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India’s Economy in the Light of Covid

We are reproducing here the concluding part of an article published by the

RUPE. The full article can be had from RUPE’s website -editor

     India’s economy was in a depression well before Covid-19. In sections II to VII, we described
how the period of bubble growth which began around 2003 ended around 2008 or 2010. It was
followed by a long downturn. Since then, anxious to please foreign investors (including potential
foreign investors in government bonds), the rulers have kept government spending to the minimum,
even in the wake of Covid. This refusal to spend is both increasing the immediate suffering of the
people and deepening the depression of demand. In fact, it is not merely that government spending
has failed to increase; it appears that, since tax revenues of the Centre and the states will collapse
this year, their total spending might even shrink.
     Having forsworn revival through stepping up government spending, the rulers are instead
attempting to revive the economy by promising various incentives to private investors, to arouse
their ‘animal spirits’ via the scrapping of labour laws, provision of cheap/free land, cheap credit,
deregulation, privatisations, and so on. However, such measures will not on their own revive private
investment, since private investors want to see signs of a demand revival before they invest. On
the other hand, these measures may further depress workers’ incomes, further destroy peasant
livelihoods, and further reduce the meagre social claims of the working people, thereby aggravating
the inadequacy of demand.
    The Prime Minister is also pushing the idea that India can revive growth by integrating further
with global supply chains, and getting multinationals to leave China and come to India. He terms
this a policy of ‘self-reliance’.
    However, even if some more foreign investment does come to India as a result of such efforts,
it will not lead to growth in employment in India and revival of India’s economy, for two reasons.
    Firstly, foreign investors are interested not only in exporting from India, but in getting access to
the Indian market itself, where they will displace local producers who are more labour-intensive
and less import-intensive. The net effect is likely to be reduced employment in India.
Secondly, global demand is depressed; world trade growth had already collapsed before Covid-

19 and, in the wake of Covid-19, it is shrinking. In such conditions, orienting the economy to exports
will mean wrestling other Third World countries for shares of a shrinking market – a ‘race to the
bottom’. There is no pot of gold at the end of the global supply chain.
   And so the outcome of a path of development tied to foreign capital has been:
    -the further foreign takeover of the economy, denationalisation of national wealth, destruction of
small producers and depression of labour incomes; and
    -the hitching of India to the strategic designs of the global hegemon, thrusting it into harmful
military adventures, followed by further military expenditures and internal repression.
    This makes it more urgent that India adopt a path of genuine self-reliance and independence,
with regard to not only goods and capital flows, but even political processes.
Return to basic questions

    As in the case of all major historical events, the course of the Covid crisis has been shaped by
the underlying features of the society in question. Thus India’s grotesque disparities of income and
living standards, its seemingly intractable caste system, and the autocratic nature of the Indian
State, have all been manifested in the response to Covid-19. We look now at some other underlying
features.
    Now that growth has slowed down for a decade, and turned into a deep depression, it is all the
more necessary to return to questions that have been sidelined for 40 years, but were the centre
of study, discussion and debate among economists from the mid 1960s to late 1970s: questions
such as mass poverty, industrial stagnation due to lack of demand, the structure of demand
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(emanating from different classes) and its implications for the pattern of industrial growth, the
agrarian character of Indian society, and the role of public investment.
   Underlying all of these was the question of which would play the key role in developing the
economy: technological change (linked to infusions of capital), or social transformation (what was
referred to as ‘institutional change’, and the associated changes in who decides the pattern of
production and distribution)
Poverty

