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It gives me  great pleasure to be in your midst this morning at the valedictory session of this seminar:  Perspective on Equitable Development.  CESS is celebrating its Silver Jubilee. During the past 25 years CESS has played an important role in shaping economic policies through its research on relevant social economic problems.  This seminar has focused on an issue which has been of critical importance to all developing countries including India.  The challenge before the developing countries is not only how to grow fast but also how to convert growth into equitable development.  The process of growth has to be inclusive so that the poor are enabled to contribute to growth and benefit from growth.  Having some people left behind while others move on is not only unacceptable but also destabilizing.  However, equity need not be equated with equality.  Equity can be interpreted in a number of ways. In general, equity demands greater economic and social justice which means that the process of growth must be such as to ensure that the benefits of growth accrue to all sections of the society and everyone enjoys a minimum acceptable standard of living.
Evolution of thinking on Growth

One can see four or five stages in the evolution of thought on economic growth.  The chronological sequence is not without some overlap.  In the first stage, the major concern was simply to accelerate economic growth.  Growth was identified with the increase in the availability of material goods and services and was to be achieved through capital formation.  Better life was identified with enhanced production of goods and services.  The need for accelerating growth in this sense was felt even more strongly in developing economies, which started out with very low living standards.  Eradication of poverty was to be achieved through faster economic growth.  In the second stage, a distinction was made between growth and development.  A greater concern with the distribution of income emerged.  Development was seen as going beyond mere economic growth and bringing about changes in the structure of the economy.  Equitable distribution of the benefits of economic growth became an independent goal.  Balanced regional development also became a concern in large economies.  In the third stage, the concept of equity was interpreted to mean the provision to everyone of what came to be described as ‘basic needs’ which included the basic requirements of life such as food, education, safe drinking water and health services.  In essence, this approach stressed the need to provide to all human beings the opportunities for a ‘richer and more varied life’ as one of our plan documents put it.  The next stage in the evolution of economic thinking on growth was the emergence of the concept of ‘sustainable development’ which acquired importance in the context of the environmental degradation caused in the process of economic growth.  Sustainable development focuses attention on balancing today’s concerns with tomorrow’s requirements.  In the current stage of thinking on growth, the concept of basic needs has been widened and the objective of growth is set as “human development” which means an improvement in the quality of life of the people.  Enhancement of human development should lead on the one hand to the creation of human capabilities through improved health, knowledge and skills and on the other the opportunities for the people to make use of these capabilities. In a broader sense, human development implies human rights and participation and freedom of choice.  In addition, the accent has shifted from the mere processes and dynamics of growth to include also the institutions which should deliver the benefits of growth to the poor and disadvantaged. Under this approach, economic growth becomes only one aspect of human development.  

Performance of the Indian Economy


The performance of the Indian economy since Independence as measured by the normal indicators of economic growth has been impressive.  The Indian economy was literally stagnant during the first half of this century.  The growth momentum started with the attaining of independence.  The annual growth rate in GDP, however, remained below 4 per cent until the end of 70s.  It was only in the 80s that the annual growth rate crossed the 5 per cent figure.  Between 1981-82 and 1990-91, the growth rate of the economy was 5.68 per cent per annum.  1991-92 was an exceptionally bad year for reasons well known.  If we leave out that year, between 1992-93 and 2004-05 the average growth rate was 6.25 per cent. Even if 1991-92 is included, the growth rate since then would be 5.8 per cent.  Because of the fairly substantial growth in population, the growth rate of per capita income was much lower.  During the period 1950-51 to 2003-04 the per capita income,  in 1993-94 prices, increased from Rs. 3687 in 1950-51 to Rs. 11798 in 2003-04, registering a growth rate of about 2.18 per cent per annum.  

