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INDIA AND THE GLOBAL ECONOMY: A COMPARATIVE STUDY IN SELECT COUNTRIES

D. Chennappa, Osmania University, Hyderabad, INDIA
H. Venkateshwarlu, Osmania University, Hyderabad, INDIA

ABSTRACT

The world economy is in the midst of a profound  transformation. Globalization, liberalization and
privatization constitute the three core elements of the economic reforms in the newly emerging global
economic systems. This paper an attempt is made to envisage the real conditions of the global economy
in terms of GDP, Trade, Foreign Direct investment, Poverty, unemployment, Monitory policy and Social
indicates in select countries like: United States, South Korea, China and India. The study finds China and
India has been emerging in terms of GDP, Trade and reducing poverty and unemployment in recent past
by expanding inter-firm and inter-industry trade. However, India is indexed as low potential and under —
performer in attracting FDI.

INTRODUCTION

The world economy is in the midst of a profound transformation. Globalization, liberalization and
privatization constitute the three core elements of the economic reforms in the newly emerging global
economic systems. Historic events, like the end of the cold war, the transformation in Central and Eastern
Europe, the disintegration of the Soviet Union and the emergence of a common market in Western
Europe are most significant on the international front. These changes have had a profound impact on
both international relations and the world economy. The world has accepted the concept of the so-called
global economy and this drastic transformation directly relates to the technological development1. In
addition, there is a strong correlation between economics and technology that influence the progress of
any nation. As a result, all of the countries around the globe, including developing and underdeveloped,
have accepted this concept of macroeconomic restructuring. It is apparent that India is also passing
through this historic movement on the economic front. To examine the latest development in India and to
the select countries through trade, foreign direct investment, and poverty and social sector, the following

objectives are framed.
REVIEW OF LITERATURE

Dollar and Kraay (2002)2, suggests a positive link between the level of openness and economic growth.
Rodrik (1999)° argues that the openness required by gIob:aIization is no guarantee of better growth
performance or poverty reduction. In Asia, Liu and Luo (2004)" note a growing integdependence between
ASEAN and China, and particularly between ASEAN-5 and China. Iradian (2005) looking at inequality,
poverty and growth — through a panel dataset of 82 countries for the period 1965-2003 — illustrates that
poverty has declined significantly on a global level over the past two decades. However, he stresses that
most of this improvement was due to the sharp reductf'onsin poverty in China and India. Studying poverty
trends since the early 1980s, Chen and Ravallion (2004)° predict that if the present trends continue, the
1990 aggregate rate of $1 a day poverty will be halved by 2015, meeting the MDGs, but only East and
south Asia will reach this goal (which is consistent with Iradian’s study). Beth Anue Wilson and Geoffrey
N Keim (2006) ’ placed India in International economic position and found India are offered programmers
that are more skilled but which must address problem of poverty, infrastructure and governance to
achieve potential. UNCTAD, World Investment Report (2()06)a says the impact of globalization on
Countries and companies is nowhere manifest more than in the outward FDI by the developing and
transition economics in recent years. Brigitte le'vy (2005)° mentioned that in 21% Century the transnational
€conomic space that globalization has created needs organizational responses from multilateral
Institutions and governments.
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OBJECTIVES OF THE PAPER

1. To grasp the real conditions of the global economy in terms of QDF;.;IT; s:?ézﬁﬁgi:guntries.
2. To assess the growth in Trade, FDI, Poverty, and Social Sector in ‘

METHODOLOGY

Y - e i nalysis, and based on
This paper places India in the global context and examines its place. It is a macro a

secondary data. The necessary data has been collected from World Investment Report 20086, IMF 2006
Reports, Million Development Program Report 2006, World Bank Annual Repprt 2006, Tenth .Flve Year
Planning Commission Paper, and Reserve Bank of India periodical s. The period of the study is 2000 to

2006. The inherent limitation of this paper is lack of uniform data. However, title suggests India and the
Global Economy, but main focus has been give

n on select countries like: United States of America, South
Korea, China and India's economic indicates. '
ECONOMIC CONDITIONS OF THE WORLD

There is widespread concern about the condition of the world economy. Specifically there is
remarkable coincidence of improved GDP growth of the major economies in 2006. The United States
economy is growing at 4.8 per cent (1st quarter of 2006 over 4th quarter of 2005). The Japanese
economy is expanding again after more than a decade of stagnation. The German economy is beginning
to grow a little faster. The Chinese and Indian economies are expanding rapidly'®. All of this creates
demand among these leading economies as we

Il 'as in other countries, and also shows world trade is

ies. It is, therefore, sele
indicators have been presented in Table 1.

