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Preface

This book is based on a joint research project conducted by the authors from 2016 to
2018. Our research was financially supported by the Japan Society for the Promotion
of Science (JSPS Grant-in Aid for Scientific Research, project number: 16KT0089).
The central purpose of our project is to study economic growth in India from a broader
perspective than that of conventional economics research. In particular, we focus
on the cultural basis behind the recent remarkable growth of the Indian economy.
The standard growth economics usually ignores cultural differences in economies
to focus on the general mechanics of economic growth. We maintain that such an
approach may be insufficient for exploring economic growth in India because the
Indian economy has distinctive cultural features that are not observed in other Asian
countries. The traditions related to value judgment on various life matters such as
marriage, religion, gender, and so on affect consumers’ behavior and working envi-
ronment. They also affect the competitiveness of the economy and the well-being
of people. Since our study needs an interdisciplinary investigation, the participants
of the project are economics researchers in various fields such as public economics,
fiscal policy, macroeconomics, industrial organization, and socio-economics, as well
as an expert in anthropological and historical studies on South Asia in general and
on India in particular.

In the Chap. 1, Akio Tanabe characterizes economic development in South Asia,
with a particular focus on India from the post-World War II period to the present.
The author emphasizes that India is a diverse society in which various individuals
and groups from different social backgrounds interact with each other. Hence, unlike
efficiency-oriented development in Western and East Asian counties, India and other
South Asian countries have experienced diversity-driven development. Tanabe first
discusses Indian history in the early modern era as a process of diversification.
He argues that India, after experiencing colonial and postcolonial diversions, recon-
verged to this development path from the 1990s when democratization and continuing
growth were simultaneously realized.

The Chap. 2, written by Kazuo Mino, studies the linkage between economic
growth and industrial structural transformation in India. As in other developing
economies, the income share of the agricultural sector in India continues to
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decrease as the economy grows. However, compared to other developing economies
such as China, the employment share of the agricultural sector in India has not
decreased much. Since the standard neoclassical growth models fail to explain such
a phenomenon, Mino constructs a multisector growth model in which there are fric-
tions in labor markets that may prevent a smooth sectoral shift of workers who possess
heterogeneous abilities. It is shown that the model may capture the patterns of struc-
tural change in India. The author also considers cultural and institutional factors that
may give rise to labor market frictions.

While the first two chapters discuss the baseline features of India’s economic
growth, the subsequent chapters use micro-level information to characterize the
behavior of the Indian people. Specifically, those chapters reconsider the standard
view that well-being mostly depends on the level of consumption, so that the per
capita income and consumption are the most important criteria to evaluate the growth
performance of an economy. In Chap. 3, Yoshio Itaba first presents an overview of
the large-scale survey on well-being in India conducted by our project in 2017.
This survey pays particular attention to the evaluation of external and environmental
factors represented as social capital. Itaba empirically analyzes the key determinants
of social capital and confirms that the level of social capital has statistically significant
effects on the happiness and life satisfaction of the Indian people.

In Chap. 4, Tadashi Yagi studies the differences in the determinants of well-being
between India and Japan. Based on the World Value Survey, Yagi first compares the
values emphasized by people in major regions and examines the relevant determi-
nants of well-being in India. Then, he utilizes the survey data of our project and his
foregoing research on happiness in Japan to compare the determinants of happiness
in India and Japan. His econometric study reveals that the major determinants of
happiness for the Japanese people are income, wealth, and length of leisure time,
whereas in India, social status and a high level of activity in the community are
relevant determinants of happiness.

Chapter 5 by Kanako Takimoto and Akihiko Kawaura is a study of happiness
of women in India. The authors first point out that the gender gap in India is still
quite large compared to the world average, and it has recently widened further. They
conduct an empirical analysis based on data provided by Asia Barometer as well
as by our survey to explore the determinants of Indian women’s well-being. The
authors find that other than income level, marital status, employment status, and
health condition greatly affect the level of happiness of Indian women.

In the final chapter, Sayaka Sakoda, Ryuichi Fukuhara, and Pramod Tiwari
focus on a traditional folk dance drama performed by a tribe in Rajasthan, India.
It has often been claimed that the poor in India tend to spend too much money
and time on local religious events, which is one of the reasons why they are still
trapped in poverty. Based on their survey data and field research, the authors cast
doubt on such a conventional view. Their econometric analysis on the specific event
suggests that spending money and time on performing the drama does not stem
from the short-term economic incentive but from the long-term incentive to make
an investment in social capital within their tribal community as well as in the local
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society that they belong to. The conclusion of this chapter is compatible with the
outcomes of the studies on happiness in India presented in the previous chapters.

Economic growth is a complex phenomenon that can be explored from various
viewpoints. Although our research has examined only a small portion of the diverse
issues, we have made it clear that it is not appropriate to study the economic growth
in India from the same perspective as when analyzing the growth in Western and
East Asian countries.

This book could not have been completed without the financial support of the
Grant-in-Aid for Scientific Research. We are grateful to Japan Society for the Promo-
tion of Science. We also thank Juno Kawakami of Springer Nature Japan for her
valuable editorial work.

Kyoto, Japan Kazuo Mino
March 2022 Tadashi Yagi
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Chapter 1 )
The South Asian Path of Development: ek
A Historical and Anthropological

Perspective

AKkio Tanabe

Abstract This chapter explores the cultural basis of economic development in the
long-term history of India. India has always been a meeting place of diversities, where
the development path is “diversity-driven”. It did not rely solely on enhancement of
productivity, but more on diversification of knowledge leading to the multiplication of
the kinds of products and services. Early-modern India developed a socio-economic
system that adapted to seasonal and inter-annual variations in rainfall, managed
risks through a system of shares, and accumulated the fruits of labor in the form of
specialized skills in social groups. The colonial period saw a partial divergence from
the development path when caste hierarchy was “traditionalized”” and various social
groups were “peasantized”. Today, we see a reconvergence to the diversity-driven
path where the post-peasant masses are diversifying sources of income to secure
livelihood and increase life chances. Also, there is a new reassembling of diversities
where varied skills and knowledge meet and give rise to innovations. The agenda
for the Indian economy lies in mediating and enabling a smooth linking between
various sectors and modes of production with a balance between the rural and the
urban, agricultural and non-agricultural, informal and formal, and livelihood and
profit.

1.1 Introduction

This chapter explores the cultural basis of economic development in the long-term
history of the South Asian region, focusing on India for the period from 1947
onwards. Today in India, many previously marginalized peoples and post-peasants
are becoming active agents in the market economy and democratic politics, and
diverse individuals and social groups are engaging in dialogues and interactions in
the expanded lifeworld and the public sphere (Neyazi et al., 2014; Tanabe, 2017).
I suggest that this dynamism can be understood as a contemporary evolvement of

A. Tanabe ()

Department of Cultural Anthropology, Graduate School of Arts and Sciences, University of
Tokyo, 3-8-1 Komaba, Meguro-ku, Tokyo 153-0041, Japan

e-mail: tanabe @anthro.c.u-tokyo.ac.jp
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the South Asian path of development (Sugihara, 2010; Tanabe, 2015). This chapter
discusses the characteristics of the South Asian path of development and its historical
unfolding, focusing on the entanglement of culture, nature, and economy.

Previous studies of Indian society tended to focus on discrimination and poverty,
and to ask why democracy is dysfunctional and the economy underdeveloped in
India. The answer given often pointed to the discriminatory social structure based on
caste and Hinduism (cf. Dumont, 1970; Weber, 1958). Such an Orientalist view of
India defined academic understanding of India until the 1980s. This view is based on
the understanding of India as a caste society with a fixed hierarchy, which impedes
the free movement of labor and capital and thus proper allocation of resources in the
political economy.

Today, however, as India moves from the postcolonial to the global era, it can no
longer be described as a closed caste society, plagued by poverty and discrimina-
tion. Rather, India is vibrant as an open and diverse society, displaying remarkable
economic growth with decreasing poverty. Democracy is deepening as the diverse
populace participate in political processes. India’s influence in international politics
is also growing significantly. It is important to note, however, that there is also a
dark side to these changes. The gap between the rich and the poor is widening in
the global economy, and discrimination and inequality based on religion, caste, and
gender continue to pose grave problems. While democracy deepens and the economy
grows, socio-economic disparities persist. Also, the grip of power by the majoritarian
Hindu nationalists poses a serious threat to the pluralist democracy. For all that, we
should not lose sight of the fact that a major driving force for these socio-politico-
economic changes is the increasing participation of diverse post-peasant people in
the market and democracy in search of improvement of life chances to overcome
inequalities and to make their voices heard for the betterment of their positions.

In the face of major changes, a new paradigm is needed to rethink India’s past and
present. India is now economically developing without losing its cultural uniqueness.
What is this cultural uniqueness, and how is it connected to the pattern of economic
development in India? What are the issues that remain unresolved? In order to answer
these questions, we should think of India not only as a hierarchical society, which
divides and discriminates, but as a diverse society, which affirms people’s differences
(Tanabe, 2015, 2021a). If we look at India’s history, we see that in this diverse society,
various individuals and groups from different ecological and social backgrounds
have interacted and exchanged dynamically through society, the market, and the
state, and have developed different roles and entitlements based on their functions
and positionalities. Today, the historical and cultural characteristics of India as a
diverse society is taking a new form under the present democratic politics and market
economy.

By seeing India as a diverse society, I try to overcome the Orientalist view of
India that presupposes its essence as a hierarchical order in contrast to the supposedly
egalitarian order of the West. I also attempt to understand the development path of
India in a longer term and more comprehensive manner. “Path of development” here
does not refer to a model for economic growth, but rather to the socio-cultural and
politico-economic forms that have been created and evolved historically, based on
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the region’s ecological environment and inter-regional exchanges, in order to enrich
the lives of people in the region.

Previous studies on the paths of economic development by Kaoru Sugihara,
Kenneth Pomeranz, and R. Bin Wong among others have fruitfully discussed the
capital-intensive, efficiency-driven Western path and the labor-intensive, resource-
saving East Asian path (Austin & Sugihara, 2013; Pomeranz, 2000; Sugihara, 2003,
2020; Wong, 1997). They have taken comparative perspectives in measuring and
depicting economic development in terms of increase in productivity in the context
of regionally specific factor endowments, especially land/labor ratios. There have
been important undertakings, especially by Tirthankar Roy and Kaoru Sugihara, to
include South Asia in such a comparative framework (Pomeranz, 2004; Roy, 2004,
2005; Sugihara, 2004, 2008; Wong, 2004), and particular attention has been paid to
the availability of water besides capital, land, and labor as one of the key production
factors.!

This chapter is an attempt to make a contribution in this endeavor of delineating
the regional characteristics of the South Asian path of development.” I argue, as
an extension of the comparative approach, which focuses on factor endowments
and forms of productivity enhancement, that attention to the South Asian path of
development opens up wider issues including the very definition and direction of
development. The South Asian path of development is oriented towards livelihood
security in an unstable environment and forms of life enrichment that include but are
not limited to productive efficiency.

The characteristics of the South Asian environment cannot be grasped solely by
factor endowments, such as land/labor ratios, as in the case of East Asia or the West.
We must also take into account unpredictable and fluctuating precipitation, abrupt
spread of infections, and natural disasters that affect not only production but also
human life. The importance of the environment for understanding Indian economic
history has been highlighted by Roy’s research (2005). But his emphasis lies in “the
environmental barrier to technical change”, which impeded “improvements in living
standards” (Roy, 2005: 6). I would like to argue, however, that there were particular
ways in which the Indian social system adapted to such an environment and attempted
to secure and enrich livelihoods. In other words, the natural environment provided
conditions rather than barriers for a path of development in South Asia.

This consideration leads us to focus on another characteristic of South Asian
society: i.e., the persistence of diverse social groups—castes and communities—with
various lifeways. These groups have been a reservoir of distinct skills and knowledge
for utilizing the different aspects of natural and cultural resources. Importantly, it was
by multiplying social diversity, besides increasing productivity, that South Asia was
enriched with multiplied products and services.

! Another important production factor recently paid attention to is energy (Kanda, 2015, 2017).
Sugihara suggests five factors of production where water and energy are added besides capital,
land, and labor (Sugihara, 2020). This is certainly a significant development in global economic
history.

2 This idea of the South Asian path of development is a result of ongoing discussions among
Professors Kaoru Sugihara, Kohei Wakimura, myself, and others.
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In this way, the key to understanding the South Asian path of development lies
in focusing on how it has adapted to socio-ecological diversity and fluctuations,
and managed to mitigate risk and secure livelihood amidst such an environment,
and also on how it has evolved its unique form of enriching life (Sato & Sugihara,
2015; Sugihara, 2010; Tanabe, 2015). The South Asian path of development did not
rely solely on enhancement of productivity, but more on diversification of skill and
knowledge and consequently the multiplication of the kinds of products and services
available for developing a richer society. Thus, the characteristics of the South Asian
path of development may be summarized as “diversity-driven”.? It is based on the
affirmation, promotion, and combination of diversity in the pursuit of well-being.

In the following sections, I first suggest a shift in perspective on development
in long-term history, followed by discussions on geographical, cultural, and histor-
ical characteristics of India, including socio-economic structure and change in early
modern and colonial eras. Then I will go on to depict and argue how the contem-
porary economic development in India can be understood from the viewpoint of a
diversity-driven path of development.

1.2 A Perspective on Development: From Productivity
to Livelihood

In order to appreciate the significance of the South Asian path of development in
world history, it is necessary to shift our focus from productivity to livelihood in
understanding “development”. Previous views have presumed that overall historical
development takes place when there is an increase in productive efficiency. Teleo-
logical history based on the production-centered framework of modernization and
globalization assumes that the combination of institutional development and market
integration brings about productivity enhancement, which in turn leads to economic
growth (Fig. 1.1). According to this perspective, economic growth results in creation
of a middle class-based civil society leading the way to democratization, concomitant
with improved education and decline in birthrate.

Fig. 1.1 Productivity institutional development + market integration
approach to history v
productivity enhancement

v

economic growth

4

development of the middle class & civil society

democratization education decline in birth rate

3 The term “diversity-driven” was first suggested by Prof. Kaoru Sugihara.
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I suggest, however, that if we take a long-duration perspective, what is important
in understanding the regional history of development is the expansion of livelihood
security and human agency (Fig. 1.2). From this standpoint, development is the
process of expanding the foundation of human life based on the interaction between
nature and culture (Sugihara, 2012). Rather than productive efficiency, the first step
in development is to secure the basic conditions for living by securing food, shelter,
and sanitation and controlling infectious diseases. Then, after livelihood security, it is
the development of human agency in the form of people’s health and literacy as well
as expansion of life chances that lead to economic development, democratization,
and educational progress.* We can compare the two views of history in the figures.

Amartya Sen’s capability approach stresses the importance of health and literacy
for development (Sen, 1999). In addition to this universalist and human-centered
approach, I suggest that we take into account the specific historical path of devel-
opment that reflects the nature and culture of the region. Socio-ecological relations
and cultural values particular to a region have a significant impact on economic
structures and their course of development. In the following sections, I discuss the
geographical, cultural, and historical background of India’s economic development.

1.3 Geography and Culture of India: Meeting Place
of Diversities

India is a major part of the subcontinent in the middle of the Eurasian continent,
jutting out into the vast Indian Ocean, with towering Himalaya mountain ranges to
the north. It connects the civilizations of the East and the West, not only though inland
interactions and trade, but also through maritime networks. Diverse social groups,

Fig. 1.2 Livelihood securing food and controlling diseases
approach to history *

improvement in popular health and literacy
expansion of life chance

rise of human agency embedded in
socio-ecological relationships and cultural values

4 v N

o : economic
democratization education
growth

4 Emmanuel Todd stresses the importance of mass literacy for people’s political participation (Todd,
1987). Todd’s view that the diverse political and economic systems of the modern world are the result
of a combination of the rationality of literacy and the diversity of values is instructive. Figures 1.1
and 1.2 are also partly inspired by Todd (1987).
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Fig. 1.3 India as the
meeting point of monsoon
Asia and the Afro-Eurasian
great arid zone

cultures, skills, and ideas met in the Indian subcontinent, as people, knowledge, and
goods moved incessantly. Its openness led to India’s being a multicultural contact
zone.

Climatically, South Asia is located between monsoon Asia, the largest wet zone
in the Old World, and the great arid zone of Afro-Eurasia. It is the only region
in the world where these two zones are in direct contact, resulting in complex
and diverse ecological environments (Fig. 1.3). Diverse social groups—castes and
communities—with varied knowledge, skills, and culture came, settled, and flour-
ished in different ecological environments, and the unique dynamism of India was
born through close contact, cohabitation, and exchange among them. Different social
groups engaged in diverse productive activities, such as grain cultivation, slash-and-
burn agriculture, gathering, hunting, herding, and fishing, utilizing different dimen-
sions of varied ecological environments. There were also merchants who engaged in
trade and commerce, as well as artisans such as potters, carpenters, barbers, black-
smiths, and goldsmiths. There were also professionals in learning, religion, astrology,
administration, and military affairs. In this way, diverse social groups with various
lifeways, cultures, knowledge, and skills interacted closely and exchanged frequently.

Diverse social groups interacted to produce a variety of goods and services under
India’s pluralistic social structure that allowed different groups, each with its own
skills, knowledge, and lifestyles, to take advantage of various facets of the diverse
ecology. The various goods and services were consumed by a wide range of people
via market exchange and state redistribution.

In medieval and early modern India, exchange and distribution of goods took
place through political centers of kingship and royal capitals, religious centers of
temples and mosques, and economic centers of weekly bazaars and regular markets.
The royal capitals and temples upheld the so-called great traditions emulated by the
people as a refined model to integrate diverse local traditions. Villages, cities, and
regions were linked economically through markets and trade.
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Rather than a single center defining the norms of civilization from above, as in
the case of the Chinese and Roman empires, there were multiple centers in Indian
civilization which were created through integration of diverse human and natural
elements in the localities. The pluralistic and multi-layered Indian world was loosely
held together by the polycentric networks built through bottom-up integration of
diversities. This polycentric integration of diversities also involved discrimination
and inequalities among the social groups. In sum, we can say that the South Asian
development path is characterized by its openness, diversity, polycentricity, and
hierarchy.’

1.4 Indian History as a Process of Diversification

The history of India can be seen as a process of gradual development of organic
connections between diverse people and things, accompanied by increasingly
complex organization of state and society. How did India maintain and increase
socio-economic diversity? How is this diversity in Indian society related to the
characteristics of its development path?

Max Weber famously claimed that Indian society, due to Hinduism and caste,
cannot “out of its substance arrive at the ‘spirit of capitalism’” (Weber, 1958: 325).
There have been interesting debates on Weber’s thesis about the relationship between
Hinduism and economic development, and whether or not Indian society has a poten-
tial for modernization (e.g., Kantowsky, 1982; Singer, 1966). Nevertheless, instead
of asking whether Indian can follow the Western path of modernization, what is more
important is to ask what kind of actual development we see in Indian history and
society.

What is remarkable about Weber’s argument, as noted by Kotani (2014), is his
point about the uniqueness of Indian social relations in the history of agricultural
institutions. He pointed out that “peculiar Indian development occurred in the elab-
oration of a whole series of graduated rents based upon the tax duties of the peasants
and payable out of the produce of the land. Above the peasant proper, the actual
cultivator of the land, was one or, as a rule, a community of land renters who as
proprietors of the land were held liable by the authorities for the tax levy. However,
between these proprietors and the authorities there was usually a middleman—the
Zamindar or Talukdar—who laid claim either to a share of the rent...or to seignorial
rights” (Weber, 1958: 70). That is to say, above the actual cultivators of the land, there
were several layers of land renters who had entitlements to a certain share of the land
produce, and historical development in India meant the elaboration of these over-
lapping entitlements in terms of their segmentation and diversification. An inherent
feature of Indian historical development was that as the productive forces and the
social division of labor evolved, new entitlements entailing new roles were formed

5> On how Indian philosophical and spiritual tradition is related to the affirmation of diversity based
on ontological equality, see Tanabe (2018, 2021a).
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on the same piece of land one after another (Kotani, 2014: 86). Such expansion of
multilayeredness and diversity through the elaboration of entitlements to shares of
economic produce was unique to the South Asian path of development.

