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India bids farewell to Tata

Politicians and celebrities join Police pay tribute with a gun
sea of mourners in Mumbai salute and Guard of Honour

First responder
India and Maldives let subtle diplomacy
surpass muscular posturing

India, ASEAN nations tolook =~ )
at linking payment systems -

Nobel Prize in Literature

Ina joint statement, both sides reaffirmed the importance of maintaining and promuoting peace, 2024 goes to South Korean
rivaaritime safiery and securit, frecdom of navigation and overfighe and ather Lawful wses of seas
author Han Kang

Can India escape middle-income trap?

Hham dhoes the Worlad B dhefine ehe threshobd for sicBe-moome ecomomies® Why is siate intervention constoered eracial for breaking the middle-inoome
erap? Whiat dessons can be den from South keeea amd (hile? Wt chaBenges does India face in balancing state mtervention sit democraic valies?
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Astute industrialist, visionary
business leader, mentor to many

As the chairman of Tata Trusts, he enabled countless NGOs to bring about transformative social changes and leave a mark in society; he made
the Tata Group enter various new businesses and took it global through strategic acquisitions of Tetley Tea, Corus Steel, Jaguar Land Rover

ILLUSTRATION: R. RAJESH

You do not mind
getting old until you
get old and you find

a different world

Lalatendu Mishra
MUMBAI

ith the passing

of Ratan Naval

Tata (86), chair-
man emeritus of Tata Sons,
on Wednesday, India has
lost perhaps its biggest,
most influential and ad-
mired business leader.

Mr. Tata, who had been
the chairman of Tata Sons,
the holding company of the
Tata Group, from 1990 to
2012, was benevolent and
known for his empathy and
humility.

Apart from being an as-
tute industrialist and vi-
sionary business leader, he
was a philanthropist who
had given away most of his
money for the well-being of
society, a backer of start-
ups with innovative ideas,
an animal lover, a passion-
ate car enthusiast, a men-
tor to fellow countrymen
and someone who nur-
tured scientific develop-
ment and technological in-
novations. As the chairman
of Tata Trusts, he enabled
countless NGOs to bring
about transformative social
changes and leave a mark
in society.

He was very protective
about the Tata Group, Tata
legacy and its DNA and was

Maharashtra
govt. proposes
Bharat Ratha
for Ratan Tata

The Hindu Bureau
MUMBAI

The Maharashtra Cabinet
on Thursday passed a
proposal to request the
Centre to confer Bharat
Ratna, the highest civilian
award, on Ratan Tata. The
renowned industrialist
and philanthrepist
breathed his last in
Mumbai. The State
government declared a
State mourning for a day.

harsh while dealing with
his detractors and adver-
saries. In 1990, when he
was chosen by JRD Tata to
become his successor, he
faced steep resistance from
JRD’s close confidants: Rus-
sy Mody, Ajit Kerkar, and
Darbari Seth, who were
leading Tata Steel, Indian
Hotels (Taj Hotels) and Tata
Chemicals, respectively. In
a strong determination to
bring the group companies
under the control of the

holding company and en-
sure discipline, Mr. Tata
had to ease out all these sa-
traps through board room
battles and by framing sev-
eral policies such as a re-
tirement age.

It was RNT, as he was
called, who took the group
global through strategic ac-
quisitions of Tetley Tea, Co-
rus Steel and Jaguar Land
Rover.

Whether the acquisition
of Corus was prudent or
not may be debatable,
there is no doubt that JLR
acquisition has proved be-
neficial for the group, espe-
cially for Tata Motors.

It was he who made the
group enter new business-
es. These include telecom,
retail, technology, aeros-
pace, and aviation.

Now that Tata Sons as an
entity is running effective-
1y, who will replace Mr. Ta-
ta at Tata Trusts is a ques-
tion. The chairmanship of
Tata Trusts assumes impor-
tance as the trusts collec-
tively hold 66% equity of
Tata Sons.

