
Country Partnership Strategy: India, 2018–2022 

INCLUSIVE AND SUSTAINABLE GROWTH ASSESSMENT 

1. The objective of this assessment is to identify the key development challenges that the
Asian Development Bank (ADB) will attempt to address in the new country partnership strategy 
(CPS) for India, 2018–2022. The assessment examines four issues. The first section analyzes 
whether economic growth in India has been inclusive and sustainable. The second section notes 
the government’s development strategy going forward. The third section highlights the key 
impediments and challenges likely to be faced in accelerating inclusive and sustainable growth. 
Based on the findings of the assessment, the fourth section draws implications for ADB’s future 
engagement with India.  

A. Recent Growth, Poverty, Inequality, and Environmental Dynamics 

2. Growth, macroeconomic management, and structural change. The economy of India
averaged about 7% annual growth from FY2012 to FY2016 and emerged as the world’s fastest-
growing economy.1 As a result, India’s per capita income (in current United States dollars) rose 
from $1,479 in FY2012 to $1,742 in FY2016.  

3. Consumer price inflation slowed from 10.1% in FY2012 to 4.5% in FY2016. A tight
monetary policy, a decline in food inflation, and a drop in fuel prices helped to slow overall inflation. 
In FY2016, the government and central bank reached a landmark agreement to target 4% 
consumer price inflation till FY2020, with a range of plus or minus 2%. 

4. The central government steadily reduced its fiscal deficit as a percentage of gross
domestic product (GDP) from 4.9% in FY2012 to 3.5% in FY2016, helped by higher revenue and 
a lower subsidy bill. To increase revenue, the government raised excise duties on petroleum 
products, auctioned off telecom spectrum, and reduced government shareholding in public sector 
undertakings. Deregulation of diesel prices and the use of cash transfers to qualified recipients to 
rationalize fuel subsidies lowered the overall subsidy bill. Public debt-to-GDP ratio was steady at 
about 68.5% of GDP in 2016. 

5. The current account deficit has fallen, while foreign direct investment (FDI) has risen. After
reaching a record 4.8% of GDP in FY2012, the current account deficit declined to 0.7% in FY2016. 
The decline in the current account deficit was largely driven by a reduction of import bill, helped 
by restrictions on the importation of gold and a drop in global fuel prices (more than 80% of India’s 
crude oil requirements are imported). Measures to attract FDI, such as raising the cap for FDI 
across sectors and improving the ease of doing business, helped net inflows to increase to $35.6 
billion in FY2016 from $19.8 billion in FY2012. 

6. A shortage of resources for infrastructure investment—estimated at about $230 billion
annually over the CPS period—is a major macroeconomic concern.2 Traditionally, commercial 
banks and nonbanking financial institutions have been the principal source for debt funds for 
infrastructure projects. However, high levels of stressed assets in the banking sector have 
increased risk aversion and reduced funding for infrastructure projects. India’s low tax–GDP ratio 
compared with other emerging markets is also constraining the availability of public funds for 
infrastructure. Another concern is the lackluster performance of the manufacturing sector relative 

1  FY before a calendar year denotes the year in which the fiscal year begins, e.g. FY2016 begins on 1 April 2016 and 
ends on 31 March 2017. In January 2015, the Ministry of Statistics and Programme Implementation released a new 
series of national accounts from FY2011. Because of methodological changes, growth rates for FY2011 and FY2012 
were revised upwards. A lack of back-casted historical GDP data based on the new series constrains a comparison 
of current growth with past growth. 

2  ADB. 2017. Meeting Asia’s Infrastructure Needs. Manila. 

http://www.adb.org/Documents/CPS/?id=IND-2018
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to the services sector. As the manufacturing sector can generate more jobs per unit of output than 
the services sector, robust manufacturing growth is essential to create well-paying jobs to absorb 
workers entering the workforce. 

 
7.  Gross domestic product composition. Steady growth in recent years has changed the 
production structure of the economy. With the services sector growing on average 8.6% annually 
from FY2012 to FY2016, its share of GDP increased from 50.0% to 53.8%. Industry’s share 
dipped from 31.7% to 28.8% as the sector grew on average by 5.8% annually during this period. 
Over the same period, agriculture’s share declined from 18.2% to 17.4% as the sector grew by 
only 2.5% annually. Robust growth in the services sector has not translated into a surge in jobs 
as its share of employment increased marginally. At the same time, agriculture continues to 
employ 49% of the population even though the sector accounts for less than 20% of the output. 
Because of agriculture’s low productivity (about 29% of the national average productivity), nearly 
half of India’s workers are trapped in a vicious cycle of low productivity and low earnings. 
 
8. Drivers of growth. Strong private consumption and the services sector performance 
drove overall growth from FY2012 to FY2016. Slowing inflation, rising wages, and a stable 
currency helped lift consumer confidence in that period. Growth also benefited from a significant 
increase in India’s net exports because of a drop in commodity prices since 2014, which helped 
to reduce the import bill. Investment growth remained sluggish mainly because of a slowdown in 
private investment during this period. in recent years. Strong growth in financial, trade, and 
transport services also resulted in the services sector being a major contributor to GDP growth.  
 