Let me give an example from a local society, Garh Manitri, in Odisha (Orissa)
where I have conducted historical and anthropological research for over three
decades. Garh Manitri was annexed to the kingdom of Khurda around the late
sixteenth century. This was a period when there was increasing interaction between
the coast and the interior of Odisha as the Indian Ocean trade expanded. The forest-
dwellers, called “tribals” since the colonial period, came to be on the move, searching
for better positions in the “little kingdoms” that often emerged in forest and hilly
areas (Berkemer & Frenz, 2003). People from the plains, including brahmanas, arti-
sans, and service castes, also came to settle in these newly opened villages in the
little kingdoms. Such state-formation processes involved the Hinduization of many
forest-dwellers, who turned themselves into warriors, peasants, and herdsmen. The
tribalization of the kingdom’s social formation accompanied this. The encounters
of the different communities at the frontier and the subsequent dynamics led to the
diversification of lifeways of the people who adopted various occupations and utilized
different aspects of the natural resources. The management of diverse groups living
together led to the stratified division of work and exchange of products and services,
which I call “the system of entitlements”.® This was a collective and careful manage-
ment of the natural and social environment based on the affirmation of diversity and
diversification.

1.5 Diversity-Driven Development and Commercial
Expansion in Early Modern India

Let us look into how the South Asian, diversity-driven path of development mani-
fested in early modern India. One must remember that there were “many and diverse
paths along which the peoples of the eighteenth century had earned their livings”
in India (Washbrook, 1988: 80). Furthermore, we need to understand the “diversifi-
cation of the use of biological resources by endogamous groups” (Gadgil & Guha,
1992: 207), and how this enabled utilization of different aspects of resources.

The usage of natural resources and distribution of produce were managed under
“the system of entitlements” in early modern India. The local community as a whole,
consisting of a few to tens of villages, provided entitlements to a share of local
products for households engaged in various roles in administration, military, agri-
culture, crafts, religious and secular services, and entertainment. When there was
enough economic surplus, the community would further assign more families to roles
required in the community. More administrators and soldiers were added or/and reli-
gious specialists, carpenter—artists or ironsmiths appointed depending on the needs

6 See Tanabe (2021a) for the details of the system of entitlements and its subsequent transformation
in Odisha.
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of the community and/or the state. This was done by setting the entitlements to a
share of local produce in the region. Various castes contributed to the continuity
and growth of each of their specialized knowledge and skills while being supported
by the community. Through this system, cultural plurality characteristic of Indian
society was maintained and developed.

This was a system for socially accumulating the results of labor in the form of
various knowledge and skills in different social groups. In South Asia, the natural
environment is unstable and unpredictable as the overwhelming power of nature can
be a great blessing or it can destroy in an instant all that has been built and stored.
Hence, investment is made for human beings to acquire and accumulate diverse
knowledge and skills (Nakamura, 1984; Wakimura, 2009).

This is in contrast to the development paths in the West and in East Asia. The West
aimed to increase labor productivity by using capital intensive and resource/energy
intensive technology, and accumulate the results of labor in the form of financial
or material capital. East Asia aimed to increase land productivity by using labor
intensive and resource/energy-saving technology, and accumulate the result in the
form of improving the place of production, namely, land, factories, communities:
e.g., constructing labor-intensive irrigated and terraced rice fields, refining produc-
tion processes and layout of workplaces, and cultivating good human relations for
cooperation through social gathering (Bray, 1986; Nakamura, 1984; Sugihara, 2003,
2004; Wakimura, 2009).

The South Asian path of development is diversity-driven and environment-
adaptive. One important aspect of the system of entitlements in early modern India
is that it incorporated a sociological mechanism to adapt to unpredictable rainfall in
the area. There is extreme variation in the amount of rainfall between wet and dry
regions and seasons in India. It is impossible to predict when and how much rain will
fall, and when it does, it is necessary to act quickly. However, this does not mean that
large numbers of agricultural laborers can be employed throughout the year because
rainfall is seasonal due to the monsoon, and there are long periods in the year when
agricultural labor is not needed. To deal with this, the system of entitlements in
eighteenth century India created a large surplus of service castes (sweepers, barbers,
laborers, etc.) and artisan castes (carpenters, potters, blacksmiths, etc.). These castes
carried out their specialized work during the off-season and engaged in agriculture
when the farming season came. This was a way for society to cope with fluctuations in
weather by keeping surplus labor available for agriculture when needed (Wakimura,
2009). The agricultural surpluses created enabled the community to support a variety
of social groups with diverse knowledge and skills (Nakamura, 1984).

Such diversity in the kinds of work, agricultural production, and seasonal activities
functioned as mechanisms for reducing risk and absorbing labor. Based on these
shifting diversities in production activities, the system of entitlements functioned to
support the sharing of both the fruits of various activities and the agricultural risks
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in the local community.” It is true that under the system of entitlements, there was a
large difference in the share of products depending on the occupation and work. So
there certainly was an aspect of inequality. What is worth noting, however, is that
even members of lower castes were assured of survival because of their entitlement
to a share of the local community’s total output. Crop yields varied from one year to
the next depending on the level of precipitation and severity of damage due to natural
disasters in any given year. Nevertheless, in contrast to a system that charges a fixed
rent, the system of entitlements guaranteed each caste a certain share of the harvest,
which enabled the local community as a whole to absorb the risks of fluctuating
annual yields.®

Social adaptation to the environment in India can be better understood if we
compare it to other places in the world. In his research in Thailand, Yoneo Ishii points
out that in areas where water is abundant, it is possible to adapt naturally through
“agronomic adaptation”, such as selecting rice varieties that can cope with excess
water (floating rice), while in areas where water is chronically scarce, “technological
adaptation” is necessary, such as digging waterways, installing water-lifting devices,
and constructing reservoirs. Ishii explains the differences in the community structure
of rice-growing societies from this perspective (Ishii, 1978: 18). In comparison, many
parts of India have unstable water conditions, with too much or too little water, for
which manipulation of nature is not an option. As a result, India adapted to the
environment not by agronomic action on the biosphere, nor by technological action
on the geosphere, but by “sociological adaptation”, that is, by managing the human
society while adapting to the environmental changes.’

In areas of agronomic adaptation, each small peasant household was relatively
autonomous, whereas technological adaptation on a large scale required the involve-
ment of state power (cf. Wittfogel, 1957). Sociological adaptation, on the other hand,
required a fine-tuning of the distribution of rights and duties between social groups
and a high degree of order-forming capacity on the part of society. This is related to
the fact that while India has historically had a high capacity for social order, the state
has had a relatively weak capacity or need to intervene in society (Tanabe, 2006).

Thus, early modern India developed a unique socio-economic system that was
adapted to seasonal and inter-annual variations in rainfall, ensured a surplus labor
force that could cope with the changes in the form of service and artisan castes,

7 See Tanabe (2021b) on the system of entitlements, which functioned as a mechanism to share
risks in the early modern era, and how this system of risk management fragmented in the early
nineteenth century, resulting in the loss of sustainability.

8 Moreover, it should be noted that there was no scarcity of agricultural land in eighteenth-century
India (Wakimura, 2009). Agricultural laborers were in demand when there was sufficient rainfall.
The demand for labor increased still further because of an economic boom brought about by thriving
trade across the Indian Ocean (Washbrook, 1993). It should also be pointed out, however, that the
lowest level of agricultural laborers and entertainers were required to migrate to other areas if crops
continued to fail. Thus, this was a form of social adaptation to the ecological environment that
involved both sharing and discrimination.

9 However, the role of the state, besides that of local society, was important in technological adap-
tation in the early modern period in Tamil areas where agricultural development was not possible
without irrigation facilities (Mosse, 2003).
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managed risks through a system of shares and social gradient, and accumulated the
fruits of labor in the form of specialized knowledge and skills for each group in
society. In the division of labor, each jati (caste group, unit of endogamy, associ-
ated with a particular occupation) was a site of human and cultural reproduction,
accumulating inherited skills and knowledge.

The main logic of this system of entitlements was “participation and sharing”
by a variety of social groups. The idea was for people to share a common space
of interaction and exchange based on differences in the lifeways of various social
groups and diversities of work they offered.

It was in the combination of the diversities that the Indian socio-economy
displayed its ingenuity. It not only affirmed differences, but also devised ways of
combining diversities. Indian cultural-economy was characterized by the “assem-
blage of diversities” in the successful combination of the diverse products of
specialized knowledge and skills.

For example, Indian cloth, which has been highly appreciated in the market world-
wide from the early modern period until today (Riello & Roy, 2009), is a result of
the combination of various skills and labor, both highly specialized and basic. The
raw cotton was first processed by the cotton-carders who carded and teased it into
cotton wool, then by others (probably women of different castes) who spun it into
thread, and then by handloom weavers who wove it into cloth. The cloth was also
adorned with color and design through dying and/or printing by specialist dyers. It
may have been decorated with some ornaments, each variety of which was also made
by various specialized craftsmen. Finished cloth was thus a combination of diverse
skills and knowledge.

It was such “assemblage of diversities” in early modern India that not only
enriched life in the local community through the availability of diverse skill and
knowledge but also enabled expansion of agricultural and manufacturing activities
for the market, including the Indian Ocean trade of cotton textiles.'” The eighteenth
century was a time of commercial expansion for India (Bayly, 1983; Parthasarathi,
2001; Stein, 1989), with the establishment of trade centers and networks, accom-
panied by growth in the use of a variety of money (Perlin, 1984, 1987; Tanabe,
2022).

In this way, the South Asian path of development in early modern India was
based on the affirmation of diversity and the ingenuity to combine diversities. The
direction of development was not only towards increase in productivity but often
towards diversification. It was the diversification that enriched the variety of products
and services, and also enriched the culture and economy as a whole. This was an
outcome of the combination of various products and services, each of which was the
result of highly skilled specialized labor.

10 The circulation of cowry shells was vital for such chains of transaction (Heimann, 1980; Perlin,
1987). In seventeenth-century and eighteenth-century Bengal, weavers were paid in advance in
cowry (Perlin, 1986: 1045, 1987: 300, 320, Hossain, 1979: 340-341). This was probably also the
case with Odisha in the same period, where cowry were widely used (De, 1952a, 1952b; Perlin,
1987: 241). See Tanabe (2022) for the varieties of money used in early modern Odisha and how
they functioned to connect diversities through community, state, and market.
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1.6 Colonial Divergence: Traditionalization, Peasantization
and New Commercial Networks

After colonization, in the 1820s and 1830s, the system of entitlements at the local level
was replaced by individual land proprietorship. The British government conducted
systematic administrative measures over land. This was expected because the tax
levied on land was the main source of revenue for the colonial government. The
revenue administration of survey and settlement showed an almost paranoiac effort
at systematic categorization and enumeration (Cohn, 1987; Appadurai, 1993). The
new land settlement brought about profound changes in the economic system in India.
The British colonial government sorted out the rights that had existed in multilayered
ways on a certain piece of land, allocated a deed of right to one person, and thereby
granted exclusive proprietary rights in addition to allocating the responsibility of
paying taxes.

In this way, land was alienated, so to speak, from the socio-political relations it
had formerly represented and supported. Consequently, the system of entitlements
that had supported the collective sustainability and assemblage of diversity in the
local community broke down. The land, instead of being a medium for organizing
local community, became the object of individual ownership through which society
came to be stratified. The British colonial policy created a “caste hierarchy”, which
“traditionalized” the privileged authority of the brahmanas, the local elites, and the
dominant caste, the hierarchy of which more or less matched the stratification in
the landholdings. The colonial state, with its centralized bureaucracy and military,
functioned to guide society into reproducing the newly traditionalized social structure
and extracting the agrarian surplus.

Another phase of social transformation under colonialism came with the commer-
cialization of agriculture in the latter half of the nineteenth century. The “traditional-
ized” structure of dominance established in the early nineteenth century went through
a reshuffling as class differentiation developed. There arose the “new rich”, on the
one hand, who were successful in amassing wealth in the new economic opportu-
nities. They were able to take risks under the colonial economy. On the other hand,
there were poorer peasants, tyrannized by debt. Much of the “low-caste” population
became landless bonded agricultural laborers. They were actually the ones who were
forced to bear the costs of the new risks.

In this way, by the mid-nineteenth century, various castes that had been engaged in
a wide range of occupations in the previous century, began to be concentrated in agri-
culture. This “peasantization” process is intimately related to the process by which
India was transformed into a primary commodity-producing country under colonial
rule. In step with the colonial commercialization of the agrarian economy, a larger
number of rural residents began to engage in the production of cash crops, resulting
in a significant narrowing of the diversity of occupations in the villages (Tanabe,
2021b). The peasantization, where labor was largely concentrated in agriculture in
rural India, may be seen as a “colonial divergence” from the original diversity-driven
path.
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However, we should also not lose sight of the fact that there arose a new kind
of commercial networks in colonial India, which led to reassembling of remaining
and new diversities in the network that connected villages, towns, and cities. Indian
socio-economy was quick to adapt to the new economic demand. Throughout the
colonial period, India functioned as important production and trade sites, with nodes
and networks for collection and distribution (Bayly, 1983), which extended wide into
the Indian Ocean (Markovits, 2000; Oishi, 2015; Rudner, 2020). The expansion of
Indian Ocean trade during the colonial period in turn stimulated the development of
the domestic market, transportation, and communication (Kanda, 2017; Sugihara,
2015). India was not only a huge supplier of agricultural products but also manufac-
tured commodities such as cotton textiles and jute (Riello and Ali, 2018; Riello &
Parthasarathi, 2011; Roy, 2009). Villages, the site of agricultural production, were
connected to small towns and cities, where commodities were manufactured, and
then to the ports, from where the commodities were sent overseas (Gandhi et al.,
2020). In this complex network of production, manufacturing, and trade, multifar-
ious actors were involved, such as peasants, moneylenders, artisans, laborers, and
merchants, reflecting the new combination of local knowledge and global demand.

1.7 Economic Development in Contemporary India

Now let us look at the economy in contemporary India. Immediately after inde-
pendence, the primary sector accounted for 53%, the secondary sector 13%, and
the tertiary sector 34% of India’s gross domestic product. Although there was a
certain amount of industrialization from the late 1920s, postcolonial India at its start
was mainly an agricultural economy with a huge peasant population. The Nehru-
vian attempt at state-led industrialization staggered by the mid-1960s. Although the
growth rate of the secondary sector between 1950-1951 and 1965-1966 was above
6.5%, it faltered to 4.3% in the period 1965-1966 to 1970-1971, and 3.8% between
1970-1971 and 1975-1976 (Economic Survey 2011-12).

Nevertheless, India’s democratic commitment to development slowly bore fruit.
People’s access to food and education gradually improved after independence, and
their political participation expanded from the mid-1960s. Corresponding to the
popular demand, from the 1970s, subsidies to the rural society for poverty allevi-
ation increased, and the people’s participation in the consumer economy and party
politics expanded. The Green Revolution, which began in the mid-1960s with wheat
crops in a limited region such as Punjab, expanded to rice cultivation from the mid-
1970s and to a wider region including south and east India (Fujita, 2002, 2015).
Electricity for running tubewells and chemical fertilizers were heavily subsidized,
and the government purchased the produce at a guaranteed minimum price. As a
result of these policy efforts, food self-sufficiency was achieved by the late 1970s
(Sarma, 1978). The spread of the Green Revolution from the mid-1960s to the 1980s
provided an important basis for later economic development (Fujita, 2002, 2015;
Roy, 2007).



14 A. Tanabe

The economic growth rate, which was staggering around 3.5% per year in the
1970s, rose to the mid-5% range in the 1980s. The political and economic vitalization
of the 1980s was of great significance. Although frictions such as religious and caste
conflicts arose as diverse populations participated in public life, these were also a
part of the process of democratic politics and market economy expanding into rural
society. It was a period of transition and churning of the lifeworld with the workings
of the state and market. The economic policy of the 1980s, which included hefty
subsidies, however, did not last long due to a heavy burden on the national finances.
After an economic crisis caused by the accumulation of budget deficits and foreign
debt, India took a major step toward economic liberalization in 1991.

What is remarkable about India since the 1990s is that there has been simulta-
neous democratic deepening and economic development. While political and public
participation from below by the subalterns, such as people from low castes, tribal
groups, religious minorities, and women grew consistently, India has also main-
tained a high economic growth rate averaging more than 6.4% between 1992 and
2019."" Although India’s economy contracted by 7.3% in 2020 due to the COVID-19
pandemic, it is expected to grow by 9.5% in 2021 and 8.5% in 2022, according to
IMF projections.'? This is a situation worth noting. Historically speaking, in other
parts of the world, democracy is only established after economic development has
been achieved through industrialization. Besides India, no country has brought about
industrial development after having established democracy (Varshney, 1995). How
has this been possible?

The key to the answer lies, in my contention, in the contemporary unfolding
of the South Asian path of development. In order to understand this, we must go
beyond the conventional political economy viewpoint of the relationship between
the state and the market, and broaden our perspective to include society. Society
is where people make their living and where the workings of the market and the
state are embedded.'? As much as the Indian state has “depended on its ability to
arbitrate between contending local groups, tribes, classes etc.” and its strength has
been a “reflection of the nature of society it was trying to govern”,'* the workings
of the Indian market depend on its ability to connect between diverse groups, and its
strength can only be areflection of the diverse society for which it is trying to facilitate
exchanges and transactions. In other words, the vitality of the Indian economy is
largely embedded in the social relationships and cultural values of society (Gandhi
et al., 2020).

' Data from the World Bank (https://data.worldbank.org/indicator/NY.GDP.MKTP.KD.ZG?locati
ons=IN) accessed on 17 October 2021.

12 Data from IMF (https://www.imf.org/en/Countries/IND) accessed on 17 October 2021.

13 I agree with Raghuram Rajan about the importance of “the third pillar” of the community beside
markets and the state. However, it is unfortunate that his emphasis on the local community tends
to downplay the socio-economic importance of the people’s dynamic movement and activities that
connect the rural, urban, and abroad. It is in the “rurban” and “glocal”, the social space in-between
the rural/urban as well as local/global, that we note new dynamism in India (Mizushima, 2015;
Tokita-Tanabe, 2021).

14 Personal communication from C. Bayly to Kulke (1995: 47). See also Tanabe (2006).
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From this viewpoint, the dynamism of contemporary India lies not solely on the
liberalized working of the market but rather on the expansion of livelihood security
with improved health and literacy, and politico-economic agency of people supported
by the institutional provisions.'> In this process, the hitherto rurally confined and
traditionalized social relations and cultural values came to interact with the workings
of democratic politics and market economy, bringing about a new dynamism.

Looking at livelihood security in India, the infant mortality rate (the number of
deaths per 1,000 live births) has declined from 115%o in 1986 to 47%o in 2010, and
the state-wise mortality rate, where there was a wide gap between a low of 52%o
(Kerala) and a high of 150%0 (Madhya Pradesh) in 1986, has converged between 13
and 60%o in 2010 (IndiaStat.com, Economic Survey 2011-12). The crude death rate
dropped steadily since the 1920s from around 47%o in the 1910s to below 8% by
2011. The birth rate declined first slowly and then more rapidly, from nearing 50%o
in 1901-1911 to a little above 20%0 in 2010-2015. The total population will continue
to grow for some time, but is expected to peak around the year 2060 and then decline
(James, 2011).

The literacy rate has increased significantly in a short period of time from 18.33%
in 1951 to 74.04% in 2011. Since 1991, the literacy rate in the backward states, such
as Bihar and Uttar Pradesh, and backward social groups, such as those belonging to
Scheduled Castes and Scheduled Tribes, has seen a significant increase. Comparing
men and women, from 1999 to 2011, the male literacy rate increased by 18.01% from
64.13 to 82.14%, while the female literacy rate showed a larger increase by 26.17%,
from 39.29 to 65.46% (IndiaStat.com, Economic Survey 2011-12). The disparities
in literacy rates between regions, classes, and genders are converging, although the
disparity in the quality of education remains an acute problem.

Since the 1990s, the disparities in economic performance between regions have
been widening, and the disparities between classes have also been increasing (Fujita,
2015; Okahashi, 2015; Yanagisawa, 2015). This indeed poses a serious problem for
the Indian economy. At the same time, it should also be noted that there has been
a narrowing of disparities in livelihood and agency as represented by the decrease
in infant mortality and the increase in literacy. Despite the economic disparity, this
provides the basic opportunity for diverse people from different regions, classes,
castes, and genders to become politically and economically active, supporting the
vitality of democratic politics and market economy. What is important is to guarantee
life chances to such people and to utilize their potential for the enhancement of public
welfare.

15 In addition to the reservation system and the panchayat (local self-government) reforms (1992),
the Right to Information Act (2005), the Forest Right Act (2005), the National Rural Employment
Guarantee Act (2006), the Right to Education Act (2009), and the National Food Security Act
(2013) are important institutional supports.