It is believed that the
trustees, mainly the most
influential ones like Vijay
Singh and Venu Srinivasan
and Noel Tata’s family will
decide who the next chief
will be.

Aviation enthusiast who
snapped up Air India

Jagriti Chandra
NEW DELHI

In a memorable episode
cherished by aviation en-
thusiasts, Ratan Tata
boarded an Airbus A350
brought to India for a de-
monstration, took a tour of
the aircraft, sat inside the
cockpit and went on a 40-
minute sortie over
Mumbai.

This was in February
2022, just a few weeks after
Tata Sons took over the
ownership of Air India
from the Indian govern-
ment and a fleet expansion
for the airline was long ov-
er-due. His restricted mo-
bility didn’t deter him, and
an ambu-lift was used to
help him board the plane

TG 18

Pushing the envelope: Ratan Tata in the cockpit of an F-7 at the
Aero India 2011 show in Bengaluru. PTI

marks were made when
the  government  an-
nounced that Tata Sons
had won the bid for Air In-
dia’s privatisation. He wel-
comed the airline back into
the Tata fold 68 years after
it had been nationalised, as
well as the opportunity to
help Air India regain the
image and reputation it en-

chase of Air India, saddled
with over 360,000 crore
debt, old aircraft, and inef-
ficient employee culture,
raised many eyebrows. But
the government sweetened
the deal after it failed to at-
tract any buyers in its first
attempt in 2018. In the next
attempt, it allowed bidders
to indicate the debt they

Tributes pour
in for stalwart
of industry

The Hindu Bureau
NEW DELHI

President Droupadi Mur-
mu, Vice-President Jag-
deep Dhankhar, and form-
er Prime Minister
Manmohan Singh were
among the top dignitaries
who offered rich tributes
to Ratan Naval Tata on
Thursday.

“In the sad demise of
Shri Ratan Tata, India has
lost an icon who blended
corporate growth with na-
tion building, and excel-
lence with ethics,” Ms.
Murmu said in a post on X.

Mr. Dhankhar said, “A
man of deep commitment
and compassion, his phi-
lanthropic contributions
and the humility he embo-
died aptly reflect the ethos
he embraced.”

Dr. Singh wrote to the
Chairman of Tata Sons, N.
Chandrasekaran, in which
he recalled Mr. Tata as a
stalwart of Indian industry
who could speak truth to
power. “He was much
more than a business icon,
his vision and humanity
demonstrated in the work
of several charities found-
ed and nurtured during his
life,” he said.

Remembering him with
pride and affection in a
post on X, former Finance
Minister P. Chidambaram
said Mr. Tata was “a true
leader who groomed many
leaders to steer India’s lar-
gest conglomerate
business”.

Former Law Minister
Ashwani Kumar said,
“With the courage to speak
truth to power, he will fo-
rever remain a role model
for those seeking leader-
ship and trust of the
community.”

Former Chief Election
Commissioner Naveen
Chawla talked about Tata
supporting small NGOs
and recalled how two dogs
shared Tata’s office space.
“The last time I met Ratan
Tata was when I went to
see our NGO's mentor, the
late Krishna Kumar at his
office, and lo and behold, 1
was greeted by two dogs,
who announced the pre-
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India bids farewell to Tata

Politicians and celebrities join
sea of mourners in Mumbai

Ashokamithran T.
Snehal Mutha
MUMBAI

Senior politicians, indus-
trialists, and celebrities
joined thousands of mour-
ners, including Tata em-
ployees and Mumbaikars,
in bidding farewell to Ra-
tan Tata, one of India’s cor-
porate giants, as his mortal
remains were cremated
with full state honours in
India’s financial capital on
Thursday.

Mr. Tata, chairman
emeritus of Tata Sons, died
late on Wednesday, at the
age of 86.

Union Ministers Amit
Shah, and Piyush Goyal;
Maharashtra Chief Minister
Eknath Shinde and his de-
puties Devendra Fadnavis
and Ajit Pawar; Opposition
leaders Sharad Pawar, Su-
priva Sule, Uddhav Thack-
eray, and Raj Thackeray;
industrialists Mukesh Am-
bani, Kumaramangalam
Birla, and Harsh Goenka;
Tata Group chairperson N.