9. Job creation. Employment growth slowed to 0.5% per year during FY2004–FY2011, 
compared with 1.8% per year during FY1993–FY2004, despite faster economic growth.3 The 
growth elasticity of agriculture, where jobs tend to be unproductive and poorly paid, turned 
negative in the same period. Many agricultural workers found jobs outside the agriculture sector, 
while net growth in construction jobs was among the highest, averaging close to 10% a year. Real 
wages of rural casual labor rose at an annual average of 7% from FY2004 to FY2011, compared 
with about 4% for regular workers. Moreover, the work force participation rate fell from 43.0% to 
39.5% because of changes in demography: young people continued in education, while women 
withdrew from the workforce. The employment elasticity in industry, especially manufacturing—
usually the mainstay of low-skilled workers in search of better paying jobs—also declined. The 
share of informal workers rose from almost 54% of the total number employed to 67%, and the 
distribution of workers by size of enterprises remained highly skewed towards micro and small 
enterprises. “Good jobs”—those covered in regular employment with social security provided by 
employers—increased slowly from 5.6% to 6.8% of total employment.4  
 
10. The unemployment rate dropped from 8.3% in FY2004 to 5.6% in FY2011. The rate for 
highly educated job seekers was higher: almost 10% of all diploma holders, 8.4% of all university 
graduates, and 8.2% of all postgraduates were unemployed in FY2011. Although the educational 
attainments of the workforce have improved, less than 20% in FY2011 had secondary school 
education or above; about 30% of the workforce remains illiterate.  
 
11. Poverty reduction. India made significant progress in reducing absolute poverty in the 
past 2 decades. The poverty rate declined from 45.3% in FY1993 to 37.2% in FY2004 and 21.9% 
in FY2011.5 The pace of poverty reduction and the growth elasticity of poverty reduction picked 

                                                           
3 The periods covered take into account the timing of National Survey Statistics data and Census Data, and may not 

always cover the same number of years. The latest National Survey Statistics data on employment is for FY2011.   
4  Institute for Human Development. 2015. India Labour and Employment Report 2014. Delhi 
5  Estimates are based on the national poverty line. The latest data on poverty is from FY2011. 
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up from FY2004 to FY2011.6 The absolute number of the poor fell by 137 million. The poverty 
gap, which reflects the depth of poverty as well as the incidence, nearly halved from 8.4% to 4.0% 
during the same period.7 Poverty reduction was primarily driven by rapid economic growth, which 
averaged 8.5% during this period, along with structural transformation as workers shifted out of 
agriculture and into wage and salaried nonagricultural work. This increased labor earnings and 
productivity. Urban economic growth played an important role in absorbing surplus rural labor and 
unemployed urban workers. Other reasons include social sector spending, infrastructure 
development, falling dependency rates, and rising domestic and international remittances. 
 
12. India’s urban and rural poverty rates are converging. Poverty in rural areas decreased 
more rapidly by 8.3 percentage points from FY1993 to FY2004 and by 16.1 percentage points 
from FY2004 to FY2011, compared with 6.1 percentage points and 12.0 percentage points in the 
same periods in urban areas. Real per capita consumption growth in rural areas increased 
fourfold from FY1993 to FY2004 and FY2004 to FY2011, compared with 2.5 times in urban areas.  
 
13. Although poverty has declined, a large proportion of population remains vulnerable to 
economic shocks that could pull them back into poverty. Further, the incidence of poverty varies 
across states: about 54% of India’s poor live in five low-income states (Bihar, Jharkhand, Madhya 
Pradesh, Odisha, and Uttar Pradesh). The poverty rates in these low-income states are about 2 
times higher than those of the five large richer states (Gujarat, Haryana, Karnataka, Maharashtra 
and Tamil Nadu). In addition, the growth elasticity of poverty reduction varies greatly. From 
FY1993 to FY2011, Andhra Pradesh, Punjab, and Tamil Nadu were most successful in translating 
economic growth into poverty reduction, while in Chhattisgarh, Bihar, and Madhya Pradesh, 
growth had little impact on poverty reduction.8 
 
14. Inequality. India achieved rapid growth with only a modest increase in income inequality.9 
Household consumption data indicate that inequality in rural areas, as measured by the Gini 
coefficient, has increased marginally from 0.27 in FY2004 to 0.28 in FY2011. The increase is 
slightly higher for urban areas where the Gini coefficient rose from 0.35 to 0.37. From FY2004 to 
FY2011, people at the bottom of the pyramid increasingly shared the benefits of growth. 
Consumption growth of the bottom 10% of the population from FY2004 to FY2011 was four times 
higher than the growth from FY1993 to FY2004. In contrast, consumption growth of top 10% of 
the population grew only twofold. However, inequalities of opportunities, measured in terms of 
health and education, remain high. In the poorest 20% of households, about 70 infants per 1,000 
live births die below the age of 1; in the richest 20% of households, the rate is 29 per 1,000 live 
births. In the case of education, 46.5% of male youth in the bottom 20% of households have not 
attended school, compared with 2.0% in the top 20% of households.10  
 
15. Human development indicators. The significant decline in poverty enabled India to meet 
its first Millennium Development Goal (MDG) of halving the proportion of people living on less 
than $1.25 a day. India has made progress on other MDGs as well including (i) infant mortality 
rate; (ii) maternal mortality rate; (iii) adult literacy; (iv) gross enrollment rates; and (v) combating 
HIV, malaria, and other diseases. Despite progress on a range of social indicators, India lags 
world averages. India ranks 131 of 187 on the Human Development Index (HDI) in 2015. With an 

                                                           
6  The growth elasticity of poverty is measured as the percent change in poverty with respect to a 1% change 
    in per capita GDP. It indicates how effectively growth has translated into poverty reduction. 
7  Poverty gap measures the mean shortfall in income or consumption from the poverty line (counting the nonpoor as 
    having zero shortfall), expressed as a percentage of the poverty line. 
8  ADB. 2016. Poverty Reduction and Infrastructure. Background paper. Manila. 
9 The annual growth rate from FY1993 to FY2004 was 6.2%, comparison with the growth rate of 8.5% from FY2004 to 

FY2011. 
10  Government of India, Ministry of Health and Family Welfare. 2006. National Family Household Survey. Mumbai. 
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HDI score of 0.62, India is well below the average of 0.67 for developing countries. India’s 
malnourishment rates are the highest in South Asia. Adult literacy rates in India (74%) are below 
the average rates of adult literacy in developing countries (80%). In 2015, more than a quarter of 
the people in the world who lacked access to sanitation lived in India. 
 