16 A. Tanabe

1.8 The Agenda of a Post-peasant Society: Diversification
of Sources of Income

As people’s livelihood has been secured and politico—economic agency has expanded
with the improvement in health and literacy, a new agenda has appeared. How is it
possible for this gigantic mass of people, namely, post-peasants, to have a better
living? Absolute poverty, in the sense of food shortage, has been almost overcome.
Poverty headcount ratio at $1.90 purchasing power parity a day rapidly declined
from 63.1% in 1977 to 47.6% in 1993, 39.9% in 2004, 22.5% in 2011, and 7.7% in
2019.'® Most people, except for the 7.7% who require attention, have enough food
at least in today’s India. However, there is a persistence of relative poverty for the
majority of the population. Importantly, this problem is structural.

The problem has shifted, in economic terms, from the “food problem” to the “farm
problem” (Schultz, 1953) or “agricultural adjustment problem” (Hayami, 1988) in
the mid-1990s in the case of India (Fujita, 2015). In the former, overcoming food
shortage is the issue, whereas in the latter, when food prices and agricultural income
decline as food production exceeds the demand, overcoming the problem of low-
income of farmers becomes an important agenda. The large rural population, who
used to depend mostly on agriculture, has diversified their source of income, although
with difficulty.

This transition in rural India can be characterized as that from a (post)colonially
peasantized society to a post-peasant society. Here, the term ‘“post-peasant” is
used to denote the huge population who used to engage in agricultural work
as the main source of living but are now diversifying and combining different
sources of income both agricultural and non-agricultural. Post-peasantry refers
not simply to the ex-peasant masses but diverse people with different degrees of
connection with the agrarian economy, who are struggling in the space of articu-
lation between different modes of production, including corporate capitalism, non-
corporate informal economy, and non-capitalist subsistence economy (Chatterjee,
2008a, 2008b; Tamanoi, 1983).!7 Most of the post-peasants, instead of abandoning
villages completely to be proletariat laborers or white-collar workers, often maintain

16 Data from the World Bank (https:/data.worldbank.org/topic/poverty?locations=IN) and data
from the Asian Development Bank (https://www.adb.org/countries/india/poverty) last accessed on
18th October 2021.

17 Partha Chatterjee draws a comparison between formal and informal sectors by distinguishing
between corporate and non-corporate capital. He argues that corporate capital pursues profit,
whereas small-scale, non-corporate capital aims to ensure survival and secure livelihood (Chat-
terjee, 2008a, 2008b). Chatterjee’s attention to the role of the non-corporate, informal sector for
securing people’s livelihood is important. But, he tends to overemphasize the contradiction between
the two sectors which is only thinly connected with the redistribution of wealth by the state from the
urban formal sector to the rural (post-)peasants. Instead of a dichotomous framework that clearly
separates the formal and informal sectors, I suggest we should pay attention to the space of articu-
lation between the two, and see not only how corporate capital exploits the informal sector but also
how post-peasants strategically attempt to obtain both livelihood security and life chance expansion
through diversifying sources of income and gradually upgrading their education and employment.
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connections with their villages and agriculture while seeking new opportunities in the
urban areas. They often utilize kin-caste-personal relationships to seek opportunities
for education and work in the towns and cities while keeping, as long as the need
remains, their connection with their home village and agricultural land as a safety
net. These post-peasants, who are not completely farmers, laborers, entrepreneurs
or white-collar workers but are often the combination of all these when we look
at their seasonal changes in work and the collaborations in the family and kinship
network, are the main population who are becoming both a potential and a problem
for emerging economies such as India.

Let us take up the example of Garh Manitri again. Villagers say that until the
1960s, few people wanted to be office workers or live outside the village, which
was predominantly agrarian. In those days, if they had any extra cash they used it
to buy farmland, but today, they invest it in education or small businesses. Until the
beginning of the 1990s, there was little chance for upward socio-economic mobility
even if they left the village, so most villagers stayed in the village except for the
educated few. Since the late 1990s, however, as employment opportunities increased,
many people began to live outside the village to secure a steady income. By the mid-
2000s, the number of people working outside the village had increased considerably.

According to a survey conducted by Tanabe and Fujita in 2016, there were 859
households and 5.24 members (2.56 males and 2.68 females) per household on
average in Garh Manitri (Tanabe & Fujita, 2021). Out of these, there were 0.66
(25.7%) male members and 0.13 (5.0%) female members who stayed separately
away from the village. Also, out of 1.85 members (1.56 males and 0.29 females)
in the labor force, there were 0.60 (38.3%) male members and 0.03 (10.8%) female
members on average who worked outside.

Members of the family working and living outside the village send remittances,
and keep in touch with their families and relatives through telephone and SNS. They
also support their families and relatives to get better education and employment
opportunities in urban areas. Thus, the fact that these people work and live outside the
village does not mean a collapse of family ties. Rather, it often implies the expansion
of “intimate networks” that connect family members and kin across the village, the
rurban, and the cities (Tokita-Tanabe, 2021). There are increasing communication
and interaction between villages and cities today in terms of circular movement of
people, money, commodities, and information. This has also led to spatial expansion
of the lifeworld of villagers for education, work, and social and family life. Arguably,
this dynamic movement of people, money, information, and commodities across the
rural and the urban characterize the post-peasant society in India.

The non-farm income has increased in a major way in this process. In 2016,
farm income constituted only 6.34% of household income, while non-farm income
constituted 93.66%. Within non-farm income, labor wages constituted only 10.86%
(agricultural wages 2.02% and non-agricultural wages 8.84%), and 89.14% of income
came from salary, business, and pension sources (salary from the private sector was
39.20%, salary from the government 25.14%, business 17.86%, and pensions 6.94%).
The average total household income per year was Rs. 217,720 (around US $3,266),
out of which non-farm income was Rs. 203,918 (around US $3,059), and farm income
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only Rs. 13,802 (around US $207). This is a sea change from the situation in the early
1990s when farm income and agricultural wages still constituted the most important
sources of income.

1.9 Growth Amidst Precarity: The Agenda of Labor
Absorption

One of the biggest problems facing India and the world is how to provide jobs and
livelihood to the huge population of post-peasants. Out of the 457.5 million employed
persons in India (2004-2005), the “organized” sector (government, public corpora-
tions, and registered private enterprises) employs a mere 7.6%, and the vast majority
of the 92.4% find employment in the so-called informal sector, or “unorganized”
sector (Sengupta et al., 2008: Table 6). There is a process of casualization and infor-
malization of the job market in India just as in other parts of the world. Also, there
is no longer a stable socio-economy in the rural areas due to marketization of the
lifeworld. People require sources of cash income, and cannot depend on agricul-
ture, in order to pursue a better life. The “agricultural adjustment problem” for the
post-peasantry society must be seen as a global problem of labor absorption on an
unprecedented scale.

It has been pointed out that India is going through a “jobless growth” (Kannan &
Raveendran, 2009). What is the mechanism behind this?

In the formal sector, there is a phenomenal expansion of the capital-intensive, high-
productivity service industry, represented by IT. The IT service industry has exhibited
a remarkable growth rate of 30% per year since 1991, and with software accounting
for more than 26% (2010-2011) of total export values, has been the star performer
in the Indian economy. While accounting for only 1.2% of GNP in 1997-1998, this
industry’s share in GNP rose to 7.5% in 2011-2012 (Economic Survey 2011-12).
India indeed “stands out for its rapid expansion of high-productivity service sectors”
(Tejani, 2016: 867). We should note, however, that unlike the manufacturing sector
and informal sector, the IT service industry does not have a broad base, and that
being an export-led industry (78.4% in 2010-2011) it is dominated by a section of
the elite (Economic Survey 2011-12). This kind of high-tech formal sector lacks the
“broad-based expansion of labour-intensive production that has been characteristic
of fast-growing economies in East Asia” (Tejani, 2016: 867, cf. Sugihara, 2007,
Austin & Sugihara, 2013).

If we look at the detailed components of the service sector in India, however, we
find a different picture (Yanagisawa, 2014). A breakdown of the service industry as
a whole (2010-2011) is as follows: trade, hotels and restaurants (16.3% of GNP),
transport, storage and communication (7.8%), financing, insurance, real estate and
business services (16.7%), community, social and personal services (14.4%), and
construction (8.2%) (Economic Survey 2011-12). Although the IT industry is indeed
leading growth, the business categories that are growing in step with the expansion
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of domestic demand are those providing the trade, retailing, and various kinds of
services rather than the export-oriented sectors dominated by big capital and the
elite. The importance of the construction industry should also not be overlooked. It
is often the informal segments of the service sector that offer jobs to the huge chunk
of less-skilled workers.'®

If we look at the manufacturing sector, while itis once more the “(c)apital-intensive
industries within the organized sector” that “accounted for much of the increase in
output or value added by Indian manufacturing”, most of the new jobs in manufac-
turing generated between 1999-2000 and 2004—2005 was “in the unorganized sector,
mainly by export-oriented industries such as garments, textiles, leather and diamond
cutting” which held 23.0% of factory sector employment in 2003—2006 and 32.2% of
unregistered manufacturing sector employment in 2005-2006 (Thomas, 2013: 690).
Here, yet again, it is the informal (or unorganized) sector that offers jobs to people,
the payment from which in turn supports the domestic demand.

Industries that are dependent on mass domestic consumption demand—food prod-
ucts, beverages, and tobacco products—were also a significant source of labor absorp-
tion which held 22.2% of factory sector employment in 2003-2006 and 28.9%
of unregistered manufacturing sector employment in 2005-2006. However, it is
alarming that while these industries had generated 2.05 million new jobs in India
between 1983 and 1993-1994, they lost a total of 0.3 million jobs during the period
1999-2000 to 2004—-2005 (Thomas, 2013: 681). This reversal in employment growth
in the Indian food industry since the late 1990s possibly reflects the slowdown in
the agricultural and rural economy. From the early 1990s, “agricultural production,
productivity, and value of output have decelerated for almost all crops” in India due
to policy change (Mishra & Reddy 2011: 48). It is necessary to note, nevertheless,
that “the pace of workforce transformation depends on agriculture productivity to
sustain non-agricultural employment” (Nagaraj, 2011: 77). This point is important as
nearly 60% of India’s GDP is driven by domestic private consumption, as compared
to 40% in China (World Economic Forum, 2019: 8).

It is crucial for the Indian economy to keep up the vitality of the domestic
consumption market and related industries, which function as a transformational
pivot connecting the livelihood-supporting, low-value-added, huge agrarian economy
with the profit-seeking, high-value-added, high-tech economy. In other words,
the post-peasant socio-economy needs careful articulation of various sectors and
different modes of production in order for there to be a healthy circulation of
income, demand, and job opportunities, thus enabling labor absorption and structural
industrial transformation.

In this way, when we say “jobless growth”, we are witnessing the balancing off
of the capital-intensification of high-tech formal industry requiring less labor on the
one hand, and the growing job market in the informal sector. The engine of economic
growth lies in the former, whereas the livelihood basis for the post-peasant masses

18 Tejani admits, “A caveat to our results are known weaknesses of the estimation of services GDP in
India, especially with respect to the output of the private corporate sector and the informal segment
of the tertiary sector” (2016: 867-868).
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lies in the latter. While there is less space for entry of workers in the high-tech
formal sector, there is growing space for casual labor and small-scale enterprises in
the informal sector. Employment in the latter is often unstable and unreliable, but
nevertheless provides the people with some source of income.

1.10 Reassembling Diversities: Reconvergence to the South
Asian Path of Development

In this precarious and unstable economic environment for the non-elite masses, how
do people seek risk mitigation and life chance expansion? Against the image of
one-way proletarianization of ex-peasants who are exploited as cheap laborers in the
informal sector, it is more often the case that the post-peasant households diversify
their source of income by combining various sources. For example, a household
in Garh Manitiri combined agriculture, small-scale poultry, term employment in a
private company, cashew nut growing, and urban migration of a young member. Other
sources of income found in the village are government employment (if a member
is educated and lucky), casual labor, shopkeeping, offering tutorials to students,
contract jobs, orillicit liquor business. Arguably, the strategy of livelihood diversifica-
tion represents, beyond the postcolonial divergence, the reconvergence of household
strategy to the South Asian path of diversity-driven development.

The traditionalized structure of kinship, caste, and religion is loosened today, but
personal-kin—caste-religious networks play important roles. People often depend on
these “intimate networks” to seek education and jobs in the expanding lifeworld
(Tokita-Tanabe, 2021). This explains both the persistence and change in socio-
economic relationships. The economy is still embedded in social relationships, but
the social relationships are no longer in a fixed structure. Rather, they function as
networks to support a new dynamic movement of people, information, and money.

Also, we note that there are born new combinations of diverse materials, skills,
and knowledge, that are enabled by new encounters of diverse social groups in the
open economic environment, to produce a large variety of goods and services on
a small scale according to the wide range of different needs arising from a vibrant
market. The competitiveness of the small-scale unorganized sector is not only due to
its ability to respond to diverse needs that large-scale production finds difficult to fulfil
(Datt & Ravallion, 2011; Krishna, 2011), but also because of the new innovations
that are taking place through “reassembling diversities”.

For example, Kazuyuki Kubota’s study shows how the leather industry in Dharavi,
a huge slum with numerous enterprises and workshops in the outskirts of Mumbai,
responds flexibly to small or large orders for a wide range of products from low to
high quality (Kubota, in press, 2021). There is a loose network of workshops and
factories (located also in slum areas), employing a range of workers from medium-
to high-skilled, some capable of mass-producing simple products and others capable
of producing technically demanding designs for export. Design and manufacture of
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leather goods in the workshops is mainly based on the knowledge and skills accumu-
lated by the Chambars, aleather caste Dalit community, and a group of Muslim leather
craftsmen, combined with the knowledge of modern design, demand, and marketing
of the educated classes. Kubota reports that it is the educated Dalit entrepreneurs
owning leather workshops in Dharavi who play a pivotal role of mediating high-level
artisan skills accumulated by the Chambars with the knowledge of the designers and
exporters from outside to produce value-added products. The new combination of
these diverse skills and knowledge is leading to innovation of new products with
value-added design and quality.

Kaoru Kawanaka also describes how a variety of products are made in small lots
in the export industry of ladies’ garments in Delhi by utilizing diverse skills and
knowledge and combining richly varied materials (Kawanaka, 2017, 2018). A wide
range of woven cotton fabrics and accessories made by artisans of various localities
is put together to create high-quality fashionable products. There are only a limited
number of skilled tailors and master artisans who are permanently employed; and
other tailors, who are in circular migration between the village and the city, are
seasonally employed. This is a way to adapt to the seasonal changes in demand, and
to meet the requirements of the seasonal workers who wish to have a basis in the
village and also diversify their source of income. When it comes to production, one
highly skilled tailor takes the responsibility of the entire sewing process, while giving
simple parts to less skilled tailors, and completes each garment one by one. This cell
production system, rather than the line production system seen in knit fabric manu-
facture, is suited to tailoring the delicate Indian woven cotton fabrics which require
subtle adjustments in the tailoring process. Division of labor between skilled and
semi-skilled workers, as well as allocation and control of work by managerial master
artisans, enables efficient production and skill learning. A network of tailors built on
links between urban and rural areas supports access to jobs, mobility between facto-
ries, and skill learning. Workers acquire skills gradually on the job in this circulatory
process, rather than through training by companies.'”

In contemporary India, as diverse post-peasant agents seek to secure their liveli-
hood and increase their life chances, there is an expansion of people’s participa-
tion in market economy and democratic politics. In this process, diverse skills and
knowledge accumulated in various social groups meet with each other and also with
modern knowledge and technology. This process is leading to a transformation of
some informal industries, represented by fabric and leather, which have uniquely
Indian design but appeal to the global market. While capital-intensive high-tech
formal industry, such as IT, represents one bright aspect of the Indian economy, the
beneficiaries are mostly limited to the elite. The labor-intensive and labor-absorbing
informal sectors, such as fabric and leather, represent another kind of hope for the
post-peasant mass based Indian economy. They cater to the global and domestic

19 Companies do not train these workers or sort them according to type of work. The conventional
explanation for this is that India’s woven-garment industry consisting of small and medium-sized
enterprises is inefficient and dependent on protectionism, but this does not seem to be the only
picture according to Kawanaka.
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market demand with a wide range of products from low to high quality, and also offer
job opportunities to various artisans and laborers with varying skills and different
degrees of connection with the rural agrarian economy.

There are plural economic sectors and modes of production with different degrees
of capital intensity and labor intensity as well as varying emphasis on profit and
livelihood in India. The key to sustainable development of the Indian economy lies
in mediating these various sectors and modes with a balance between the rural and
the urban, agricultural and non-agricultural, informal and formal, and livelihood and
profit.

1.11 Conclusion

India has always been a meeting place and assemblage of diversities, where the exis-
tence of diversities is affirmed. As regards the development path, previous studies
have discussed the capital-intensive Western path and the labor-intensive East Asian
path. Both paths presume stability of the natural environment, and focus on how
to use endowed resources more efficiently to maximize production. In South Asia,
however, a unique socio-economic system has developed, which takes into consider-
ation unstable changes in the natural environment, and secures livelihood in ways that
is compatible with environmental uncertainty. Through the maintenance of diverse
groups and exchanges among them, the South Asian path of development has directed
human efforts towards the diversification and accumulation of cultural resources in
the form of specialized skill and knowledge rather than just the maximization of
overall production which often leads to standardization. This South Asian path, which
can be called “diversity-driven”, has historically sought to ensure the maintenance
of diversity without denying the plurality of human ways of life and heterogeneity of
the world, and to increase the richness of society as a whole through the intersection,
coexistence, and assembling of these diversities.

We contend that the perspective of the South Asian path of diversity-driven devel-
opment explains important aspects of the present economic dynamism in India where
the post-peasant masses are diversifying sources of income to both secure livelihood
and increase life chances in the market economy and democratic politics. Also, there
is a new reassembling of diversities where varied skill and knowledge meet and
give rise to innovations in the glocal connections. The Indian economy is charac-
terized by the prominence of the capital intensive, high-value-added industries such
as IT as well as the hugeness of the labor intensive, low-value-added industries
such as food, fabric, and leather in the manufacturing sector, and trade, restaurants,
communication, and transport in the service sector that support the non-agricultural
income and expanding lifeworld of the post-peasant masses. The South Asian path
of development cannot be characterized as either capital intensive or labor inten-
sive based on the regionally particular factor endowments. Its characteristics rather
lie in the coexistence and connection of extreme varieties of modes of production.
In this environment, the potentiality and hope of the Indian economy, though rife
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with conflict and friction, lie in the patient and creative articulation and connection
between various sectors and different modes of production that satisfy the needs
of both the security of human livelihood and the expansion of life chances in the
globalizing socio-economy.

Needless to say, the reality of the situation in “diversity-driven” India has its
negative aspects, such as hierarchy and disparity that persists and is the target of
heavy criticism today. This point should indeed be taken seriously. However, diversity
should never be reduced or translated to hierarchy and disparity in both real terms
and in our understanding.

It is my contention that the study of the South Asian path of development has a
deep significance for today’s world as it leads us to ask—instead of the production-
centered question of what kind of society can produce more efficiently that often
leads to the idea of standardization—perhaps a more vital question related to the
future of humanity: how humans can secure their livelihood in the age of precarity
and uncertainty,?’ and how they can make the existence of diverse others a source of
richness for society as a whole.
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Chapter 2 m)
Economic Growth and Structural s
Change: The Case of India

Kazuo Mino

Abstract Structural transformation of the Indian economy has two distinctive fea-
tures: (i) the employment share of the agricultural sector has not declined much,
although its income share has been rapidly decreasing with economic growth and;
(ii) the service sector started expanding before the income share of the manufactur-
ing sector has not increased enough. In this chapter, we mainly focus on the first
feature by examining a two-sector development model with labor market frictions.
Our model exhibits an unbalanced decline in the employment and income shares of
the agricultural sector.

2.1 Introduction

Currently, India has the fifth-largest GDP and the second-largest population in the
world. During the last three decades, the presence and influence of India in the global
economy have significantly increased. In particular, India’s rapid economic growth
after the late 1990s has been attracting considerable attention. As well as other emerg-
ing economies, the recent economic growth in Indian economy has been associated
with the continuing transformation of industrial structure. As is well known, the
structural change of a growing economy displays a similar pattern: as an economy
grows, the income and employment shares of the agricultural sector continue declin-
ing, while those of the service sector continue rising. Moreover, the income and
employment shares of the manufacturing sector first rise, and then they start falling.
Figure 2.1 shows the typical patterns of changes in the GDP and employment shares
of each sector.! As an example from the real data. Figure2.2 displays changes in

IFigure 2.1 is taken from a numerical example examined by Hori et al. (2015).
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the GDP share of each industry in Japan. (The profile of changes in the employment
shares exhibit a similar pattern.)?

