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1) Long term macroeconomic prudence since the
1960s (Panagariya 2008)

a) The Reserve Bank of India sets monetary policy,
interest rates, Money supply, credit reserve ratios

b) government, ie political parties use fiscal policies 
both in electoral cycles and in business cycles 
(as countercyclical measures) and to distribute to 
client groups

c) in exchange rate policy, devaluations have been 
used at critical moments (60s, 80s, 1991) in
response to balance of payments crisis



d) Banking nationalization carried ou in 1969 – led to 
‘financial repression’ and rationing, but also gave credit
to agriculture and probably played a buffer during the 
crisis of 1987, 1996-97 and recently

e) Through several decades, India has maintained a 
single digit level of inflation except during the two oil
crises when it touched around 15 % . Inflation is a 
certain election loser an induces govts to be ‘monetarist’. 
. 



2) The current crisis

a)Quarterly GDP data (Rakshit (2009), Mukherjee (2009)
clearly shows that a deceleration had  started in India before 
the financial crisis, at least 6 months before. 

b) The govt claims that India is, (along with China) doing 
much better than the rest of the world, esp the developed 
world, with current projections at around 5.8-6 % and above.

c) India faced just one major financial scam during the 
recent period, of the IT giant Satyam with fraudulent 
accounting.  

d) The slowdown in growth occurred in a situation where
agricultural output, which is supply driven, had increased 
from 3.8 to over 5 % between 2007 and 2008



e) The index of industrial production, which is demand 
driven, fell heavily from 10.6 to 7.5 % over this pre-crisis 
period

f) Agricultural income is often an important component of 
industrial demand but the problem was not here

g) Private investment, after a long period of slow growth 
from the mid 90s to 2002, grew at grew at almost 19%
between 2002-2006. Has fallem by almost 8 % since 
then. This deceleration is similar to a previous one during 
the 1996-97 crisis (Rakshit 2009)

h) Private investment is 75-80 % of aggregate capital 
formation , a major change from previous decades . The 
recent rise in public investment was not enough to
compensate the fall.



i) Again, in the pre crisis period there was already a sharp 
slowdown in exports. From almost 19% to 7.5 % . The 
leverage effect of the foreign trade multiplier on
domestic demand, especially in high employment 
generating sectors such as textiles, jewellery, leather 
goods but also in high value added sectors such as IT is 
considerable

j) To Sum up, public investment and govt consumption, and 
also agricultural consumption cushioned the slowdown

Trade, financial effect , confidence – all three factors 
affected the indian economy



Again, as far is finance is concerned, with the onset of the 
crisis, many Foreign Institutional investors withdrew funds 
from Indian and other emerging capital markets. With a
floating rupee rate, the depreciation of the rupee limited the
GDP slowdown because initially merchandise exports rose
significantly – before starting to fall from late 2008

Through the finance channel domestic production and 
consumption did get affected – the difficulty of external 
borrowing, rising cost of production of investment goods
(rice in prices of minerals and metals) and domestic credit 
crunch ( housing and consumer durables) 



3) The political debate in India

Post Keynesians and the left agrue that the principal 
structural flaw is the lack of aggregate demand
because of a highly skewed income distribution . The 
opening up of India that affects the ‘upper part’ of the 
income distribution is vulnerable to external shocks

Also , public investment in insufficient compared to
needs espcially in infrastructure, agriculture

The liberal- free market argument is that reforms in
India still have not got far enough and deep enough
in a variety of sectors including  retail, insurance, and 
deregulation . Procedures to encourage
entrepreneurship are still too slow. 



Government and governance is still very much a part of 
the problem

There would be agreement that efforts in sharply reducing 
poverty and improving human resources and public 
infrastructure have been very inadequate . Basic
requirements such as electrification, drinking water, public
hygiene remain extremely inadequate as compared to
needs

Access to banking facilities is stil inadequate. In spite of a
nationalized banking presence, the penetration of bank 
accounts in rural India is low



Growth in India is regionally concentrated in around 10 of its
32 states .

Three groups of states, rich, transitional and poor. The rich 
and poor group remain the same over 40 years
Rich States : Punjab, Haryana, Maharashtra, Gujarat,
Tamilnadu

The south , Tamilnadu, Karnataka, Kerala, Andhra Pradesh,
Pondicherry

The West – Maharashtra, Gujarat, Goa

The North West – Punjab, Haryana and the National capital
Region of Delhi that overlaps into Haryana and Western
Uttar Pradesh

(Chevrou Severac, Chaudhuri, Marimoutou)



India’s poorest states : Bihar, Uttar Pradesh, Orissa, 
Assam, Madhya Pradesh, Rajasthan

There is convergence within groups and divergence
between groups

Intra state and regional disparities are rising sharply 
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