Obviously the growth in national income and per capita income is reflected in a number of social performance parameters such as rise in the literacy rate, the availability of medical and health facilities, expansion in education etc.  The crude death rate per thousand has declined from 22.8 during 1951-61 to 8.1 in 2002.  Life expectancy at birth during this period increased from 41 years to 65.4 years.  Infant mortality rate per thousand live births declined from 146 during 1951-61 to 63 in 2002.  The general literacy rate increased from 18.3 per cent of the total population in 1951 to 65.4 per cent in 2001.  More hearteningly, during this period the female literacy rate went up from 8.86 per cent to 54.2 per cent. The head count poverty ratio has declined from 54.9 per cent in 1973-74 to 26.1 per cent in 1999-2000.

While the achievements of the post-independence Indian economy are indeed striking in comparison with the record of our performance during the first fifty years of the twentieth century, it has nevertheless fallen short of our expectations.  Our performance has also been well short of what has been achieved by other developing countries, particularly, in East Asia triggering the concern that we performed well below our potential.  It is only in this decade that India is beginning to be recognised as one among the fastest growing economies.

As measured by the social indicators, the performance of the country is even less impressive.  India ranks low in the Human Development Index.  As per the latest Human Development Report of UNDP, India’s rank in 2003 was 127 among a total of 177 countries.   It is, however, to be noted that India, with the Human Development Index value at 0.6, is included among the Medium Human Development countries. The three components of the Human Development Index are Life Expectancy, Education and GDP.  Of these three, India’s life expectancy index at 0.64 is near the world average of 0.70.  But with respect to education and GDP, our indices at 0.61 and 0.56 are much lower than the world average of 0.77 and 0.75 respectively.  Admittedly, the computation of these indices is debatable.  The HDI also does not take into account many other aspects of social development as well as institutional dimensions like the freedoms enjoyed by people in making political and economic choices.  The index may thus understate to some extent India’s achievements.  However, the deprivation in India in terms of health and education facilities has been documented by several other studies as well.  According to a recent study, children in the age group of 6-13 not attending school were estimated at 17.80 per cent.  Sixty seven per cent of deliveries were not done in institutions.  22 per cent of the population did not have access to safe drinking water and 14.4 per cent of children were not fully immunized.  Nearly 40 per cent of the population was not living in electrified houses.  The number of people living below the poverty line is close to 260 million. While in one sense there has been significant progress in the provision of medical and educational facilities as reflected in the improvement in life expectancy and in literacy rates, we still have a long way to go before we can claim a satisfactory level of performance in these areas.  This narration leads us to several questions.

Interaction between Growth and Human Development


How far is social progress possible without adequate economic growth?  What are the synergies between social development and economic growth?  Can expenditures on social sectors by themselves ensure better social progress?  What are the organisational and motivational factors necessary to secure better returns from expenditure?  What should be the role of the state and the private sector in relation to social development activities?

At a fundamental level there is no conflict between economic growth and social or human development.  Economic growth implies improvement in the material well being of people which necessarily includes better health, education and sanitation.  However, there are two possible routes to achieve the end of social development.  One is to let the economy grow and expect the consequential benefits to accrue to all segments automatically.  This approach is often described as ‘trickle down’.  However, for this to happen, the economy needs to grow strongly.  Any moderate rate of growth, as we have had in this country particularly in the first three decades after independence, is unlikely to have a significant impact on the bottom deciles of population.  The alternative strategy of development is to focus directly on social infrastructure facilities such as health, education, sanitation and drinking water.  No country including India has adopted an exclusive approach.  Poverty alleviation programmes of various types were introduced from time to time, besides focusing on providing basic facilities like primary education and health.  However, as we have noted, the changes in these areas have not been to the desired extent.  In this context, one must also refer to an issue that is being raised whether the new economic policy has in any way contributed to the decline in the provision of these facilities.  There is nothing in the new economic policy which dilutes or diminishes the role of the state in the social infrastructure sectors.  In fact, the argument has been the other way round.  By asking the Government to vacate the areas in which markets can function effectively and can be monitored, the Government acquires increased financial and administrative resources to pay attention to social infrastructure sectors.  As has been somewhat paradoxically remarked, ‘more market does not mean less Government but only different Government’.  