The structural change of the Indian economy exhibits such a profile. However, a
close inspection reveals that there are two prominent features which are not observed
in the growth processes of East Asian countries such as Japan, China (PRC), Taiwan,
and South Korea who experienced rapid economic growth. The first feature of the
relation between growth and structural change in India is that while the income share
of the agricultural sector has been decreasing, the employment share of that sector
has not been declining much. As shown in the next section, the continuing shrink of
the GDP share of the agricultural sector has not been associated with a proportional
decrease in its employment share. As a result, the average income of workers in
agriculture has relatively decreased. Despite the recent income expansion, India’s
per capita GDP in 2018 was 158th in the world, so that India is still classified as a
poor country according to the world economic outlook issued by the International
Monetary Fund (IMF). The large employment share and low wages in the agricultural
sector is the main cause of the low per capita income in India.

The second feature observed in India’s data is that compared to the emerging
economies in East Asia, the GDP and employment shares of the manufacturing sec-
tor shows a relatively low level of expansion. In general, an emerging economy
expands the manufacturing industry before the service sector starts a rapid expan-
sion. However, In the case of India, the service sector started a high level of growth
before the manufacturing industries sufficiently expanded. Consequently, a substan-
tial decrease in the GDP share of the agricultural sector has been mostly absorbed by
a rapid expansion of the service sector rather than that of the manufacturing sector.

In this paper, we first summarize the basic facts about growth and structural
change in India after the 1950s. We then construct a simple model that may capture
the prominent features of the structural transformation of the Indian economy men-
tioned above. In our model economy, there are two production sectors, agricultural
and non-agricultural. We first confirm that as assumed in the standard modeling of
growth and structural change, if the labor market realizes an efficient allocation of
the labor force between the two production sectors, we obtain the conventional out-
comes. Namely, rises in productivity both in the agricultural and non-agricultural
sectors shift the labor force from the agricultural sector to the non-agricultural sec-
tors. Consequently, the decrease in the income share of the agricultural sector is
associated with a proportional decline in its employment share.

We then introduce a cost of labor shift between the two sectors: a worker in the
agricultural sector must pay an additional learning cost to work in the non-agricultural
sector. This cost of labor shift reflects the skills needed for non-agricultural produc-
tion, and it decreases with the ability owned by an agent. We assume that the learning
ability is distributed according to a stationary distribution function. We also assume
that each agent determines to work in the non-agricultural sector, if and only if the

2 The linkage between economic growth and structural change has been a major topic in growth
economics. Herrendorf et al. (2014) presents a detailed survey on this topic. See also Jorgenson and
Timmer (2011).
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real wage in the non-agricultural sector exceeds the real wage in the agricultural
sector plus the learning cost for working in the non-agricultural sector. We show that
in the presence of labor market frictions, a higher level of agricultural productivity
raises the employment share of agriculture: an opposite outcome to that obtained in
the standard setting. Moreover, while a rise in the productivity of the manufacturing
sector reallocates the labor force from the agricultural to the manufacturing sectors,
its impact is relatively small, compared to that held in the standard model with a
frictionless labor market.

This chapter mostly focuses on the first feature of the Indian structural change,
that is, unbalanced declines of the GDP share and the employment share of the
agricultural sector. However, when discussing the possible extension of the base
model, we show that a three-sector version of the base model would explain that the
growth of the manufacturing sector in India has achieved a relatively low level of
expansion.

The rest of the chapter is organized as follows. Section2.2 summarizes the basic
facts about growth and structural change in India. Section 2.3 considers the baseline
analytical framework without labor market frictions. Section2.4 presents our main
discussion that treats a growth model in which there are frictions of labor allocation
between the different production sectors. Section2.5 treats possible extensions of
our model. Section 2.6 gives economic implication of our model analysis. Section 2.7
concludes.

2.2 Background Facts

Before presenting our model that is suitable for discussing growth and structural
change in India, we summarize the basic facts about India’s growth and structural
change after the Second World War.

2.2.1 Economic Growth in India

Before its independence in 1947, the per capita income in India had stagnated for
nearly ten centuries including the British colonial era from 1858 to 1947: the per
capita income was almost the same over 1000 years.? Thus, modern development and
growth in India started after independence. From economic as well as political view-
points, the era after independence is commonly divided into the before-liberalization
period from 1947 to 1991, and the after-liberalization period, 1991 and thereafter.
The graphs in Fig. 2.3 show the changes in population, per capita income, real growth
rate of GDP, and investment GDP ratio in India from 1950 to 2019. Those graphs

3 Roy (2002) presents a useful overview of India’s economic history before the independence.
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(a) Population (million) (b) Per capita income (US$)

(C) Real growth rate (%) (d) Investment-GDP ratio (%)

Fig. 2.3 a-d Changes in population, per-capita GDP, real growth rate, investment-GDP ratio in
India from 1950 to 2019

reveal that, except for population, the per capita income as well as the growth rate of
GDP started increasing after liberalization.

As pointed out by Basu (2018), the Indian economic policy during the pre-
liberalization period was heavily influenced by British social democracy and the
planned economy of the Soviet Union. As a result, economic policies in this era
were characterized by economic interventionism, a large-scale government-run pub-
lic firms, business regulation, and central planning. India’s Five-Year Plans followed
the central planning of the Soviet Union. However, India’s interventionism is more
modest than the extreme Soviet style central command system. The policy of concen-
trating simultaneously on capital-intensive heavy industry and subsidizing low-skill
cottage industries. Although modern economic growth started after the independence,
the average growth rates of GDP and per capita income during the pre-liberalization
period were still modest.

Economic liberalization in India was initiated in 1991 by Prime Minister
Narasimha Rao and Finance Minister Manmohan Singh. The collapse of the Soviet
Union, which was India’s major trading partner during the pre-liberalization period,
and a rapid increase in oil prices caused by the Gulf Wars, gave rise to a major
balance-of-payments crisis in India. To cope with the crisis, India asked for a $1.8
billion loan from the International Monetary Fund (IMF), and the IMF demanded the
Indian government to realize a large-scale economic de-regulation in return for the
loan. Responding to the IMF’s requirement, the Rao government conducted substan-
tial economic reforms in 1991. The reforms included lowering tariffs and interest
rates, terminating many public monopolistic firms, as well as allowing foreign direct
investment (FDI) in many sectors. Moreover, in the process of subsequent reforms
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during the 1990s, the Indian government conducted financial liberalization. As a
result of those reforms, the Indian economy started prolonged economic growth,
together with rises in life expectancy and literacy rates. In particular, India experi-
enced high growth rates, averaging 9% from 2003 to 2007. The growth rate then
dropped to 5.6% due to the 2007-2008 global financial crisis. However, in 2013, the
GDP growth rate accelerated to 6.4% from the previous year’s 5.5%. The accelera-
tion continued in 2014 and 2015, with growth rates of 7.5% and 8.0% respectively. In
2015, India grew faster than China for the first time since 1991. However, the growth
rate subsequently decelerated, to 7.1% and 6.6% in 2016 and 2017, respectively,
mainly because of the 2016 Indian banknote demonetization and rises in goods and
services taxes.*

2.2.2 Structural Change in India

When discussing the relationship between economic growth and industrial structural
change in India, it is useful to compare India’s profile with that of China (People’s
Republic of China: PRC). China and India are the two largest emerging economies
in the world. These two economies have been following largely similar patterns
of growth and development. In particular, both India and China started continuing
rapid expansion of their GDP after the substantial economic reforms in the 1980s
and 1990s. However, as pointed out in Sect. 2.1, the structural change in the Chinese
economy has been exhibiting the conventional pattern of structural transformation,
whereas India’s structural change has been showing irregularities.

China is the world’s most populous country and has the second-largest GDP. In
parallel with the graphs in Fig. 2.3, the graphs in Fig. 2.4 show changes in population,
per-capita income, growth rate of real GDP, and investment to GDP ratio in China
from 1950 to 2019. Additionally, Table2.1 compares the key magnitudes of both
countries in 2018.°

The economic structure of India and China changed as a result of substantial
economic reforms. In the early 1980s, the industrial structure in India was still dom-
inated by agriculture: the employment share and the GDP (value-added) share of the
agricultural sector were repetitively 69.4 and 37.6% in 1980. This situation grad-
ually changed due to a series of economic reforms that started in the early 1990s.
In 2010, the employment share of the agricultural sector accounted for 52.80% of
employment and 15.20% of GDP. On the other hand the employment share of the
industrial sector was 13.45% of employment in 1981, and it increased to 19.90% in
2010. At the same time, the GDP share of the service sector increased from 37.87%
t0 58.27% from 1980 to 2010. Such an increase in the GDP share was associated with
an increase in the sector’s employment share, which changed from 17.20% in 1981

4 See Bhalla and Surjit (2011), Datt and Ravallion (2002), and Shimizu (2009) for further discussion
on economic growth in India after the independence.

5 Song et al. (2011) constructs a model that depicts recent economic growth in China.
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(a) Population (million) (b) Per capita income (US$)

(c) Real growth rate (%) (d) Investment-GDP ratio (%)

Fig.2.4 a-d Changes in population growth, per-capita income, growth rate of real GGP, nvestment-
GDP ratio in China from 1950 to 2019

Table 2.1 China and India in 2018 (Source IMF World Economy Outlook)

Population Share of the global GDP | Per capita GDP
China 11.39 billion 2nd $8600 (75th in the world)
India 13.31 billion 6th $1998 (145th in the
world)

to 27.35% in 2010. The expansion of the service sector absorbs largely medium and
highly skilled labor. As mentioned earlier, the rough sketch of the industrial structural
transformation in India demonstrates prominent features: (i) the employment share
of the agriculture sector has not been declined much despite a continuing decrease in
the income share of that sector, and (ii) the service sector started expanding before
the manufacturing sector grew substantially.

The profile of structural change in China basically similar to that in India. How-
ever, as Table2.2 shows, there are substantial quantitative differences. As for the
GDP share of the agricultural sector, the change in China was similar to that in India:
its share dropped from 32% in 1981 to 9.3% in 2010. Note that, in contrast to India,
the employment share of agriculture also decreased substantially from 59 to 32% in
2010. As mentioned in Sect. 2.1, the proportional falls in the GDP and employment
shares of the agricultural sector is a typical profile of structural change in many coun-
tries. Furthermore, compared to those in China, the GDP and employment shares of
the manufacturing sector in India were relatively low. And the GDP and employment
shares of services started continuing expansion before the manufacturing sector grew
substantioally.
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Table 2.2 GDP shares andeEmployment shares in India and China (Source GGDC 10 Sector Data)

Real GDP share (%)

India China

1960 1990 2010 1960 1990 2010
Agriculture 53.7 31.5 16.1 Agriculture 42.1 22.4 9.3
Manufacturing | 21.4 304 32.7 Manufacturing | 29.2 453 48.1
Servives 24.9 38.1 51.2 Servives 28,7 32.3 42.6

Employment share (%)

1960 1990 2010 1960 1990 2010
Agriculture 71.9 66.4 54.7 Agriculture 72.3 58.2 31.9
Manufaturing | 11.7 13.2 19.5 Manufaturing | 15.5 22.3 28.5
Services 16.4 20.4 25.8 Services 12.2 19.5 39.6

Like India, China was dominated by the agricultural industry: the agricultural
sector accounted for 58.0% of employment and 32.5% of real GDP in 1981. Due to
the substantial reforms initiated by Deng Xiaoping that started in 1978, the economic
situation in China completely changed to rapid and widespread industrialization. By
2010, the employment share of the agricultural sector declined to 31.9% and its
GDP share to 9.3%. The manufacturing sector’s employment share increased 1.13
times from 25.4% in 1981 to 28.8% in 2010; and its income share increased 1.07
times from 45.5% in 1981 to 48.8% in 2010. The increase in the GDP share of the
manufacturing sector from1991 to 2001 was partly due to changes in ownership in
the mid-1990s. On the other hand, the expansion of the service sector’s employment
share was much higher than its GDP share from 1981 to 2010. During this period, the
employment share of the service sector increased 2.4 times from 16.4% to 39.3%,
whereas its GDP share increased 1.9 times from 22.0% to 41.7%. As Table 2.2 shows,
the service sector’s shares of both employment and GDP in China were initially lower
than those of India. However, in the process of a series of economic reforms, the
Chinese government enhanced the market economy and allowed private ownership.
Additionally, China participated in the World Trade Organization in 2001. This lead
to rapid increases in exports and FDI, which contributed to China’s rapid growth of
income and employment in the 2000s.

The patterns of changes in the employment and income shares in both India
and China demonstrate that economic activities have shifted from the agricultural
sector to the industrial and service sectors. Thus, the linkage between economic
growth and industrial structural change in both countries basically follows that of
other countries that had experienced modern economic growth and development.
The expansion of the service sector in both countries was mainly attributed to rapid
urbanization, a rising standard of living as well as an increase in the number of
middle- and upper-income households. In particular, an increase in foreign demand
for the demand for information technology and software services accelerated growth
of the services sector in India. However, as mentioned earlier, India’s employment
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share of the agricultural sector was still 53%, which is much higher than China’s
share (32%) in 2010. Then, what is the main reason of such a slow decline of the
employment share of the agricultural sector in India? Of course, there are prominent
differences between the two countries. First, as for economic reforms, the Chinese
government implemented stronger reforms than the Indian government. The strong
democratic traditions in India make it difficult to undertake reforms as serious as
those conducted in China. For example, the government’s strategies of labor reform
and tax reform conducted taken by the Chinese government were more efficient
than those conducted in India Moreover, compared to those in China, the economic
reforms in India have been less focused on manufacturing industries than on services
such as banking, transport, and telecommunications as well as software services. Due
to the differences in the economic reforms, the per capita GDP became substantially
higher in China than in India.

Although we do not deny the importance of institutional as well as political differ-
ences in India and China may give rise to the difference in growth-structural change
profiles, in the model analysis conducted below, we present an alternative exposition
emphasizing that the labor market frictions decreasing the speed of sectoral shift of
labor may be larger in India than in China.°

2.3 The Baseline Model Without Labor Market Frictions

2.3.1 Modeling Structural Change

In the foregoing studies on the relation between economic growth and structural
change, researchers have employed two alternative approaches. The one is based on
the assumption that there are divergences in productivity change among the different
production sectors. If the growth rate of the total factor productivity (TFP) of the non-
agricultural sector is higher than that of the agricultural sector and if the preferences
of consumers are homothetic, then the relative price of agricultural goods increases,
which promotes substitution from agricultural goods for non-agricultural goods in
consumption demand so that the expenditure share of the non-agricultural goods
rises. As a consequence, the consumption demand for non-agricultural goods grows
faster than the demand for agricultural goods, which raises the relative income as
well as employment shares of the non-agricultural good sector. This approach was
initiated by Baumol (1967) and a recent sample includes Echevarria (1997), Ngai and
Pissarides (2007), and Acemoglu and Guerrieri (2008). The second approach is based
on the demand-induced structural change due to the presence of non-homothetic
preferences. For example, Kongsamut et al. (2001) use a Stone-Geary utility function
to consider the dynamics of sectoral labor reallocation. Foellmi et al. (2008) introduce
a hierarchic utility function to obtain nonlinear Engel curves for the various products,

6 Mallick (2017) presents a detailed study on the comparison of structural changes in China and
India.
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which generates consumption cycles. Provided that demand functions only depend
on the relative position of the product in the hierarchy, they also show that structural
change is consistent with the Kaldor facts. Hori et al. (2015) also derive the same
outcome by using a model with commodity specific habit formation in consumption.’
Moreover, several authors such as Matsuyama (1991) and Guillo et al. (2010)
combine those alternative models of structural change. Among others, Matsuyama
(1992) presents a highly tractable model of structural transformation that incorporates
non-homothetic preferences as well as sectoral unbalanced productivity change. Our
baseline model without labor market frictions follows Matsuyama (1992).%

2.3.2 Setup

Production

Consider a closed economy with two production sectors: one sector produces agricul-
tural goods and the other produces non-agricultural goods. According to the conven-
tional classification of commodities, non-agricultural goods involve manufacturing
goods as well as services. The production function of the agricultural sector in period
t is specified as

Ya,r = AF (N.u,z) ’ (2.1

where Y, , and N, , respectively denote the output and labor input of the agricultural
sector, and A, represents the total factor productivity (TFP) of that sector. We assume
that labor is necessary to produce and the marginal productivity is diminishing. Thus,
F (Na,) satisfies
F(0) =0, F'(Ng)>0, F"(ns)<0.
Similarly, the production function of the non-agricultural sector is

Yii = MG (Nuy), (2.2)

where Y, ;. Ny, and M, denote output, labor input and TFP of the non-agricultural
sector, respectively. It is also assumed that

G(0)=0, G (Nws)>0, G"(Nu:) <0O.

7 See also Herrendorf et al. (2013) for a further discussion of the role of preference structure in
structural transformation of a growing economy.

8 Matsuyama (1992) is based on a two-sector model of economic development examined by Mat-
suyama (1991). A useful discussion on the modeling of structural transformation is given by Chap. 21
in Acemoglu (2009).



2 Economic Growth and Structural Change: The Case of India 39

Final goods and factor markets are assumed to be competitive. Hence, the repre-
sentative firms in the agricultural and the non-agricultural sectors respectively selects
its labor input to maximize profits

Tay = AF (N.a,z) — w; Ny,
Tm,t = Pt MlG (Nm,t) - thm,tv

where p; is the price of non-agricultural goods in terms of agricultural goods, w, ,
and w,, , are wage rate held in the agricultural and the non-agricultural goods sectors
in terms of the agricultural good. Profit maximization gives the following first-order
conditions:

Wyt = A F' (Na,t) sy Wy = ptMtG/ (Nm,t) . (2.3)

We assume that the labor market is perfectly competitive and labor can freely
shift between the two sectors. Therefore, the competitive real wages (in terms of the
agricultural good) satisfy the following:

wa'[ = wm'[ = w[. (2.4)
As aresult, from (2.3) we obtain

A F' (Nay)

= 2 2.
M,G' (Np1) (2-3)

Pt

Namely, the relative price, p;, equals the relative magnitudes of marginal produc-
tivity of labor.

Consumption

In Matsuyama’s model, it is assumed that the representative household lives forever,
and it determines the entire path of the optimal consumption plan at the outset. In the
baseline model, we consider a non-overlapping generations economy in which agents
in each generation live for one period. This setting is employed just for simplifying
model manipulation. In Sect. 2.5, we show that the model can be extended to a more
general environment in which agents in each generation live for two periods.

The agents are homogeneous and constitute a continuum with a mass of the
population, N. We assume that the population stays constant over time. The agents
in each cohort constitute a representative household. The household consumes the
agricultural and non-agricultural goods, and the utility function of the household
who lives in period ¢ is given by

U, = Blog (ca,, — ’y) + log (cm,,) , v>0, 08>0, (2.6)

where ¢, ; and ¢, ; respectively denote the consumption levels of agricultural good
and non-agricultural good of the representative household. Here, a positive constant
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~ represents the basic consumption of the agricultural good, and § shows a relative
weight on the felicity generated by agricultural good consumption relative to the
felicity of the non-agricultural good consumption.
The household maximizes U, by selecting ¢, , and ¢, ; subject to the flow budget
constraint
Car + PiCmy =1,

where I, is the total income of the household. Since we have assumed that the
production technology of both sectors exhibits diminishing returns in labor input,
the household receives the quasi profits as well as wage payments. Hence, I, equals
the total value of outputs:

It = WiNgy ¢ + Wil + Ta,t + Tt - (27)

The condition for the optimal selection of agricultural and non-agricultural goods
consumption is that the marginal rate of substitution between two goods equals the
relative price so that we obtain

Car — 7
Cm,

= Dt- (2.8)

Equilibrium Conditions

We have assumed that the population of each generation is NV, and thus the aggregate
consumption of each good is expressed as C;, = Nc¢;, (i =a, m). Hence, (2.8)
yields

Cai = N7+ piCu,s- (2.9)

We consider a closed economy, and, hence, the market equilibrium conditions of
the final goods market are
Ci,=Y, i=a,m. (2.10)

In addition, it is assumed that the labor is fully employed, so that the labor market
equilibrium condition is
Na’[ +Nm’[ - N. (2.11)

Using, (2.5), (2.9) and (2.10), we obtain the following condition:

YN F' (Nay)
F -y e - N 2.12
(W) A TGN =Ny G = Ne) 212

This equation determines the equilibrium level of N, , under a given level of A,.
Using (2.12), we find the following:
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dN,, G’ 0 dN,, G’
= — < U, = >
dA, (F'G' — F")A? dN (F'G' — F")

0.

