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Two Years of the Narendra Modi Government in India
— A View from Indian Perspective

ETABED2FZRET LSV FDRA

Sanjaya Baru
Honorary Senior Fellow of Centre for Policy Research

In May 2014, Narendra Modi created history in India. After almost
three decades of coalition governments in New Delhi, Mr. Modi secured
absolute majority in Parliament for his political party, the Bharatiya
Janata Party (BJP). The BJP won 282 seats in the 545 member Lok Sabha,
the House of People. Along with its political allies, the ruling National
Democratic Alliance (NDA) has more than 300 seats in the Lok Sabha.

Between 1989 and 2014, India had become used to coalition
governments. Both the NDA, led by Atal Behari Vajpayee, and the United
Progressive Alliance (UPA), led by Sonia Gandhi and Manmohan Singh,
were stable coalitions, even though some coalition parties exited them
during the course of their tenure. While these coalition governments did
deliver results, with the growth rate of the Indian economy rising from an
average of 3.5 per cent per year in 1950-80 to 5.5 per cent per year in
1980-2000, then to 7.5 per cent per year in 2000-2015, there was always an
element of policy uncertainty associated with coalition governments.

Against this background, Mr. Modi’s absolute majority victory was
hailed as a turning point. It raised expectations of dramatic change in
policy, both at home and abroad. Some analysts even said that Mr. Modi
was now launching India’s “Second Republic” — the First Republic being the
regime of the Nehru-Gandhi family that was in power for 37 of the 42
post-Independence years between 1947 and 1989.

I . The Political and Economic Context in favour of Modi’'s Government

In 1984, the Indian National Congress led by the late Rajiv Gandhi won
over 400 seats in the Lok Sabha, riding a wave of public sympathy for the
Congress and the Gandhi family after the brutal assassination of the late
Indira Gandhi. In 1989, five years later, the Congress won only 190 seats.
That was the year the BJP saw the first important surge in its vote share.
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In1998, the BJP finally won the general elections for Lok Saba and its
leader Atal Behari Vajpayee formed a coalition government of NDA.
However, in 2004, the Congress succeeded in forming an alternative
coalition, unseating the government of Atal Behari Vajpayee. In 2009,
Prime Minister Manmohan Singh created history by becoming the first
Prime Minister after Indira Gandhi to win general elections while in office,
overcoming anti-incumbency sentiments frequently observed in Indian
politics. Indira Gandhi had done so in 1971.

Most political analysts had begun to believe that under the ageing
leadership of L.K. Advani, former Interior Minister of NDA government,
the BJP would not be able to ever secure a majority of its own, and at best
would be able to form a coalition government. However, the sharp fall in the
popularity of the Congress Party and the Manmohan Singh government,
due to a series of corruption scandals and the weak performance of the
Indian economy after 2012, generated a mood for change in India.

The Indian economy recorded the highest ever decadal rates of growth
in the period 2000-2010, of over 8.0 per cent per year. In the years 2003-08,
the economy grew at an average annual growth rate of 8.9 per cent. Even
though there was a sharp dip in growth in 2008-09 due to the aftershocks of
the Trans-Atlantic Financial Crisis, India posted impressively high rates of
growth in 2009-11 of 8.4 per cent and 10.3 per cent, respectively. A decline
in India’s economic growth performance began after 2011. Policy errors,
political uncertainty and a sharp decline in private investment contributed
to a slowing down of the growth rate to an average of around 5.0 per cent in
the following years.

While weak economic performance was one important factor
contributing to the defeat of the Congress and the victory of the BJP in the
2014 elections, charges of corruption against the Manmohan Singh
government tarnished its image and the Prime Minister’s personal

reputation and standing.

Mr. Modi, who was picked up by the BJP as its leader, took full
advantage of this situation and launched a blistering attack against the
Congress and its leadership, especially Party President Sonia Gandhi and
her son, Party Vice-President, Rahul Gandhi. Mr. Modi caught the
imagination of young voters and swept to power. His victory was as much

the result of a positive vote in favour of more focused, energetic and honest
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leadership as it was against the perceived incompetence and corruption of
the Congress Party — led UPA government of 2009-14.

The historic vote of May 2014 generated exaggerated expectations to
the Modi government. In his first year in office, Mr. Modi’s image was
dented by his inability to meet these expectations. However, in his second
year in office he has regained some of that image and recovered lost

political ground.