While it is true that nutrition, health and education can and should be treated as ends in themselves, there is no assurance that improved health and education will automatically result in higher economic growth.  They only create conditions under which growth in the sense of rise in national income can be accelerated.  However, enhanced human development expenditures cannot be sustained over a long period unless supported by accelerated economic growth.  There are examples of regions and countries where substantial improvements in human development indicators have not necessarily resulted in higher economic growth.  When there is a dichotomy between human development indicators and economic development, it can be a source of social tensions.  For example, as education spreads, the economy must have the ability to productively absorb the growing number of educated.   Economic growth and social development must move in tandem so as to reap the synergic effects of the two moving together.

Needless to say, equity and growth can be mutually supporting.  There is enough cross-country evidence to show that economic growth leads to reduction in poverty.  By the same token, equity through creating equality of opportunities can accelerate growth by enabling the deprived to reach their full potential.  However, in the short-run, there could be possibilities of trade-off which then should be managed in a manner that the long run potential is not undermined.  The design of policies has, therefore, to perform a delicate balancing act.  The pro-poor policies necessary as they are to widen the opportunities and capabilities of the poor, must not harm growth in the long run.  Pro-poor polices should include not only income transfers which by their very nature have to be limited but also flow of investment to sectors and areas where poor work and live.  Rural development thus assumes major importance.  Equally significant are increased access to education, health and other social services.

The Human Development Report of 1991 introduced the concept of Human Expenditure Ratio which measures the percentage of national income devoted to human priority concerns such as elementary education, preventive health care, nutrition, water supply and sanitation to analyse how public spending on human development can be designed and monitored.  According to the Report, the Human Expenditure Ratio needs to be around 5 per cent, if a country wishes to do well in human development.  

Efficiency in Expenditures

Cross-country comparisons on human development expenditure do throw interesting light on the effectiveness of expenditures incurred.  According to the Human Development Report 1991,  both Sri Lanka and India had a similar human expenditure ratio of 2.5 per cent of GDP.  In absolute terms, human expenditure per capita in 1988 was $ 10 for Sri Lanka while it was $ 9 for India.  However, in the ranking of Human Development Index, Sri Lanka ranked 75, whereas India was much lower down at 123rd.  Part of the reason for the difference in the ranking could be enhanced expenditure at a certain level over a longer period.  As the Human Development Report itself admits, “Even Government expenditure cannot be considered in isolation.  Its impact depends not just how much money is spent but on how and in what environment it was spent”.  While human expenditure ratio provides a clue to the seriousness of efforts made, much depends on the efficiency with which the resources allocated are utilised.

Studies on social development expenditures made by several researchers in India show that even where quantitative targets have been achieved, the quality of achievement has not been up to the mark.  For example, it is pointed out that though 82 per cent of the population has been provided with safe drinking water, the quantity of water is inadequate in many rural areas and that there are problems of drinking water quality in many areas.

There is one common conclusion that seems to emerge from various studies.  Wherever there has been community participation and involvement, programmes have been more successful.  Administrative and bureaucratic machinery delivers goods when it is constantly under the purview of local communities.  We need to create grass root level organisations of various types which will generate demand for accountability from various programmes evolved by the Government.  There is an urgent need to get more out of the resources that are being spent and to achieve the targets both in quantitative and qualitative terms.