Police pay tribute with a gun
salute and Guard of Honour

Final adieu: Union Home Minister Amit Shah after paying his
respects to Ratan Tata in Mumbai on Thursday. EMMANUAL YOGINI

Chandrasekaran, and Re-
serve Bank of India Gover-
nor Shaktikanta Das were
among those who paid tri-
butes at the Worli cremato-
rium and the National
Centre for Performing Arts
where his body was kept
earlier in the day.

The industrialist’s coffin
was draped in the Indian
Flag. Mr. Tata’s family, in-
cluding his stepbrother
Noel Tata, and other male
members of the Parsi com-
munity wore traditional

Parsi pagadis (caps), while
the women wore scarves to
honour him. The Mumbai
Police paid tribute with a
three-volley gun salute and
a ceremonial Guard of Ho-
nour as part of the state
respects. Several States, in-
cluding Maharashtra and
Jharkhand, announced a
day of official mourning.

CONTINUED ON

» PAGE 18

MORE REPORTS ON

» NEWS & BUSINESS PAGES

+* Mr. Tata, chairman of Tata Sons, died late on Wednesday, at the age of 86.
e The industrialist’s coffin was draped in the Indian Flag.
e Male members of the Parsi community wore traditional Parsi pagadis (caps), while the women
wore scarves to honour him.
e Several States, including Maharashtra and Jharkhand, announced a day of official mourning.
e Heis one of India's most respected industrialists and philanthropists,
renowned for his transformative leadership of the Tata Group.
Born on December 28, 1937, in Mumbai, India, he belongs to the illustrious

®
%

Tata family. Ratan Tata is the great-grandson of the Tata Group's founder,
Jamsetji Tata.
Apart from being an astute industrialist and visionary business leader, he was

®
%

a philanthropist who had given away most of his money for the well-being of
society.

Awards and Recognition: Padma Bhushan (2000) and Padma Vibhushan
(2008), two of India’s highest civilian honors.
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e Jamsetji Tata (1839-1904) is widely regarded as the "Father of Indian Industry" for his
pioneering role in establishing India's modern industrial landscape.
O He establishment of Tata Iron and Steel Company (TISCO), which later became Tata
Steel.
o0 Also set up the Indian Institute of Science (lISc) in Bengaluru.
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FIRST RESPONDER

First responder
India and Maldives let subtle diplomacy
surpass muscular posturing

N early a year after his election, Maldives

President Mohamed Muizzu made his

first bilateral visit to Delhi, seen as an at-
tempt to mend fences with Delhi. India was not
his first bilateral destination, a tradition leaders
of friendly neighbouring countries observe, alth-
ough Mr. Muizzu and Prime Minister Narendra
Modi met briefly at a summit in the UAE in De-
cember 2023 and he attended Mr. Modi’s swear-
ing-in in June. Tensions between India and Mal-
dives were originally a consequence of Mr.
Muizzu's Presidential campaign, that was built on
the opposition’s “India Out”™ campaign. Next
came a controversy that pitched tourism in
Lakshadweep as an alternative to the Maldives
following criticism of Mr. Modi by Maldivian Mi-
nisters that led to a “Boycott Maldives” campaign
in India. Mr. Muizzu’s decision to travel to Tur-
key, China and the UAE before he came to India
also rankled. Even as Mr, Muizzu said he would
pursue a “Maldives first” policy, critics in New
Delhi grew concerned over Male’s economic in-

itiatives and defence pact with China. Amidst the
change in regimes in Bangladesh and Sri Lanka,
India has been under some fire over its Neigh-
bourhood First policy, further fuelled by this per-

itiatives and defence pact with China. Amidst the
change in regimes in Bangladesh and Sri Lanka,
India has been under some fire over its Neigh-
bourhood First policy, further fuelled by this per-