Hence, as long as
YN
F(N)— — >0,
A

t

there is a unique equilibrium level of N, ;, and it is expressed as
Nyt =L(A;N). Ly() <0, Ly()>0 (2.13)

In words, arise in the productivity of the agricultural sector lowers labor allocation
to the agricultural sector, while a higher population increases the labor input of the
agricultural sector.

Note that in this formulation, the productivity level of the non-agricultural sector,
M,, does not affect the labor allocation between the two sectors. This outcome stems
from the logarithmic utility function assumed in (2.6). To see this, suppose that the
utility function is given by

(Ca,t _7)177’ + CrlnTtN
l—n l—n

U =0 , n>0, n#l

Then the first-order condition for an optimum becomes

1
— "
Ca,l — Y =D Cm,t~

Thus, Eq. (2.12) is replaced with

L 1

Ny F'(Noy) |" <M,>1_n
F SRR N S0 (e N,
(Na.r) Az+LﬂN—Mﬂ i G (N = Nu,)

This equation means that if > 1, then a higher A, decreases the equilibrium
level of N, .. However, the level of M, affects the equilibrium value of N, ;.
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2.3.3 Growth and Structural Change

Technical Progress

Following Matsuyama (1991), we assume that there is learning by doing in the non-
agricultural sector. The total factor productivity in the non-agricultural sector changes
according to

My =60Y,, +1-60)M, 6>0, §el0,1), (2.14)

where 0 is the rate of depreciation of knowledge in the non-agricultural good produc-
tion. The above expression means that the current level of TFP of the non-agricultural
sector is determined by the cumulative production level of the non-agricultural goods:

My =0 (1=6) Yy j.

j=1

Since we have assumed that each generation lives for one period, the accumulated
knowledge, M,, is transferred from one generation to the next through intergener-
ational externalities: ¢ + 1-th generation can learn the knowledge M, that is left by
the 7-th generation.

From (2.2) and (2.14), the growth rate of TFP in the non agricultural good sector
is expressed as,

Mz+l - Mt

m =60G (N — L (4,, N)). (2.15)

If there is no continuing technical change in the agricultural sector, A, stays
constant over time. In this case, (2.15) gives the balanced growth rate of the non-
agricultural output. Since arise in A depresses L (.), arise in TFP of the agricultural
sector accelerates expansion of the non-agricultural sector. Moreover, an increase in
the population , N, also raises productivity growth due to the scale effect.

Structural Change
Note that from (2.5) the relative price satisfies

A (L(A)
P MG (N =L (A

(2.16)

Thus, A, stays constant and M, continues rising according to (2.16), the price
of non-agricultural goods continues decreasing, which means that the agricultural
good becomes expensive relative to the non-agricultural goods. In contrast, if the
agricultural productivity increases substantially, (2.16) shows that p, may rise, so that
the agriculture goods become less expensive relative to the non-agriculture goods.
Those results fit well to our intuition concerning resource allocation and price changes
in the neoclassical environment.
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Finally, note that the GDP share of the agricultural sector is

Y F (L (A, N) G (L (A, N))
M Y ¥ pYus  F(L(ALN) G (L(ALN) + F'(L(ALN)

We see that % < 0. Consequently, a rise in the productivity of the agricultural
sector decreases not only the labor employment of the agricultural sector but also
its GDP share of that sector. It is to be noted that the continuous rise in TFP of the
non-agricultural sector does not affect the labor allocation between the two sectors

nor the GDP share of each sector.”

Summary

To sum up, the baseline model without labor market frictions presents the following
results:

(i) Arisein the productivity of the agricultural sector lowers both the employment
and income share of that sector.
(ii) The price of non-agricultural goods relative to the agricultural good will decline
as the productivity of the non-agricultural sector rises.
(iii)) Under the presence of the learning-by-doing effect in the non-agricultural sec-
tor, a rise in the productivity of the agricultural sector raises the growth rate of
non-agricultural output.

Those findings fit well to the profiles of growth and industrial structural change
observed in many East Asian countries, including China.'®

2.4 The Model with Labor Market Frictions

Matsuyama’s (1992) model discussed so far successfully captures the role of agri-
cultural productivity in economic development in a coherent manner. However, in
Matsuyama’s neoclassical setting, the labor force freely sifts between the agricul-
tural and non-agricultural sectors. As a result, the real wages in both sectors have the
same value, and in the process of economic growth, both the employment and GDP
shares of the agricultural sector uniformly decline. As emphasized in Sect. 2.2, these
outcomes do not fit well with the linkage between economic growth and structural

9 In this chapter, we focus of growth and structural change in a closed economy. Matsuyama (1992)
also examines a small open economy in which a rise in the agricultural productivity may shrink
the manufacturing good sector. This is because a higher productivity in the agricultural sector
strengthens the comparative advantage in the agriculture goods under free trade. Since India is not
a small country, such a conclusion may not hold.

10 Dyarte and Restuccia (2010) explore the relation between structural change and aggregate pro-
ductivity of the economy from an empirical viewpoint.
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transformation observed in the Indian economy. In this section, we modify the base-
line, neoclassical model to depict the growth-and structural change relationship that
is characteristic of the Indian economy.

2.4.1 Setup

Production

The production side of the economy is the same as before. The final goods and factor
markets are competitive so that the labor demand in each sector is determined by

AIF/ (Na,t) = Wgq,, ptMtG/ (Nm,t) = Wm,t- (217)

Again, w;; (i = a,m) denotes the real wage in terms of the agricultural good.
If the labor market is perfectly competitive, it holds that w, , = w,, ;, leading to the
condition given by (2.5). However, as discussed below, we assume that there are
frictions in the labor market, under which (2.5) fails to hold.

Households’ Behavior

Unlike the previous model, we assume that agents are heterogeneous. At the outset
of her life, each agent draws her ability from a given distribution function. We denote
¢; as agent i’s ability drawn from the following cumulative distribution function of
ability:

Prob(x < ¢) =T (¢). (2.18)

Here, the cumulative distribution function satisfies

T (¢min) =0, T"(¢) >0, lim I'(¢) =1,

¢— Pmax

where @i, denotes the minimum level of ability. As discussed below, in our model,
an agent’s ’ability’ has a broad meaning. It may reflect the agent’s learning ability,
skills, family background, social status, and health status. as well as the flexibility that
allows the agent to adjust to a new environment. Our key assumption is that an agent
should pay an additional learning cost to work in the non-agricultural sector. The
agent selects to work in the agricultural sector, if the wage in the agricultural sector,
w,,, exceeds the discounted wage in the non-agricultural sector, w,,,/ (1 + ),
where v); denotes agent i’s discount factor which is determined by

Gi=2 50, (2.19)
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In contrast, if w,,, < w,,,/ (1 +1;), the agent works in the non-agricultural
sector. Hence, the cutoff level of ¢)* is given by

(14 9*) war = Wy . (2.20)

Hence, from (2.19) and (2.21), the cutoff level of ability is determined by the

following condition:

gr= e @21)

wm,t - wa,t

We assume that w,, ; > w,, forallt > 0.If an agent draws ¢; < ¢, then she works
in the agricultural good sector, while an agent with ¢; > ¢; chooses to work in
the non-agricultural sector. (We assume that an agent with ¢; = ¢; works in the
non-agricultural sector.) As a result, in each period, an amount of I" (¢*) N agents
work in the agricultural sector, and [1 — I" (¢*)]N agents engage in the job of the
non-agricultural sector.

We denote the consumption of agricultural and non-agricultural goods by the
agents working in the agricultural sector as ¢ , and ¢}, ,, respectively. Similarly, ¢/,
and c,, , represent consumption levels of the agents who work in the non-agricultural
sector. The utility function of type j (= a, m) agent is specified as

j l—0o j l—0o
) (Ca,t) (Cm,z>
! +

e = 1—0 1—0

O<o<l1, j=am. (2.22)

In what follows, we assume that the elasticity of substitution between the agri-
cultural and non-agricultural goods, which is 1/o, is higher than one. The budget
constraint is

J Joo_ g T
Ca,t+ptcm,t _It’ .] =a,m,

where I,j is the income of type j agents. The first-order conditions for utility maxi-
mization gives

. 1 .
J 0.
Ca,t = Pt Ciyt-

The utility maximization yields the following demand functions:

. . 1 .

, I/ ) Ip 7 I/

Cou = =T+ Gy = ’ptl_l (z -~ ) (2.23)
1 + p o 1 + p o PzU + p

Note that under our assumption of 0 < o < 1, arise in the relative price of the
non-agricultural good, p,, raises the consumption demand for agricultural goods,
while it depresses the demand for the non-agricultural goods.
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Market Equilibrium Conditions
Denoting the aggregate demand for both goods by type j agents as CL{,, and C,’,;y,,
these variables are defined by

Cé, =T (¢*)Nct,, Cl',=[1-T(¢")]Nc),, s=a, m. (2.24)

From (2.23) and (2.24), the aggregate demand of the whole agents are respectively
given by

IST (¢ NI® 4+ I" [1 =T (¢*)] NI™
- :

1+pl=s

Cos=Cy,+C;, =

1

P’

Cni=C, +Chi = ———
1+p'~-

{?F (d)*) Nlta + Itm [l -T (¢*)] Nltm} :

Hence, the market equilibrium condition for each good is given by

T () NI [T )N

AF (T (%) N) = (2.25)

-1
l+p o

MG ((1-T () N) = —2 — T (@) NI + 1" [1 =T ()| N 1"} (2.26)

14+pl77

al—

These equations mean that the relative price satisfies the following condition:

by [M,G (a-r (cb*))N)}_ . (2.27)

A F (' (¢*) N)
Equation (2.27) means that if ¢* is fixed, a rise in the relative productivity, M, /A;,
lowers the price of the non-agricultural goods relative to the agricultural goods. This

property is the same as the behavior of the relative price in the frictionless economy
shown by (2.16).

2.4.2 Technical Progress and Structural Change

The Equilibrium Level of Cutoff
Using (2.19), (2.20), and (2.21), we obtain

b SAF (T (6" N)
"7 pMG (1 —T (6 N) — A F' (T (@) N)’
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Fig. 2.5 Existence of the
equilibrium level of cutoff

Substituting (2.27) for the above leads to the following:

A

-0 * o l *
i+1= <Mt) [ F(T (¢")N) } [G (A -T (¢ ))N)] (2.28)
[ G (=T (@*)N) F'(I" (¢*) N)

We see that the right-hand-side of (2.28) monotonically decreases with ¢*. Hence,
as Fig. 2.5 depicts, there is a unique cutoff level of ¢ that fulfills the threshold
condition of the occupational choice of agents.

It is also seen that a rise in M,/A, shifts the graph of the right-hand-side of
(2.28). Thus, a rise in the productivity of the non-agricultural sector relative to the
agricultural sector lowers the cutoff level of ¢*, meaning that the labor force shifts
from the agricultural sector to the non-agricultural sector. Note that, in contrast to
Matsuyama’s model discussed in the previous section, a higher A, increases the labor
input in the agricultural sector. The equilibrium value of the cutoff is thus expressed

as
M,

¢ = (A—> , D () <0. (2.29)

Structural Change

If the productivity rise in the non-agricultural sector grows faster than in the agri-
cultural sector, then M,/A, continues rising so that the employment share of the
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agricultural sector will decrease. The pace of reduction in the employment share of
the agricultural sector, however, depends on the shape of the distribution function of
agents’ ability, I' (¢) . It has been pointed out that the distribution of learning ability
can be described by a Pareto distribution rather than a normal distribution. We thus
specify I' (¢) by a Pareto distribution function such as

¢
d)min

—n
F(qb):l—( > , n>1, ¢min > 0. (2.30)

In the above, 7 is a shape parameter and ¢, is a given level of minimum ability
held by the agents. As is well known, the magnitude of the shape parameter expresses
the degree of heterogeneity. If 7 is large, the share of agents who hold relatively high
ability is small. On the other hand, if 7 is close to unity, the tail of the distribution

function, 1 —T'(¢) =1 —-T (¢) = ( 2 >—n is ‘fat’, which means that the share of

Pmin
agents with high ability is relatively large.
To see the relationship between the degree of heterogeneity of agents and changes
in the employment share due to a productivity change, we rewrite (2.28) as

g

m)' 7 [ew-renm " [gu-remm] _
A F(TGN) FTT(G9N)

¢ =

2.31)

If n is large so that agents are less heterogeneous, then a change in ¢* has a
relatively small effect on I" (¢*) . Therefore, the graph of the right-hand side of
(2.31) is less steep. In contrast, if 1 is close to 1.0 and the heterogeneity among the
agents is high, the graph of the right-hand side of (2.31) is relatively steep. Since
we have assumed that 0 < o < 1, if the productivity gap between the agricultural
and non-agricultural sectors is widened, i.e. M,/ A, increases, then the graph of the
left-hand side of (2.31) becomes steeper. Then, as Fig.2.6 demonstrates, a fall in
the employment share of the agricultural sector due to a rise in M, /A, yiels a larger
fall in ¢* under a high level of 7 than under a low level of . In words, a more
heterogeneous economy gives rise to less decrease in the employment share of the
agricultural sector as a result of a rise in the productivity gap between the agricultural
and non-agricultural sectors.

On the other hand, the relative price between the agricultural and non-agricultural
goods is given by

A F' (T (¢}) N)

Pt =
<1 - d%) M,G' (1 =T (¢1) N)

Since arise in M, /A, decreases ¢*, if 1) is large so that I" (¢*) is less sensitive to
a change in ¢*, G (.) /F (.) does not change much, and, hence, a fall in p, mostly
reflects a direct effect through a decrease in (M;/A,) ™7 . However, if 7 is small, then a
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Fig. 2.6 The effect of a rise
in M, /A,

RHS

fall in ¢* yields a relatively large decrease in G (.) /F (.), and, hence, arisein M,/ A,
presents a relatively large decrease in the relative price between the agricultural and
the non-agricultural goods. Additionally, the income share of the agricultural sector
is given by

_ AF (I (¢*) N)
AF (' (¢*) N) + p:M;G (1 = T'G (¢*)) N)

1
= (2.32)

1—0 -0 "
M, G(U=T(¢*)N)
1+(A,> [ FT(@)N) ]

Again, if n is large so that G (.) /F (.) is relatively insensitive to a change in ¢*,
the decrease in the income share, p,, mainly reflects the direct effect of a rise in
M, /A,. Conversely, a low level of 77 enhances the effect of a change in M, /A, on p,
by adding the indirect effect through the rise in G (.) /F (.) caused by the reduction
in ¢*.

In sum, in the context of our model, the economy in which the agents are relatively
heterogeneous, a rise in the productivity gap between the agricultural and the non-
agricultural sectors, M;/A,, gives rise to a relatively large decrease in the relative
price of agricultural good and the income share of the agricultural sector as well as
a relatively small reduction in the employment share of the agricultural sector.
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Growth

As well as in the model without labor market frictions, we assume that A, stays
constant and that by the learning-by-doing effect, M, changes according to (2.14).
Then, in our setting, the TFP of the non-agricultural sector changes according to

M1 0GM, (1 — ¢;) N) + (1 — 6) M,.

Then, from (2.29), the growth rate of the TFP of the non-agricultural sector is

given by
M —
M =M _ o ((1 —@(%>>> — 4. (2.33)
M, A

As M,/A increases, ¢} = & (M,/A) falls, meaning that the TFP of the non-
agricultural sector continues rising. Note that since G (L,,) exhibits diminishing
returns, the growth rate of TFP of the non-agricultural sector continues to decrease.
As shown above, if the agents are highly heterogeneous, ¢} is less sensitive to achange
in M,/ A. Therefore, in our model, economic growth due to technical progress in the
non-agricultural sector is more prominent in the economy with homogeneous agents
than the economy in which the agents are highly heterogeneous.

Summary

The model with labor market frictions presents the following outcomes:

(i) If the productivity of the non-agricultural sector grows faster than that of the
agricultural sector, then both employment and income shares of the agricultural
sector decline. However, a fall in the employment share of the agricultural sector
relatively slow if the heterogeneity in the ability of each agent is high.

(ii) In the presence of the learning-by-doing effect in the non-agricultural sector,
a rise in the relative productivity, M;/A,, raises the rate of expansion of the
non-agricultural output.

(iii)) As M,/ A; increases, the price of the non-agricultural goods generally decreases.

Consequently, if the heterogeneity among the agents is high, our model with labor
market friction exhibits not only generally observed patterns of growth and structural
change but also a profile that is characteristic to the Indian economy.

2.5 Extensions

The baseline model with labor market frictions discussed so far have imposed restric-
tive assumptions. In this section, we show that some of those restrictions can be
eliminated.



2 Economic Growth and Structural Change: The Case of India 51

2.5.1 Endogenous Technical Progress in the Agricultural
Productivity

Following Matsuyama (1992), We have assumed that continuing productivity increase
is present in the non-agricultural sector alone. We now assume that there are learning-
by-doing effects in the agricultural sector as well as in the non-agricultural sector.'!

Thus we assume:

My =0,Y,+ (1 =6)M,, 6,>0, 0<6, <1,
A1 =0,V + (A —=6)A, 6,>0, 0<4, < 1.

The above formulation of the learning-by-doing effect is in parallel with that in
the non-agricultural sector. Let us define: x, = M;/A;. Then it holds that

Mt g GIN — NT (@ ()] +1 — 6. (2.34)

t

A

t

=0,F[NT (® (x,)]+1—4,. (2.35)
From (2.34) and (2.35), the complete dynamic system of the economy can be

expressed as

Yot My A 0,GIN = NT(® ()] +1 -4,
Xy M, A 0, F[NT (® (x,)]+1—0,

(2.36)

We see that the right-hand-side of (2.36) monotonically decreases with x,. In the
steady-state equilibrium in which x; stays constant, it holds that

QmG[N_NF(qD()E))]"i‘I_(SmZeaF[NF(cD()E))]‘I'l_6(1’

The left-hand side of the above equitation monotonically increases with x, while
its right hand side monotonically increases with x. Hence, there exists a unique level
of x. As Fig.2.7 shows, there is a unique level of x, and it holds global instability.
This means that once the economy falls into a development stage by some exogenous
shocks, x; continues rising, which yields a continuing shift of labor force from the
agricultural sector to the non-agricultural sector. However, as shown above, if the
distribution of agent’s ability follows a Pareto distribution and if the heterogeneity
of agents’ ability is relatively small, then the employment share of the agricultural
sector does not decrease as fast as the income share of that sector.

11 As to detailed empirical studies on sectroal technical change, see Herrendorf and Valentinyi
(2012) and Herrendorf et al. (2015).
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Fig. 2.7 Convergence to the
balanced growth equilibrium

2.5.2 A Three-Sector Model

For simplicity of analysis, we have assumed that there are two types of industries
in our model economy. It is straightforward to extend our model to the standard
three-sector setting in which there are three types of industries: the agricultural,
manufacturing, and service industries. 12 In this extended framework, the production
function of each sector is given by

Ya,t - AtF (La,t) s Ym,t - MzG (Lm,l) s Yc,t - StH (Lx,l) .

Here, Y;, and L, , respectively denote output and labor input of the service sector.
Hence, the full employment condition of labor is now replaced with

La,z + Lm,t + Lx,z = N.

We assume that labor can freely shifts between the manufacturing and service
sectors. Therefore, the competitive wages in both sector is equalized to satisfy the
following condition:

NG’ (Lm,z) =q;SH' (Ls,t) )

where g, is the price of services in terms of agricultural good. As before, a shift of
labor from the agricultural to the other two sectors is associated with learning costs.
Thus the cutoff condition is given by

12 A well-cited contribution to the standard three-tsector model without labor market frictions is
Kongsamut et al. (2001).
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g
(1 + g) Wta = Wy, = Wyt
t

where w; , denotes the wage in terms of the agricultural good sector paid in the service
sector. Again, agents who draw ¢ < ¢* works in the agricultural sector, and agents
with ¢ > ¢* work in the other sectors. This means that the labor force allocated to
the manufacturing and the service sectors is determined by

Ly,+ Ly, =[1—=T(¢)]N.

The allocation of labor between the manufacturing and the service sector is deter-
mined by condition p;M;G’ (L) = q;SiH' (Ly).
The optimization problem of agents who work in the agricultural sector is given
by ,
[(C(jl,t - ’Ya)ua (Cm,t)ﬂm (Cs,t + ’Ys)m
l1—0o

max U/ = s Oy Yas Vs >0

subject to A A A
Ctjl,t + plc‘y]rhr + Cltc:]n,t = It] J=a, m,s.