16. Environment and climate change. The social and economic costs of environmental 
degradation are high. Air pollution, crop land degradation, and deficient water supply are key 
contributors estimated to cost about 5.7% of GDP a year.11  
 
17. A decade of fast economic growth and a steady increase in the population aggravated the 
already fragile resource base of freshwater. India has access to about 3% of the world’s fresh 
water, while accounting for 16% of the world population. Water resources continue to be heavily 
contaminated. Most rivers and their tributaries are reported to be grossly polluted by uncontrolled 
discharge of sewage and industrial effluents. Groundwater is the most important freshwater 
source in India, supporting 60% of the country’s irrigation and 80% of the domestic water supply. 
The surge in the use of groundwater for irrigation, while generating many benefits, has created 
its own set of intractable problems: overexploitation and depletion of groundwater resources, 
which jeopardizes the livelihoods of millions of farmers who depend on it.12 Agricultural electricity 
consumption increased more than 25 fold from 1970 to 2009. Groundwater in nine Indian states 
is in critical condition, as pumping exceeds the long-term recharge of the aquifers. Moreover, farm 
power subsidies are estimated to cost the government about $7 billion annually (FY2008), up 
from $6 billion in FY2000.13 
 
18. The effects of climate change are already apparent. The arrival of the monsoon changed, 
long winters and dry spells became more frequent, and forest fires occurred more often. Native 
trees started to flower and fruit earlier. To reduce the potential impact of climate change, India 
launched a National Action Plan on Climate Change in 2008. It has made progress since then, 
targeting a fivefold increase in renewable energy capacity from 2014 to 2022, introducing and 
increasing the clean energy tax on coal, promoting climate-resilient agriculture and smart cities, 
and developing domestic carbon markets. India is spending about 5% of GDP on adaptation 
measures.14 The UNEP Emissions Gap Report 2016 assessed India to be on track to achieve its 
voluntary pledges by 2020.15 
 
19. Gender equality and empowerment. India has made progress in some dimensions of 
gender equality while some persistent challenges remain. The United Nations Development 
Programme’s Human Development Report 2015 ranked India 125 of 157 countries on the gender 
inequality index.16 Considerable progress has been made in relevant areas of the Sustainable 
Development Goals (SDGs), including (i) institutional deliveries; (ii) maternal mortality; (iii) infant 
mortality; (iv) literacy and education; (v) women’s participation in decentralized grassroots 
governance structures; and (vi) access to basic services such as tap water, electricity, toilet 
facilities, and rural connectivity. However, some old challenges remain and new ones are 
emerging, such as the decreasing child sex ratio and female labor force participation, and a 
persistent incidence of gender-based violence. Increased access to basic household amenities 
(tap water, toilet facilities, and electricity) has improved the lives of women. However, rural–urban 

                                                           
11  World Bank. 2013. India—Diagnostic Assessment of Select Environmental Challenges. Washington DC. 
12  A. Mukherji.  2012. Evolution of Irrigation Practices: Are Large Scale Irrigation Systems Still Relevant? Paper 
     presented at Asian Irrigation Forum.  
13  World Bank. 2015. Sustainable Energy for all and Direct Delivery of Power Subsidy to Agriculture in India.  
14  A. Garg et. al. 2015. Climate Change and India: Adaptation GAP (2015). IIM Ahmedabad Working Paper. No. 2015- 

11-01. Ahmedabad: Indian Institute of Management.  
15 United Nations Environment Programme. 2016. The Emissions Gap Report 2016. New York. 
16 United Nations Development Programme. 2016. Human Development Report, 2016. New York. 
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disparities in access to services continue. Nearly 27 million households are headed by women, 
according to the 2011 census. National data show that women who head households are on 
average older and less educated than men who head household, and these women are 
overrepresented among the poorest 20% of the population. Therefore, these households merit 
specific attention in poverty-reduction initiatives. 
 
20. Investment climate and private sector participation. India’s ranking on the ease of 
doing business is gradually improving but remains below that of comparable countries. Its 2017 
ranking at 130 of 190 countries is below that of Indonesia, Malaysia, the People’s Republic of 
China (PRC), and Thailand. India scored less well on enforcing contracts, obtaining permits, and 
paying taxes, but did reasonably well on obtaining credit and protecting minority shareholders’ 
rights. The government has initiated reforms to increase the attractiveness of India for both foreign 
and domestic investors by, for example, repeatedly relaxing guidelines governing FDI in priority 
sectors and by encouraging states to improve their ease of doing business. The government also 
passed legislation that would speed up bankruptcy procedures and amended laws to simplify and 
accelerate international arbitration procedures. These reforms, supported by India’s strong 
economic performance, contributed to record FDI inflows in FY2015 and FY2016, and turned 
India into one of the world’s largest recipients of greenfield FDI.17 Net FDI inflows reached $35.6 
billion in FY2016, equivalent to about 1.6% of the GDP. 
 
