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Answers 

India’s economy: promise and 
challenge 
Peter Smith 

This resource provides answers to the ‘Questions and activities’ set in the article on India’s 
economy on pp. 2–6 of the November 2015 issue of ECONOMIC REVIEW. 

Government help for agriculture and manufacturing 
The Indian government has taken measures in the past to try to boost both agricultural and 
manufacturing sectors, but challenges remain. 

Following independence in 1947, India adopted a relatively closed approach to economic policy, 
wanting to avoid becoming dependent on foreign firms and to escape from colonial rule. It therefore 
pursued policies of import substitution, trying to encourage domestic production rather than a reliance 
on imports. 

In agriculture, policies included land reform and the launch of the Green Revolution, but the results 
were disappointing. In industry, there was intervention to build a modern industrial sector, but these 
measures proved ineffective in bringing about structural change and lessening of inequalities in 
society. 

After 1991, policies were introduced that were more pro-market, with an increased openness to 
international markets. In spite of all these changes, the size of the manufacturing sector failed to 
expand, and was lower in 2010 in terms of its contribution to GDP than it had been in 1990. In 
addition, agriculture continued to be the largest sector in terms of employment, with more than 52% of 
the workforce — but contributing only 19% of GDP. Low productivity in agriculture is not confined to 
India, but is a feature of many less developed countries. Exposure in international markets can bring a 
danger of price volatility, as commodity prices are determined globally. 

Is more intervention needed? For agriculture, it is important to enable farmers to improve their 
productivity. A barrier to this may be the lack of access to credit in many rural areas, and India has 
begun to take steps to encourage the spread of banking facilities into rural areas so that farmers can 
borrow in order to improve their productivity. 

Encouraging workers to transfer from unproductive activity in the agricultural sector into the 
manufacturing sector where productivity is higher may seem an attractive proposition. However, an 
increase in migration to the already crowded cities may not be sustainable, especially if workers from 
the rural areas are untrained in the skills that are needed for employment in industry. Perhaps 
encouraging rural development through craft-based manufacturing activity might be a useful first step. 
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Policies for the poor 
The high level of poverty in both rural and urban areas presents one of the greatest challenges for 
India’s future. There are no simple solutions to this. However, at the heart of a strategy should be a 
focus on providing improved education and healthcare for the poor, whether they live in rural areas or 
in the cities. By investing in their human capital, people raise their productivity and open up the 
potential of finding higher-income earning possibilities. This sort of investment can provide the 
foundation for long-term economic growth. 

India and China: economic growth rates 
Is it possible for India’s economic growth rate to rival that achieved by China? The article raises some 
questions, in particular in terms of structural change. The reduction in China’s dependence on 
agriculture has been more significant than in India. In 2011, agriculture in China contributed about 
10% of GDP, compared with 18% in India. Given the low productivity of the sector, and its potential 
volatility, this can hold back the development process. In addition China’s manufacturing sector 
contributes a much higher proportion of GDP (almost 30%) than in India (14%). 

The data suggest that China’s rapid economic growth in recent decades has significantly reduced the 
incidence of poverty, whereas this has not been a feature of growth in India. It seems likely that if India 
does want to follow China in achieving rapid economic growth, it needs to confront the challenge of 
poverty and low levels of human capital, especially in rural areas, and among women. 
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