By presenting the ‘Outcome Budget’ to the parliament last month, the Government responded to a growing concern about the effectiveness in the utilization of public resources. Making a distinction between outputs and outcomes, the Twelfth Finance Commission (TFC) addressed this issue earlier by saying in its report: “The conventional budget exercises have focused on allocation of resources to different heads, without taking into account how these government expenditures get translated into outputs and outcomes. Outputs are the direct result of government expenditure and outcomes are the final results. Thus, in the context of education, opening a new school or appointing a new teacher is an output and reduction in the rate of illiteracy is an outcome.”  The TFC added: “A critical part of budgetary reforms must include information on the relationship between expenditures and the corresponding performance in producing real results. Although in the past there have been attempts at introducing performance budgeting, such endeavors have receded in importance. There is need to bring back performance budgeting as an integral part of the preparation and evaluation of budgets, both for the centre and the states. Thus, the management of public expenditures should be guided by economy, efficiency, and effectiveness.”  Improvements in the health and education delivery systems even at current levels of expenditure can bring about substantial changes in the availability of these services.

Conclusion

Social development and economic growth are not necessarily the same.  That is why countries do not rank identically on the income scale and human development scale.  Sometimes the differences in the rankings are quite striking.  The rank correlation co-efficient between the real GDP per capita Index and the Human Development Index for all 177 countries for 2003 is high at 0.94.  This is to be expected since GDP Index is one of the three factors included in the Human Development Index.  Also the other two components – life expectancy and education - are closely correlated with GDP.  However, taking only Medium Human Development countries, it is seen that the rank correlation co-efficient with GDP Index is lower at 0.60.  There are several countries in this group which rank high on the real GDP Index but lower on the Human Development Index and vice versa. However, in the case of India, the difference is small.  India ranks  118 on per capita GDP index and 127 on Human Development Index.


Nowadays, the Human Development Index on the model of the global Human Development Index is being computed for different states in India to understand inter-state differences in income and social development.  We have now the figures available for 2001.  The rank co-relation co-efficient between the Income Index and the Human Development Index across states in India is positive at 0.76.  This coefficient is somewhat similar to the correlation among medium human development countries.  This goes to show that there are many states in which there are wide disparities between the two indices.  Andhra Pradesh and Haryana rank much higher in the Income Index than in Human Development Index.  Andhra Pradesh ranks 11 in the Income Index but is as low as 20 in Human Development Index.  Similarly, Haryana ranks as high as 3 in the Income Index but is very low at 17 in Human Development Index.  On the contrary, Kerala which ranks in 7th in Income Index ranks second in Human Development Index.  There are several states in the north-east which rank very low in the income index but rank reasonably high in Human Development Index.  Nagaland is a good example.  It ranks as low as 15 in the income index but is high at 5 in Human Development Index. This can be accounted for by the differences in the proportion of public expenditures on health and education and the efficiency with which they are spent.  States like UP and Bihar rank low both in Income Index and Human Development Indices.  UP ranks 27 and Bihar 28 in both the indices.

What is the model of economic growth that is appropriate for India?  Development has many dimensions.  We now know that economic growth is only one aspect.  Nevertheless, accelerated economic growth is a necessary condition for achieving many other dimensions of development.  Development must ensure equality of opportunities for all.  However, equality of opportunities does not necessarily guarantee equalities in incomes.  With some people good at converting opportunities into income and others not being so, different individuals will end up with different levels of income.  That is why it is necessary to assure every one a minimum level of living along with equality of opportunities.  Every person must have his or her basic needs met.  These basic needs include access to services such as food, education, health care and shelter.  Without sacrificing these goals, the economy must remain efficient.  It is only an efficient economy that can generate the surplus necessary to meet the socio-economic goals.  We need, therefore, to stress simultaneously economic development in the conventional sense of accelerating growth rate and social development in the sense of securing for everyone the basic needs.  The two have a mutually interacting beneficial impact and the two must be pursued together.  These are the two legs on which the country must walk.  Any strategy of development, which ignores any one of the two legs, will only make the country limp along.  To achieve higher levels of human development in our country, we need a three pronged approach comprising of higher economic growth, a higher proportion of expenditure, particularly public expenditure on social sectors, and efficient utilisation of the funds allocated.  Growth and equity should not be posed as opposing considerations.  They must be weaved together to produce a coherent pattern of growth. Therein lies the challenge of development.

PAGE  
9

