voting machine.

So dramatic were underpinnings of Modi’s victory,
some analysts identified the general election of 2014 as a
revolutionary moment in Indian political history, almost the
inauguration of a Second Republic.

4. Reimagining India’ s Economic Future

Indian elections have been fought on many issues —
national security, religious identity, caste and community
sentiment. The 2014 election broke from norm in that it
was so enormously dominated by fears and hopes about
the economy. This makes Modi’s mandate primarily an
economic one. In his campaign speeches he never lost
sight of this and painted a picture of an India of jobs and
manufacturing, of new urban landscapes — he has promised
to create or upgrade 100 “smart cities” — of happy families,
of a more open and confident economy and society,
of India where it is easier to do business, both for the
international investor as well as the local entrepreneur.

If Modi’s words can be taken at face value, what he
is promising is not an ordinary economic programme but
a process of social engineering. It would require a re-
imagination of India as we have known it and of the manner
in which India has done business, figuratively and literally.
Not for nothing have Modi’s set of tasks and his essential
promise been compared with that of Prime Minister Shinzo
Abe of Japan.

What does all this — this rhetoric and Modi’s fashioning
of a new vision for India — translate to on the ground, in
actual policy? Modi’s immediate challenge is to restore
India to a path of high growth. His government has
committed itself to taking GDP growth back to 7% in two
years. Modi recognizes growth is non-negotiable for India
— non-negotiable for it to be taken seriously as a rising
power, non-negotiable for it to create jobs for its young
millions, non-negotiable for it to find the money to build
infrastructure and pay for it, non-negotiable even to fund
welfare programmes for those who need them. In his
campaign speeches Modi spoke of GDP growth being a
determining factor for national security — and both a goal

and a tool of diplomacy.

The first suggestion of Modi’s economic message came
on July 10, when the new government’s finance minister,
Arun Jaitley, presented the budget. To be fair, this was
a truncated budget. The election had taken place in the
middle of the financial year. The previous government had
presented the budget for the first four months of the year
— April-July 2014 — and Modi’s government was required
to read the budget speech only for the remaining seven
months, till March 2015. The government’s first full-fledged
budget will be presented in February 2015, for the 2015-16
financial year.

Nevertheless, the truncated budget of July 10 did give
indications of where Modi wants to take the economy.
There was an explicit statement that fuel and fertilizer/
agriculture subsidies needed to be rationalized. Welfare
programmes would be linked to genuine asset creation and
possibly infrastructure projects.

Foreign direct investment (FDI) limits were raise in
insurance and defense manufacture, to 49%. Not enough
some may argue, but still a start. There was a clear effort
to plug India’s infrastructure deficit. Tax incentives
were offered for power projects. A massive railway
modernization mission — including the building of a Bullet
Train line — was announced. Seed capital was set aside
for the “100 new cities” project. Assurance was provided
on stable tax regimes and the phasing out of the dreaded
retroactive tax, imposed in 2012 on certain types of foreign
investment.

In the coming days, the Modi government is expected
to announce additional measures to boost investment
— international and domestic — in power, mining and
manufacturing. This is essential to the new prime minister’s
stated plan to integrate India with Asian supply chains, both
as a consumer and a supplier.

Beyond these relatively minor policy details, what is the
big picture? It was provided by Finance Minister Jaitley in
the debate in Parliament following the presentation of the
budget. Breaking from the politically correct but ultimately
stultifying language of India’s socialist-influenced politics,
he gave a categorical call for economic reform, arguing it
was possible to be both pro-poor and pro-business.

In the old India this would have been heresy. That India
was left behind, though, by the election of 2014. Modi’s
India is another enterprise.

5 &
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For many years now India and Japan have been steadily
expanding and deepening economic interaction, however,
there is much that can be achieved. It is obvious that there
can be significantly greater interaction between India and
Japan in the years to come. But the first step in broadening
such ties requires a much better mutual understanding of
how each country functions. The great areas of opportunities
and strengths along with the areas of weaknesses and gaps
would therefore help business leaders and change-makers
understand better, and consequently take better informed
decisions. This monograph aims at precisely this objective
— to inform the readers of the key aspects of India that will
help them in taking strategic and implementation decisions.
It does so using Gujarat as an illustration — how a state with
limited natural resources has managed to take the leadership
position across many domains.

