Basic Facts about India
With a population 1 billion, India is a country of striking contrasts and enormous ethnic, linguistic, and cultural diversity. There are more than 1,600 languages, nearly 400 of which are spoken by more than 200,000 people. 

Many of the 25 states that make up India's federation are larger than most countries. Thirteen states have more than 20 million people, six have populations of 60 million, three exceed 80 million, and one has more than 160 million people. These states differ vastly in terms of their natural resources, administrative capacity, and economic performance.

Agriculture plays an important, although diminishing role in the economy, accounting for about 29 percent of the country's gross domestic product (GDP) in 1998-99 and 64 percent of the total labor force. Industry and manufacturing have expanded over the past decade. These sectors now account for about 24 percent and 16 percent of GDP, respectively. 

The service sector has strengthened, growing from 36 percent in 1980 to about 40 percent today. India's software subsector-one of the most dynamic in the world-has experienced a sustained rapid upswing, growing by 56 percent in 1998-99. 

India has made enormous strides since it achieved independence more than 50 years ago. The country's development strategy has helped eliminate famines and bring down high illiteracy and fertility rates. India has also developed a diversified industrial base and a relatively large and sophisticated financial sector. 

These successes have taken place against a backdrop of India's well-established democratic system-the largest in the world-which has provided its population with an unusual degree of political freedom and stability. 

Yet the development strategy that produced these results emphasized import substitution and government intervention, ultimately over-extending the public sector, and proved to be unsustainable. Protectionism isolated India from the rest of the world, and the country's share of world trade declined from 2 percent in the 1950s to less than half of one percent in the late 1980s. The strategy also discouraged exports, created recurrent shortages of foreign exchange, and made the balance of payments extremely vulnerable to sudden changes in international markets. 

With economic growth thus impeded, poverty reduction also lagged. By the early 1990s, India was in the midst of severe fiscal and trade imbalances and double-digit inflation, and was on the verge of defaulting on its external debt obligations. 

ECONOMIC DEVELOPMENTS 

In June 1991, the country changed course, effectively ending four decades of government-led growth. The new approach focused on stabilizing the economy; began reforming the investment, trade and tax regimes, the financial sector, and public enterprises; and gave the private sector a much greater role in India's development. 

This economic program produced appreciable results. Initially, growth declined sharply in response to the contractionary fiscal and monetary policies adopted to address the crisis. The reforms and good monsoons helped growth rebound to 5 percent in 1992-94. For three consecutive years, GDP grew at over 7 percent between 1994-96, placing India among the world's best performing economies. 

Underpinning the economy's strong performance are important structural transformations. The declining economic role of the public sector since the start of the reform program in 1991 is probably India's most fundamental structural change since independence. Areas that were previously the exclusive domain of the public sector, such as heavy manufacturing, banking, civil aviation, telecommunications, power generation and distribution, ports and roads, are now opening to the private sector. 

Equally important, the liberalization of the economy has reduced distortions and increased external and internal competition as seen recently in the introduction of deregulation measures for insurance, urban land, agricultural exports, and foreign exchange, and cuts in red tape for foreign investors. 

Unlike previous episodes of economic growth, the recent expansion has been driven by private investment. Such investment has reached an historically high level and accounts for a major portion of total investment in the country. In addition, India has begun to attract foreign investment, and at $2.4 billion in 1998-99, foreign direct investment is about 20 times higher than it was before the economy was liberalized. 

In 1997-98, although the Indian economy continued to exhibit considerable underlying strength, growth fell to 5 percent due to a decline in agricultural production, and slowing exports and industrial growth. 

In 1998-99, GDP growth rose to 6.0 percent, primarily due to a jump in agricultural production. However, the turmoil in international markets and investors' concerns over the implications of foreign reaction to India's nuclear tests led to a drop in portfolio investment (which had held steady at around $3 billion in 1996-97) to about $1.8 billion in 1997-98 and $61 million in 1998-99. 

The slowing pace of trade reforms led to a fall in India's export growth in 1997-98 below world export growth for the first time in six years. In 1998-99, exports fell by 3.9 percent. 




DEVELOPMENT CHALLENGES 

Reducing Poverty and Raising Living Standards 

Improving the living standards of the poor has long been among India's most important policy priority and most pressing challenge. In the early 1950s, nearly half of India's population was living in poverty. Since then, poverty has been declining, but slowly, and vast disparities between and within India's states persist.

With a gross national product (GNP) per capita of $430 in 1998 and a purchasing power parity of $1,700, India continues to have the highest concentration of poverty of any country, with more than 470 million people-about 45 percent of the population-living below the national poverty line. This accounts for 40 percent of the world's poor. 

Addressing Health and Nutrition Needs

Since the 1970s, the well-being of India's population has improved: the average life expectancy at birth has increased from 50 years to 63 today, the infant mortality rate has fallen by half to about 63 per 1,000 live births, and the birthrate has fallen by half to about 3 children per woman. But

 India's social indicators continue to place it near the bottom of the ladder in most measures of

 human development. 

India's national family welfare program has helped bring the country about two-thirds of the way toward its goal of replacement-level fertility (2.1 births per woman). However, population growth and the impending strain on the environment, natural resources, and social services it will bring still pose a threat to India's development. With an estimated population of about 1 billion people, second only to China's, India remains first in the world in terms of the number added to its population each year-about 16 million. 

Malnutrition also poses a continuing constraint to India's development. More than half of India's children under four years of age are moderately or severely malnourished and 30 percent of newborns are significantly underweight. 