II . Economic Policy Initiatives and Performance

Mr. Modi rode to victory on the back of the weak performance of the
UPA government and the economy in 2012-14. An important reason for the
slowdown of growth was the fall in private corporate investment in India,
due to concerns about policy. More than the Trans-Atlantic Financial Crisis
of 2008-09, it was domestic politics and policy that hurt the Indian economy.
Indian and foreign business had become risk averse and many Indian
companies were over-leveraged. Hence, many expected the government to
focus on reviving investor sentiment, stimulating new private investment
and stepping up public investment.

Quite understandably, the government’s weak fiscal position acted as a
restraint on public investment. For Finance Minister Arun Jaitley, the first
priority was, without doubt, a reduction in the fiscal deficit. Both the
central bank, Reserve Bank of India, and the central government were
committed to bringing the rate of inflation down.

However, what is regrettable is that enough was not done in the first
six months to reverse investor sentiment. Government officials say that
they under-estimated the depth of the problems the Indian economy was
facing. May be so. But, they were fully aware that expectations were
running high and these needed to be addressed. They failed to do so.

Consequently, the BJP suffered political reverses in local elections in
Delhi. This was the first major setback for Mr. Modi after having secured

victories in some State elections.

In the second year, beginning with the budget of 2015 and more so in
2016, the government has pushed for policy reform and the encouragement
of private investment — domestic and foreign. As a result, by the end of 2015,
the Indian economy became the world’s fastest growing large economy.

India departed from the experiences of other BRICS countries — Brazil,
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Russia, China and South Africa — all of whom experienced much slower
rates of growth. At 7.3 per cent rate of growth in 2015-16, the economy has
shown signs of revival.

Prime Minister Modi has to sustain these rates of growth for the rest of
his term. His emphasis on investment from Japan is a key element of his
strategy for economic modernisation and infrastructure development. India
views Japan as a key strategic economic partner.

During 2015-16, several initiatives have been taken to revive growth.
The most important have been investment in social and physical
infrastructure, especially rural roads and highways, power projects and
urban development programmes, including urban housing. However,
production growth in core infrastructure-supporting industries, like steel,
crude oil, refinery products, natural gas and fertilisers has remained
around 4.2 per cent in 2013-14 and 2015-16. The two infrastructure sectors
showing high growth are electricity (8.2 per cent in 2014-15) and cement
(5.6 per cent in 2014-15) drawing attention to improved power generation
and increase in construction activity.

The services sector remains India’s fastest growing sector with a
growth rate of close to 9.0 per cent in 2014-15. The agricultural sector
remains dependent on monsoons, and weak rainfall has hurt the food
economy and rural demand. This year, 2016, is expected to be a good year
for rainfall. This would boost output and rural spending.

Responding to the persisting slowness of industrial sector growth, the
government has taken several fiscal measures to support domestic
producers. The government also raised duties on steel imports to discourage
feared dumping by China. The customs and excise duties have been reduced
across many sectors to boost corporate bottomlines.

The external sector remains a source of concern. Slow global growth
and rising protectionism have hurt Indian exports. However, the current
account deficit remains manageable, thanks to the sharp downturn in crude
oil prices. Being a net importer of commodities, especially petroleum and
natural gas, India has been saved by the slump in commodity prices.

It is not often recognised by those who criticise India for not being
externally more open that the ratio of foreign trade to national income for
India is over 50 per cent and that it is far above the equivalent measure for

countries like the United States and Japan.
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Given the pressures on the external front, India is re-examining the
usefulness of several bilateral free trade agreements it has signed, and is
also assessing the implications of emerging ‘mega-regionals’ — the Trans
Pacific Partnership (TPP) and the Trans-Atlantic Trade and Investment
Partnership (TTIP). While it is committed to the completion of negotiations
on a Regional Comprehensive Economic Partnership (RCEP) agreements in
the Indo-Pacific region, it would like to ensure that the new trade
agreements do not undermine the multilateral trading system governed by
the World Trade Organisation.

One area of concern remains energy. There has been a reversal of the
sharp downturn in crude oil prices this summer. If the coming winter
months exert further pressure, India would need a revival of global demand
and a new surge in its exports to manage the balance of payments and
stabilise the exchange rate. For the medium term, however, Prime Minister
Modi has emphasised tapping new sources of energy and shifting demand
away from hydrocarbons to renewable sources as a way of coping with such

pressures.