1. Historical Evolution of Gujarat and India

India achieved independence in 1947 and immediately
set about reforming itself from a colonial economy
dependent on international powers, to an independent one
that was not dependent upon anyone but the efforts of its
own people. The method chosen in the 1950s was central
planning and allocation of resources combined with a free
private sector. However, India is a highly diverse country
with many different races, languages, cultures, religions.
Consequently the Indian constitution, adopted on the
26th of January 1950, envisaged a federal set-up and a
parliamentary form of government. This was not something
favored by just a few leaders, but came about after a 2 year
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national and public debate.

A parliamentary Westminster style democracy was
chosen. A lower house of the parliament had members
directly elected by the people and therefore could better
aggregate diverse views. These Members of Parliament
then elected a Prime Minister who chose his cabinet of
ministers. This was so that the key decision maker cannot
overly centralize powers and has to depend upon the
lower house of the parliament or Lok Sabha. The fact that
sometimes democratic countries take short term decisions
or over-react also led to the creation of an upper house of
senior parliamentarians to act as a tempering mechanism,
these Rajya Sabha members are not chosen by the people
but chosen by state level representatives. This further
strengthened the federal nature of the country.

A state organization commission was set up which
recommended the creation of the states of India. Some
part of what we call Gujarat today was a part of the
Bombay presidency ruled directly by the British, and some
parts were ruled by various kings. All these parts were
aggregated under what we know as the state of Gujarat,
since the most prevalent language spoken in the area was
Guajarati. Other minor languages are also spoken in the
state. Overall in India there are at-least 16 major languages
and hundreds of minor languages. Most Indians however
will be able to comprehend at-least one of the 16 major
languages. Traditionally the upper class elite also had a
good understanding of Sanskrit and Persian, but today those
are rarely understood and English has taken their place as a
language of business and of the elite.

Of the 29 major states and 7 Union Territories in India,
each state also follows a Westminster type model with a
lower house of legislatures who elect a Chief Minister who



then forms his cabinet. Narendra Modi, India’s current
Prime Minister was the Chief Minister of Gujarat for more
than a decade in the 2000s.

India’s economic growth was quite low in the first few
decades after independence, as economic planning ended up
curtailing initiative of Indian labor and entrepreneurs. By
1990 it was quite apparent that India needed to change. Per
capita income of countries such as China had surpassed that
of India, and its growth was not adequate to meet either the
basic needs of the masses or the aspirations of the youth. In
1991, the Congress Party took over reign in Delhi and Prime
Minister Narasimha Rao brought in Dr. Manmohan Singh,
an academic-bureaucrat, as the Finance Minister to help him
bring about reform of the Indian economy. Mr. Rao and his
team removed industrial licensing, reformed the judiciary
and made it more independent, improved regulators, and
made imports and exports much easier. Immediately there
was a major shift in the economy with both exports and
imports rising followed by greater investment (Figure 1).
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Figure 1: Historical GDP Growth in India

Gujarat was among the few states that benefitted right
from the beginning of this new economic regime®. This
was for two reasons. First, Gujarat has traditionally been a
centre of trade and a large investment community exists in
the state for many centuries. Second, Gujarat had a large
manufacturing sector which could better utilize the new
opportunities than other states such as Bihar and UP which
were more dependent on agriculture®,

% Some of the high growth states during reform era, notably Guijarat,
Maharashtra, Karnataka and Tamil Nadu, got the lion’s shares in
foreign investment in the 1990s.

% In India, at the aggregate level, and also at the regional level, the
tertiary sector became the largest sector. Gujarat is the only exception
in this respect, where the secondary (predominantly manufacturing)
sector has become the largest sector with more than 40% share in SDP
in 1999-2000.

