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Why India?Why India?

• Size (5th largest in PPP terms) 
• Economic growth (over 6% for ~30 years), 
• Growing integration (trade/GDP ~50%)
• Democracy (“Fastest growing, free-market 

democracy.”)

• Precocious India (unusual pattern of 
development)
– More services/less manufacturing
– Skill-intensive activities (manufacturing and 

services)
– Exports managerial and entrepreneurial 

capital
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Transformation
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Precocious India: Exports of FDI to rich 
countries (Mattoo and Subramanian, 2008)
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NearNear--Term: GrowthTerm: Growth

• Rapid growth (~9%) for five years
• BUT Signs of deceleration: external environment and 

policy tightening
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NearNear--Term: InflationTerm: Inflation

• Rising inflation, persistently high >12%: Political comfort 
zone==5%
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NearNear--Term: Asset PricesTerm: Asset Prices

• Rupee declined from ~39/US$ to 47 and now 45.5
• Rupee and stock market decline pre-date recent crisis
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Near Term: Policy ChallengeNear Term: Policy Challenge

• Current forecast for growth for 2008-09 
~7.5-8% 

• Spillover from financial crisis limited but if 
US and Europe go into recession, growth 
could be significantly affected

• But scope for easing limited because 
inflation high (>12%) and weak rupee 
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Medium Term: GrowthMedium Term: Growth
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Medium Term: InvestmentMedium Term: Investment

• Investment, approaching 40%, close to east Asian levels
• Private investment increased by about 12% points in 7 years 
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Medium Term Growth PotentialMedium Term Growth Potential

• About 8% (Rodrik and Subramanian, 2004)
• http://www.petersoninstitute.org/publications/pap

ers/subramanian0304imf-2.pdf

• Challenges: Skills, infrastructure, governance, and 
reforms will be steady but unspectacular

• Optimism? 
• Private sector in charge (“nation of hustlers”)
• Growth-generating-growth and positive change
• Competition between states
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• http://www.petersoninstitute.org/publications/booksto
re/subramanian2008-praise.pdf 