ceived distancing from the Maldives. As Mr. Modi
and Mr. Muizzu held their first formal bilateral
negotiations, some of the work in smoothening
their path had been done. After India acceded to
Mr. Muizzu's demand that Indian troops sta-
tioned in the Maldives since 2012, for aircraft
maintenance, be replaced by technical person-
nel, both sides turned course, with their Foreign
Ministers exchanging visits and new joint pro-
jects being announced. India’s decision to extend
$100 million in SBI subscriptions of Maldivian T-
bills enabled Male to make its debt service pay-
ments at a time it was in danger of defaulting. Mr.
Muizzu has also softened his rhetoric and sacked
the Ministers who were critical of Mr. Modi.

ceived distancing from the Maldives. As Mr. Modi
and Mr. Muizzu held their first formal bilateral
negotiations, some of the work in smoothening
their path had been done. After India acceded to
Mr. Muizzu's demand that Indian troops sta-
tioned in the Maldives since 2012, for aircraft
maintenance, be replaced by technical person-
nel, both sides turned course, with their Foreign
Ministers exchanging visits and new joint pro-
jects being announced. India’s decision to extend
$100 million in SBI subscriptions of Maldivian T-
bills enabled Male to make its debt service pay-
ments at a time it was in danger of defaulting. Mr.
Muizzu has also softened his rhetoric and sacked
the Ministers who were critical of Mr. Modi.
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+* Maldives President Mohamed Muizzu's Bilateral Visit:
o Nearly ayear after his election, he made his first visit
to India, aiming to mend ties.
o0 India was not his first bilateral destination, breaking
a common tradition.
O Previous encounters between Muizzu and Modi:
m  Brief meeting in UAE (December 2023)
m  Muizzu attended PM’s swearing-in in June
2024.
+»+ Tensions during Muizzu’s Presidential Campaign:
o Campaign fueled by the opposition's “India Out” sentiment.

O Tourism Controversy:
m  Criticism of Mr. Modi by Maldivian Ministers led to an "India Boycott Maldives"
campaign.
m Lakshadweep tourism was pitched as an alternative to the Maldives.

Diplomatic Concerns and Perceptions

+* Muizzu’s Foreign Visits:

Bangalore

Doddabetta

o Visited Turkey, China, and the UAE before coming O S
to India. ! f‘_’o;; Palk Strait
)
O Raised concerns in Delhi, particularly regarding: Nmpeg’mmf Kocht i ‘?\
. 1 e s _eie .. . . . Mincoy . ;
m  Maldives' economic initiatives with China. ikilethne o g Sn\\Lanka
m Adefence pact with China. j G aiMo gicomm"ha
3 . . . & ) _’,_-/
+* Neighbourhood First Policy Challenges: g o

&
o With changing regimes in Bangladesh and Sri 5] Male @&\‘

¢
Lanka, India faced scrutiny over its regional policy. ¥
o Maldives’ perceived distancing added to these
concerns. T A gl

Steps Toward Reconciliation

% Key Negotiation:
o India replaced troops stationed in the Maldives since 2012 with technical personnel, easing
tension.
Financial Support:
o India extended $100 million for Maldivian T-bills, helping Male avoid default.
o $400 million in financial support and a 3,000 crore currency swap helped shore up Maldives’

0.0

currency reserves.

*

Infrastructure Projects and Trade:
o Joint announcement of infrastructure projects and initiation of Free Trade Agreement talks.
0 Outlined a vision for a comprehensive maritime security partnership.
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Tourism and Investment Promotion:

+* In Mumbai and Bengaluru, Muizzu pushed for the return of Indian tourists to the Maldives.

