Can India 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?

Published - October 10,2024 11:01 pm IST

RAHUL MENON

he World Development Report 2024 ESatthoiedibythielvoildiBank==callsiaticntiontotiephenomenomontherfmiddle

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
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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 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

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

I
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.
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