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<Summary >

1. In India, economic development has long been oriented by the government since its
independence, given the support of what is believed to be a “thoroughly parliamentary
democracy.” This policy line has resulted, however, in the adoption of more populist
policies geared to social security that gives special attention to the demand of lower income
class, while the private economic sectors had been broadly controlled.

2. While the change of the value added GDP components toward a post-agro-based structure
has been seen just as it was seen in many other emerging and developing countries, the
economy still remains in the early phase of development with agriculture taking a bigger
proportion.

3. On the other hand, the share in the economy of such labor-intensive manufacturing
industries as foods and textiles, which use agricultural products for intermediate inputs, is
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still extremely small, even as compared to the other countries with comparable income
levels. The proportion of the manufacturing industry itself is small in the national economy,
and also small is the proportion of agro-products (foods, textiles, etc) in manufacturing
industry as a whole.

Factors for the underdevelopment of the labor-intensive agro-based manufacturing in India
include not only its difficulty of converting workers in agricultural sector to
manual-oriented factory workers because of diversity of the people in India (with different
languages), but also the difficulty of expanding business because of legal restrictions
peculiar to India. In addition, the government’s industrial policies that gave special care to
small businesses had a significant impact on the textile and clothing industries.

The underdevelopment of the agro-manufacturing despite the relatively big share of the
agricultural sector has raised two problems for the development of the Indian economy. One
is the slower decline of the share of population in the agricultural sector despite the value
added share of the agriculture sector is declining at about the same pace as the other Asian
emerging and developing countries. The other is the relative stagnation of export of such
agriculture-related products as food and beverage, textile and clothing, etc.

These agro-manufacturing sectors have not fully played the expected role of absorbing a
large number of labor forces, causing for the economy to lose the chance to create
employment, thus failing to raise their income levels. It may not be easy to dismantle those
protective policies for the manufacturing and agricultural workers, but in order to increase
the total employment and change the employment structure toward a more sophisticated one,
and capitalize the strength as an emerging developing country, it would be necessary to take
policies if painful such as reviewing of legal system for labor management and income
policies for agricultural sector. In order to reduce the trade and current account deficits, it is
also necessary to expand the export capacity of the food and beverage, textile and clothing
industries, at least to the extent similar to the level in the other emerging developing

countries with comparable income levels.

Introduction

One of the economic characteristics of emerging market and developing economies (EMDES)

is a big presence of agriculture and a significant role it plays in the economy. In general, the

weight of agriculture declines as the economy develops, as is seen in many countries including

Japan. What is implied here is that other sectors such as manufacturing and services come to

grow and that a rise of productivity of agriculture will enable the labor force to shift, without

reducing their incomes significantly, from agricultural sector to other sectors with higher
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productivity.

When we compare the counties in different stage of development at a certain point, it is
generally the case that agriculture has a larger presence in the less developed countries with
lower income levels. Also the share in the economy of the manufacturing sector that uses
agricultural products as an intermediate input, i.e., what is often referred to as “agro-industry™”,
will decline along with the development of the economy although its share tends to remain
larger in the countries with lower income levels.

In India, the economic development has been led for a long time since its independence by the
government that was supported by what was believed to be “thorough parliamentary
democracy.” For this reason, a number of policies, much oriented toward social security to
address the demands of the people, especially of the lower income class, have been adopted,
while the private sector of the economy has been widely controlled. The foreign exchange crisis
of 1991 invited a shift of the policies toward economic liberalization and strings of economic
reforms were implemented, including the removal of authorization system of trade and industry,
deregulation of restrictions on foreign direct investment, etc. These policies expanded the trade
and investment, thus accelerating the speed of India’s economic growth.

While India has widely progressed toward a post agrarian industry structure in terms of the
value added economy (i.e., GDP), however, nominal per capita GDP is still low at $1500, which
corresponds to an early stage of development with a high proportion of agriculture. When
compared to other countries with similar income levels, it maintains a peculiar industrial
structure with a very small share of agro-industry.

In this article, 1 will analyze the characteristics of Indian agriculture and agro-industry
together with their impact on the economy and discuss the future perspectives of them.

2. Shares of Agriculture and Agro-industry in the Asian EMDEs

A comparison of agriculture and agro-industry in the Asian EMDES reveals several interesting
aspects of them. Chart 1 shows the shares of agriculture in value added basis for the Asian
EMDESs with a comparable economic size and population®.

