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1. Economic Context in India

India is a lower middle-income country' with a population of 1.3 billion, a GNI per capita of $1,680, and the
world’s seventh largest economy (World Bank, 2016a). It is also the world’s largest democracy (BBC, 2017a),
with a multiparty parliamentary system and a robust free press (Pylee, 2003). Since achieving independence
from Britain in 1947, India has grown from a low-income South Asian country to the “fastest growing economy
in the world” (World Bank, 2017a, n.p.) with a 2016 GDP growth rate of 7.1% (World Bank, 2016a). Life
expectancy has increased, from 41 years in 1960 to 68 years in 2015 (World Bank, 2016a), agricultural output
has expanded (World Bank, 2016b), and poverty has fallen, from 53.9% of the population living below the $1.90
a day poverty line in 1983 to 21.2% in 2011 (World Bank 2016a).

Other indicators of human development also show positive trends: the literacy ratio has increased, from 40.8%
in 1981 to 72.2% in 2016, and the maternal mortality ratio has fallen, from 556 deaths per 100,000 live births in
1990 to 174 in 2015 (World Bank 2016a). Meanwhile India’s middle class has doubled in size, from
approximately 300 million people in 2004 to 600 million in 2012, and the number of households with more than
$10,000 in disposable income has grown, from 2.5 million in 1990 to 50 million in 2015 (Breene, 2016).

Major economic reforms beginning in July of 1991 are credited with initiating a sustained period of economic
growth (New York Times, 2017; Panagariya, 2001). Additional macroeconomic and regulatory reforms initiated
in 2014 are thought to have also contributed to high GDP growth rates (OECD, 2017a), which are projected to
remain over seven percent through 2019 (World Bank, 2016c). However, India’s economy faces several growing
challenges, including projections that it will have the world’s largest population by 2028 (BBC, 2017a), mass
urbanization, high poverty ratios in some regions, gender disparities, and a young, expanding workforce (World
Bank, 2017a; World Bank, 2016b).

2. Performance along Measures of Self-Sufficiency in India

GNI per capita in India has maintained a steady, upward trend since the late 1970s, from only $200 USD per
capita in 1978 to $1,600 in 2015 (Figure 1). Economic growth accelerated in 2003, driven by growth in the
service sector, including the information technology industry (Doshi, 2017; Bosworth, Collins, & Virmani, 2006).
Beginning with the 1991 economic reforms, average GDP growth rates doubled, from 2.8% in the 1990s to 5.8%
in the 2000s (Subramanian, 2016), and GNI per capita increased three-fold from 1990 to 2010.

" The World Bank classifies countries with a GNI per capita between $1,006 and $3,955 as lower middle-income (World
Bank, 2017d).

EPAR uses an innovative student-faculty team model to provide rigorous, applied research and analysis to international
development stakeholders. Established in 2008, the EPAR model has since been emulated by other UW schools and
programs to further enrich the international development community and enhance student learning.

Please direct comments or questions about this research to Principal Investigators Leigh Anderson and Travis Reynolds at
eparinfo@uw.edu.
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Net ODA per capita? in India has consistently been
low, ranging from only $0.70 per capita in 2004 to
highs of $3.10 in both 1980 and 1991 (Figure 2). Net
ODA per capita is low in part due to India’s very large
population, which has tripled since 1960, when it was
449 million. India received over $3.1 billion in net
ODA in 2015 for a population of 1.3 billion.

Net ODA as a percentage of GNI has also remained
low, ranging from 2.8% in 1967 to less than 1.0% since
1992 (Figure 3). Strong increases in GNI (Figure 1),
rather than declining ODA, have driven the decrease
in the ODA to GNI ratio. In 2015, Britain ended
foreign aid to India, citing positive trends in growth
and development. Following Britain’s decision, some
members of the donor community openly questioned
the justification for continued aid to a seemingly
flourishing economy (Mandhana, 2012).