The Significance of Subtle Diplomacy

+ Diplomatic Turnaround:
o The reconciliation highlights how sensitive diplomacy surpasses muscular posturing.
O Geography naturally brings India and the Maldives closer, with India being the “first

responder” in times of need.
o The restored relationship underscores the value of quiet diplomacy in maintaining strong

regional ties.
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INDIA, ASEAN NATIONS TO LOOK AT LINKING PAYMENT SYSTEMS

India, ASEAN nations to look
at linking payment systems

In a joint statement, both sides reaffirmed the importance of maintaining and promoting peace,

maritime safety and security, freedom of navigation and overflight and other lawful uses of seas

Press Trust of India
VIENTIANE

ndia will share its

knowledge and expe-

rience in using digital
public infrastructure (DPI}
such as Aadhaar and Un-
ified Payments Interface
(UPI) with the ASEAN na-
tions and explore collabo-
ration to address diverse
challenges in education,
healthcare, agriculture
and climate change.

In the joint statement is-
sued on Thursday after the
21st India-ASEAN summit,
which was attended by
Prime Minister Narendra
Modi, the two sides de-
clared that they would ex-
plore collaboration of
cross-border linkages bet-
ween payment systems in
ASEAN and India through
digital solutions.

The two sides issued a
joint statement on streng-
thening the ASEAN-India
Comprehensive Strategic
Partnership for Peace, Sta-
bility and Prosperity in the
region.

It reaffirmed the impor-
tance of maintaining and

ASEAND

CAOPOR 2024
115" ASEAN-INDIA SUMMIT

o i i

| —

10 OCTOBER 2024, VIENTIANE, LAQO PDR

Narendra Modi with ASEAN Secretary-General Kao Kim Hourn and
other dignitaries during the India-ASEAN Summit on Thursday. ant

promoting peace, stability,
maritime safety and secur-
ity, freedom of navigation
and overflight in the re-
gion, and other lawful uses
of the seas, including un-
impeded lawful maritime
commerce and to promote

peaceful resolution of
disputes.
Strategic partnerships

“The two joint statements
we have adopted to streng-
then digital transformation
and our comprehensive
strategic partnership will

lay the groundwork for our
collaboration in future,”
Mr. Modi said in his closing
remarks at the summit at-
tended by leaders of the 10
ASEAN member nations.

The India-ASEAN sum-
mit is taking place at a time
when the region is witness-
ing tensions between the
Philippines and China over
maritime rights in the
South China Sea and the
crisis in Myanmar, where
ethnic groups are battling
the military regime.

India and ASEAN na-

tions agreed to explore
partnerships between na-
tional agencies for fintech
innovations and support
digital solutions, including
digital financial solutions.
The two sides said they in-
tend to expand cyber se-
curity cooperation to sup-
port the digital economy.

The two sides agreed to
support collaboration in
the development of neces-
sary knowledge, skills, in-
frastructure, risk manage-
ment frameworks and
policies to effectively and
responsibly leverage Al
technologies and applica-
tions to harness the poten-
tial of Al advancements.

The 10 member coun-
tries are Indonesia, Malay-
sia, the Philippines, Singa-
pore, Thailand, Brunei,
Vietnam, Laos, Myanmar
and Cambodia.

Mr. Modi held a meeting
with the newly appointed
Japanese Prime Minister
Shigeru Ishiba during
which they discussed ways
to enhance cooperation in
different areas, including
infrastructure, connectivi-
ty and defence..

+* The 21st ASEAN-India Summit was held in Vientiane, Lao PDR, on 10 October 2024. Marking a decade
of India’s Act East Policy.
¢ Inthe meeting, Leaders agreed to create a new ASEAN-India Plan of Action (2026-2030) and adopted
Two Joint Statements:
1. On Advancing Digital Transformation
2. On Strengthening ASEAN-India Comprehensive Strategic Partnership for Peace, Stability and
Prosperity in the Region.

<+ The 10 member countries are Indonesia, Malaysia, the Philippines, Singapore, Thailand, Brunei,
Vietnam, Laos, Myanmar and Cambodia.
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Joint Statements On Advancing Digital Transformation:

+»+ India will share its experience in using Aadhaar and Unified Payments Interface (UPI) with ASEAN
countries.

%+ Collaboration will focus on addressing challenges in education, healthcare, agriculture, and climate
change.