21. Private sector participation in infrastructure rose quickly until 2010. However, the 
government’s expectations that the private sector would finance about 48% of the infrastructure 
requirements identified in the 12th Five Year Plan were too ambitious. The government estimates 
that less than half of the anticipated private sector financing for infrastructure will materialize. The 
volume of public–private partnership (PPP) investments in infrastructure declined steadily from 
more than $55 billion in 2010 to less than $5 billion in 2015.18 The private sector is also becoming 
much less involved in infrastructure investments outside the realm of PPPs. Many of the largest 
corporations—traditionally the mainstay of private infrastructure investment—are heavily indebted 
and have problems servicing their loans. Instead of investing more in infrastructure, they have 
been deleveraging to reduce their debt burden. Largely because of the financial problems of large 
corporations, stressed assets in the banking sector rose from less than 7% of total advances in 
2010 to more than 12% by September 2016. The high level of stressed assets in turn makes 
banks reluctant to lend to risky, long-term infrastructure projects.  
 
B. Government Aspiration, Strategies, and National Targets 
 
22. Sustainable Development Goals. India is strongly committed to achieving the SDGs in 
accordance with local challenges, capacities, and resources available. The Prime Minister at the 
United Nations Sustainable Development Summit 2015 stated that much of India’s development 
agenda is mirrored in the SDGs. Many of the national government’s flagship programs are at the 
core of the SDGs. State and local governments will be driving forces for SDG progress. State 
governments are paying keen attention to visioning, planning, budgeting, and developing 
implementation and monitoring systems for the SDGs. 
 
23. Significant Poverty reduction by 2032. The government is targeting a $7.5 trillion 
economy with poverty rate below 5% by FY2031. This will require the Indian economy to grow at 
8% annually. Achieving high growth coupled with greater inclusion depends on a two-pronged 
strategy: (i) infusing new life into agriculture and manufacturing to increase productivity and 
employment, and (ii) improving targeting and implementation of subsidies and social welfare 

                                                           
17 Financial Times. 2016. The FDI Report 2016. Global Greenfield Investment Trends. London. 
18 World Bank. 2016. South Asia Region Private Partnership in Infrastructure Update, 2015. New York. 
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programs. In agriculture, the government has begun to reorient public investment to raise 
productivity while economizing the country’s scarce resources. Micro-irrigation, soil cards, better 
seeds, and improved extension programs will be emphasized. 
 
24. Make in India. This flagship initiative aims to enhance skills and create jobs by creating 
world-class infrastructure and developing economic corridors. It seeks to increase the contribution 
of manufacturing from 16.5% of GDP in 2016 to 25% by 2022. The campaign has provided the 
umbrella for policies and initiatives, focusing on ease of doing business through new delicensing 
and deregulation measures, such as raising FDI ceilings in 15 sectors and automatic approvals 
for sectors such as defense, scheduled air transportation, and brownfield airport projects. The 
recently passed insolvency bill is an example of efforts to reduce the bureaucracy associated with 
entering and doing business in India. The Make in India initiative also seeks to advance labor, 
land, and tax reforms. In addition, it focuses on developing industrial corridors and smart cities to 
increase systemic productivity. Another major initiative to boost manufacturing is the Sagarmala 
project, which is port-led development aiming at port modernization, connectivity, port-led 
industrialization, and improvements in export competitiveness by locating discrete manufacturing 
clusters near ports.  
 
25. Priority areas. The Government of India has taken up several efforts to set the country 
on a more sustainable development growth path. The following priority areas for interventions 
and/or development have been identified: 

 
(i) Smart cities. The development of 100 smart cities will provide best-in-class 

infrastructure and smart solutions to its people, such as smart energy systems, green 
transportation, and smart buildings intended to save energy. The initiative aims to 
increase urban share of GDP to 75% by 2030. 

(ii) Atal Mission for Rejuvenation and Urban Transformation. This scheme will 
provide basic infrastructure for the 500 biggest cities and towns. It will provide clean 
drinking water supply and improve sewerage networks and septage management 
systems, storm water drains, and public transport services. It is targeted that, by 2019, 
100% households will have access to safe drinking water and improved sanitation, 
and they will be covered by solid waste management services.  

(iii) Clean India Mission. The Swachh Bharat Mission (Clean India Mission) aims to 
increase access to sanitation services with improved service delivery to rural and 
urban households. The initiative targets 0% open defecation in the urban areas of the 
country by 2019.  

(iv) Revitalized power sector. This initiative aims to restore the financial health of 
electricity distribution companies, and to provide each household continuous access 
to electricity at affordable cost. The program targets to provide electricity to 100% of 
villages by 2018 and 24X7 power for all by 2019.  

(v) Skill India. This program proposes to empower about 400 million individuals with skills 
by 2022. 

 
26. Other major initiatives to foster development include (i) Digital India to provide universal 
internet access and digitization of government and social services in all towns and villages; (ii) 
Cleaning of Ganga to ensure effective abatement of pollution and rejuvenation of the river Ganga; 
(iii) Housing for All by 2022 to provide affordable housing to urban poor; (iv) Start-Up India, Stand-
Up India, and Micro Units Development and Refinance Agency (MUDRA) to promote bank 
financing for startups and small entrepreneurs, and to offer incentives to boost entrepreneurship 
and job creation; and (v) Nationally Determined Contribution to reduce the greenhouse gas 
emissions intensity of the Indian economy by 33%–35% by 2030, compared with 2005 levels.  
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C. Key Impediments to Inclusive and Sustainable Growth 
 
1. Creating Good Jobs and Competitive Manufacturing Sector 
  

27. Good jobs. As economic growth in India was accelerating from FY2004 to FY2011, only 
5.7 million “good” jobs were added, i.e., jobs that offer social security. The construction sector, 
traditionally one of the biggest single sources of new jobs, employs about 13% of the rural male 
labor force. However, the quality of construction jobs, while often better than those in agriculture, 
is generally poor. Gross output per construction worker declined sharply, indicating limited 
potential of this sector to provide good quality jobs. India will face considerable challenges in the 
next decade or so as the economy would need to absorb 10 million new workers each year—a 
fivefold increase from the 2 million annually during FY2004–FY2011.19 This projected increase in 
people entering the labor market comes as global growth remains volatile, and India cannot bank 
on renewed export demand from its main trading partners. Rapid growth of the formal 
manufacturing sector and modern services is needed to bring about a quicker shift of the 
workforce from agriculture to nonagriculture, and to improve the quality of employment.   
 