    For a long time now, we have been told that poverty in India is declining. Indeed, according to the
latest figures of the World Bank, a mere 13 per cent of India’s population was ‘poor’ in 2015, by
their definition:
    Since the 2000s, India has made remarkable progress in reducing absolute poverty. Between
FY2011/12 and 2015, poverty declined from 21.6 to an estimated 13.4 per cent at the
international poverty line (2011 PPP $1.90 per person per day), continuing the historical trend of
robust reduction in poverty. Aided by robust economic growth, more than 90 million people
escaped extreme poverty and improved their living standards during this period.
    The World Bank’s measures of poverty are bogus, as are the Indian government’s. Neither of
them involves determination of whether people actually enjoy the basic necessities of a decent
existence. They merely fix an arbitrary cut-off figure in monetary terms and see what
percentage of the population falls below that. As a result, vast numbers of people who are
actually unable to obtain adequate nutrition, clothing, shelter, medical care, education, transport
and a healthy environment are classified as non-poor. Even if one were to adopt this (wrong)
money-metric approach to measuring poverty, the cut-off lines used by the World Bank are set
at farcically low levels – no one could survive in the US on $1.90 a day. An upward revision of
the World Bank’s line to just $5.5 PPP per person per day for 2015 (about Rs 3,112 per month
in that year) would place more than 80 per cent of India below the poverty line.
    The notion that poverty in India is a marginal phenomenon has now been brutally exposed
with the experience of the Covid-19 lockdown. So meagre were the earnings of vast masses of
people that, within a month of the lockdown, they had completely exhausted their savings and
had money left for only a few days. This has been brought out in survey after survey. Take the
Azim Premji University (APU) survey, which, although it does not claim to be a representative
sample, covers persons from a diverse range of occupations over several states:
    Almost 8 in 10 are eating less food than before. More than 6 in 10 respondents in urban areas
did not have enough money for weeks worth of essentials. More than a third of all respondents
had taken a loan to cover expenses during the lockdown. More than 8 in 10 respondents did not
have money to pay next month’s rent.
    We quote this not to illustrate the effect of the lockdown, but the condition of working
people before the lockdown. The APU survey was carried out between April 13 and May 13, i.e.,
about 3-7 weeks after the declaration of the nationwide lockdown. It took just this short period to
render large numbers of people destitute, forced to eat one meal a day in place of two. This tells
us that their earnings in ‘normal’ times were so low that they were leading a hand-to-mouth
existence, with negligible savings.
   Similar findings emerge from surveys by numerous other organisations (33 surveys are
assembled on the APU website[4]). These surveys were largely carried out within about two
months of the lockdown. These surveys document the very low earnings of the surveyed
persons, their reduced consumption of food, their abstention from all ‘discretionary’ purchases,
the exhaustion of their stocks of rations and basic necessities, the exhaustion of their meagre
savings (with many reporting having just Rs 100-200 in hand), the inability to pay rent, bills, or
school fees, growing indebtedness for food, the sale of livestock and tools to meet food needs,
the mortgaging and sale of assets (including land), the lack of funds for sowing the kharif crop.
Evidently, the savings of working people are insufficient to tide them over even two months. Any
definition of poverty that fails to capture this reality is worthless.
    Indeed, the simple fact that more than 80 per cent of India’s employment continues to be in
the informal sector, and that half of the employment in even the formal sector is informal (i.e.,
without job security or other benefits), should have alerted any scrupulous analyst to the fact
that poverty had not evaporated, or merely receded with the efflux of time, but stubbornly



cs-july-2020-document-india’s-economy-in-the-light-of-covid

persisted. It is a damning indictment of the entire ‘development process’ that has taken place
since 1947, and more particularly in recent decades, the supposed period of high growth.
Stagnation and recession
   Because the reality of mass poverty was universally acknowledged in the discussion among
economists till the late 1970s, it was possible then to trace the industrial stagnation that had
gripped the country since the mid-1960s to the lack of purchasing power among the broad
masses. Economists no doubt came forward with very different prescriptions: some urged that,
since the Indian market was so poor, production should instead be oriented to export markets;
others urged the stepping up of public investment; yet others argued that, unless radical change
in agrarian relations took place, the market for industrial goods would remain narrow and
distorted. But at any rate the contending views could deny the reality of neither poverty nor
stagnation.
    Over the course of the next 30 years, the contrary ideas were systematically entrenched by
the rulers. Firstly, industrial policy was steadily changed to allow industry to cater to the
purchasing power of the elite (later industrial policy was scrapped altogether). Secondly, income
disparities were allowed, indeed encouraged, to blossom. Thirdly, the economy received
periodic injections of foreign capital (earlier as debt, later as investment). The combined effect
gave rise to sudden spurts of industrial growth, increasingly skewed to the elite market. The
skewed structure of demand, towards a narrow elite, led to spurts of rapid growth followed by
rapid exhaustion of demand and slumps in growth. Each such spurt was then taken as the ‘new
normal’, and the succeeding slump was ascribed to inadequate ‘reform’.
    The period since 2010 has witnessed plenty of ‘reform’. Yet industrial growth has steadily
slowed, finally hitting below-zero for the year 2019-20, which included just one week of
lockdown. Indeed, if we had better and more honest measurement of GDP, which properly
captured the state of the informal sector, where the majority of working people labour, it would
show that GDP growth was negative for years before the lockdown. It is true that the Modi
government has taken ruinous steps such as demonetisation which have depressed demand
further. But essentially the slowing of growth over a 10-year period cannot be ascribed to this or
that action or policy. It is the outcome of a pattern of growth. Indeed, the underlying tendency to
stagnation/recession – and not the brief bouts of rapid growth – is the defining feature of India’s
industrial development.
    Now, in the wake of Covid-19, this contradiction – between the drive to revive corporate-led
‘growth’, and the structural constraints of the internal market – is thrown in even bolder relief.
The rulers are even more aggressively pursuing ‘reform’ amid a famine of demand, by providing
a slew of gifts to the corporate sector and foreign investors. Meanwhile the vast army of small
and micro firms which account for the overwhelming bulk of industrial employment are being
destroyed in the process of the restructuring of the economy under way. As such, the present
situation underlines the destructive, predatory nature of that accumulation drive, whether or not
it brings about ‘growth’ in statistical terms.
AgrarianIndia

