



































68 INDIA'S HISTORICAL DEVELOPMENT

For the near future, these findings point to two key policy challenges. First,
there is a need to redress the dualistic pattern of skills by focusing on ways to
upgrade the skill profile of the large bulk of the uneducated or low-skill workforce
through appropriate reforms in education and training policies. Second, there is a
need to remove the constraints on labor market flexibility to allow a more labor-
intensive pattern of growth in the formal manufacturing and services sector.

4. THE EcoNnoMicS OF GROWTH

Following the seminal work by Solow (1956), the growth accounting analysis shows
that growth per unit of labor depends on capital accumulation and factor produc-
tivity. An increase in one or both can raise the rate of growth. Capital accumula-
tion in turn depends on the rate of investment. In a market economy, investment
depends on profitability. The profitability of investment depends in part on the
price of capital, which is affected by the national savings rate and external capi-
tal flows. External capital flows also have an effect on the ability to acquire new
technology and, thereby, affect total factor productivity. How have these elements
played out in India?

Savings and investment

Figure 3.5 shows the trend in saving and investment. Over the longer term, India’s
saving and investment rates have increased substantially, Both saving and invest-
ment rates have grown steadily throughout all decades, rising from the low lev-
els of 9% and 1%, respectively, during the 1950s to the 23% range in the 1990s.
The national savings rate surged further to an average of 30% during 2000-2008,
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Figure 3.5 Trend in Savings and Investment, 195s0-2008.

Souwrce: Governmen! of India (2000).









































































































