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Background  

 Prior 1991, government had imposed several types of controls on Indian 

economy e.g. industrial licensing system,  import license, foreign 

exchange control, restriction on investment by big business houses, etc. 

These controls led to fall in economic growth 

 A series of structural economic reforms were taken after India faced 

Balance of Payments crisis in 1991. Their objective was to deal with the 

crisis and to take the economy on a high-growth path.  

 These reforms included opening up of the economy for foreign trade 

and investment, encouraging privatization, tax reforms 
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“It is not possible to think of an average of 9 per cent (in 12th Plan). I think 

somewhere between 8 and 8.5 per cent is feasible . When I say 

feasible...that will require major effort. If you don’t do that, there is no God 

given right to grow at 8 per cent.” 

               -Montek Singh Aluwalia 
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GDP Growth Rate is Falling.. 
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Project Overview 

 

 

 

GDP: 

It is the market value of all officially recognized final goods and services 

produced within a country in a year 
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Goals  

 To look deeply into the problems plaguing the Indian economy in the 

recent years such as widening current account deficit, decreasing 

growth rate of FDI, stagnating manufacturing and agricultural sectors, 

policy paralysis 

 To study what policies have been framed by the government in the past 

years 

 To analyse the impact of a growth set back on an economy  

 To look into how the process of fiscal consolidation can be made 

possible  

 To compare  our situation with other Asian economies who are 

performing well and their policies. 
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Reasons for Fall in GDP growth 
 

 Industrial growth continues to stagnate 

 Persistently high growth is replaced by persistently high inflation 

 FDI hasn’t increased  substantially 

 Widening fiscal deficit 

 Adverse supply shocks in agriculture 

 Policy paralysis 
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Scope of the project 
 

 There is a vast scope of this topic because there are huge 

concerns relating to poor growth rate of GDP as this affects 

all the sections of the society. All the factors hampering our 

growth must be identified and resolved  
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Key Findings 
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High growth 
period was 

supported by 
market 

reforms, Huge 
flow of FDI, IT 

and Real 
Estate Boom 

India’s share 
in trading 
partners 

imports is 
less than 1% 

 

The 
expenditure on 
Fuel, Fertilizer 

and Food 
subsidies 

makes about 
90% of the 
allocated 

government 
expenditure on 
the subsidies.  

 

With the 
growth in GDP 
mainly led by 

tertiary sector, 
there are 

concerns about 
the 

sustainability of 
the growth rate 
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Key Findings 

 The surge in imports can be explained by the ever increasing demand for 
crude oil and its increasing prices. 

 Fertilizers, Metals, and Minerals are needed to meet the shortfall in 
production. Electronics & capital goods are needed for capital formation. 
These items account for most of the increase in the value of imports in 
recent years. 

 Our exports have suffered mainly because of the inability of exporters to 
take advantage of the opening up of markets following various Free Trade 
Agreements and also because the decreasing demand in the world market 
in the aftermath of economic downturn. 

 We have not been able to leverage the FTA/CEPA agreements to increase 
our presence in the markets of our trade partners. And in overall terms, 
our imports from our FTA/CEPA partners have grown twice as fast as our 
exports. 
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Problems Plaguing Indian Economy 

Low Employment Creation: 

 Given the slowdown and lack of investments in the manufacturing sector, 
the process of setting up new firms is hampered and people find it 
increasingly difficult to find an employment. This is a very serious 
situation in a country like ours where  millions of young people enter into 
the workforce every year. 

  In our country, around 50% of the population is still engaged in 
agricultural and related activities, which contributes about 15% to the 
share of GDP. Clearly, they get low wages which are not sufficient for their 
survival 

 The services sector, which contributes the most in the share of GDP 
employs people who are educated and since a big chunk of our population 
is still uneducated, we need to create jobs where they can be employed 
and it can be done by increasing investment in the secondary sector. 
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Deteriorating Manufacturing Sector 

 A majority of India’s largest manufacturing sectors don’t return their cost 
of capital. Some of them are Energy, Metals and Mining, Utilities  

 Indian manufacturers lag behind their global peers in production planning, 
supply chain management, quality, and maintenance—areas that 
contribute to their lower productivity 

 India has a massive workforce, and access to natural resources needed in 
production which can be utilized for our advantage 

 If India’s manufacturing sector realized its full potential, it can generate up 
to 25 % of GDP by 2025.  