However, all these changes were initially not benefitting
the masses — high growth was limited to a few areas that were
better able to benefit from the opportunities being thrown
up. But large parts of eastern and northern India where there
was little manufacturing, or highly powerful labor unions
that curtailed flexibility so important for any business in
an open economy, did not benefit as much. Similarly these
reforms did not benefit rural areas as much. Consequently
the Narasimha Rao government could not continue for
long. Successive governments only went in for piecemeal
changes, and tried to enhance various welfare schemes to
better share the gains from higher economic growth.

By the mid-2000s it was the common belief that for
a government to stay in power, welfare schemes would
have to be spread far and wide. The Congress came back
to power and the academic-bureaucrat Dr. Manmohan
Singh now was India’s Prime Minister. Unlike most of his
predecessors Dr. Singh was not a politician and therefore
could not build the necessary support for further economic
reforms. Though the parliamentary system gives great
representation to diversity, it requires great political skill
to bring about change, Dr. Singh was lacking in this skill.
Large welfare schemes proved critical in his government
winning the elections in 2009 which gave his government
another 5 years in the office. However even in his second
stint he could not bring together necessary support for
further economic reforms (Figure 2). Meanwhile welfare
had expanded with the costs of free or subsidized energy,
fertilizer, diesel, kerosene, water, electricity, housing,
education and health eating into the health of the
government’s budget.
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Figure 2: Sectoral GDP growth of India
Notes: Author estimates using data from Central Statistical
Organization of Govt. of India, growth in constant prices

Inflation was the natural outcome and hovered in the
double digits for a large part of the last half a decade.
Despite large welfare schemes, the United Progressive




Alliance (UPA) government could not retain its position
in 2014 primarily, but not only, due to bad economic
management.

While the central government was not able to cope with
negotiating various political pressures, Chief Ministers in
many Indian states were taking matters into their own hand.
They started venturing abroad searching for investment
in their states, improved governance, and bettering the
functioning of the government in many different ways.
Though Narendra Madi is only one amongst such Chief
Ministers, he has been the most successful of them all’. In
the last two decades, India was changing; the youth now
accounted for the bulk of India’s population and they were
not satisfied merely with greater welfare, but also aspired for
greater income opportunities. Meanwhile, the older citizens
were highly concerned about inflation and what it was doing
to their savings. Economic growth and greater opportunities
combined with low prices have now become the key driving
forces of Indian politics and Narendra Modi, the best
economic-manager-politician was unambiguously given the
mandate for running India in 2014.

2. Economic Geography

The bulk of India’s population resides in northern and
eastern India. However these areas also tend to be the
poorest and least economically advanced, apart from a
few parts (Figure 3). The river Ganga dominates this area
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Figure 3: State level Per Capita GDP of India

* Bihar, Odisha and Chhattisgarh in eastern India, Andhra Pradesh
and Tamil Nadu in the South, Goa and Gujarat in the West are some
examples of strong Chief Ministers who attempted to improve
governance in different ways.

and together with its tributaries feeds the bulk of India’s
population. The Ganga is not merely a river; it has been
recognized for many millennia as a goddess and a mother
who takes care of India. Even people in southern and
western India, who are not dependent on the Ganga would
worship her and recognize it as the mother protector. The
southern and western parts of India have lower population
but tend to be more economically advanced and also have
greater levels of education and affluence. Perhaps for that
reason the centres of manufacturing and IT also tend to be
in these parts of India.

The eastern part of India has a large forest area
and a high percentage of tribal population. Apart from
agriculture, the area is also very rich in minerals. Perhaps
as a consequence mining and basic industry are important
economic activities of the area. However a combination
of poor economic policies and exploitation of tribes has
created law and order problems where left wing extremists
compete with forces of modernization in this area. Many of
India’s problems with mining related activities are due to
little trust in the government’s ability to adequately protect
the people of this area. As protection against exploitation
improves, extremism will also go down. Notably, Gujarat
also has a large tribal population but has been better able to
prevent their exploitation — left wing extremism is therefore
missing in Gujarat.