28. Low productivity, low earnings. Most of India’s workforce is trapped in a cycle of low 
productivity and low earnings. India has not yet reaped the full potential of taking part in global 
manufacturing value chains, an important prerequisite to increase productivity, raise per capita 
income, and diversify products. India’s record in creating jobs for global value chain workers 
directly and indirectly involved in the production of manufacturing goods has been mixed. Net 
employment for low- and medium-skilled workers grew faster than in Indonesia during 2000–
2011, but slower than in the Philippines and PRC. India’s efforts to move up the value chain by 
relying on more research and development have lagged that of its most important regional 
neighbors. India’s economy shed research and development jobs from 2000 to 2009, while 
Indonesia created 1.4 million jobs and PRC created 6.1 million jobs in these niches.20 A continued 
and concerted effort is required to improve the regulatory environment, human capital, basic 
infrastructure, and other impediments to trade.  

 
29. Education quality. The quality of education needs to be improved to boost the 
employment potential of both highly skilled and unskilled labor. Considerable progress has been 
made in increasing the number of secondary schools as well as the enrollment rates since 2010. 
Secondary school enrollment reached almost 60% in 2014, compared with about 48% in 2010. 
However, the employability of the workforce remains a concern, and most companies spend 
substantial resources in retraining new employees. The quality of education in secondary schools 
needs improvement, as does the scope and quality of technical education. The current annual 
technical and vocational education and training capacity is about 7 million (2014), far below the 
estimated 10 million expected to enter the workforce.21 Only about 2.3% of the workforce in India 
has undergone formal skills training, compared with 68% in the United Kingdom, 75% in Germany, 
80% in Japan, and 96% in the Republic of Korea. Improving the quality of and access to (and 
length of) education would generate substantial benefits for India. For example, increasing the 
number of years to the average of the Organisation for Economic Co-operation and Development 
countries is estimated to increase per capita income by more than 30% between 2015 and 2045. 

                                                           
19 A. Gandhi et al. 2014. Explaining Employment Trends in the Indian Economy: 1993–94 to 2011–12. Economic and    

Political Weekly. 49(32). pp. 49-57. 
20 G. De Vries, Q. Shen, R. Hasan, and L. Zhigang. 2016. Skills and Activity Upgrading in Global Value Chains:   

Trends and Drivers for Asia. ADB Working Paper No. 496. Manila. 
21 Government of India, Ministry of Skill Development and Entrepreneurship. 2015. National Policy for Skill 

Development and Entrepreneurship. New Delhi. 



8 
 

Raising the cognitive skills (by improving the quality of education) is estimated to have an ever-
higher payoff on per capita income.22 

 
2. Achieving Inclusive Urbanization 
 

30. Urban services. India’s urban population is projected to grow from 31% of the total 
population in 2011 to 43% by 2031. This rapid growth will place increasing pressure on the 
country’s already stretched urban services. Water supply, waste collection and treatment, 
sanitation, the road network, integrated public transport and mass transit facilities, and housing 
increasingly are unable to respond to population pressures and economic demands. Urban water 
supply has low coverage (about 70%), intermittent supply, and poor standards and quality; 13% 
of urban households do not have access to latrines; 94% of all cities and towns do not have 
sewers; and 80% of all sewage generated is discharged untreated. While 61.4% of India’s urban 
households have piped water into their dwelling or yard (tap connections), less than one a quarter 
of these connections are metered. About 30% of solid waste generated is not collected (up to 
50% in smaller towns) and/or not disposed of properly. Urban roads and transport systems are 
overstretched, resulting in traffic congestion and decreasing urban efficiency. The housing 
shortage in India is acute at about 18.78 million housing units. Poor infrastructure is also 
contributing to widespread pollution, environmental and health problems, and loss of 
competitiveness of cities.  
 
31. Revenue reforms. Poor cost recovery mechanisms pose challenges to urban 
infrastructure funding and asset sustainability. Key sources of revenue such as property taxation, 
publicly owned assets such as land, and licenses remain underutilized. Because urban local 
bodies (ULBs) often have limited financial administrative capacity, they are unable to use and 
mobilize their own and supplementary resources efficiently. India’s municipal revenue accounts 
for 1.0% of GDP, and is much lower than in peer countries. Therefore, revenue reforms must be 
continued. Government transfers need to increasingly catalyze private investment and leverage 
alternative financing. To promote this, reforms are needed to (i) establish a policy environment 
that fosters private sector participation through PPPs, with appropriate regulation performance 
standards and concern for equity; and (ii) launch innovative methods and instruments of financing. 
 