 It is estimated that India can create 60 million to 90 million new 
manufacturing jobs and become an attractive investment destination for 
its own entrepreneurs and multinational companies 
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Inability to utilize our demographic dividend 
 

 

 Our economy is in the phase where our dependency ratio is decreasing 
and it is expected to decrease for quite some years in the future. A low 
dependency ratio can lead to higher growth since the proportion of 
population which is dependent on others is low 

 The problem with low growth scenario is that there are not sufficient jobs 
available, the industrial sector has been unable to produce sufficient 
skilled as well as non-skilled jobs in order to absorb the increasing labour 
force  

 In such a situation, our huge demographic dividend turns into a burden 
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Government Efforts 

Attracting FDI : 

 To attract foreign inflows, the government is planning to relax FDI policy 
in sectors such as defence, railways and construction activities.  

 Overall foreign inflows into the country grew by 8 per cent to $24.29 in the 
last fiscal as against $22.42 billion in 2012-13.  

 Recently, Pranab Mukherjee, in his address to the parliament had 
mentioned that FDI will be allowed in the industries where it will create 
jobs and assets.  
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Reduction of SLR by 50 points:  

 One of the steps taken by RBI recently was that it reduced its Statutory 
liquidity Ratio (SLR) rate to 22.5 % from 23 %, which will induce liquidity 
in the market of 40,000 Crore Rupees. Thus banks will be able to lend 
more and this money can be used for investments and which will lead to 
further growth.  
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Timeline: First 4 Weeks 
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Tried to understand the reasons behind the 
fall in growth rate in recent years 

Did a literature research on the factors 
affecting the GDP Rate and how our economy 
has evolved after trade liberalization 

Read Reports and Articles on some of the 
recommendations suggested by the 
intellectuals and steps taken by government 

Documented my findings in my report to the 
mentor; Worked on Mid Term Presentation 
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Worked on the recommendations suggested by 
my mentor on the midterm report 

Read the 12th Plan Report on boosting 
manufacturing growth and steps needed to be 
taken for the same 

Looked into the Budget proposals and how 
they can be successful in tackling the situation 
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Recommendations: 
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•Promoting Manufacturing Growth:  
Allowing Foreign Direct Investment in the secondary sector will 

boost exports, accelerate employment generation and 
strengthen financial sector 

 
•Making India more Business Friendly: 

India is ranked 134 out of 189 countries in the World Bank’s 
ease of doing business index 

 
•Targeted and Efficient Subsidies 
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                               Introducing Goods and Services Tax  

Since it is expected to immediately meet many economic targets 
such as lowering inflation, raising economic efficiency and 
productivity, and incentivising investments 

 

          Escalating investments in all infrastructure sectors 

Sectors such as power, transport and urban development 
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Promoting Exports 

In order to achieve the desired growth rate for the manufacturing sector, it is 
necessary to have a high growth rate for the country's exports as well. 

 

To accelerate our export growth we need to : 

 Provide world class infrastructure at ports and air ports.  

 Reduce transaction cost for exporters and provide fiscal incentives 

 Capture unexplored markets by focusing on Asian and African countries 
and by negotiating conducive trade agreements with them 
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Budget Proposals 

 Rs 10,000 crore venture capital fund to be set up for MSME sector 

 Budget proposes Rs 1,000 crore for ‘Pradhanmantri Krishi Seechai Yojana’ 
to improve irrigation facility 

 Investment limit under  section 80C raised from Rs 1 lakh to Rs 1.5 lakh 

 Government will  take up pending insurance reforms bill that provides for 
49 % FDI 

 10-year tax holiday to be extended to companies that start power 
generation by March 31, 2017 

 Investment allowance of 15 per cent for three years will be allowed to 
manufacturing companies which invest Rs 25 crore in plant and machinery 
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