However, a number of international organizations
argue that ODA should continue in order to address
disparities in human development indicators,
including 1.3 million deaths annually in children
under five (Rowlatt, 2015). India today is wealthier
than Bangladesh and Nepal, but over the past two
decades, these poorer countries have surpassed India
in terms of life expectancy, infant mortality, and
female literacy (Desai & Ledlie, 2012).

India’s transition toward self-sufficiency has been
slower in certain sectors or programmatic areas, such
as maternal and reproductive health, and still
attracts significant aid flows to these areas. For
example, India is considered a USAID Family Planning
program “priority” country, as it has not been able to
achieve key success indicators for graduation from
assistance (USAID, 2017). While India’s Total Fertility
Rate qualifies it for graduation, its Modern
Contraception Prevalence rate is below the
threshold, which requires that of 55% of married or
in-union women aged 15 to 49 use any modern
method of contraception (ibid.).

ZNet ODA is distinct from gross ODA insofar as it nets out
loan repayments and loan forgiveness. Consequently, net
ODA can be negative (OECD, 2017b).

Figure 1. GNI per capita in 2016 USD, India, 1962-2015
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Figure 2. Net ODA per capita in 2016 USD, India, 1962-2015
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Figure 3. Net ODA as a percentage of GNI, India, 1962-2015
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Though the relative importance of ODA to India’s public sector has decreased as the country’s GNI has
increased, aid flows have continued in order to support government and donor goals for improvement in social
indices and human development outcomes. Mandhana (2012) notes that even while India’s Finance Minister
dismissed the importance of the loss of British aid and that the Foreign Minister emphasized trade replacing aid
in the future, the donor community continues to give. Aid inflows decreased when India engaged in an
internationally-condemned nuclear test in 1998 (Morrow & Carierre, 1999), which was followed by a military
stand-off with Pakistan from 2001 to 2002 (Ganguly & Kraig, 2005). But net ODA per capita rebounded during
and after the 2008 financial crisis and has recently hovered near pre-1991 levels.

India used to be the largest beneficiary of aid worldwide, receiving roughly $55 billion USD between 1951 and
1992 (Mandhana, 2012), and net ODA has increased on average since the 1970s (Figure 4). As shown in Figure 5,
however, net ODA as a percentage of central government expenditures has fallen since the 1970s, from a high
of 16.1% in 1975 to less than one percent in 2013.

Figure 4. Net ODA in 2016 USD, India, 1962-2015
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Figure 5. Net ODA as a percentage of central government expenditures, India, 1962-2015
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In 2014, following two decades of strong economic growth, India officially graduated from IDA eligibility—
making it no longer able to receive the highly concessional aid reserved for the poorest countries. This was
largely due to India’s GNI per capita growth and creditworthiness—the two primary criteria for determining
graduation (World Bank, 2016d). India is receiving transitional support through 2017 (ibid.) as it works to
replace IDA with other internal revenue sources, together with increased borrowing relative to concessional aid
(Figure 6) and a greater reliance on borrowing and technical assistance through the IBRD (Figure 7).
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Figure 6. Recent borrowing metrics in current USD, India, 2007-2015
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Figure 7. Long-term debt outstanding and disbursed in current USD, India, 2007-2015
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In addition to domestic economic growth, India has benefited from access to alternative sources of finance.
Figure 8 provides an overview of total development flows into India from 1960 to 2014, separated out by ODA
grants, ODA loans, and OOFs3. ODA has remained on a steady, upward trend since 1960, with increasing
percentages of development flows from ODA loans in recent years. In 2015, 18.0% of development flows were
from ODA grants, 56.0% were from ODA loans, and 26.0% were from OOFs. The negative net flows for OOFs
around 2003 appear to be from a combination of a 6.5% increase in external debt (PTI, 2004) and high interest
on external debt in that year relative to previous years (Index Mundi, 2015).