On the policy side, the goods and services tax (GST) remains stuck in
parliament, due to differences between the Congress and the BJP, the
latter being in minority in Rajya Sabha. However, the Modi government
has been able to bring in a new bankruptcy law, making it easier for
business to exit. The government has repealed several out-dated laws and
simplified procedures for issuing approvals and ensuring adherence to laws.
This has helped India move up the ladder on the Ease of Doing Business
Index from 134 to 130, mainly on account of simplification of procedures for
starting a business and availability of electricity. India needs to simplify its
tax administration and make its tax policies more transparent and stable

for a perceptible improvement in the index.

To sum up, after a hesitant start with some mis-steps in the first year,
the Modi government has recovered the initiative on the economic front and
the overall business environment has improved. There is now greater
confidence in the Indian economy as represented by recent reports of the
International Monetary Fund and the World Bank. Most economic analysts
and public opinion leaders would like Mr. Modi to remain focused on

development and the economy in the remainder of his term,
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Il. Foreign Policy — Continued Basics with New Orientations

Many analysts have been surprised and impressed by the energy that
PrimeMinister Modi has brought to his foreign policy. His first major
initiative was to invite the heads of government from South Asia for his
swearing-in ceremony on 26ttt May 2014, when he was made Prime Minister.
He launched his “Neighbourhood First” policy with this initiative. Since
then, he has visited all South Asian countries, even paying a surprise visit

to Lahore for a meeting with Pakistan Prime Minister Nawaz Sharif.

Mr. Modi has focused on five key relationships for India: First, South
Asian neighbours; Second, major powers including United States, Russia,
Japan and China; Third, Indian Ocean rim countries; Fourth, other Asian
neighbours including Singapore to the East and the United Arab Emirates
to the West; Fifth, West Asian powers including Iran, Saudi Arabia and
Israel.

To put it in a nutshell, Mr. Modi’s foreign visits in 2014-16 have been to
(a) G-20 countries and (b) wider Asian neighbours, from West Asia to East

Asia.

Both Prime Minister Manmohan Singh and Prime Minister Modi have
attached great importance to relations with Japan. India views Japan as an
‘all-weather’ friend, strategically committed to India’s economic
modernisation. The growing US-India and Japan-India defence cooperation
and the US-Japan-India trilateral maritime defence exercises are the
consequence of the 2+2 approach of linking diplomatic and defence

engagement between India and friendly countries.

There are two distinct aspects to Mr. Modi’s extensive foreign travels in
the first two years.

First, he has raised India’s profile internationally and has devoted as
much time to government-to-government bilateral relations as he has to
business-to-business and people-to-people cultural relations. He has tried
to establish a new image of India as a land of ideas and enterprise. The
celebration of the International Day of Yoga adopted by the UN is a way of
branding India as a civilisation that has made a unique contribution to
global well-being and human understanding of nature.

Second, Mr. Modi has sought to strengthen India’s defences against the
twin challenges of rising Chinese power in Asia and the threat of Islamic
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Jehadism and terrorism. India recognises that China has emerged as a
major power and a trading super power. However, India believes that it is
in the interests of Asia and the World that Chinese power is balanced so
that there is no cause for concern about its rise. India has no hostile
intentions towards China and will not join any ‘anti-China’ coalition.
However, India would want to see China adhere to the rule of law, remain
within the framework of global rules of engagement acceptable to the
international community as a whole. Asia would be better off as a home to
several centres of power — China, Japan, India, Russia and even the United
States — rather than at the mercy of any one hegemon.

Like Prime Minister Singh, Prime Minister Modi has also emphasised
the ‘centrality’ of the Association of South East Asian Nations (ASEAN) in
the emerging Asian security and economic architecture. India is actively
engaged with the East Asia Summit process. Many in India believe that
China is trying to divide ASEAN and weaken its unity. India, on the other
hand, would like to see ASEAN continue to play its role in Asian
geo-economics and geopolitics. Mr. Modi now actively pursues India’s
membership of the Asia Pacific Economic Cooperation (APEC), and India
views APEC membership as a step towards closer economic integration

with the Asia-Pacific region.

India no longer views itself as merely a ‘swing state’, lying in a sweet
spot between contending major powers, and pursuing a win-win game of
non-alignment, but as a ‘leading power willing to take up new
responsibilities for the assurance of global security and stability. India
would like to ensure regional security in Asia and the Indian Ocean region,
given its own developmental priorities, and has a stake in peace and
stability in the Indo-Pacific region, given its increasing integration with the
world economy. Which is why Mr. Modi has embraced the concept of
Indo-Pacific enunciated by Prime Minister Shinzo Abe, giving India a
greater strategic space within the Asia-Pacific region.