The Indian market is very diverse — languages,
scripts, cultural norms differ over the difference of a few
kilometers. On top of it hundreds of communities and
groups live next to each across Indian cities and villages.
Can it be considered to be one large market? Or is it many
markets co-existing in one space. This may not be the place
for a more detailed exposition, but some mention can be
made. The first is family and community links. There is a
deep respect for the family, and however they may rebel,
the youth do not like to break-away from their families.

Though there are many castes, jatis, and religious
denominations — the distinctions are more in the social
space than economic spaces. Second, Indians of various
castes and sub groups do work together seamlessly,
irrespective of which group they belong to. This has been
the norm for many centuries. Third, as many successful
MNC companies will share — though on the face of it there
are many differences between different groups of Indians,
there is also a very deep similarity. Products if designed
well are successful across the country, and only the
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messaging sometimes needs to differ. Some products have
succeeded across the country with the same messaging but
in a different language. Despite so much diversity, the tastes
and preferences do exhibit some similarity across India.
These commonalities among Indians therefore also give rise
to a common market.

Gujarat is in one sense quite different from other parts
of India (Table 1). There can be little doubt about the natural
comparative advantage of the state in manufacturing. The
openness to migration and the natural advantage of land
with little alternative use, local entrepreneurship, state
support, and local politics that is not against capitalism are
significant factors.

Table 1: Economic Growth of Selected States

1961-70 | 1971-80 | 1981-90 | 1991-00 | 2001-10
Andhra Pr. 1.6% 3.4% 5.6% 5.6% 8.7%
Assam 3.8% 2.7% 2.9% 2.0% 5.0%
Bihar 1.1% 3.2% 4.7% 3.8% 9.2%
Gujarat 3.1% 5.6% 4.7% 6.9% 10.2%
Haryana 6.3% 5.4% 5.3% 4.7% 9.3%
Himachal Pr. 3.5% 3.2% 5.3% 6.9% 7.1%
J&K 3.8% 4.7% 2.1% 4.5% 5.7%
Karnataka 3.6% 4.3% 5.2% 6.8% 8.1%
Kerala 4.2% 1.7% 3.6% 5.7% 8.4%
Madhya Pr. 2.3% 1.7% 4.4% 4.9% 7.0%
Maharashtra 3.2% 5.7% 6.4% 6.3% 10.5%
Odisha - 2.8% 4.3% 3.5% 9.1%
Punjab 5.8% 5.4% 5.3% 4.5% 6.6%
Rajasthan 2.9% 3.5% 6.6% 6.5% 7.3%
Tamil Nadu 2.6% 2.8% 5.3% 6.4% 9.6%
Uttar Pr. 2.3% 3.5% 5.1% 3.7% 6.3%
West Bengal 2.3% 3.2% 4.8% 6.8% 6.7%
India 3.6% 3.5% 5.3% 6.2% 8.1%

Notes: Author estimates using data from Reserve Bank of India,
Decadal growth rates of NSDP at constant prices

The location — mid-way between the manufacturing
set-up in Maharashtra and Delhi — which is the gateway to
the great markets of the north is a very critical advantage
for the state (Figure 4). As has also been mentioned, the
tradable services could take off from Gujarat the way they
did in many other states. This only underlies the extreme
importance of factors including quality technical education,
English language skills, cosmopolitan cities, and skilled
manpower availability for ITES and especially software
services. Most of the major centres of economic activity in
India boast of such advantages — whether it is Bangalore,
Chennai, Mumbai or Delhi.
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Figure 4: The Advantageous Location of Gujarat

Location notwithstanding, a lot of credit for this goes
to the government's policy of supporting big business
through infrastructure and availability of land. The
industrial policy of 2009 provides a "merit-based" package
of assistance to core infrastructure projects involving a
minimum investment of INR. 50 billion. The state also
offers a significant advantage through privately run ports,
which were liberalized as far back as 1995. Gujarat saw a
radical change in its industry structure from the 1980s as
major companies set up very large units in the state. Since
2005, Gujarat has implemented a host of schemes aimed
at decentralizing government and taking essential services
to people in villages. The marketing around these schemes
is innovative-the interaction with villagers is celebrated
as a kind of festival. The Krishi Mahotsav, for instance,
is a festival where scientists, government officials and
agriculturists go to villages to educate farmers about drip
irrigation, soil testing, rainwater harvesting.