A positive parameter, -, is introduced to express that services are superior to
manufacturing goods, so that an income expansion increases the expenditure share
of services relative to that of manufacturing goods. As before, the structural transfor-
mation between the agricultural goods sector and the other two sectors stems from
the unbalanced productivity growth.

Given this setting, a rise in the relative productivity between the agricultural
and the manufacturing as well as service sectors, M,/A; and S;/A; shifts labor
from the agricultural to the non-agricultural sectors. But the speed of decline in
the employment share would be slow if the distribution of agents’ ability exhibits a
Pareto distribution with a relatively low value of the shape parameter. On the other
hand, a continuing shift of labor from the manufacturing to the service sectors is
generated by the presence of a non-homothetic preference between the manufacturing
goods and services. In particular, if the non-homotheticity of the preference over the
manufacturing goods and services (the magnitude of ) is large, then an income
rise yields a rapid shift of labor from the manufacturing good sector to the service
sector. This means that the income and employment shares of the service sector
starts expanding before those shares of the manufacturing sector become sufficiently
large. As aresult, (i) if the heterogeneity among the workers are relatively high, and
(i1) if the productivity of services is relatively high, then the three-sector version of
our baseline model may illustrate the pattern of growth and structural transformation
that are characteristic of the Indian economy.
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2.5.3 Capital Accumulation

It is not difficult to generalize our non-overlapping generation model to the standard
Diamond’s (1965) two-period-lived overlapping generations (OLG) setting with cap-
ital accumulation. We now reformulate the model with labor market frictions dis-
cussed so far in the context of a two-period lived OLG model with capital.

Production

The production functions of the agricultural and the non-agricultural sectors are
respectively given by

Ya,t = A F (Lt.a) ’
Ym.t - MzG (Kta Lm,t) 5

where K| is a stock of the aggregate capital. Here, we assume that capital is employed
by the non-manufacturing sector alone. We assume that function G (K,., Lu,,) is
homogeneous of degree one with respect to capital and labor. Letting 7, be the rate
of return to capital, the factor prices are satisfied in the following manner:

Wig = A F' (La,t) ,
Wy, = peM, G (Kla La,t)
rn=pGg (Kt’ La,z)) .

The cutoff condition for the labor allocation is the same as that of the model

without capital:
g

O MG (Ko Las) = A (L)

A difference from the model without capital is that the cutoff level of agents’
ability depends on the capital stock as well.

Following Diamond (1965), we assume that all agents live for two periods, young
and old. The young agents fully devote their available time to work, whereas the old
agents do not work.

Consumption

For notational simplicity, we assume that the population of each cohort, N;, stays
constant over time, and it is normalized to unity. Letting ¢/ and x; +1 be type j
(j = a, m) agent’ consumption in their young and old agents who are bone at the
beginning of period ¢, the utility function of each type of agent is given by
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j l—o j 1—0
@) @)

= -0 + -0
j 1-0o j 1-0o
1 (xa,tJrl) N (xm,tJrl) 0 | )
s < s =a.m.
+p| 1-0 -0 o=h J=anm

where p (> 0) denotes the time preference rate. For analytical simplicity, we use a
logarithmic utility function. Note that since the old agents do not work, the type of an
agent, i.e. j = a or j = m is determined according to the sector in which the agent
works in her young age.

The budget constraint for a type j agent at her young age is

J J Jo— g .
Ca,t+plcm,t ~|-S, - wtv J =a,m,

where s,j denotes the saving of the young agent of type j. Similarly, the agent’s
budget constraint in her old age is

xc{,t+l + pfﬂx:fq,z-s-l = +r4)s,
where r,, is the rate of return to capital (real interest rate) held in period ¢ + 1.

Combining the budget constraints in both ages, we obtain the intertemporal budget
constraint of the agent in such a way that

J J
Xar+1 + Pr+1%5 141
1 + rt+1

C}i,t + Ptcr{L,t + =Wj,, j=a,m. (2.37)

To derive the optimal consumption, define the expenditure of the household in
each period as follows:

J Joo_ VA | J
Ca,t + PitCny = Et , EtJrl = xa’hLl + p,+1xm’,+1. (238)

The optimal choice of consumption of the type j household yields the following
conditions:

i 2V . j=am (2.39)
ijJ
x, 1= Di+1 .
@rt = . j=a,m. (2.40)
x,]nﬂrl I+ 7

Using (2.38), (2.39) and (2.40), we find that the levels of optimal consumption
are given by
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Cou = ——7  Cnu= (2.41)
L+p " pi + D
J J
P - R H (2.42)
a,t+1 = -1 mit+1 — 1 .
L+p.f Diy + D

From (2.41) and (2.42), we find that the indirect utility expressed in the expendi-
tures in both periods can be written as

. 1—0o ) -0
E/ E/
I T
~J I+p ° P’ +p

u, = +
! 1—0 1—0
. 1-o . l1-o
El, El,
! <1 ) ( : )
+ +P4 + PP j=am
1+p l1—0o l—0o ’

~Consequently, the optimization problem for the type j household is to maximize
it} subject to A
. E’ .
El + —*_—w/, j=am.
I+ 7

by selecting E,’ and Etj+1 The optimal levels of consumption expenditures must

satisfy the Euler equation such that

. RN . —0 1 1 l—o
() () = )
(E7) E\1+p t+1 El o Piyi + P

where ¢ is a Lagrangian multiplier. Hence, the Euler equitation is expressed as

-0

. o 1
E’ 14+ p 7
(#) =(U+r) | —2—] Lj=am @43
N Pl + Pt

t
Market Equilibrium Conditions

We have assumed that N, = 1 for all # > 0, and thus the population working in the
agricultural and non-agricultural sectors in period ¢ are respectively given by I" (gf);“)
and 1 — T (¢}) . Therefore, the cutoff condition in the baseline model, given by (??)
is replaced by

g A (T ()
*T pMGy (=T (69), K) — AF (T (6)

(2.44)
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The only difference from the cutoff condition in the baseline model is that the
equilibrium level of ¢} now depends on capital stock, K;, as well. The market equi-
librium conditions for the agricultural and non-agricultural goods are respectively
given by

AF (T (") N) =T (¢7) e+ [1 =T (e7)] el
_reE+D-rE)E i)
1+ pl==

MG (1 =T (¢*))N) =T (¢}) 2, + [1 =T (¢})] e,

1

”’—L {T(¢7) Ef +[1 =T (¢7)] EI"} . (2.46)
1+p =

As well as in the baseline model. these equations mean that the relative price
satisfies the following condition:

p= [M’G (1=T(¢7)), Kr)}—a.

(2.47)
A F(T (¢*))

Since only young agents save, the equilibrium condition for the asset market is

Kiei =T (67) s +[1 =T (¢7)] 5"
=Wy, — C/ — p:Cq, + Wy — CF, — piCyy

i (2.48)
where C¢, =T (¢}) ¢4, and C7, = [1 =T (¢})] 7, (j =a,m).

Working of the Model

While we do not present a detailed analysis of this model, the working of the model
can be summarized as follows. First, the cutoff condition (2.44) means that the
equilibrium level of ¢} is written as

¢f=d <% K,> . (2.49)

As a result, the equilibrium relative price determined by (2.47) is expressed as

M,
po=TI <—, K,) . (2.50)
A,

Consequently, substituting (2.49) and (2.50) into (2.48), we see that the evolution
of capital stock is expressed as follows:
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(e (M (it ke [1-e(lK)]er

v = e[ (2 (G)) - 1 =
! 110 ( M G 1410 ( M G

+ At’Kt + At’Kt

Q(M K)E”

M, M, a0 Ki) E;

H<A—’,K,>M,GN [1—9(?,1{,),1{,]— ! (2.51)
t t

1
M, T M,
(% k)" +1 (3 ki)
[1-e(% )&

; :
M, T M,
m(% k)" +n (% k)

where E{ and E}" follow the Euler equation (2.43), in which r,;, is given by

M,
riy1 = M;Gg[I'(R2 A_1 K, ).

t

If A; and M, stay constant, it is easy to see that (2.43) and (2.51) constitute
a complete dynamic system with respect to K;, Ef and E}". Although the model
structure more complex than the baseline model, if we set ¢ = 1 (logarithmic utility)
and specify G (\) = KAN'=® = K¢, the system is substantially simplified, and we
can examine the convergence process of capital to its steady-state level. Also, we
can examine the transitional as well as the long-run impacts of permanent changes
A; and M. As far as in such a simplified setting, the main conclusions obtained
in the baseline model without capital generally hold in the model with capital and
two-period lived households.

2.6 Discussion

When characterizing the structural transformation of the Indian economy, we have
emphasized labor market frictions due to the presence of adjustment costs and agent
heterogeneity. In the existing literature, some authors have provided alternative expo-
sitions about the structural change that is characteristic of the Indian economy. Before
discussing the economic implications of our findings, let us consider alternative expo-
sitions about India’s structural transformation.'?

13 Several authors also inspect the low productivity growth in developing countries from different
perspectives: see, for example, Gollin et al. (2014), Herrendorf and Valentinyi (2012), Restuccia
et al. (2008).
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2.6.1 Alternative Views

Sectoral Differences in the Financial Markets

When exploring the reason behind the slow movement of labor from the agricultural
to the other sectors in India, Leukhina et al. (2018) focus on the sectroal difference in
the financial market. The authors claim that the rural areas in India have established
networks of friends and family that effectively insures against income fluctuations.
On the other hand, cities provide no formal or informal insurance. Hence, households
have fewer incentives to migrate to cities so that a large body of labor force remains
abundant and cheap in agriculture. Additionally, the incentives for switching to large-
scale capital-intensive methods of farming stay weak in the agricultural sector.

Based on their idea, Leukhina et al. (2018) construct a model of a two-sector econ-
omy consisting of an urban area and a rural area. In the urban area, non-agricultural
goods are produced by the use of capital and labor, and the households face unin-
sured labor income risk. The rural actor produces agricultural goods by use of labor
and land, and the households in that area have access to complete insurance against
their income risks. It is assumed that the urban area has a constant-returns-to-scale
tecology under which labor and capital are substitutes for each other, while in the
rural production technology labor and land are complements The authors numerically
analyze their model and find that there are large-scale productivity and wage gaps
between the urban and rural areas in their calibrated model. The authors conclude
that a complete financial market supported by the rural network is the main obstacle
that prevents the Indian economy from realizing efficient allocation of labor force
between the agricultural and non-agricultural sectors.

In this paper, we simply assume that sectorsal shift or labor is associated with
adjustment costs. The study by Leukhina et al. (2018) presnts a plausible microfoun-
dation for such a presence of such adjustment costs in the Indian labor market.'*

Difference in Human Capital Intensity

Some authors focus on the technological gap between the agricultural and non-
agricultural sectors rather than the misallocation of labor. For example, Herrendorf
and Schoellman (2018) inspect the data of 13 countries ranging from rich (Canada,
United States) to poor (India, Indonesia) and find that wages are considerably lower
in agriculture than in the other sectors. Furthermore, the agriculture sector employs
less-educated workers and provides ower returns to human capital. The authors con-
struct a multi-sector model in which workers differ in observed and unobserved
characteristics and sectors differ in their human-capital intensities. They assume that
there are barriers to the reallocation of labor out of agriculture to the other sectors.
Hence, in their model, there are two main reasons why wages are lower in agricul-
ture: agricultural workers have lower ability and agriculture is less human capital
intensive. The first reason is captured by the presence of barriers to labor alloca-
tion in their model. Herrendorf and Schoellman (2015) estimate the barriers to labor

14 See also Herrendorf and Schoellman (2018) for further investigation on this topic.
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mobility for the sampled 13 countries and find they are much smaller than what
the macro-development studies typically assume. Based on their finding, the authors
claim that a productivity gap caused by the difference in human capital intensity
between non-agricultural and agricultural sectors is the main cause of the sectroal
wage gap. However, Herrendorf and Schoellman (2015) also suggest that productiv-
ity gaps may result from barriers that affect commodity markets rather than the labor
market. >

2.6.2 Implications of the Model Analysis

It has been often argued that India has a great cultural diversity, which plays an impor-
tant role in India’s economic development. India and other South Asian countries
are among the largest recipients of monthly transfers from their workers in foreign
countries. Owing to their religious, ethnic, and social diversity, more than 30 mil-
lion Indians access and transfer their income from countries such as Saudi Arabia,
the UAE, Malaysia, Singapore, the US, Canada, the UK, and Australia. Regional
languages and minority religions have established themselves as global community
networks: typical examples are the Tamils in Malaysia and the Sikhs in Canada. Such
internal connections provide them with access to education and jobs, partly through
professional visa arrangements. In addition, Indian civilization values of tolerance,
cosmopolitanism, and multiculturalism gives a unique character to Indian culture.
Indian people belong to a variety of religions. While 94% of the world’s Hindus live
in India, there are also substantial populations of Muslims, Christians, Sikhs, Bud-
dhists. This religious diversity is India’s strength in the sense that diversity generates
rich music art and literature. It also gives an opportunity for Indian people to increase
people-to-people contacts across the globe.

The cultural diversity mentioned above is obviously a strength of the Indian econ-
omy in many aspects. At the same time, cultural diversity may also yield negative
effects on development. The model of this paper captures such a negative side of
Indian economy. We argued that diversity in Indian society may play a negative role
in efficient resource allocation. In our model, the degree of heterogeneity of agents’
ability represents part of the diversity. If, as mentioned earlier, the ability assumed
in the model follows a Pareto distribution, the smaller the value of the Pareto coeffi-
cient, ¢, and the closer it is to 1, the greater the heterogeneity of the workers and the
greater the proportion of workers who remain in the agricultural sector. Thus, if the
heterogeneity of workers represents part of the cultural and social diversity of India,
then the other high level of diversity will hinder the movement of labor from the
strikebreakers to the non-agricultural sector. Moreover, the disparity in the average
level of education between rural and urban areas can be an obstacle to labor migra-
tion from the agricultural to the non-agricultural sector. Of course, our model fails

15 Several authors also inspect the low productivity growth in developing countries: see, for example,
Gollin et al. (2014), Herrendorf and Valentinyi (2012), Restuccia et al. (2008).
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to describe the direct and indirect merits of cultural diversity for long-run growth in
India, and hence, our finding may emphasize the negative side of diversity in India
too much.

2.7 Conclusion

A distinctive feature of the industrial structural transformation in India in the past
three decades is that the employment share of the agricultural sector has not declined
much compared to its decrease in the value-added share. Such an unbalanced struc-
tural change gives rise to continuing reduction in income per worker in agriculture
and persistent low productivity in labor input in that sector. This paper argued that
the slow reduction in the employment share of the agricultural sector may be the
presence of high adjustment costs of the sectral labor shift. We constructed a simple
model of growth and structural change with labor market frictions and revealed that
a high adjustment costs of sectoral labor shift and a high degree of heterogeneity
among workers may yield a slow reduction of the employment share of the agricul-
tural sector in the process of long-term economic growth. Of course, labor markets
are not perfect as assumed in the standard neoclassical growth models even in the
advanced countries. We aguned that labor market imperfection gives a larger effect
on the structural change in India compared to the East Asian countries. Our model
analysis suggested that the imperfection in the labor mark partially stems from a
degree of cultural diversity in the Indian society.

Although we are not against the many authors who claim that cultural diversity in
India has played a relevant role in the recent growth and development of the Indian
economy. However, we also claim that cultural diversity in India may be a source of
inefficient allocation of labor in India. We guess that further development and growth
of the Indian economy would depend on a subtle balance between the negative and
positive roles of diversity that have been characterizing the cultural background of
India’s long-term growth.
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Chapter 3 )
Happiness and Social Capital in India ekl

Yoshio Itaba

Abstract Numerous studies have examined happiness in Europe, America, and
East Asia, but few studies have focused on developing countries. Furthermore, it
was found that social capital is an important determinant of happiness in happiness
studies. Therefore, this study aims to examine happiness and how it relates to social
capital in India. Most studies about India were small-scale and used data limited to
demographic conditions (e.g., women, rural, urban, the elderly). The present chapter
examines nationwide data and broad demographic conditions as well as social capital,
which is important but has not yet been considered in an Indian happiness study.
The analysis confirms that our results fit the usual patterns that are found in the
happiness literature. However, there are some specific findings in the case of India.
For example, there is no significant education—happiness relationship in the estima-
tion. Happiness had a positive and statistically significant correlation with top-level
managers, executives, and the self-employed. Social capital had a strong positive
correlation with happiness. Our results clearly confirmed the presence of a positive
relationship between social capital and happiness. In that sense, social capital was a
big predictor of happiness. Finally, we estimated the determinants of social capital.

3.1 Introduction

Inits 2013 book Guidelines on Measuring Subjective Well-being, the Organization for
Economic Co-operation and Development (OECD) defined “Subjective Well-Being”
(SWB) as “good mental states, including all of the various evaluations, positive and
negative, that people make of their lives and the affective reactions of people to their
experiences” (OECD, 2013, p. 8). This report also stated that “subjective well-being
covers a wider range of concepts than just happiness.”

According to the OECD guidelines, there are four reasons to pay attention to
SWB:
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1. To complement other outcomes: SWB can provide information on social
outcomes and affairs that other conventional indicators such as unemployment
rate do not provide.

2. To better understand the drivers of SWB: Analysis of SWB can provide infor-
mation on the relative importance of different factors that affect a person’s
well-being.

3. To support policy evaluation and cost—benefit analysis, particularly when they
involve nonmarket outcomes: SWB can complement other social and economic
indicators as a measure of policy outcomes. SWB has advantages over cost—
benefit analyses such as the contingent valuation method.

4. To help identify potential policy problems: Analysis of SWB can provide infor-
mation about human behavior and decision-making that leads to an appropriate
policy.

Other terms similar to SWB are “satisfaction with life” or “quality of life”. To
date, these terms appear to have been used interchangeably. In this chapter, the term
“happiness” is mainly used.

Numerous studies have examined happiness in Europe, America, and East Asia,
but few studies have focused on developing countries. Therefore, this study aims to
examine happiness and how it relates to social capital in India. The main studies
pertaining to SWB in India.

Agrawal etal. (2011) explored determinants of life satisfaction in an urban sample
(n = 1,099) of Bangalore in South India. Life satisfaction, as developed by Diener
et al. (1985), is not a single-scale measure that is usually used in the literature
but is instead predicted by income, age, and education. Important predictors of life
satisfaction differ between men and women.

Ghosh, Millet, Subramanian and Pramanik (2017), examined the extent of contex-
tual variation between neighborhoods across multiple dimensions of elderly health.
Their data included a nationally representative sample of 6,560 Indian adults aged
50 years and older.

Linsen et al. (2011) focused on the effects of relative income and conspicuous
consumption on SWB, using data on 697 individuals from 375 rural low-income
households in India.

White et al. (2014) focused on a new approach of “Inner Wellbeing” which aimed
to capture what people think and feel they can be and do, using data on individuals
in rural communities in the global South. Their sample size was small.

White et al. (2012) explored the relationship between religion and well-being.
The extent to which religions provide welfare depends upon communities and
organizations. Respondents were 1,200 heads of household.

Polit (2005) focused on the effects of perceived marginality (e.g., social inequality
in connection with caste status) on people’s well-being in three villages in the Central
Himalayas in North India between 2002 and 2005. The research instrument was an
interview.
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Hafen et al. (2011) examined relationships among the big five personality traits,
emotional intelligence, and happiness. Participants included 205 university students
in India. The results were nearly the same as those in their previous work.

Ghosh, Lahiri and Datta (2017) investigated the happiness of young women in
rural Bengal with an emphasis on their marital life. Total sample size was 654 married
women.

Lakshmanasamy (2010) empirically analyzed the relationship between income
and happiness in India using primary sample data of 315 respondents. Respondents
were mostly middle and upper-middle income households. They reported that the
correlates of happiness were both absolute income and relative income.

Most studies were small-scale and used data limited to demographic conditions
(e.g., women, rural, urban, the elderly). The present chapter examines nationwide
data and broad demographic conditions as well as social capital, which is important
but has not yet been considered in an Indian happiness study.

This chapter is constructed as follows. Section 3.1 describes the data and exam-
ines the relationship between happiness and related variables. Section 3.2 estimates
the relationship between happiness and economic—demographic variables using an
ordered logit model, from which several interesting results were derived. In partic-
ular, it was found that social capital is an important determinant of happiness in India.
Section 3.3 focuses on the determinants of social capital, and the conclusions are
presented in the final section.

3.2 Data Description

The present analysis utilized data compiled in the research project “Research on
India”, funded by Kakenhi (No. 16KT0089; Chief Researcher, Prof. Kazuo Mino).
Some of the items in the present survey were used in my previous survey described
in Itaba (2016).