Even as he pursues better relations with Asian powers, Mr. Modi has
worked hard to build on the legacy of his predecessor to strengthen
India-US relations. He is the only Indian Prime Minister to wvisit
Washington DC four times in two years! He has sought to complete the civil
nuclear energy framework agreements that will enable India to conduct

normal commerce and in doing so he has taken Prime Minister Manmohan
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Singh’s initiatives forward. The continuity in Indian foreign policy between
Atal Behari Vajpayee, Manmohan Singh and Narendra Modi shows that
India’s national priorities — on the developmental and security front —

continue to shape Indian foreign policy.

IV. Domestic Politics in Vissicitudes

Mr. Modi’s two years in office have also had an underlying political
agenda defined by Mr. Modi himself as “Congress Mukt Bharat” — A India
Free of the Congress Party. On this front, Mr. Modi has met with success.
Since 2014, the Congress Party has not been able to revive its fortunes to
any great extent. It lost power in the state of Delhi and, more recently, in
Kerala and Assam. It chose to be a junior partner of regional parties in
Bihar and West Bengal. In Andhra Pradesh, a bastion of Congress support,
senior party leaders have all been leaving to join the other side.

At the end of two years of being in the opposition, the Congress has not
yet been able to take a decision on whether the party vice president, Rahul
Gandhi, should take over as party leader from his mother, Sonia Gandhi,
who 1s the party president. Senior members of the party have been unhappy
with the way in which Rahul Gandhi has been managing party affairs.

The only real opposition to the BJP comes from regional political
parties. In West Bengal, Ms. Mamata Banerjee of the Trinamul Congress,
has won a second term with improved majority. In Tamil Nadu, Ms. Jaya
Jayalalitha has also retained power with her AIADMK party winning a
second term. Going forward, the BJP will need a strategy to ensure that the
regional parties do not gain more ground and that they have greater
incentive to support the BJP government in Delhi rather than a Congress
government.

While the loss in Delhi and Bihar was a setback to Mr. Modi in his first
year in office, the recent victory in Assam is an important gain. More
importantly, the BJP has been able to stabilise itself politically after its
surprise victory in 2014. At the end of two years, Mr. Modi is now in a more
secure political position. However, if there is a political problem for Mr.
Modi and the BJP, it comes from within the ranks of what is called the
‘Sangh Parivar’ — the larger family of BJP supporters and sympathisers
whose primary loyalty is to the Rashtriya Swayamsewak Sangh (RSS) and

other Hindu organisations. Their long term agenda of reviving India’s
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Hindu civilizational roots, smothered as they see it by centuries of Islamic
and Christian rules, has had some negative resonance for political stability.
The challenge for Mr. Modi is to pursue his agenda of development even as

he keeps the political base of his party loyal to him.

V. Looking Ahead

The big question analysts pose about the Modi government is whether
it is a one-term government or if Mr. Modi will get re-elected in 2019. One
year ago, many concluded that Mr. Modi’s would be only a one-term
government. That was after the BJP’s defeats in Delhi and Bihar. Today,
most analysts believe that the BJP has regained ground and Mr. Modi is
likely to secure his second term.

What happens in provincial elections in states like Uttar Pradesh,
Rajasthan and Gujarat will have an impact on the national result. If there
1s one BJP ruled state where the Congress can hope to return to power, that
will be Rajasthan, where a bright young and dedicated Congress leader,
Sachin Pilot, is working hard to revive the party. If the BJP is able to enter
a coalition government in UP and retain its control over Gujarat, it would
enter the elections of 2019 with greater confidence. If not, the future would
become uncertain.

On the other hand, the Congress Party remains a weak and dispirited
party under the leadership of Rahul Gandhi. Most party members would
like a change of leadership and feel Sonia’s daughter, Priyanka Vadra,
would be a better option. However, the roots of the Congress’s decline go
deeper and it will take a long time for the Congress to go up from its present
strength of 44 seats in the Lok Sabha to a three-digit number.

Against this background, Prime Minister Modi remains in a secure spot,
and could well be the first non-Congress political leader to be in office for

two full terms.

(16 June, 2016)
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