As is seen from the chart, the share of agriculture in its economy generally tends to be larger
for the lower income countries, and it declines as the economy develops. Countries with per
capita income level of around $1000, such as Pakistan and Vietnam, have a share of more or
less 20% of GDP for agriculture, while in Thailand and China, which enjoy more than $5000 of

Yn general, an agro-industry refers to the one based on the agricultural resources, and includes flour milling, meat
E)rocessing, oil seed processing, etc. In this article, it also includes fibers and clothing industries.

Countries are limited here to those with nominal GDP of more than US10 billion and population of more than 10
million.



nominal per capita income, the ratio is at around 10%.

Chart 1: Nominal GDP per capita and the shares of agriculture in nominal GDP (as of 2011)
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By adding to the agriculture such agro-industries as food and beverage, textiles and clothing,
it again shows, as in the case above, that the combined shares of those industries are larger for
the countries on lower income level and smaller for those on higher income level (Chart 2). The
share of agriculture and agro-industry exceeds 30% in Pakistan and Vietnam, while in Thailand
and China it is around 20%.

In this regard, it is noteworthy that when we pay attention only to the share of agro-industry, it
is extremely small at 2% for India, compared to the other countries whose shares range from the
smallest 7% for China to the largest 15% for Cambodia, broadly in line with their income levels.
India’s level is rather similar to the one in the developed countries like Japan and the US. India’s
share is not only smaller than those of Cambodia and Pakistan which are in less developed
phase than India but also of Thailand and China whose nominal per capita GDP is more than
three times of India.

Thus, while in India agriculture has a big presence in the economy which is commensurate to
its economic development phase, as is the case in other Asian EMDEs, it does not have a
developed labor intensive agro-industry such as food and beverage, textiles, and clothing.
Therefore, it can be said that while the scale of agriculture corresponds to its income level, the
manufacturing base that is closely connected to agriculture remains quite fragile.

The reasons why the share of Indian agro-industry in the economy is small compared to the
other countries with comparable income level include that the manufacturing industry itself has
a smaller share in the Indian economy, and that the share of the agro-industry in that
manufacturing sector is also small in India.



Chart 2: Nominal GDP per capita and the shares of agriculture and agro-industry in nominal GDP (as of 2011)
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Note: Agro-industry is composed of food/beverage and textile/clothing. The Data of
agro-industry in Bangladesh, Cambodia and Vietnam are as of 20009.

Source: World Bank

It is a usual development in the EMDESs that as the economy develops the share in the GDP
and employment structure shifts from the primary industry (centered in agriculture) to the
secondary (centered in manufacturing) and then to the tertiary industry (centered in services).
But it has not been the case in India, where the share of manufacturing industry in the economy
is relatively small as compared to the other countries with similar income levels. It has
continued to have a higher weight in the primary and tertiary industries from the early phase of
economic development.

The structure of Indian industry by type of business shows that food/beverage and
textile/clothing account for 10% and 7% respectively of the total manufacturing, which are
relatively small compared to the other EMDEs (Chart3). The combined share of 17% for these
two industries is smaller by 5% than that of China (22%) which is the lowest of the countries
compared above. Also the share in India is more or less equal to the ones in the advanced
countries like the US.

What has impeded the development of labor-intensive agro-industry in India? One reason
relates to the factor that as the nation is consisted of diversified people with different races,
religions, and languages, it was not easy for the country to convert the farmers to
manual-oriented factory workers. Another is that the legal systems specific to India have made it
difficult for companies to expand their businesses. For instance, the labor laws so strictly
prescribed the reasons applied for dismissal that the companies could not make a flexible
adjustment of their employees. This apparently seems to have made it hard to foster the labor
intensive manufacturing industry which requires large workforce to expand the businesses.



Chart 3: Nominal GDP per capita and the shares of agro-industry in manufacturing (as of 2011)
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Note: The Data of agro-industry in Bangladesh, Cambodia and Vietnam are as of 2009.

Source: World Bank

In addition, the government’s industrial policies which gave favorable treatment to the small
enterprises had a significant impact particularly on the textile and clothing industry. For instance,
the government of India introduced a system called “Production Reservation System” under
which the production of goods designated for reservation was allowed only to a small scale
production, thus discriminating large scaled enterprises from entering into production. Clothing
was one of these reserved items. As a result, s majority of the textile and clothing industries
came to be dominated by small businesses with more or less 10 employees. Even at present,
most of the clothing factories in India are still of small scale®.