3.2.1 Survey Outline

The following is the outline of the survey conducted in the project:

Survey title: “Research on India”

Survey period: October 2017

Survey method: Online survey (Goo Research)
Sample number: 4,046.

oCnw>
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3.2.2 Descriptive Statistics of Survey Results

Table 3.1 shows the descriptive statistics of the variables. The descriptive statistics
for social capital will be given in Sect. 2.1 These variables are used in the following
happiness analysis, with short remarks provided for some of them.

SWB can be defined as the positive evaluation of one’s life that is associated
with good feelings (Pinquart & Sorensen, 2000, p. 187). Two aspects of SWB were
investigated in this chapter: happiness and life satisfaction.

3.2.3 Happiness

Happiness was measured by the following question: “On a scale from 0 to 10, please
rate your overall level of happiness.” Possible responses ranged from 0 (extremely
unhappy) to 10 (extremely happy). Figure 3.1 shows the overall distribution of happi-
ness, which had an average score of 7.6. Reported happiness decreased in India from
2006 to 2016, with an average happiness level of 4.2 in 2016." Therefore, reported
happiness in this chapter was rather higher compared to its usual value.

The question concerning life satisfaction was “How satisfied are you on the
whole?” Responses were coded on a five-point rating scale from 1 to 5. Figure 3.2
shows the overall distribution of life satisfaction, where the average score of 4.14 is
a little higher compared to the average level of happiness after doubling responses
of life satisfaction. There was a significant correlation between happiness and life
satisfaction (0.51). However, this coefficient was not so high compared to the 0.69
reported in Lakshmanasamy (2010), which used a three-point rating scale from 1 to 3.
Furthermore, the life satisfaction distribution was highly positively skewed opposed
to the happiness distribution. These two terms, happiness and life satisfaction, are
usually used interchangeably. Strictly speaking, there is a slight difference in some
cases. According to Veenhoven (2012, p. 6), “the term ‘life-satisfaction’ is mostly
used for ‘overall happiness’, but refers in some cases particularly to its cognitive
component and is than synonymous with ‘contentment’”. Happiness and life satis-
faction questions would not have the same connotation in the questionnaire. Hence,
each question might measure slightly different matters. We therefore focused mainly
on happiness and discuss life satisfaction as a complement to happiness.

3.2.4 Social Capital

The literature on determinants of happiness has focused mainly on internal factors
such as income and marital status. But other important external factors are present

! Veenhoven (2012) , Happiness in India (IN), World Database of Happiness, Erasmus University
Rotterdam, The Netherlands. Viewed on 2019-03-04 at http://worlddatabaseofhappiness.eur.nl.
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Fig 3.1 Happiness (n = 4,046)
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Fig. 3.2 Life satisfaction (n = 4,046)

as well such as the environment around people. Social capital is the representative
external factor.

Social capital can be broken down and operationalized into a number of sub-
dimensions. One distinction is between cognitive and structural social capital. Struc-
tural social capital refers to externally observable behaviors and actions within the
network such as roles, rules, precedents, and procedures. Cognitive social capital
refers to people’s perceptions of the level of interpersonal trust as well as norms of
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reciprocity within the group, which includes norms, values, attitudes, and beliefs
(Villalonga-Olives & Kawachi, 2015, p. 47).

Another distinction is between bridging social capital and bonding social capital.”
These two types of social capital are recognized by Putnam (2000). Bridging social
capital refers to relationships with people from other communities, cultures, or socio-
economic backgrounds (Oztok et al., 2015, p. 20). Bonding social capital refers to
strong ties of attachment between relatively homogeneous individuals (Oztok et al.,
2015, p. 20). Whereas bonding social capital bonds actors covered by it, bridging
social capital bridges actors with other actors outside (Sato, 2013, p. 3). Furthermore,
it is said that bonding social capital is inward-looking and bridging social capital is
outward-looking.

The following six questions about social capital were asked:

1. (Generalized trust) “On a scale from 0 to10, how much do you basically trust
your fellow Indians?” Generalized trust is defined as general beliefs about the
extent to which other people can be trusted. It is essential for cooperative rela-
tionships (Ostrom, 2000), thriving democracies (Putnam, 1993; Tavits, 2006),
and economic growth (Knack & Keefer, 1997).3 This question was answered
on a scale from 0 to 10, where O is extremely dissatisfied and 10 is extremely
satisfied.

2.  (Directreciprocity) “Do you think that the person you helped might also help you
in the future? Choose the appropriate response.” This question measures direct
reciprocity, with responses on a scale from 1 to 3. Although cooperation has
been observed in the past behavior of a known partner under direct reciprocity,
cooperation has also been observed in anonymous social experiences under
generalized reciprocity. Therefore, the following question measures generalized
reciprocity.

3. (Generalized reciprocity) “Do you think that when you help a person in trouble,
someone will also help you whenever you are in trouble?”

4.  (Structural social capital: extent of relationship) “How often do you meet with
your neighbors? Please select the best response for each of the following
questions.”

A. How frequently do you meet with your neighbors?
B. How many neighbors do you meet with?

5. (Structural social capital: neighborhood activities) This question relates to
neighborhood activities that you participate in. “Do you currently participate in
any of the following activities?

A. Activities designed to promote relationships between people in the area
(such as neighborhood groups and associations)

2 Szreter and Woolcock (2004). This paper also introduced linking social capital, which describes
relationships across individuals who occupy different statuses of power within a social hierarchy.

3 See Dawson (2017).
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B. Sports, hobbies, and amusement activities (such as various types of
sporting activities and artistic and cultural activities)

C. Volunteer, NPO, civic, and other similar types of activities

D. Other organizational activities (such as political activities and religious
activities)

6. (Particularized trust) “Do you have anyone you can consult with or rely on
regarding any problems or worries you may have in daily life?”” Please select
how much you can rely on the person(s) for each item below.

Your neighbors

Your immediate family members
Other relatives

Friends and acquaintances

Doctors and counselors
Schoolteachers and cram school tutors
Your own caste members

Your own religious group members.

Taoammounw»

Particularized trust is defined as beliefs about the extent to which only specific
individuals associated with a certain network or networks can be trusted.

Table 3.2 presents the results of the social capital questions. The average of gener-
alized trust (question 1) was 8.4, which is higher than that in Japan. The average values
for questions 2, 3, and 4 were also higher than in Japan. Neighborhood activities
(question 5) in which respondents participated were mainly A. activities designed to
promote relationships between people in the area (such as neighborhood groups and
associations) and B. sports, hobbies, and amusement activities (such as various types
of sporting activities and artistic and cultural activities). For question 6, respondents
mainly relied on B. immediate family and D. friends and acquaintances.

Principal component analysis was used to obtain factors for each respondent using
an orthogonal rotation (i.e., a varimax rotation) in order to reduce the social capital
dataset to a more manageable size. Four factors were derived from the rotated factor
matrix, which is a matrix of factor loadings of each variable. Table 3.3 shows the
varimax-rotated four-factor component matrix. Variables are listed in order of size of
their loadings. There are four factors. Questions that loaded highly on factor 1 seemed
to relate to structural social capital. Therefore, factor 1 was labeled as structural social
capital. Questions that loaded highly on factor 2 seemed to relate to particularized
trust, such as family members, friends, and acquaintances. Therefore, factor 2 was
labeled as particularized trust (neighborhood) factors. Questions that loaded highly
on factor 3 seemed to relate to particularized trust, such as caste members, religious
group members, schoolteachers, and cram school tutors. Therefore, factor 3 was
labeled as particularized trust (religious and educational). Questions that loaded
highly on factor 4 seemed to relate to reciprocity and generalized trust. Therefore,
factor 4 was labeled as reciprocity and generalized trust.

Structural social capital, particularized social capital (N, neighbors), and particu-
larized social capital (RE, religion and education) are bonding social capital whereas
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Table 3.3 Rotated factor matrix

Y. Itaba

Factor 1

Factor 2

Factor 3

Factor 4

Structural

Particularized (N)

Particularized (RE)

Reciprocity and
generalized trust

5.A. Activities
designed to promote
relationships between
people in the area
(such as
neighborhood groups
and associations)

0.801

-0.035

-0.008

-0.023

5.B. Sports, hobby,
and amusement
activities (such as
various types of
sporting activities,
and artistic and
cultural activities)

0.762

-0.009

-0.058

-0.027

5.C. Volunteer, NPO,
civic, and other
similar types of
activities

0.746

-0.103

0.118

—0.096

4.B. How many
neighbors do you
meet?

0.687

0.039

-0.060

0.085

4.A. How frequently
do you meet your
neighbors?

0.667

0.167

-0.146

0.099

5.D. Other
organizational
activities(such as
political activities and
religious activities)

0.599

-0.164

0.234

—0.049

6.B. You immediate
family members

-0.066

0.908

-0.167

—-0.047

6.D. Friends and
acquaintances

-0.074

0.774

0.001

—-0.010

6.C. Other relatives

-0.077

0.598

0.279

0.085

6.A. Your neighbors

0.220

0.564

0.092

0.003

6.E. Doctors and
counselors

0.004

0.451

0.379

-0.130

6.G. Your own caste
members

-0.011

-0.009

0.875

0.043

6.H. Your own
religious group
members

-0.013

-0.062

0.866

0.080

6.F. School teachers
and cram school tutors

0.045

0.110

0.718

-0.049

(continued)
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Table 3.3 (continued)

Factor 1 Factor 2 Factor 3 Factor 4

Structural | Particularized (N) | Particularized (RE) | Reciprocity and
generalized trust

2. Direct reciprosity | -0.016 -0.119 0.077 0.849
3. Generalized -0.078 —-0.028 0.020 0.845
reciprocity

1. Generalized trust 0.202 0.217 -0.073 0.505

Note: Extraction Method:Principal Component Analysis. Rotation Method: Varimax with Kaiser
Normalization. Rotation converged in 6 iterations

Table 3.4 Correlation

coefficients between Happiness

happiness and social capital Structural 0.3367*
Particularized (N) 0.2418%*
Particularized (RE) 0.0839*
Reciprocity and generalized trust 0.3365*

* denotes significance at the 5%

reciprocity and generalized trust are bridging social capital when considering ques-
tions that loaded on each factor. Hereafter we will label these types of social
capital as STRUCTURAL, PARTICULARIZED(N), PARTICULARIZED(RE), and
RECIPROCITY AND GENERALIZED TRUST.

This analysis revealed four scales in the social capital questionnaire. Table 3.4
shows correlation coefficients between happiness and these four factors. All corre-
lation coefficients are positive and significant, with structural social capital and
reciprocity and general trust strongly correlated with happiness.

3.2.5 Other Variables

The average age of survey respondents was 32 years, and 59.7% were men and
40.3% were women. Average income was about $7,500, which is rather higher than
the GNI per capita in U.S. dollars of $1,830 in 2017.* The distribution of marital
status was 29.3% single, 63.6% married, 1.1% divorced, and 0.9% widowed. The
relationship between marriage and happiness has been widely studied and there is a
general consensus that marriage has a positive effect on happiness.

Education level was divided into three categories: below higher secondary certifi-
cate/state secondary certificate (HSC/SCC), attended college but has not graduated,

4 Viewed on 2019/09/05 at https://data.worldbank.org/indicator/NY.GNP.PCAP.CD?locations=IN.
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Table 3.5 Average of Average of happiness
happiness by city size

Large-sized cities 8.76

Medium-sized cities 8.56

Small-sized cities 8.26

Towns or villages 8.11

and college graduate or higher. The third category, college graduate or higher, was
81%.

City sizes were divided into four types: large-sized cities (population of 1 million
or more), medium-sized cities (population of less than 1 million), small-sized cities,
and towns or villages. The largest number of respondents lived in large-sized cities.
Table 3.5 shows the average level of happiness by city size.

3.2.6 Happiness Analysis

This section describes the results of estimating ordered probity equations in which
individual’s well-being levels are regressed on a set of personal characteristics.

Our basic economic model was based on the orthodox manner. The basic
regression estimated is as follows:

Vi =a+ bixi1 +byxin + ..byxip +ei, i =1,...,n

where y; is happiness for each respondent i, x;;(j = 1, ..., k) are explanatory vari-
ables, and i indexes the n sample observations. The explanatory variables include
those mentioned in the data section. The term e; is a random disturbance. The appro-
priate specification is an ordered logit model because responses to the happiness
question are ordinal rather than cardinal in nature.

Table 3.6 shows results for the whole sample (1) with columns (2) and (3) breaking
down the data into different subsamples, where the dependent variable is happiness.
Columns (4), (5), and (6) of Table 3.6 present the same results for life satisfaction,
which will be discussed as a complement to happiness.

From the findings in Table 3.6, happiness has a positive and statistically signifi-
cant correlation with female dummy, house (owned) dummy, health, no of income,
top level manager, executives, self-employed, STRUCTURAL, PARTICULAR-
IZED(N), RECIPROCITY AND GENERALIZED TRUST, and city size, whereas
happiness does not have a statistically significant relationship to marital status, age,
and education level for the whole sample.

We can confirm that our results fit the usual patterns that are found in the happiness
literature, including Praag et al. (2003), Blanchflower and Oswald (2004), and Stutzer
and Frey (2012). There are some specific findings in the case of India.
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3.2.7 Education

Our estimation did not show a significant education—happiness relationship, consis-
tent with the results in Lakshmanasamy (2010, 315 respondents). Our result is not
surprising, given its consistency with the literature that shows a negative or absent
education-happiness relationship Clark and Oswald (1996). There is a view that
happiness depends upon the gap between real conditions and aspirations. Happiness
is not likely to increase with a higher education level, because education raises aspi-
ration targets. Another reason to account for the lack of relationship between educa-
tion and happiness is that education is instrumental. Education becomes insignificant
when other variables are included as repressors. Therefore, education acts mainly
through its effects on variables such as income and social capital.

3.2.8 Work Status

Happiness has a positive and statistically significant correlation with top-level
manager, executive, and self-employed (reference variable is “regular employee”).
These results are reasonable. The self-employed have greater independence and
autonomy compared with the employed. This accounts for greater happiness in the
self-employed (Benz & Frey, 2004, p. 98; Andersson, 2008). In general, greater
freedom in the work environment, such as the opportunity to “be your own boss”
is an important source of happiness at work (Benz & Frey, 2004, p. 98). These
conditions can also apply to top-level manager and executive.

3.2.9 Marital Status

Being married was not associated with happiness in all cases. Being married is likely
to have a statistically significant and positive correlation with happiness compared
with being single due to the wide range of marital benefits, including increased
earnings, insurance against adverse life events, and gains from economies of scale
and specialization within the family.> However, happiness did have a positive and
statistically significant correlation with being married for the whole sample and
male respondents when applying life satisfaction as the dependent variable instead
of happiness (see columns (4) and (5)). Young women in particular did not rate their
marriage as happy in each case (see column (6)) due to poverty as well as “husband-
related” (e.g., extramarital affairs, alcoholism, abuse) and “in-law-related” reasons.®
These reasons might not apply to the present study because our data included much
older married women. Future research is needed to determine the reasons.

5 Stutzer and Frey (2006).
% Ghosh, Lahiri and Datta (2017, p. 123).
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3.2.10 Age

Age was not significant in the three cases (see columns (1), (2), and (3)). There is
a well-defined U-shape between happiness and age in the literature (e.g., Blanch-
flower & Oswald, 2008). Age also has a positive and statistically significant corre-
lation with happiness in another Indian happiness study (Lakshmanasamy, 2010).
However, age was not significant even after applying age as the sole repressor in the
present study. Even so, age did have a U-shape over life cycle when applying life
satisfaction as the dependent variable instead of happiness for the whole sample and
male respondents (see columns (4), (5), and (6)). Survey-based measures are sensi-
tive to question type. Therefore, measurement methods might account for the stated
difference, because happiness was measured on an 11-point integer rating from 0 to
10 whereas life satisfaction was measured on a 5-point integer rating from 1 to 5.

3.2.11 City Size

Large cities, medium-sized cities, and small cities were positively correlated with
happiness (reference variable is “town and village”). But only large cities had a
statistically significant correlation with happiness. As indicated by Albouy (2008),
happiness does not tend to depend upon city size when controlling for the full set of
individual, household, and area characteristics.

There are pros and cons in the case of large cities. The pros are gains from the
reduced cost of moving goods across space, labor-market pooling, the benefits of
moving people across firms, and the large flow of ideas, all of which creates human
capital at the individual level and facilitates innovation. The cons are commuting
costs and high land prices. The props outweighed the cons for large cities in the
present study.

3.2.12 Social Capital

STRUCTURAL, PARTICULARIZED(N), and RECIPROCITY AND GENERAL-
IZED TRUST had a positive and statistically significant correlation with happiness
in the three cases. Contrary to what might be expected, PARTICULARIZED (RE)
was not significantly correlated with happiness.

Relationships exist between social capital and social outcomes such as better
health, low crime rates, and effective government administration (e.g., Putnam, 1993;
Helliwell & Putnam, 1995; Ichino & Maggi, 2000). As for the effects of social
capital on happiness and SWB, most previous studies provided evidence of a positive
relationship (e.g., Bartolini et al., 2016; Helliwell, 2006; Orlowski & Wicker, 2015;
Pinquart & Sorensen, 2000).
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How does social capital affect happiness? There are many channels through
which increases in social capital improve happiness. For example, benefits come
through greater efficiency in economic outcomes and government. Networks also
improve cooperation both within and among communities. Therefore, those who are
connected are more likely to feel happier than those who are not.

The present analysis concludes that social capital is associated with a high level of
both happiness and life satisfaction, although some demographic factors are differ-
ently associated with both. We now proceed to an analysis of determinants of social
capital.

3.3 Social Capital and Hypothesis

There are recent theoretical contributions in the literature on social capital. Glaeser
et al. (2002) provided a simple model that analyzed an individual’s decision to
accumulate social capital. Chou (2006) considered three channels through which
social capital can affect economic growth, human capital, financial development, and
collaboration between firms. Beugelsdijk and Smulders (2009) analyzed a model of
economic growth, bonding social capital, and bridging social capital. Roseta-Palma
et al. (2010) sophisticated the analysis of Beugelsdijk and Smulders (2009). Agénor
and Dinh (2013) generalized Routledge and von Amsberg (2003), Chou (2006),
Bofota et al. (2012), and Growiec (2012) and focused on the macroeconomic effects
of social capital, insisting that the key benefit of social capital is to help promote
imitation.

The present study used the model of social capital formation by Glaeser et al.
(2002) (the GLS model) because it facilitates empirical analysis, although more
sophisticated models exist.

The GLS model treats social capital as an individual characteristic and is similar
to the model of human capital. Individual social capital is represented as the stock
variable, S. Each individual receives a per-period utility flow of S R(g), which is the
flow pay-off to the individual, where Sisthe aggregate per-capita social capital, R(g)
is a differentiable function with aggregate per-capita social capital as its argument,
and R’(g) > 0 is assumed. The social capital stock follows the dynamic budget
constraint,

Sir1 =808 + I

(1-23) is the depreciation rate. ¢ is defined as (1 — 8) + 6\, where 6 is the probability
that an individual leaves the community and \ is the proportion of which the value of
social capital falls when an individual leaves the community. Therefore, ¢ represents
the depreciation factor arising from mobility. The level of investment I; needs a time
cost C(Iy), where C( - ) is increasing and convex. The opportunity cost of time is the
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wage rate w. It is assumed that individuals have a known lifespan of T periods and
that they discount the future with discount factor f.
The individual’s maximization problem is as follows:

0,1

T

max y | B[S, R(S) —wC(L)]
=0

§.t.8541 =098 + I, Vt

The individual maximizes his objective function, taking aggregate per capita social
capital, S, as fixed. The first-order condition associated with this investment problem
is given by

, 1 _ 8 T—t+1 R
wC (1) = 1P (S)
%

This first-order condition implies the following comparative static results. The
left (right) side of the above equation is the marginal cost (marginal benefit) of
social capital investment. Social capital investment (I) rises with f (discount factor),
R(ﬁ) (occupational returns of social skills), and S (aggregatesocialcapital) because
an increase in these variables raises the marginal benefit. In contrast, social capital
investment (I) decreases with 6 (mobility), (1 —8) (rate of social capital depreciation),
(1 —\) (rate of social capital depreciation due to relocation), and t (age) because
an increase in these variables lowers the marginal benefit. Because an increase in w
(opportunity cost of time) raises the marginal cost, social capital investment declines.