32. Administrative framework. The institutional framework of urban governance suffers from 
weaknesses including (i) incomplete devolution of functions to ULBs, (ii) fragmented lines of 
authority between state agencies and ULBs, and (iii) weak capacity in urban planning and service 
provision. An effective and unified administrative framework needs to be developed in urban areas 
with clear accountability to the people. The responsibilities of state bodies, regional planning 
authorities, and ULBs need to be clarified. Gender equity and social inclusion must be 
emphasized in the context of urban governance. In parallel, urban planning capacity (with 
integrated participatory processes) and service provision must be strengthened in collaboration 
with states, ULBs, and the private sector. 
 

3. Addressing Climate Change and Environmental Degradation  
 
33. Climate change risks. India is one of the world’s most vulnerable countries to extreme 
climate events. Agriculture is a source of livelihood for 49% of the population, and 26% of India’s 
coastlines are exposed to erosion and flooding. Agricultural households will be highly sensitive to 

                                                           
22 Asian Development Bank. 2015. Key Indicators for Asia and the Pacific 2015. Manila. Cognitive skills across 

countries are often measured by international test score comparisons that are considered as representing levels of 
skills necessary to function in a modern economy. These scores purport to measure students’ ability to reason, 
solve simple mathematical and science procedures, with better performers showing ability to solve complex 
problems, and to strategize.  
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any change in agricultural profits or wages caused by climate change. Agricultural output may be 
reduced by longer and hotter dry periods; extreme weather events such as floods, droughts, and 
heat waves; and changes in precipitation patterns. The Indian Network for Climate Change 
Assessment forecast a 4%–35% reduction in rice yields, up to 50% reduction in maize yields, and 
a negative impact on livestock in all regions by 2030. India will also become more exposed to 
floods, with the risk estimated to increase by 10%–30% by 2030.23  
 
34. Urban climate change resilience. The widespread effect that climate change is expected 
to have on agriculture and rural livelihoods will lead to greater migration from rural to urban areas, 
further straining resources in these centers.24 The sustainability of urban development and 
improved quality of life are likely to be undermined by a growing demand for water resources, 
increasing water and air pollution, and vulnerabilities to heightened climate change risks. Climate 
change risk factors include mean sea level rise, rising temperatures, and increased frequency of 
flooding and tropical cyclones. A strategic and comprehensive approach is required to improve 
urban climate change resilience. This approach must embrace climate change adaptation, 
mitigation actions, and disaster risk reduction, while also recognizing the complexity of rapidly 
growing urban areas and the uncertainty associated with climate change. More generally, 
“greener” urbanization is required through waste-to-energy generation, wastewater recycling, and 
urban public transport.  
 
35. Groundwater at risk. If no action is taken, about 60% of India’s groundwater blocks may 
be in a critical condition by 2025.25 Agriculture power pricing, innovative power distribution, joint 
stakeholder aquifer management, artificial groundwater recharge, and stronger regulation of 
groundwater extraction are solutions the government may consider to reverse this trend. The 
rapid development of solar groundwater pumping could also substantially reduce grid power 
consumption and the fiscal deficit from power subsidies. However, without suitable regulatory 
mechanisms, free and more reliable solar power may accelerate groundwater overextraction.  
 
36. Renewable energy targets. Despite efforts to increase renewable energy generation, 
India’s energy mix has deteriorated. The share of installed renewable energy capacity rose from 
10% of total generation in 2012 to 12% in 2015, but the share of coal power plants increased from 
54% to 60% in that period. The government aims to increase renewable energy more than fivefold 
from 32 gigawatts (GW) in 2014 to 175 GW by 2022, comprising 100 GW of solar power capacity 
(including 40 GW solar rooftop), 60 GW of wind energy, 10 GW of biomass, and 5 GW of small 
hydropower. Other promotional mechanisms include renewable purchase obligations, feed-in 
tariffs, and a market for tradable renewable energy certificates. India is the world’s fourth-largest 
generator of wind power with more than 28 GW of installed capacity as of December 2016, and 
the country is set to become the world’s fourth-largest solar market as well.26 India has also 
initiated steps to improve energy efficiency and increase the share of natural gas in the primary 
energy mix from 6.5% in 2016 to more than 20% by 2030.27 
 
37. Infrastructure impediments. India’s infrastructure deficit is among the most critical 
constraints to making growth more inclusive.  

 

                                                           
23 Indian Network for Climate Change Assessment, Ministry of Environment & Forests. 2010. Climate Change and 

India: A 4 X4 assessment. New Delhi. 
24 F. Liggins. 2008. Impacts of Climate Change India. Met Office Report. 
25 World Bank. 2010. Deep Wells and Prudence: Towards Pragmatic Actions for Addressing Groundwater  
    Overexploitation in India. Washington DC. 
26 Global Wind Energy Council. December 2016. Global Statistics on Wind Power. http://www.gwec.net/wp-

content/uploads/2017/04/5_Top-10-cumulative-capacity-Dec-2016-1.jpg  
27 Government of India, Ministry of Petroleum and Natural Gas. 2017. Annual Report, 2016-17. New Delhi. 