%+ Also both sides will explore cross-border linkages between their payment systems using digital
solutions.

21st ASEAN-India Summit in Lao PDR

% In keeping with the Chair’s theme of "Enhancing Connectivity and Resilience”, PM announced a 10-
point plan which includes:

i) Celebrating the year 2025 as ASEAN-India Year of Tourism for which India would make
available USD 5 million towards joint activities;

ii) To celebrate a decade of Act East Policy through several people centric activities including
Youth Summit, Start-up Festival, Hackathon, Music Festival, ASEAN-India Network of Think
Tanks and Delhi Dialogue;

iii) To organise ASEAN-India Women Scientists Conclave under ASEAN-India Science and
Technology Development Fund;

iv)] Doubling the number of scholarships at Nalanda University and provision of new
scholarships for ASEAN students at Agricultural Universities in India;

v)  Review of ASEAN-India Trade in Goods Agreement by 2025;

vi)  Enhancing Disaster Resilience for which India would make available USD 5 million; vii)
Initiate a new Health Ministers’ track towards building Health Resilience;

vii) Initiate a regular mechanism of ASEAN-India Cyber Policy Dialogue towards strengthening
Digital and Cyber Resilience;

viii) Workshop on Green Hydrogen (emits zero greenhouse gases); and

ix) Invited ASEAN Leaders to join ‘Plant a Tree for Mother’ campaign towards building climate
resilience.

7
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NOBEL PRIZE IN LITERATURE

S. Korea's Han Kang wins Nobel Prize in literature

Sudipta Datta
KOLKATA

After two years of Europe-
centric Nobel Prizes in Lit-
erature (Jon Fosse, Annie
Ernaux), the Swedish Aca-
demy has looked east this
year. It has awarded the
2024 prize to South Korean
writer Han Kang “for her
intense poetic prose that
confronts historical trau-
mas and exposes the fragil-
ity of human life”.

In awarding the top
prize to a 53-year-old Asian
writer at the peak of her
writing career, the acade-
my has ensured a wider
readership of an “innova-

tor in  contemporary
prose”, who with her expe-
rimental style has con-
jured up universal tales of
the human condition. With
a radical and poetic imagi-
nation, she writes about
women battling patriarchy,
violence, grief and also
about historical wrongs
and injustices.

Her literary career be-
gan with a book of poems
but her breakthrough no-
vel was The Vegetarian,
first published in Korean in
2007, and translated into
English by Deborah Smith
in 2015. It scooped up ma-
ny honours, including the
Man Booker International

r—

Han Kang

Prize in 2016. Winning the
Booker opened the door
for her other books, Hu-
man Acts, The White Book
and Greek Lessons, to be
translated into English.
Another, We Do Not Part,
the story of two women

told in the backdrop of a
hidden chapter in Korean
history, a massacre that
happened in the 1940s, is
being translated by e. Yae-
won and Paige Aniyah Mor-
ris, and will be published
in early 2025.

In its bio-bibliography,
the academy says that in
We Do Not Part, Han Kang,
with “imagery that is as
precise as it is condensed,
conveys the power of the
past over the present,” and
also “traces the friends’
unyielding attempts to
bring to light what has fal-
len into collective oblivion
and transform their trau-
ma into a joint art project,

which lends the book its
title” In her oeuvre, the
academy says Han Kang,
the first Korean to win the
Novel Prize in literature,
confronts historical trau-
mas and invisible sets of
rules and, in each of her
works, exposes the fragili-
ty of human life. “She has a
unique awareness of the
connections between body
and soul, the living and the
dead, and in her poetic
and experimental style has
become an innovator in
contemporary prose,” it
contends. But most of all,
Han Kang has shown the
power of literature to
“speak the truth.”

Han Kang Wins 2024 Nobel Prize in Literature

++ South Korean writer Han Kang has been awarded the 2024 Nobel Prize in Literature for her “intense
poetic prose that confronts historical traumas and exposes the fragility of human life.”