The Gujarat growth story of the 2000s, it can also be
argued, came about on the basis of a policy decision to
give roads, electricity and water to everyone. This not only
ensured that the benefits of high growth percolated to the
large masses, but also gave the government the support
of the people. The flagship scheme here is the Jyotigram
Yojana, commissioned in 2006, which ensures eight
hours of electric supply for irrigation for all of Gujarat's
18,000 villages and 24x7 domestic power supply that has
covered up to 97 percent of all villages. Good roads have
enabled farmers with easy access to markets and resources

to diversify into multi-cropping and dairy farming.




Innovations in irrigation, particularly in the construction of
check dams, have ensured Gujarat has recorded the fastest
growth in agriculture at greater than 10 percent annually
amongst all Indian states from 2001 to 2010.

3. Emerging Issues and Current Government

There are three important forces that are driving India
and the interplay between them is going to determine how
India changes in the coming future. One, the demographic
dividend is not just sustained, it will continue over the next
few years. On the economic side, the youth and working age
groups will be producing and saving more than those who
are older, while on the political side they will be far more
aspirational and demand much more from the government
than the generations before them were. Two, globally the
demographic deficit will become stronger. It will be creating
a demand for productive hands and minds not just in the
western world, but also in Asia. Three, communication
technologies will change the whole form of production
and the manner in which the bulk of consumption occurs.
Overall, the service economy will become even more
important globally.

The combination of the forces mentioned above will
generate immense opportunities for India, provided it is
ready to take advantage of these opportunities. The first
step for India would be improved education and skills for
all. A large number of youth have far greater aspirations
than the older generations, they will demand much more
from the world, and for that demand to be met, these youth
need to be adequately prepared for the emerging world. We
are already seeing that change in the way politics is being
conducted. The second would need to be a change in the
orientation of its politics, and we do see some movement in
the right direction across India. People are re-electing Chief
Ministers who have been delivering on greater stability
and economic and governance improvements. The current
Prime Minister’s ascent is just one outcome of that trend
with a focus on economic issues. The third step would be
to manage the massive movement of Indians from one
part to another. As mentioned in the first section, there are
large lingual and cultural differences between Indians in
different parts. And when such large numbers will move to
new locations in search of better opportunities, there is a
danger of unrest. To some extent this is already happening,

and the solutions are well known — better housing and
better policing. A large national program of housing would

prevent the creation of slums and improved policing would
help arrest any unrest in early stages.

But all of that is in the social-political front. Trends are
apparent on the scale of changes that will occur in India on
the economic front as well. Consider three sectors.

India’s IT sector today services a range of clients
globally; within India as well it has become a significant
entity delivering services to both the private sector and the
government. It employs millions of youth and continues
to grow rapidly through economic ups and downs. Some
states (such as Andhra Pradesh in south India) have actively
tried to improve the conditions for this sector and benefitted
from the resultant growth in incomes and employment.
Others (Maharashtra and Karnataka for instance) have not
tried as hard, but growth has occurred nevertheless. Yet
others (such as Gujarat) never really attempted to set up a
strong IT base, and neither did it grow as significantly, but
that does not mean the sector has not benefitted it. Gujarat
has been among the most pro-active adopters of IT in both
the private and public sectors. The resultant efficiency
improvements have benefitted all sectors in the state.