http://www.gwec.net/wp-content/uploads/2017/04/5_Top-10-cumulative-capacity-Dec-2016-1.jpg
http://www.gwec.net/wp-content/uploads/2017/04/5_Top-10-cumulative-capacity-Dec-2016-1.jpg
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(i) Power. More than 300 million people still do not have access to reliable electricity. 
Continued power shortages constrain economic activity and entrepreneurship, and 
reduce economic growth. Power distribution remains the weakest link in the power 
sector. Distribution utilities are not run along commercial lines, and have been 
unable to increase their revenues to cover rising costs. Costs rose due to the 
higher costs of imported fuels, higher interest rate payments, as well as persistent 
high technical losses, and under-collection of bills. Thus, financial difficulties in 
distribution impair the financial viability of the entire sector.28 Moreover, shortages 
of domestic natural gas and coal necessitate higher imports. Government-owned 
Coal India Limited is the monopoly supplier of domestic coal, with prices 30%–
50% below world prices. Coal India Limited cannot honor its delivery commitments, 
which hampers power generators. Rising international coal prices also inhibit the 
development of new coal-fired generation as new producers are reluctant to accept 
the higher cost of imported fuel. Consequently, the government’s plans of 
increasing generation capacity from conventional sources (which stands at 
220,576 megawatts as of June 2017) by 61,600 megawatts by 2019-20 are facing 
serious challenges. 29 

 
(ii) Transport. India’s transport infrastructure needs significant improvements to 

support the country’s goals of rapid, more inclusive, and sustainable growth. While 
the road density and road network have been growing, only about 60% of the road 
network is surfaced and large portions are not maintained to the stipulated 
specifications. About one-quarter of national highways, which constitute less than 
2% of the road network, are not two-laned. Road freight traffic grew at a 
compounded rate of about 15% from FY2005 to FY2012. Therefore, road capacity 
is constrained both in terms of lane width and surface quality. Railway operations 
are constrained by the high-density railway routes; only 16% of the railway network 
consists of trunk routes, but these carry more half of all traffic. The speed of freight 
trains is only about 25 kilometers (km) per hour, and passenger services are also 
slow by international standards. Initiatives have been taken to create new 
corridors, such as the dedicated freight corridors. Land acquisition has been 
completed, and major procurement packages awarded along one of the Dedicated 
Freight Corridors (status January 2017).30 Yet the development of economic 
corridors (para. 37), particularly the coastal ones, needs to go hand in hand with a 
competitive port sector. India has a coastline of about 7500 km, and ports account 
for about 90% of international trade by volume and more than 70% by value.31 The 
lack of hinterland connectivity and logistics infrastructure will need to be addressed 
to enable economic corridors to play their intended role of boosting manufacturing 
and attracting FDI.  

 
(iii) Urban. India has a long way to go in providing universal access to the basic urban 

services that underpin the living standards of households and the performance of 
firms. Infrastructure deficiencies are estimated to have a larger impact on the poor, 
who constitute nearly 25% of the urban population. India will have to provide better 
urban infrastructure if its cities and towns are to support faster, more inclusive, and 
sustainable economic growth, as well as increased migration from rural areas. 

                                                           
28 World Bank. 2014. More Power to India: The Challenge of Distribution. New Delhi. 
29 Government of India, Central Electricity Authority. June 2017. Monthly All India Installed Generation Capacity 

Report. New Delhi.   
30 Dedicated Freight Corridor Corporation of India Limited. http://dfccil.gov.in/dfccil_app/Project_Status 
31 Government of India, Ministry of Shipping. 2016. Sagarmala: National Perspective Plan. New Delhi. 

http://dfccil.gov.in/dfccil_app/Project_Status
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38. Economic corridors. The potential of economic corridors needs to be fully realized to 
boost India’s economic performance and create good jobs. The rise of multistage global 
production networks (GPNs) is one of the most distinctive features of international trade in recent 
years. Despite significant trade reforms over the past 2 decades, India has not been part of the 
high-growth production networks of “Factory Asia.” Largely because of this lack of global 
integration, India’s manufacturing and services sectors have been unable to create enough jobs 
for a growing labor force. Compared with Malaysia, the People’s Republic of China, and Thailand, 
India’s environment is less conducive to GPN participation, as the quality of its infrastructure and 
investment climate (as measured by the ease of doing business ranking) is relatively low. 
Economic corridors are effective development policy instruments that integrate industry, 
infrastructure, urban services, and a favorable institutional and regulatory framework. Once 
created, such corridors are expected to facilitate growth by easing infrastructure bottlenecks, 
improving the business climate, stimulating trade and investment, and boosting productivity and 
efficiency as cities and clusters within these corridors benefit from geographic proximity, and 
better infrastructure. The government’s Make in India initiative is an integrated growth strategy 
that seeks to address the country's development challenges through the creation of five industrial 
corridors that will serve as a backbone of a globally competitive manufacturing sector. 
 
39. Growth centers. India’s cities do not yet play the role in the country's economic 
development that is required for the government to achieve growth at or above 8% a year. 
Disconnected and unplanned urban growth means that India cannot use the many positive 
feedback loops between urbanization, agglomeration, productivity, and growth. Cities suffer from 
inefficient land use and planning. The emergence and growth of suburbs and new cities require 
more emphasis on long-term strategic urban planning to ensure that new agglomerations are 
dynamic and inclusive—not only economically, but also from a social and gender perspective. 
Cities need to invest in (i) the institutional and information foundations to enable land and housing 
markets to function efficiently, while deregulating the intensity of land use in urban areas; and (ii) 
improving connectivity between metropolitan cores and their peripheries, because these areas 
will attract the bulk of people and businesses over the medium term. The synergies between 
industrialization and urbanization also need to be exploited and strengthened, as industries and 
services can only attract workers if they are located close to urban centers that can offer a decent 
standard of living. 
 