Significance:
«»+ After two years of Europe-centric winners, the award is given to an Asian writer.
% Han Kang, at 53, is at the peak of her literary career and known for her radical and poetic
imagination.
++» Her works address themes such as patriarchy, violence, grief, and historical injustices.

o
8

*

She is the first Korean to win the Nobel Prize in Literature.

Literary Career Highlights:

+* Han Kang started with poetry, but her breakthrough novel was The Vegetarian, published in 2007
(Korean) and translated into English in 2015.

The Vegetarian won the Man Booker International Prize in 2016, bringing her international fame.
Other notable works include Human Acts, The White Book, and Greek Lessons.

Her upcoming novel, We Do Not Part, focuses on two women against the backdrop of a 1940s Korean
massacre, and will be published in 2025.
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CAN INDIA ESCAPE MIDDLE-INCOME TRAP?

a escape middle-income trap?

How does the World Bank define the threshold for middle-income economies? Why is state intervention considered crucial for breaking the middle-income

trap? What lessons can be drawn from South Korea and Chile? What challenges does India face in balancing state intervention with democratic values?

ECONOMIC NOTES

Rahul Menon

he World Development Report

2024 — authored by the World

Bank — calls attention to the

phenomenon of the
“middle-income” trap, or the slowing
down of growth rates as incomes
increase. The World Bank estimates a
stagnation of income per capita when
economies reach a level of per capita
incomes 11% of that of the U.S., hindering
their journey to high-income status. Over
the last 34 years, only 34 middle-income
economies — defined as economies with
per capita incomes between $1,136 and
$13,845 — have transitioned to higher
income levels.

The WDR details the policies and
strategies necessary to break out of the
trap based on the development
experiences of those countries that did
manage the transition. It highlights the
importance of the “3i” approach:
investment, infusion, and innovation.
Economies must invest, ensure the
infusion of new global technologies, and
develop an environment conducive to
domestic innovation. This is no easy task
and requires nimble and responsive state
policy. In the modern economy, there are
plenty of headwinds that India must
overcome to successfully navigate the
middle-income trap.

Role of the state

Most countries that broke the trap were
part of the European Union which
facilitated growth and mobility of capital
and labour for its members. Such
institutions that aid free factor mobility
are not available for most countries, for
whom capital inflows are liberalised —
largely flowing into their economies —
with restrictions on the movement of
labour. An important non-European
country that managed to escape the trap

is South Korea.

The South Korean state was heavily
interventionist, often directing the private
sector’s activities and ensuring their
participation in an export-driven growth
model. Successful companies were
rewarded with access to new technologies
and other supportive measures, while
firms that did not perform were allowed
to fail. This was no pure free market, but
one where a powerful state intervened to
bring about developmental goals,
disciplining local elites and ensuring they
followed the dictates of the state’s
economic plan.

Another economy that broke the
middle-income trap was Chile. But it too,
saw state intervention in ensuring the
success of natural resource exporting
sectors. The salmon industry, for
instance, succeeded in Chile due to the
targeted intervention of the state on
multiple fronts to ensure that the industry
flourished.

The South Korean government’s
approach carries significant lessons for
India today. The state must be seen as
being neutral amongst private players and
ensuring those who do not make the
mark are allowed to fail. The benefits
firms receive from the state must be based
on their performance instead of closeness

GETTY IMAGES

to power. The presence of powerful
business houses can promote growth
provided they invest, ensure the adoption
and infusion of new technologies, and
innovate. South Korean business houses,
or chaebols, are among the leaders in
innovation today.

The pitfalls
South Korea’s success was built on
manufacturing exports; such a strategy is
not possible in today’s economic scenario.
World export growth has slowed, with
demand from large economies slowing
down following the multiple shocks of the
last few years. Several countries have seen
aslow turn to protectionism. The
employment losses in developed
economies caused by free trade have
made it more difficult for countries such
as India to access foreign markets.
Moreover, several countries have been
hit by what economist Dani Rodrik terms
‘premature deindustrialisation’. Modern
economies face a reduction in the income
share of manufacturing at much lower
levels of GDP compared to previous
economies. Manufacturing is no longer an
engine of growth for developing
economies, and it remains to be seen
whether the service sector is strong
enough to break the trap.