    For some time, we have also been told that the importance of the agrarian sphere of Indian
society is rapidly fading. After all, agriculture now accounts for less than 17 per cent of national
income, although it accounts for nearly half the workforce. Learned economists tell us that this
anomaly needs to be ironed out by ousting one or two hundred million workers from agriculture.
The migration of workers from agriculture to cities or other places for work is depicted as a
welfare-enhancing free choice, and their earnings in non-agricultural work are considered a
macro-subsidy to the agrarian sector.
    However, the lockdown has shattered this notion. The vast mass of urban workers have
negligible savings from their incomes. They are fleeing to the villages because they can survive
there somehow even in the absence of wage employment; it is their refuge. (Indeed, were it not
for this refuge, there may well have been much larger militant upsurges in the urban areas in the
wake of the lockdown.) This underlines the role that the agrarian sector continues to play in
subsidising the non-agrarian sector, at the summit of which presides corporate capital. We
argued elsewhere:
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    The problem of which sector is subsidising which depends on how we characterise these
households. If we view them as peasant households, the flow of remittances from wage work in
urban areas may [be perceived as helping] a section of peasant families keep their heads above
water. But if we view them as worker households, it is clear that wages by themselves are far
from meeting the consumption costs (Marx’s costs of reproduction, or necessary labour) of
migrant workers’ families. So the portion of consumption met from the agrarian sector helps
working class families keep their heads above water, and allows employers to pay the workers
less wages, in effect subsidising capitalists.
    The return of millions of workers to their villages, and the likely reduction of urban
employment for some time to come, imply a larger supply of village labour – indeed this is
already getting reflected in data of the Centre for Monitoring the Indian Economy (CMIE). This
likely to lead to a fall in agricultural wage rates in backward areas (as more workers compete for
limited work), an increase in land rents (as more landless peasants try to obtain a subsistence)
and the growth of rural indebtedness due to consumption loans.
   The lockdown also cast light on the distortions in India’s political economy, in which vast
underdeveloped regions send forth armies of semi-peasant workers to distant islands of urban
growth, and this region-cum-class disparity is continuously reproduced, on an ever-larger scale.
As millions of workers started crossing incredible distances on foot, no one asked: Why were
there no industries near the villages of the workers, in which they could find employment?
    The lockdown and its effects force us once again to consider the central role of the agrarian
sector in the process of India’s development. Contrary to the view of the ruling classes, the
peasantry, landed and landless, who work that agrarian sector are not some troublesome
appendages which need to be separated from the land as fast as possible. Rather, to truly
develop agriculture means to develop the productive employment of the peasantry.
    This is not basically a technological question, but a social one. Only if this is done through the
mobilisation of the vast peasant masses, as part of a broader social transformation, can
agricultural growth be organically linked with industrial growth, through the development of
industry of appropriate scale in rural areas and underdeveloped regions. And only in such a
milieu can large industry too play a positive role in relation to the agrarian sector, both as parts
of an integrated economic structure.
The question of the path of development

    Another theme of the discussion in the late 1970s was the role of public investment; it was felt
by some that the stagnation and distortions in the economy since the late 1960s could be traced to
the loss of tempo of public investment after the initial phase of planning. Now the question of public
investment has come to the fore in a different way. Firstly, let alone driving economic development
through public investment, the Government refuses to use public expenditure even as a means of
reviving demand and stimulating private investment in such desperate times as these. And this
refusal is deepening the economic crisis.
    Secondly, the Government has been reducing public expenditure on sectors such as public
health for three decades now, and this has utterly crippled its ability to address a public health
crisis such as the present one.
    Indeed, public health and education were sectors which, even in many capitalist countries,
received considerable public investment (for example, Britain’s earlier National Health Service).
These sectors in their heyday were, as it were, small islands of socialism in the sea of capitalism
(in the sense that the universal right of people to healthcare irrespective of their income is a right
that is contrary to capitalism). These rights were temporarily conceded, in defiance of the laws of
capitalism, because of the political challenge from socialist economies of that time. This is
underscored by the fact that, with the reversals in socialist countries, those capitalist countries
that had earlier conceded these as universal rights now began dismantling them.
   The Covid crisis has made crystal clear that a private-sector dominated health system is a
threat to the lives of people. Remarkably, despite the wilful crippling that the public health system
in India has had to endure over the past thirty years of ‘liberalisation’, and despite the hectic growth
of a corporate-led private sector in health, the entire burden of dealing with the pandemic has
fallen on the shoulders of the public health system, including its most atrociously underpaid workers.
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This makes it all the more necessary to replace the present private sector-dominated healthcare
system with a fully nationalised healthcare system, over which people have control, with universal,
free and decent healthcare as a fundamental right. Indeed, it is literally a question of life or death.
And to the extent that such a system is possible only in a different social order, that only makes the
struggle for such a social order more urgent.

The choice posed before the people

    The present famine of Government spending, in the face of an unprecedented depression, will
result in enormous hardship, which in turn may result in unrest and upsurges. The response so far
has been punitive and severe. As the situation unfolds, the prevailing emergency conditions give
scope for the even freer resort to repressive methods – reliance on the security forces, State
surveillance, detention of political activists, communal propaganda, censorship of independent
media, and other such – in the name of controlling the pandemic.
    These conditions pose more urgently before the people the choice we outlined above – namely,
whether to be resigned to further subordination of the Indian economy and its people’s lives to
global finance, or take the path of democratic national development.

* * *