TABLE 1: SELECT COUNTRIES & SELECTED ECONOMIC INDICATORS-2005
India ; China® - " Sputh B —— ;
1. Population (in million) 1,100 1,300 ot Korea -7 gggesd States
2. Percentage of world population 17 A T e ; 50 =
{ 3. GDP (S billion) 785 2,200 680 : - 2 5:(‘)0 '

4. GDP annual growth rate 8.5 D T e : = 5 _
5_GNI per capital (US §) 720 1,740 15,251 43.740
6. Merchandise trade ( % of GDP) 282 : 63.8 P : _ i
7 \mports of Goods services (% of GDP) 21.0 314 — 21.2 :
8. Exporl of Goods services (% of GDP) 19.0 R T e 15.1
9. FDI inflow (US § billion) 53 549 ————one 1120
Source: Complied from World Investment Reports, 106.8

As can be seen from Table 1 that, 9.9 per cent of annual G _ . .
followed by 8.5 per cent in India and 5.6 per cent in South KoreDapm?{OWth rate was registered in Chin,
States of America in 2005. The merchandise Tr

i 3.5 i in United
, ade in percentage Y 3.3 per cent was noticed in U
cent), followed by India (28.2 per cent

to i i i er
. _ _ ) and only 21.2 per cent inGUDSP as highest in China (63.8 ¢
percentage to GDP was highest in China v

ices in
(31.4 per cent), f - Exports of Goods services

per cent in US. However, more USS 5.3 bilian ren ():a;;)iltle?lwi/eftlj by India (19.0 per cent) and only 11.2
54.9 billion in China and US$ 106.8 billion in i

OW is registered in India whereas US$
US. Bas gistered in India wher
India has been emerging as fastest econom ed on the aboye fact

i . that in South Asia, China an
Y growing coy . ’
economy, no one needs o worry about the GDP an?\ual g:gasnthen that of United States. In case of U'S
US$ 43,740, which has not been earne 1 rate beca

. s

d ever in any coy : use GNI per capita Incomeé !

robust their economy. Hence, GDP per capita of S}:)uth ?(t’?;(;n the world, Significantly, South Korea has
Figure 1. a, China an

d India has been presented I
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Figure 1 shows, India's pace of reform has been gradual, however, compared with that of South Korea
and China, in 1960, India, South Korea, and China all had trade shares of roughly ten percent of GDP.
South Korea began a period of dramatic export-led growth in the 1960s—as did China two decades
later—that corresponded to rapid increases in GDP per capita by 2003, India had just reached the level of
openness in 2000, which had been gained by South Korea in the mid-1960s and China in the mid-1980s.
This comparison highlights both the lagging pace of India's development and the tremendous potential
that could be unleashed should India follow in the footsteps of these other Asian countries.

TRADE

Trends and Characteristics of Trade

Trade is said to be the engine of economic growth and the expansion of trade and economic growth have a
close interrelationship. The expansion of trade after the war exceeded economic growth rates greatly. The
postwar economic growth was brought about through the expansion of trade. When we look at the index with
1995 as 100, world GDP showed an increase of 7.2 times from 1950 to 2003 while merchandise exports
showed the remarkable increase of 145 times. The breakdown of exports showed an increase of 23 times for
agricultural products, 87.5 times for mining products, and 146 times for manufactured goods, and

manufactured exports were the driving force of total exports”. Thus, world merchandise trade by region wise
and in select country wise from 1948 to 2005 presented in Table 2.

Table 2 shows the expansion and regional trends of the world exports after the war. Merchandise exports
of the world continued to increase consistently from $58 billion in 1948, to $7,294 billion in 2005. They
increased by 125.8 times during the period. Exports by GATT/WTO members (148 as of October, 2005)
increased from 60.4% in 1949 to 94.3% in 2005. These organizations played a crucial role in the
expansion of trade. It should also be mentioned that export-oriented industrialization adopted by
latecomers contributed greatly to the expansion of manufactured exports. The share of North America
declined gradually from 27.3% in 1948 and to 13.7% in 2005. The share of Latin America also continued
to decrease from 12.3% in 1948 to 5.2% in 2005. Interesting is in the case of Asia. Its share declined from
13.6% in 1948 to 12.4% in 1963, but continued to increase after that, recording 26.1% in 2005, almost
double that of 1948, The breakdown clearly shows differences of economic development by country,
Japan's share was only 0.4% in 1948, but increased to 6.5% in 2005. China's share was 0.9% in 1948,
reached 2.5% in 1993 and increased to 6.0% over the past decade. India was proud of a high share with
2.2% in 1948, but gradually decreased her share to 0.5% in 1983 and then started to increase, showing
0.8% in 2005. The breakdown clearly shows differences of economic development by South Asian
countries.