40. Domestic resource mobilization for infrastructure. Limited government resources 
constrain public sector financing for infrastructure. The government has estimated the 
infrastructure financing gap at about $230 billion annually over 2016-2020 too large to be financed 
through public resources alone. Public debt declined to 68.5% of GDP in 2016, from a peak of 
80.9% of GDP in FY2005, but remains higher than in similar developing countries. Municipal 
agencies and state governments play an important role in infrastructure investments and 
operation and maintenance, but many of them face fiscal constraints because of weak public 
financial management and low revenue-raising capacity. Indian states are also increasing current 
expenditure faster than capital expenditure. Moreover, the states’ fiscal deficit as a percentage of 
GDP rose from FY2011 to FY2015.32 Improved public financial management by states and 
municipalities, as well as private sector financing for infrastructure through innovative instruments, 
are urgent prerequisites to plug India’s infrastructure funding gap.   

 
41. Private sector impediments. Reforms to increase private sector participation in 
infrastructure have produced mixed results. Despite many positive regulatory changes allowing 
new financing modalities and instruments, private interest in financing large infrastructure projects 
remains low. The high level of corporate indebtedness, nonperforming loans held by banks, 

                                                           
32  Reserve Bank of India. 2017. State Finances. A Study of Budgets. New Delhi. 
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regulatory uncertainty, and the poor financial health of public sector undertakings (especially in 
power distribution) continue to slow private investment in infrastructure. The corporate bond 
market—a prerequisite for long-term financing of infrastructure in the private sector—remains 
shallow. An increasingly large share of debt is issued as private placements to banks, mutual 
funds, provident funds, and the Life Insurance Corporation of India, reducing the transparency of 
the corporate bond market. Given the banks’ low risk appetite, the government is trying to 
revitalize PPPs by implementing recommendations that establish a fair allocation of risks and 
returns, improve service delivery, and build capacity in the public and private sector. After setting 
up a project management monitoring unit in 2013, the government is taking steps to improve 
project execution. In March 2016, more than 45% of projects were assessed as on time, compared 
with 27% in April 2015. However, delays in regulatory approvals, such as environmental 
clearances, continue to affect project implementation of both private and public entities. A 
concerted and sustained effort, addressing these bottlenecks, is required to restart private sector 
investment in infrastructure.  
 
42. Global competitiveness. Improvements in India’s ease-of-doing-business ranking have 
contributed to high FDI inflows, but sustained efforts are still needed to enhance the country’s 
competitiveness. India’s ranking on the World Economic Forum’s Global Competitiveness 
Index—after 5 years of decline—rose by 16 positions each in 2015 and 2016 to reach 39th place. 
While the quality of institutions improved, a deteriorating rating in financial development pulled 
down India’s ranking for the enabling environment. The competitiveness rating for the quality of 
India’s infrastructure improved to 68 of 138 across all major categories. However, considerably 
more improvement is possible by continuing to invest in core infrastructure projects, economic 
corridors, and “last mile connectivity33.”  
 
43. Institutional capacity and governance weaknesses.  Governance and capacity issues, 
which reduce the development impact of investments, need to be addressed in sectors and 
institutions. Many government institutions, particularly at the lower levels, have capacity problems 
that limit their ability to formulate policy and deliver services. These problems stem from 
deficiencies in the overall enabling environment, lack of incentives, poor financial resources, 
outdated systems and management practices of organizations, and a lack of newly skilled 
entrants because of recruitment freezes. The procurement and financial management capacities 
of executing agencies have improved through practical and hands-on support and ADB 
interventions, but they need to be strengthened further.  
 
D. Implications for ADB Country Engagement 
 
44. India has made impressive progress in economic growth and has initiated major economic 
reforms. India’s FDI inflows as a percentage of GDP are similar to the PRC’s. Since FY2004, 
India’s growth has also become more pro-poor than in earlier periods, although the elasticity of 
poverty reduction with respect to growth remains lower than in many other countries. The main 
factors influencing poverty reduction have been higher paying jobs, infrastructure investment, and 
increasingly economic growth in urban areas. These developments show that economic growth, 
and more important the creation of jobs remains paramount to reduce poverty and promote 
inclusive growth. Direct redistributive measures, while important, can only play a limited role, in a 
country of India’s per capita income, and limited fiscal capacity. The government is rolling out 
comprehensive programs to address job creation, urbanization, and social issues. However, the 
rising number of new entrants into the labor market and the more uncertain global environment 
will make the next decade more challenging than during the last CPS period. In addition, 

                                                           
33 This frequently used concept denotes the last connecting infrastructure investment or service connection to move 

people, goods and services to their final destination, or end user and end customer. 
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environmental changes, urbanization pressure (with the resulting pressure on public services), 
and climate change will have to be managed well to ensure the benefits of fast economic growth 
are shared equitably.  
 
45. The financing needs for infrastructure alone are huge, estimated at about $230 billion 
annually over 2016-2020. Given the massive scale of India’s development needs and the size of 
the economy, ADB’s assistance must be selective, focused, and catalyze new resources. ADB 
has to focus on delivering more than finance—new technologies, approaches to capacity 
development, and innovative thinking should be introduced through its projects. Ensuring that 
ADB’s support is knowledge-based, and draws its expertise from the entire ADB under its “One 
ADB” umbrella works with global institutions and think tanks and networks, can help India adopt 
good global and regional practice.  

 
46. ADB needs to be selective and focus on a few strategic priorities that reflect the 
organization’s comparative advantage, the government’s development agenda, support for the 
SDGs, and lessons learned. The priorities should be as follows:  

 
(i) Priority Pillar 1: Boost economic competitiveness to create more and better jobs 
(ii) Priority Pillar 2: Inclusive provision of infrastructure networks and services 
(iii) Priority Pillar 3: Address climate change mitigation and increase climate resilience 

 
47. The CPS fleshes out these priorities, how ADB can remain relevant in India, and how ADB 
is going to support the SDGs and national development agenda.   
 
 