3 OOFs include: “Grants to developing countries for representational or essentially commercial purposes; official bilateral
transactions intended to promote development, but having a grant element of less than 25%; and, official bilateral
transactions, whatever their grant element, that are primarily export-facilitating in purpose” (OECD, 2017c). In summary,
ODA includes IDA-type loans and grants but not IBRD-type loans with a smaller grant or concessional element (which are

classed as OOFs).
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Figure 8. Net flows of development assistance to India by type in millions of 2016 USD, 1960-2014
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Tax revenues have also boomed in India, especially since the early 1990s. India collected $204 billion in tax
revenue in 2013 (Figure 9), or 11.0% of GDP, an all-time high and a six-fold increase from $31 billion in 1990.
Tax revenues increased significantly beginning in the early 2000s, corresponding to an upward trend in GNI per
capita (Figure 1) and expanding GDP growth during that time.

Figure 9. Tax revenue per capita in 2016 USD, India, 1962-2015
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Measures of institutional capacity in India have remained steady since 2005 (Figure 10), with a slight drop in
the Country Policy and Institutional Assessment (CPIA) rating in 2008. This change is due to a relatively large
decrease in the economic management rating, which has higher scores on average as compared to other
ratings, but decreases were seen generally across all categories of ranking. Since then, CPIA scores have stayed
relatively stable, except for the structural polcies rating, which saw an addition decline post-2011. India’s
average CPIA score has been consistently higher than the average CPIA score of IBRD countries with CPIA
rankings* since the beginning of measurement in 2005 (World Bank, 2017d).

“IBRD countries reporting CPIA data include Angola, Armenia, Bolivia, Bosnia & Herzegovina, Georgia, India, Sri Lanka, and Vietnam
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Figure 10.
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3. Drivers and Barriers to Self-Sufficiency in India

Two factors are often referenced in the literature documenting India’s economic growth: a period of
agricultural intensification and technological improvements (the “Green Revolution”) that spiked farm
productivity across the nation (Pingali, 2012; Zeigler & Mohanty, 2010; Evenson & Gollin, 2003), and policy
changes in favor of economic liberalization undertaken by the government in 1991 (Topalova & Khandelwal,
2011; Panagariya, 2004; Panagariya, 2001)—though Rodrik & Subramanian (2004) argue that a pro-business
policy regime in the 1980s may also be an underlying driver of India’s growth.

The push for economic liberalization that began in 1991 was spurred by a balance of payments crisis, prompting
the government to take on a large IMF loan that was conditional upon major economic reforms (Panagariya,
2001). These reforms centered on privatizing and deregulating industry—“freeing the domestic economy from
state control” (Panagariya, 2001, p. 1), and on opening India—which, at that time, had some of Asia’s most
restrictive policies governing imports, exports, and tariffs—to a greater degree of international economic
engagement (Topalova & Khandelwal, 2011). Another central piece of the reform package involved eliminating
restrictions on foreign direct investment in industry (Panagariya, 2004), intended to further stimulate the
private sector. Panagariya (2001) argues that the conditions associated with IMF aid led to economic reforms
that helped spur India’s economic growth in the 1990s (Figure 11).

EVANS SCHOOL POLICY ANALYSIS AND RESEARCH (EPAR) 6



Figure 11. GNI per capita in 2016 USD and significant events, India, 1960-2016
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There have been a number of economic, environmental, and political shocks that might have derailed India’s
transition to economic self-sufficiency. In addition to the liberalization-inducing balance of payments crisis in
1991, the country also experienced a balance of payments crisis in 1982 during an anti-democratic period
known as “The Emergency” that ended with the collapse of the ruling government (BBC, 2015). India has also
suffered several particularly damaging natural disasters, including two droughts in West Bengal from 1979 to
1980 and another in 1987 (Weisman, 1987), a 1999 cyclone in Orissa (now Odisha) state (Kalsi, 2006), and a
2001 earthquake in Gujarat (Buchanan & Solanki, 2011). Finally, India experienced conflicts with Pakistan in
1965, 1971, and 1999, and with China in 1962 (BBC News, 2017b). In many instances these shocks coincide with
peaks in net ODA inflows (Figures 2 and 3), though we found no studies directly linking support from aid in
helping India to recover from these shocks to India’s transition toward self-sufficiency.
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