3. Problems for the economy caused by underdeveloped agro-industry (1)

Thus, the underdeveloped agro-industry in India against the background of comparatively
large share of agriculture has raised two big problems to the development of India economy.

One is the dual speed of evolution that differs in the GDP and in the labor force which
emerged in the process of economic shift from agriculture oriented one to non-agriculture
oriented one. The weight of agriculture has been shrinking both in terms of GDP and labor force
but the speed has differed a lot between the two. While the proportion of agriculture in the GDP
has declined at a speed similar to that of the other EMDEs in Asia, the decline of proportion in
labor force remains to be very slow. As a result, compared to the cases in the neighboring
EMDEs, the proportion in total population of workers engaged in agriculture is relatively higher

8 According to the survey of Export Promotion Commission, clothing factories in the whole area of India are
classified by scale to 7% of large scale (with more than 101 machines) , 15% of medium-scale (with 41-100
machines), and 78% of small scale (with machines of less than 40).
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in terms of the balance with the proportion of agriculture in the economy (Chart 4).

Chart 4: The shares of agriculture in nominal GDP and the share of agriculture in employees (as of 2011)
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One responsible factor for this is; as we have seen in the previous chapter, the development of
labor-intensive manufacturing industries that are closely related to agriculture, such as
food/beverage and textile/clothing, have been hampered in India by the legal system and
government policies and remains in small scale. This contrasts to the normal process where the
labor force is encouraged to shift from the agricultural sector to more labor absorbing
agro-manufacturing. Thus in India, the underdeveloped agro-industries have not played their
expected role as a labor absorber in the economy, thus the opportunity for job creation has been
missed and the improvement of national income level retarded.

Furthermore, a rise of productivity in agriculture has been delayed by the slow introduction of
technology to agricultural sector as well as insufficient infrastructure. Excessive protective
policies such as tax exemption or subsidization for farm income may also have affected the
incentives of farmers, which are the main source of labor supply to manufacturing.

It will be not easy in India that is believed to be a thorough parliamentary democratic nation,
to review and overhaul the protective measures targeted for manufacturing laborers and farmers.
But in order to promote the adjustment of employment structure to its expected shape and take
advantage of the strength as an EMDE, it will be unavoidable for the government of India to
adopt reform programs, if at all painful, that would include the review of labor management
system and income policies directed to the agricultural sector.



4. Problems for the economy caused by underdeveloped agro-industry (2)

Secondly, the underdevelopment of agro industry has also resulted in a relatively stagnated
export of such agriculture-related products as food/beverage, textile and clothing. The share of
those agrarian products in total export is low at 21%, which is extremely small for a low income
economy like India (Chart 5). Comparable numbers show 68% and 42% respectively for
Pakistan and Vietnam that have the same level of per capita nominal GDP as India, and 76% for
Sri Lanka which has almost twice as high income level as India. Ordinarily, agricultural
products represent leaders in trade in most EMDEs with per capita nominal GDP of around
US$ 1000. But it is not so in India (Chart 6).

Chart 5: The shares of agriculture and agriculture-related products in total export (as of 2011)
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Chart 6: The components of agriculture and agriculture-related products in total export (as of 2011)
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Among the exports from India, oil products and jewelries tended to take a big weight as India
promoted the processing trade where it imported raw materials and re-exported them after
processing. They had for a long time been a main cause for deficit in the trade and current
balances since those products depended on the import of raw materials for their input. For the
moment, there seems to be coming a stable inflow of financial capital to finance the current
account deficit of India. However, it should be a bit concerned that the main parts of the
financial flows are consisted of portfolios and short term borrowings which can be volatile and
easily turn to outflow. Further increase of the deficits in the trade and current account balances
may trigger a turmoil in the financial market and the exchange rates. To narrow the trade deficit,
which is the main cause of the current account deficit, it seems to be necessary that India should
enhance the export capacity of its agro-manufacturing products, such as food, beverage, textile
and clothing.

5. Economic Development of India and its Agro-related sectors

Amidst the progress of economic globalization in the world, India has promoted its economic
development and expanded its access to the world market by taking advantage of its edge in
information and telecommunication technology and actively utilizing its economic and
industrial policies. Particularly, it has made efforts to promote education reforms and technology
enhancement to enhance workers’ skills and technologies through establishing technological
universities and others. These efforts have succeeded in producing workers of good quality who
have contributed to higher economic growth through the emergence of strong industry
represented by information and telecommunication industry. It is a result of the government
efforts for promoting education and also an India’s big advantage that India has a certain level
of labor force who can command good English and exercise strong talent in mathematics and
computer technologies which constitute the base of worldwide competitive technology services.
Furthermore, by using the foreign capital from the US and Europe as well as Japan, India has
succeeded in developing higher value added manufacturing industry such as automobiles and
has been broadening its industrial base, even establishing its own brand named enterprises.