Challenges facing India

The power of billionaires in the Indian
economy has increased, and they are
seen as being close to the state, with the
state unable — or unwilling — to ensure
high rates of investment from domestic
capital. The manufacturing sector has
stagnated, and there has been a reversal
of the process of structural
transformation, with employment
increasing in agriculture and in
low-productive forms following the
pandemic.

The growth of the aggregate economy
is not being reflected on the ground.
While the government estimates a real
GDP growth of around 7% in recent years,
wages have not kept up. According to the
PLFS, nominal wages for regular wage
workers at the all-India level between
April and June 2023-24 has only grown at
around 5%, and that of casual workers at
roughly 7%. With an inflation rate of
roughly 5% during this time, this implies
that wage earners have seen little to no
real wage growth. An economy cannot
break a middle-income trap if workers are
unable to partake in the growth process,
as reduced consumption demand will
become a drag on the economy.

Most importantly, the question of
democracy looms large. South Korea’s
export strategy was overseen by a military
government that ruled till the 1980s. The
government frequently quelled labour
unions to aid the accumulation process of
capital. Chile deposed the democratically
elected government of Salvador Allende
by a military coup, installing General
Augusto Pinochet as the head of state. It is
vital not to take the wrong lessons from
these countries, and think that
democracy is an acceptable price to pay
for higher growth. The challenge for
policy is to promote state intervention to
ensure growth while maintaining the
sanctity of the democratic ethos.

Rahul Menon is Associate Professor in
the Jindal School of Government and Public
Policy at O.P. Jindal Global University

THE GIST

v

The middle-income trap refers
to the slowdown of growth as
economies reach
middle-income status, with
only 34 countries successfully
transitioning to high-income
levels in the last 34 years.

v

Breaking the middle-income
trap requires policies focused
on investment, infusion of
global technolagies, and
fostering domestic innovation,
supported by flexible and
responsive state policies

v

India’s challenge is to foster
growth through strategic state
intervention while preserving
democratic principles and
ensuring inclusive participation
in the growth process.

The World Development Report 2024
of the
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have managed to escape this trap over the past 34 years.
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+»+ The report suggests a “3i” approach to escape the trap:
e Investment: Economies must invest in key sectors.
e Infusion: Incorporate new global technologies.
e Innovation: Foster an environment conducive to domestic innovation.

/7

% These strategies require strong, responsive state policies to navigate global economic challenges.

State Intervention in Successful Economies:

+* Most countries that escaped the trap were part of the European Union, benefiting from free capital
and labor mobility.

*

/7

% Non-European examples like South Korea and Chile succeeded with heavy state intervention.

O South Korea: The government directed the private sector toward export-driven growth,
rewarding successful firms and allowing failures.

O  Chile: The state played a crucial role in developing natural resource exports like the salmon
industry.

Lessons for India from South Korean Approach:

«» State neutrality: The Indian government must treat all private players equally, rewarding firms based
on performance rather than connections.
Investment in technology and innovation: Powerful business houses should lead by investing in new
technologies and driving innovation, similar to South Korea’s chaebols.
The state must avoid favoring close ties and instead focus on economic discipline.

Challenges for India:

+» Global economic shifts: Manufacturing exports, once a key strategy for growth, are no longer as
effective due to slowing world demand and rising protectionism.

|
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%

Premature deindustrialization: Developing economies are seeing a decline in manufacturing’s
contribution to income at lower GDP levels, raising doubts about whether the service sector can fill
the gap.

++ Stagnant wages: Despite GDP growth estimates of 7%, wage growth has remained low, reducing
consumption demand and hampering growth.

®
%

Increasing influence of billionaires: The power of wealthy business elites has grown, but investment
rates remain low, affecting India’s overall economic progress.
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