The manufacturing sector has not grown very
significantly when compared to the service sector in India.
One of the many hurdles faced by the sector is the non-
availability of large tracts of land. The core problem here
has to do with (a) absence of clear ownership titles and
long times taken in clearing those, and (b) the problem
of converting land use from agriculture to industrial or
commercial use. The former is due to dated systems of
logging land ownership which can be addressed by an
aggressively pushed policy of mapping and logging an IT
system all of the land/real estate in India. And the latter,
simply requires a smooth method of compensating all
those who own land. Gujarat circumvented the problem
because of one major asset it had — large areas of land is
fallow and has no use for any other economic activities.
The state government simply took over large pieces of
land at low prices as it had no other use, and allocated it
to industry. But can the same be done across India? The
answer is in the negative. The reason is states in the east
and north tend to have high population densities larger and
more closely packed villages with a large proportion of
land devoted to agriculture. Such land cannot be taken over
by the government at low cost, and therefore this is one
problem that the Gujarat cannot be a torchbearer. Different
states will have different solutions — some like Delhi will
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choose to concentrate only on the services sector. Yet others
will focus towards activities where large pieces of land are
not required. There is enough land in India, and it is well
known that a one size fits all approach will not work, and
every state will need to find a strategy of handling the land
constraint in its own way.

A third significant economic requirement has to do
with creating infrastructure — something that India has been
quite poor at in the past. Bringing in the private sector will
typically require Public Private Partnerships or PPPs. India’s
record on PPPs has generally been quite poor in the sense
that there are typically multiple disagreements between
the public and private partners. Crony capitalism and
corruption have worsened this, and there is much distrust in
the public. The private parties involved in PPPs will need
to find ways of not just negotiating with the government
but also building general credibility, so that in case regimes
and people at the helm change, the trust and faith in their
ability to deliver without exploitation remains. Gujarat
has also depended on PPPs to build its infrastructure.
However, it has invested far more in strengthening the
state’s own abilities in drafting PPP agreements, monitoring
and facilitating the progress of PPPs. This has resulted in
greater coordination and trust between various partners in
the PPP model. This success of Gujarat’s PPPs has been
recognized globally as well. This success model rests on
an act called “Gujarat Infrastructure Development Act,
1999” which came in force in 1999, before Modi became
the Chief Minister of the state. What Narendra Modi can
however be credited for is the strengthening of the Gujarat
Infrastructure Development Board (GIDB) that oversees all
PPPs in the ambit of the state government. No such entity
or Act exists at the central level and we expect that the new
government will move in the same direction as well.

4. Conclusion and Key Takes for Japanese Investors
and Managers

The combination of a large growing workforce, relative
stability, and an investment oriented government is likely
to once again bring about a phase of high growth in India.
Unlike in the past, this phase is going to be much more
growth and development oriented, with better political
and economic relations across borders, a more intensive
investment orientation, and a government which will use
all means in its hands to overcome political or process

bottlenecks.

However, there is also a general belief that it is not
easy to be in India. The complexity of India, the chaos —
whether in its streets or policy, the difficulty of replicating
international processes in India, are only some of the
concerns. Undeniably these are important issues. However,
as the experience of all other MNCs who have decided to
stick it out shows, India is not as difficult a country to be in
and a highly profitable one at that. The key criterion is that
managers of international companies need to understand
India better and to be more patient than they need to be in
many other Asian countries.

There is a deep connect and similarity between different
parts of India even though outwardly there is great diversity.
The diversity tends to be more in the social domain, but in
the economic domain there homogeneity runs very deep.
There are also problems of unclean cities, stuck projects,
back and forth in policy, leakages and delays in projects,
etc. Most of these problems can be traced back to a
government that is not run very efficiently. However, as the
experience of states such as Gujarat shows, some political
leaders have found ways on how to improve governance.
Narendra Modi is among such political leaders in India
today, and there are many more. Even more importantly,
the Indian citizens are increasingly demanding better
governance and greater opportunities along with economic
stability. Governments will need to be more responsive
than they have been in the past. Fortunately for India, the
demographic dividend will continue, whereas in many other
countries there will be a demographic deficit. This augurs
well provided India can improve skills and education, and
improve infrastructure through easier land transactions and
better run Public Private Partnerships.
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