The government has also played an effective role in implementing its social programs. It
managed to avoid social turmoil and nationwide riots by adopting income distribution policies
like tax exemption on farmers’ income and subsidization that gave extra consideration to the
poor and farm workers. This seems to be another factor that helped India to achieve sustainable
growth. In addition, India’s economic development was also supported by the careful
implementation of financial liberalization. Like China, India restricted the international capital
flows, particularly those of short-term capital, and took time to liberalize its financial market.
This enabled India to control to the minimum the disturbances on the domestic economy caused
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by the speculative capital flows.

It is true that these government efforts have contributed to the economic development of India
by fostering the specific industries that are advantageous to India and other high valued
manufacturing industries, but it cannot be said that all the policies taken at the early stage of
development were appropriate. Especially notable was its industrial policy. When India got
independent in 1946, Mahatma Gandhi aimed to promote more labor intensive textile industry
mainly in the rural area. Actually, however, heavy industrialization policies centered in steel
industry had been promoted under the government headed by Prime Mister Nehru. For this
reason, the improvement of productivity in agriculture and fostering of labor intensive light
industries were almost neglected, thus creating big, long-lasting to the present problems of
retarded job creation, sluggish exports of agro-products etc.

On the other hand, Thailand offers a sharp contrast to India. In Thailand, agriculture and its
related manufacturing played a bigger role in the early phase of development. Even now, ranked
among the upper middle income countries with per capita nominal GDP of more than $5000,
agriculture and agro-products in Thailand still have a significant role in the economy, although
the machine industries like automobile and electrics play a centering role. In its early stage of
industrialization, Thailand was able to avoid the shortage of foreign exchange, which is often
seen in the developing countries, by the export income of agriculture and its processed products.
It was also owing to its high exportability of agriculture products that Thailand could avoid to
face the growth constraint caused by the supply shortage of capital goods needed for
industrialization. Presently, its exports are dominated by the industrial products, with the share
of agriculture and its related products declining to 29% in 2011, but the agriculture products still
represent a big share compared to the other Asian EMDEs. Since the agriculture has played such
a big role in the development of the Thai economy, Thailand is sometimes referred to as a newly
agro-industrializing country (NAIC).

When the economy depends significantly on the agricultural products and related industries
like food processing and textile that use agricultural products as raw materials, its economic
base naturally tends to be fragile because a large part of the economic activities, including not
only domestic production, distribution and retails but also export transactions, are affected by
the performance in the agriculture sector. For this reason, the fragility of the single tracked
economy centered on the food and textile industries often tends to cause problems in the
EMDEs. Of course this is a matter of degree. But even when we take this possibility into
account, it can be said that the proportion of the agro-manufacturing industry in India seems to
be too small for the potentiality that India’s agriculture sector has.

The government has already made it a policy target to promote textile and clothing industries
and disclosed an industrial policy for them that clearly demonstrated a strategy for the
internationalization and a conversion toward a more export-oriented industrial structure.
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Specifically, it aims at achieving a sustainable growth of the industry, showing its target of
attaining a world market share of more than 5% for the export of the industry. Based on the
announcement, there has already been emerging a move that seeks to establish economic special
zones and textile parks where a number of large factories equipped with modern facilities can
accumulate, thus enhancing the presence of textile and clothing industries within the country.
The pace of the progress is, however, alarmingly slow and sluggish, and it will take some time
before the present level of policy programs will bear any noticeable effects. India is a big
country with population of 1.2 billion, and with a constant deficit in its current account balance.
In this regard, the role that the labor intensive industries based on the agriculture play on job
creation and export expansion is extremely important, and more effective efforts and creative
ideas for bolstering the industries are urgently needed.

This report is intended only for information purposes and shall not be construed as solicitation to
take any action such as purchasing/selling/investing financial market products. In taking any action,
each reader is requested to act on the basis of his or her own judgment. This report is based on
information believed to be reliable, but we do not guarantee its accuracy. The contents of the report
may be revised without advance notice. Also, this report is a literary work protected by the
copyright act. No part of this report may be reproduced in any form without express statement of its
source.
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