A_S‘can be seen in Table 3, both FDI inflows and outflows increased annually. FDI inflows were $648
billion and FDI inward stock was $8,902 billion in 2005,'* while FDI outflows were $730 billion and FDI
out\_:vard stock was $9,732 billion. The great contributors to FDI are multinational corporations (or trans-
national corporations). The regional distribution of FDI is shown in Table 4 & 5. The FDI inflows were
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, ; i loping countr;

i occupying 62%) in deve Niries op
iition i jes and $118.6 billion (AS'3 ter inflow towards

a0 o I oo o Sty a8 T 0 o
countries. showing $542.3 bilion in developed countries and §375.°, with $646.2 billion. comme.."
g%%gmgsﬁl?uot:ms s;-hov\} hat more originated from developed countries ' » COMpareq
with {he $132.5 billion from developing countries.

TABLE2 e B E
: IES g o
WORLD MERCHANDISE TRADE BY REGION WISE AND SSELECT ‘C‘:;’;T,R e ——
Joars 1948199 e B0 s 72940
World 58.0 84.0 157.0 579_.0 18 g _ W . e
\ Region 100 100 100 100 100 100
1 World ]
| North America 27.3 24.2 19.3 16.9 154 ‘1‘26 : e — R
\ Latin America & 12.3 10:5 7.0 a7 5.8 : .
The Caribbean . — e
| Westem Europe 315 34.9 A4 AD A 3890 44.0 431
\CIE Europe/ 6.0 8.1 11.0 9.1 9.5 2.9 5.5
Baltic States ‘ —
| Africa 7.3 65 57 CAG A 25 . 55
| Middle East 2.0 2.7 32 4.1 6.8 34 4.1
| Asia 13.6 130 240 A9 194 D2t 261
| .Japan 0.4 1.5 35 6.4 8.0 9.9 6.5
[iChina i iy 09 M2enin 3w 12 2GR0
{ _India 2.2 1.3 1.0 0.5 0.5 0.6 0.8
| .Australia... 37 B2 2402 1A s 12
\ .1._Si>é East Asian 30 2.7 24 3.4 5.3 9.2 9.7
ragers
| GATTWTO members 604 68.7.. o728 o 8180 ¢ 76550 0 895 943
| Source: Compiled from UNCTAD, World Investment Report 2006, 2006. - -
FOREIGN DIRECT INVESTMENT (FDI)

Asia is the largest recipient of FDI among the develo
billion in 2003, out of which Asia accounted for 62% w
$146.1 billion in 2000 corresponding to the world trend, but decli |

2003. (Refer Table 5.) The rapid increase of FDI into Asia is béC(;]IILT:: o?fgar:irig O'thr}g the? rr:c(;oi\glrteglalg
Chma with $§2.7 billion |n.2002, follpyved by Hong Keng with $9.7 billion, Sin a. ore 'tngg 7 biIIFi)on India
with $3.4 billion, Korea with $2.9 billion, Malaysia with $3.2 billion, Thail dg Hth 911 billi é nei
with $ 1.0 billion. The largest recipient in 2003 was also ' S billon, S, g Ke

with $13.6 billion, India with $ 4.3 billion, Korea with §3 § tgur:g]r? Yith $53.5 billion, followed by Hong Kond

ping regions. Developing countries received $172
ith $107.1 billion. Asia’s FDI recorded its peak with

Table 4 : Regional Distribution of FDI i
‘ 1992.57° [ 1996 [ 1900 | ojop | jmes—1992:2005 - (3 billion) R
Developed 180.8 472.5 828.4 1108 57 2002 12003 2004 2005
Countries 1.5 4899 2.3
366.6 396.2 542.
\ .- Western \ 100.8 263 500 8974 3688 T 3555—

Europe 8 380.2 310.2 217.69 433.6
|_....Japan 1.2 3.2 12.7 83 Teor—F— | —
[...US [ 603 174.4 2834 (3140 o122 |63 7.81 [ 2.77__—
Feveloping ‘ 118.6 1941 2319 Tsz?‘tu\ﬁi\_ﬁgL_ 205 o N