Despite some improvement, India's women remain significantly more malnourished than men, and 60 percent of Indian women are anemic. Bias against women and girls is reflected in the demographic ratio of 929 females for every 1,000 males. Unlike in most countries, more women than men die before the age of 35 in India. At 440 deaths per 100,000 live births in 1997, India's maternal mortality rates, particularly in rural areas, remain high and account for almost 25 percent of the world's childbirth-related deaths. 

Although declining, largely preventable diseases such as leprosy, tuberculosis, cataract blindness, and malaria continue to account for 50 percent of reported illness, and around 470 deaths per 100,000. HIV/AIDS is a newly emerging threat to India's public health. According to the most recent report from the National AIDS Control Organization (NACO), India has more than 4 million HIV-infected people. By early in the next century, India will have the highest number of AIDS cases in the world. 

Expanding Access to Education 

India's primary education glass is three-quarters full, one-quarter empty. Having steadily raised primary enrollment rates since independence, India today has the world's second largest education system after China, with 108 million children aged 6-10 attending primary school. 

A major indication of India's recent progress in education is the significant rise in the literacy rates over the last decade. From 1991-99, the overall literacy rate increased from 52 percent to 64 percent. However, with more than half of its women illiterate, about 30 million primary school-age children (mostly girls or those from the poorest and socially excluded households) not in school, and only one out of three girls making it to the secondary level, India has a long way to go. 

Furthering Fiscal Reform 

 A major obstacle to further development lies in India's large central and state fiscal deficits, which are a risk to macro-economic stability, divert funding from the private sector, and hinder financial sector reform. Since the major adjustment of 1991-93, further reductions have been limited, leaving the central government's deficit one of the largest in the world. 
 At the state level, the lack of deficit reduction has put India's poorer states in an increasingly unsustainable position. The deterioration in the states' finances has been accompanied by a decline in state expenditures in such critical areas as health, education, roads, and irrigation. 

 Concurrently, there has been an increase in spending on loss-making state enterprises and massive subsidies for power, water, irrigation, and transport. Some states such as Andhra Pradesh, Haryana, Gujarat, Orissa, and Uttar Pradesh, have begun to address these problems. 

 Major reasons for the continued large central and state deficits are the heavy subsidies that encourage inefficiencies, the narrow tax base, and the cost of the large civil service. Public sector production remains large in areas where private production would be more efficient, reflecting limited progress on privatization. 

 Financing Infrastructure 

 Improving basic infrastructure services and encouraging greater private sector participation in telecommunications, electricity, transport, and water supply can make a major contribution to growth and have been a major focus of Indian economic policy since the early 1990s. 

 Notwithstanding this progress, the injection of private capital in key infrastructure subsectors has been slower than anticipated, and so have results. Few investments have been brought to closure under the new national policies. Improved sectoral regulatory frameworks and independent and empowered regulatory authorities would stimulate efficient private sector participation. 

 Meeting Energy Needs

 Economic growth in India will continue to be hampered as long as the power supply constrains industrial development and the financial losses of the power sector remain a burden on the public sector finances. Power shortages are estimated at about 10 percent of total electrical energy and 20 percent of peak capacity requirements. National surveys of industrialists consistently rate power supply as one of their most critical problems. The financial performance of the sector as a whole is poor, with low economic returns. 

 With responsibility for the electricity supply shared constitutionally between the central government and the states, the government now recognizes the need to increase its emphasis on improving the efficiency of supply, consumption, and pricing of electricity, and that this can only be achieved by reforming power sector management and financing at the state level. 

 The states' severe power sector problems are attributable to the poor operational efficiency of the State Electricity Boards (SEBs), which are a key element of India's power system. Commercial losses of SEBs and State Generating Companies, which together generate almost 70 percent of India's electricity supply and provide most of the distribution to consumers, have reached the equivalent of about $3 billion or about 1 percent of India's GDP. 

 The weak financial position of the SEBs also remains the fundamental obstacle to private sector investment in the power sector. India's state governments have clearly acknowledged the problems of the SEBs in various national forums. As a result, a few states (Orissa, Haryana, Andhra Pradesh) have initiated comprehensive power sector reform programs. 

 Accelerating Rural Development 

 With 75 percent of the population living in rural areas, improving the efficiency of India's agriculture is key to attaining high growth and reducing poverty. While India spends twice as much on agriculture as its East Asian neighbors, the composition of its public spending is not conducive to faster, labor-intensive rural growth and poverty reduction, most notably in those states where poverty is concentrated. 

 Accelerating rural development and poverty reduction requires cutting spending on input subsidies; investing in rural infrastructure; providing more effective rural services, especially to the poor and socially excluded; improving management of water, forests, and other natural resources; liberalizing the rural economy, including the rural financial system. 

 Protecting the Environment

 India is one of the 12 "megadiversity" countries in the world that collectively account for 60 to 70 percent of the world's biodiversity. The biodiversity of India's forests, grasslands, wetlands, and marine ecosystems faces many pressures including air and water pollution; cattle grazing; deforestation; hunting; exploitation of non-timber forest products; uncontrolled fires; and overly intensive agricultural, infrastructure, industrial, and commercial development. 
 High population density and growth rates, coupled with poverty, accelerate this process of degradation. India's cities are beset by environmental hazards and sanitation problems due to years of under-investment and inadequate budgets, combined with population growth at twice the average national rate. 