Countries 9.7 1576 [ 1720 2168 | 3739
| Asia | 741 102.2 112.6 as | ) y
...South 25 35 3.1 &_ 111.9 g\\____——’/
pye : 3.1 40 T ge— 1071 1566 | 1995 —
| WORLD | 310.9 690.9 1086 E . 6.1 7.3 9.7
[‘Source. UNCTAD, World Investment Report 2006 88 m‘ﬁaa\\ ||
L 078.8 | 5506 710_7‘_’i1§«;j
FDI: India ' - ) -

According to Reserve Bank of India 200g 14
the country since 1991-92 (both as a consar, > here has b

; : onse ) een s . . into
investment inflow rose from $ 4892 millionqil:,e?;g E?f INCrease in massive increase in FDI inflows

T

¥
|,

¥ FDI ik reign
96 t and portfoli tment). FO
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years basically due to rapid increase in portfolio investment. However, comparing their inward FDI and
potential ; using the UNCTAD -2006 indices, India is indexed as low potential and under — performer in
attracting FDI.

Table 5: Regional Distribution of FDI outflows 1992-2005 - ($ billion)

= - = 1992-97° | 1998 1999 2000 2001 2002 2003 2004 2005
W 275.7 631.5 10143 1083.9 658.1 547.6 569.6 686.3 646.2
Countries
..Westem 161.7 436.5 763.9 859.4 447 364.5 350.3 367.9 618.8
Europe
_..Japan 20.2 24.2 22.7 31.6 38.3 32.3 28.8 30.9 45.7
R 77.6 131 209.4 142.6 124.9 115.3 151.9 2224 -12.7
Developing 514 534 75.5 98.9 59.9 440 35.6 126.7 1325
Countries
Asia 39.6 31.6 41.7 83.8 50.3 37.9 23.6 83.4 83.5
...South 0.1 0.1 0.1 05 1.4 1.2 0.9 2.09 1.5
Asia
WORLD 328.2 687.2 1092.3 1186.8 721.5 596.5 612.2 813.06 778.7
Source. UNCTAD, World Investment Report 2006.

POVERTY

As per World Bank report (2006) '3 extreme poverty in developing countries fell from 28 per cent in 1990
to 19 per cent in 2005. Accordingly, at the global level, 10 per cent of the population in developing
countries will live on $ 1 a day or less in 2015. In East Asia and the Pacific, by 2020 the percentage of
people living on $1 will drop to one per cent. However, a still significant 13 per cent share will be below
the $2 a day poverty line indicator. At the other extreme is South-Asia, which is projected to have a $1 a
day poverty rate of 12.8 per cent in 2015.While this represents a drop from the 25 percent level of 2000.
Whereas, in case of Latin America & the Caribbean actual poverty rates are higher then that of projected.

Poverty: India

According to the official (Planning Commission)'® figures which are available, 260 million people (26 per
cent population), still live below the country’s poverty line. Seventy five per cent of these were dwelling in
rural areas. Although the proportion these people below poverty line has declined significant improvement
during the period 1993-94 to 1999-2000 but the decline was lower than the projected poverty proportion
of 18.61 per cent in 2005. The short fall was because of uneven performance among the most populous
States of Orissa (47 %), Bihar (43 %), Madhya Pradesh (37%), Uttar Pradesh (36.5 %), Assam (36 %),
and West Bengal ( 27 %). These States together account for 67 per cent of poor population in India.

Behind these figures are human faces, human pain, suffering, and a moral duty to make poverty outdated
and create equity in development programmes.

SUGGESTIONS:

(1) Enhanced investment activity, particularly in the infrastructure area, to uplift the people who lived on
Iess_ than $1 a day and suffering from hunger. (2) Adopt "pro-poor” policies. Pro-poor policies should be
designed to provide this possibility by means of a decent job. This implies creating employment
Opportunities to help women and men secure productive and remunerative work in conditions of freedom,
Security and human dignity. (3) Increase international assistance aimed at improving access to
dEVeloped-country markets and reducing external debts and debt servicing, thus freeing resources for
reform programmes targeted on improved governance, job creation and poverty reduction - the absence
of which will prevent most of the developing world from participating in growing world demand. @) A
global partnership for development will be established by the WTO/GATT member countries.

CONCLUS|ION:

The world economy is in the midst of a profound transformation. The changes have had a profound
‘Mpact on both international relations and the world economy. This study found that the China and India
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' and unemploym
l | i ngs;r;iig&\ée%h the transiFt)ior): psgéessg‘;':
economy IS expanding rap! ym and overcoming the problems ntries economic indicators highlight e
domestic demand, trade grow iled to attract FD! . The select coU |d follow footsteps of other A ted
(te;cto:ngginlg s‘gns'bbelll:irl\%d;?\ gef\?elal%pment suggested that India shou e
at India lagging _
countries.
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