3.3.1 Empirical Analysis of Social Capital

In order to examine the hypotheses previously proposed, OLS was utilized to conduct
the estimations. The estimated equation takes the following form

SCi=a+bixi1 +baxip + ..ogxig +u;, i =1,...,n

where SC; is social capital for each respondent i, x;; j = 1, ..., k) are explanatory
variables, and i indexes the n sample observations. The explanatory variables include
those mentioned in the data section. The term u; is a random disturbance.

Estimate results are shown in Table 3.7. A regression was conducted for each
type of social capital. The parameters are presented, with ** and * in Table 3.7 to
indicate significance at the 1% and 5% significance levels, respectively. The adjusted
R-squared is around 0.1 (which is relatively high in studies of this kind.)
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Table 3.7 Estimation results (social capital)

95

Variables Structural | Particularize | Particularized | Reciprocity and
(N) (RE) generalized trust
Gender Male Reference
Female -0.0552 |0.0674 -0.1014 -0.021
[-1.67] [1.98]* [-2.90]** [-0.62]
Age Less than 20 0.0119 0.0486 0.0756 0.035
[0.15] [0.58] [0.89] [0.42]
20-29 years old | 0.1353 -0.08 0.1132 0.1048
[2.60]** | [-1.49] [2.05]* [1.95]
30-39 years old | Reference
40-49 years old |-0.2638 | 0.0272 -0.0604 -0.1543
[-5.69]** |[0.57] [-1.23] [-3.22]**
50-59 years old | -0.3673 0.1152 -0.196 -0.312
[-6.92]** | [2.10]* [-3.48]** [-5.69]**
60 or above -0.3472  ]0.1538 -0.2519 —0.4429
[-5.27]** | [2.26]* [-3.61]** [-6.51]**
Marital status | Single Reference
Married 0.0158 0.0844 0.0823 0.0811
[0.27] [1.39] [1.33] [1.34]
Divorced 0.0055 0.2545 0.1372 -0.0872
[0.03] [1.55] [0.82] [-0.53]
Widowed -0.1062 | 0.0695 0.061 0.2436
[-0.59] [0.37] [0.32] [1.32]
Child Child dummy 0.3158 —0.0065 0.3183 0.1791
[6.43]** | [-0.13] [6.12]** [3.53]**
House House (owned) | 0.3052 0.1851 0.2188 0.2509
dummy
[8.85]** | [5.18]** [5.98]** [7.04]**
Income NI of income 0.3664 0.1525 0.1951 0.2312
[11.32]** | [4.55]** [5.69]** [6.92]**
Education HSC/SSC Reference
Attended -0.1141 0.166 -0.0741 -0.2172

college but has
not graduated

(continued)
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Table 3.7 (continued)
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Variables Structural | Particularize | Particularized | Reciprocity and
N) (RE) generalized trust
[-1.54] [2.17]* [-0.94] [-2.84]**
College -0.0705 | 0.3091 -0.0942 —-0.088
graduate or
higher
[-1.12] [4.74]%* [-1.41] [-1.35]
City size Large-sized city | Reference
(population of
one million or
larger)
Medium-sized | 0.0351 —-0.101 0.0239 0.0236
city (population
of less than one
million)
[0.92] [-2.55]* [0.59] [0.60]
Small-sized city | 0.0545 -0.2721 -0.01 -0.0617
[0.81] [-3.93]%* [-0.14] [-0.89]
Town or village |-0.0593 |-0.2672 -0.0666 -0.042
[-0.93] [4.07]** [-0.99] [-0.64]
_cons -0.6178 | -0.5595 -0.4719 —0.3884
[-7.03]** | [-6.15]** [-5.06]** [-4.27]**
R-squared 0.1267 0.0636 0.0621 0.0736
Adj-r-squared 0.1225 0.0591 0.0576 0.0692
N 3566 3566 3566 3566

Note: t statistics in brackets. * < 0.05, ** p < 0.01

3.3.1.1 Gender

Women benefited more than men from social capital for PARTICULARIZED(N)
but less for PARTICULARIZED(RE). PARTICULARIZED(N) pertains to informal
networks, although PARTICULARIZED(RE) pertains to social networks. One inter-
pretation of this result is that women are more likely to gain from participation in
informal networks than men, who generally have greater access to social networks
(Elgar et al., 2011, p. 1051).

3.3.1.2 Age

Social capital was negatively correlated with age for STRUCTURAL, PARTICU-
LARIZED (RE), and RECIPROCITY AND GENERALIZED TRUST, but positively
with PARTICULARIZED (N). Figure 3.3 shows the average level of social capital
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RECIPROCITY AND GENERALIZED
TRUST

STRUCTURAL PARTICULARIZED(N) PARTICULARIZED(RE)
0.3

0.2

0.1

-0.1

1 L oversixties
fif

02 ‘ ies

fourties
| thinies
03 twenties

teens

-0.4

Fig. 3.3 Average of social capital by age (n = 3,565)

by age. Each level of social capital of the teens is minus and large, but the teens do
not have a significant effect on social capital according to Table 3.7.

Glaeser et al. (2002) found a strong age effect, where levels of social capital
followed an inverted U-shaped curve over the life cycle. However, the same inverted
U-shaped curve effect was not found in the present study when the analysis controlled
for socio-economic variables.

Social capital declines as age increases except in the case of PARTICULARIZED
(N), which contradicts the hypothesis. As PARTICULARIZED (N) includes imme-
diate family members and friends, people as they age are likely to depend on them.
If so, this type of social capital might increase for them.

3.3.2 Marriage, Having Children, and Home Ownership:
Mobility

The GLS model predicts a negative relationship between mobility and social capital.
Variables pertaining to mobility are marriage, having children, and home ownership.
Getting married requires time for discussing and deciding about relocation. Further-
more, relocation is expensive because a couple might need to purchase furniture and
other household furnishings. In addition to the aforementioned reasons, having chil-
dren also involves much time and costs such as those related to changing schools.
Homeowners are relatively reluctant to move because transaction costs are high in
the real estate market. These three variables thus lead to high levels of social capital
according to the hypothesis.
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Coefficients on each type of social capital for married people were not statisti-
cally significant at the 5% level when “singlehood” was the reference variable. Social
capital was positively correlated with having children for STRUCTURAL, PARTIC-
ULARIZED (RE), and RECIPROCITY AND GENERALIZED TRUST, but not with
PARTICULARIZED (N). Coefficients for homeowners were significant at the 1%
significance level in each case.

3.3.2.1 Income

The GLS model predicts that social capital investment declines with the opportunity
cost of time. The estimation included controls for natural log of income. Coeffi-
cients were positively significant in all cases. However, this result contradicted the
hypothesis. An interpretation of this result is that because higher income produces
higher education, those with higher education invest in social capital when education
(human capital) is complementary to social capital.”

3.3.2.2 Education

A higher discount factor raises social capital according to the hypothesis. A higher
discount rate means more patience, which means higher human capital and a higher
education level in human capital theory. Therefore, higher education predicts a higher
level of social capital. This relationship emerges in the case of PARTICULARIZED
N).

3.3.2.3 City Size

With increasing urbanization, it has become necessary to assess the effect of urban-
ization on social capital. The costs of connection are important elements in social
connection, and social connection declines as the costs of that connection increase
(Glaeser & Sacerdote, 2000, p. 13). In urban areas, people are more likely to form
social connections because people are spatially intimate. Figure 3.4 presents the
average level of social capital by city size for each type of social capital and shows
that the bigger the city size, the greater the social capital. However, this relationship
was significant only for PARTICULARIZED (N). The costs of connection had no
effect on the other types of social capital.

7 Glaeser et al. (2002), p. F454.
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3.4 Conclusion

It can now be confirmed that the results of this study fit the usual patterns that are
found in the happiness literature. However, there are some specific findings in the
case of India. There is no significant education—happiness relationship in the estima-
tion. Happiness had a positive and statistically significant correlation with top-level
manager, executive, and self-employed (reference variable is “regular employee”).
Being married was not associated with happiness in all cases (whole sample, male
and female), whereas being married is likely to have a positive and statistically
significant correlation with happiness in the happiness literature. Age was not signif-
icant in the whole sample and in men and women, whereas there is a well-defined
U-shape between happiness and age in the happiness literature. Only large cities
had a statistically significant correlation with happiness. Three dimensions of social
capital (i.e., STRUCTURAL, PARTICULARIZED (N), and RECIPROCITY AND
GENERALIZED TRUST) had a strong positive correlation with happiness whereas
PARTICULARIZED (RE) did not.

The same estimation was attempted using life satisfaction instead of happiness and
a marked diversity was found between happiness and life satisfaction. For example,
life satisfaction had a positive and statistically significant correlation with being
married in the whole sample and in men, whereas happiness did not in all cases.
Age had a U-shape over life cycle when life satisfaction was used as the dependent
variable. Standard questions about happiness and life satisfaction were used. To date,
it is not clear which of the two measures is more suitable for SWB. In fact, many
well-being measures have been used in empirical studies (see overview of measures
by Bartels (2015). This point will be left for future research.

The results of the research reported here clearly confirmed the presence of a
positive relationship between social capital and SWB (for both happiness and life
satisfaction). In that sense, social capital was a big predictor of happiness. Finally,
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the determinants of social capital were estimated. The conclusion was almost hypo-
thetical in the case of three types of social capital (i.e., STRUCTURAL, PARTIC-
ULARIZED (RE), and RECIPROCITY AND GENERALIZED TRUST) with the
exception of PARTICULARIZED (N). SWB plays an important role in the policy-
making process in India. Therefore, decisionmakers in India need to explore how
public policy contributes to the formation of social capital.
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Chapter 4 M)
Comparison of the Determinants ekl
of Well-Being Between India and Japan:
Implications for the Future

of the Economy and Society of India

Tadashi Yagi

Abstract Future economic changes in India should be predicted with consideration
of not only macroeconomic factors such as consumption, investment, and financial
situation, but also social factors such as well-being. In this chapter, we start with
the premise that changing social factors interactively affect economic behavior. The
overview of happiness suggests that the well-being of the Indian people is relatively
low and declining, and that the difference between India and Japan is growing. This
implies that economic development did not work to improve the well-being of the
Indian people on average. It might be that inequality of well-being in India has been
expanding, with the people who have benefited from economic growth enjoying
increased well-being and low-income groups having decreased well-being. Against
this background, we need to analyze the effects of economic factors on well-being
in India more rigorously from various aspects, including social value judgements or
religious factors, by using micro data. In this chapter, we discuss how the pursuit
of happiness affects the society and economy of India by comparison with those of
Japan.

4.1 Introduction

Economic development is surging in India, whereas the economy is already mature
in Japan. India’s economy is expected to grow at a higher rate relative to the world
economy by taking advantage of the huge population of the country. However,
future economic changes in India should be predicted with consideration of not
only macroeconomic factors such as consumption, investment, financial situation,
and trade balances, but also social factors such as social relationships, value judg-
ments, and well-being. In this chapter, we start with the premise that changing social
factors interactively affect economic behavior.
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The ultimate criterion for evaluating economic development in India should be
the well-being of its people. In this chapter, we use the well-being of the Japanese
people as a reference for comparison. According to the 2018 World Happiness Report
by Helliwell et al. (2018), the average degree of happiness in Japan is 5.915, which
ranks at 54th out of 156 countries, while that in India is 4.190, which ranks at 133rd.
The change in happiness in India from 2008-2010 to 2015-2017 was —0.698, while
that in Japan was —0.012. This overview of happiness suggests that the well-being
of the Indian people is relatively low and declining, and that the difference between
India and Japan is growing.

The overview above suggests that the effect of different stages of economic
development on well-being is not straightforward. From 2008-2010 to 2015-2017,
India achieved dramatic economic development. According to the World Bank, the
country’s gross domestic product (GDP) was 1,187 billion USD in 2008 and grew to
2,264 billion USD in 2016.! This implies that economic development did not work to
improve the well-being of the Indian people on average. However, these facts might
tell more than one story. It might be that inequality of well-being in India has been
expanding, with the people who have benefited from economic growth enjoying
increased well-being and low-income groups (“those getting left behind”) having
decreased well-being. Moreover, if economic growth breaks down social norms and
distorts social value judgments, it might harm the well-being of people in all income
classes.

Against this background, we need to analyze the effects of economic factors on
well-being in India more rigorously from various aspects, including social value
judgments or religious factors, by using microdata. The difference between India
and Japan might have arisen from differences in value judgments and the degree of
religiousness of the people in both countries. These value judgments affect economic
growth and the stability of society. In this chapter, we examine the details in the
relation between the formation of well-being and value judgments, and discuss how
the pursuit of happiness affects the society and economy of India by comparison
with those of Japan.

This chapter is organized as follows. Section 4.2 discusses the macroeconomic
situation in India and some related issues. In Sect. 4.3, we examine the differences in
well-being and value judgments between India and Japan by using the World Values
Survey (WVS). Section 4.4 presents an analysis of differences in social and economic
behavior between India and Japan by examining the determinants of well-being.

I'See https://tradingeconomics.com/india/gdp as of March 23, 2018.
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4.2 The Macroeconomic Situation in India and Related
Issues

4.2.1 The Macroeconomic Situation

The economic growth rate of India is remarkably high, as shown in Fig. 4.1. Since
2010, the growth rate has been between 6 and 10%, and these rates are considerably
higher than those in major developed countries such as the United States, Japan,
and European countries. In this section, we discuss the economic situation in India
in detail, with consideration of various factors. According to World Bank Statistics
(2018),? India’s gross national product was 450 billion USD in 2000 but increased
to 2.5 trillion USD in 2016. In other words, the national income grew fivefold in
16 years. Corresponding to this drastic increase, the labor force participation rate
of the working age population (15-64 years) dropped from 61% in 2000 to 56% in
2016. The decline was especially notable in female labor force participation, which
dropped from 35.7 to 28.9%. The unemployment rate dropped from 4.31% in 2000
to 3.5% in 2016.

An increase in national income does not necessarily lead to an increase in house-
hold consumption expenditure at the same rate as economic growth. The final
consumption expenditure of households and non-profit institutions serving house-
holds fell from 63.6% in 2000 to 58.9% in 2016 as a percentage of GDP. This implies

2 The data were drawn from DataBank of The World Bank, https://databank.worldbank.org/home.
aspx.
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that the share of the household sector in the economy decreased through the process
of economic growth.

As shown in Fig. 4.2, the saving rate as a percentage of GDP is far higher in India
than in major developed countries such as the United States, Japan, and European
countries. According to the Reserve Bank of India (2018), the interest rate for a 1- to
3-year deposit was high at 8% to 10% during 2010-2015. In addition, because women
face various barriers in economic activities such as getting good jobs in the labor
market or borrowing money from financial institutions, there are many incentives for
them to save money for living (Coad & Tamvada, 2012).

A high saving rate generally has a positive effect on capital formation. Given
that the rate of economic growth depends on the rate of capital growth, the high
saving rate is expected to contribute to the high economic growth. However, this
is not so straightforward in the case of India. Discussing the failure of growth in
India at the start of the 1980s, Varshney (1984) noted that the unequal distribution
of income hindered development of the domestic consumer market. Because of this
obstacle, private investment did not increase as the saving rate increased. Then, once
the maturity level of the consumer market had exceeded a threshold for development,
the high saving rate became effective for strongly increasing private investment and
contributed to economic growth.

Macroeconomic development is closely related to political factors, as discussed
by Asher and Novosad (2017). They showed that constituencies represented by the
ruling party have significantly better economic outcomes than those represented
by opposition candidates, suggesting the importance of political stability, although
it couples with political favoritism, in economic development. Given that political

3 The data of OECD Statistics is drawn from OECD.Stat, https://stats.oecd.org/.
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stability depends on the well-being of the people in India, the abovementioned decline
in the well-being of the Indian people would be an important factor for predicting
future economic development in India.

Social and economic structures or systems affect the relation between economic
development and well-being in India in various other ways. For example, Mohanty
et al. (2014) show that the state of remittance flows within and among the states of
India is very distinctive and strongly affects the well-being of the Indian people in
connection with diversity in demographics and socioeconomic development. More-
over, Gius and Subramanian (2015) and Hu and Schlosser (2015) focus on the partic-
ular circumstances of women in India, and examine the impact of the social status of
women on well-being and economic development. These studies suggest that there
are some characteristic features of the state of well-being of India. Accordingly, we
next examine the state of well-being in India and the value judgments of the Indian
people.

4.2.2 Innovation Policy as a Critical Factor for Future
Indian Development

Today, India’s innovation is increasing influence in the global economy reflecting
the rapid growth of Indian economy by integrating technology, financing, human
capital, and administration in the global network. It is true that India’s innovation
started in the information technology (IT) sector but now the new innovation is arising
in a much wider range of industries. Especially, process and incremental innovation
in the field of transportation and pharmaceutical industries has been effective in
improving their competitiveness in the global market (Krishnan, 2010). As Racherla
et al. (2016) pointed, India’s overall R&D spending is relatively small in the global
standard and is around 0.85% of GDP and ranked below that of China. India’s gross
R&D expenditure was $71.48 billion in 2016.*

India’s current status in the global economy is not excellent in various indicators.
The amount of export of goods from India is ranked around 18th or 19th in the world,
India falls much further down the list as an exporter of goods — closer to 18th or 19th
place. Internet access, cell phone ownership and labor force participation are less
than the global average (see Krishnan & Prashantham, 2019). Despite of these facts,
India is deemed as one of the fastest growing country in the global economy, because
India is expected to boast the world’s fifth largest market economy, and the world’s
second-largest population size of 1.3 billion.

In this section, we summarize the characteristics of India’s innovation, and discuss
the potential and limitation of India’s R&D strategy. The choices India makes today

4 The comparable data are as follows: U.S. (gross: $514 billion; 2.77% of GDP), China (gross:
$396.30 billion; 1.98% of GDP), Japan (gross: $166.6 billion; 3.39% of GDP), and Germany
(gross: $109.25 billion; 2.92% of GDP). See https://www.theglobalipcenter.com/incomparable-inn
ovative-india/.
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will determine its competitiveness in the global market in the future. The competi-
tiveness of economies has positive relation with the strength of innovation systems.
In this sense, it is necessary to design good IP system to attract and keep more
foreign direct investment, foster R&D of domestic companies, and to adopt the latest
technologies (Liu & Racherla, 2019).

4.2.2.1 The Characteristics of Indian Innovation

The specific characteristics of Indian innovation pattern (see Krishnan & Prashan-
tham, 2019).

(1) Frugal (called as Jugaad) innovation based on ingenuity and adaptation.
“Jugaad” innovation have been attractive to MNEs because they brought good
profits with lower investments (Radjou et al. 2012).

(2) India-based multinational enterprise (MNE) R&D centers utilizes global inno-
vation efforts of their parent companies. This has been brought scientific
technology transfer to India. Through this technology transfer, emerging
multinational enterprises (EMNESs) are beginning to develop new original
technology (Bhagavatula et al. 2019). MNE:s initiates Indian innovation and
entrepreneurship ecosystem.

(3) Indian organizations’ innovation efforts focus more on adaptation of technolo-
gies, process innovation and organizational innovation to meet the local needs
of affordability. This is successful especially in areas those matches global
needs (software services, generic pharmaceuticals). Those cases are driven by
low cost.

(4) Companies start their business by inward innovation for serving the local
market, but develop to outward innovation for serving the global market. Frugal
innovation is mainly used for inward innovation (Krishnan, 2010), whereas
outward innovation is growing by the world-class partnership being ideated at
Indian R&D centers (Mudambi et al. 2017).

In this section, we evaluate these characteristics from various points of view.

Question 1: Is it possible to shift from Outward — low /medium tech R&D
Outward — to high knowledge R&D.

Conditions for these changes
Obstacle for this change is the tight regulation described as “License Permit Raj”.
For example, imports of raw materials and components are controlled, and the
company which has an industrial license has little incentive to innovate (Forbes,
1999). Economic deregulation is required.

Mismatches in Indian market would be serious point, because advanced tech-
nology requires high skills and high costs for maintenance, and not affordable for
Indian users.
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Contrary to this obstacle, improving technological capabilities has been one of the
objectives of the economic reforms as articulated in the Industry Policy Resolution
of 1991 (Krishnan, 2003). Some Indian firms such as Tata Steel made substantial
investments to change the technology to become globally competitive.

Question 2: What are the successful industri\es in R&D development?

According to Krishnan (2010), pharmaceuticals and transportation industries are
evaluated as the most successful industries in R&D development, and the amounts
of R&D investment in these industries are close to half of the total industrial R&D
investments in India. It is noteworthy that the most R&D-intensive industry in India
is the pharmaceutical industry, and especially generic pharmaceutical industry is
globally competitive by developing new, low-cost processes for drugs going off
patent (NSTMIS, 2013).

It is well known that IT industry in India has a strong competitiveness. Kumar
and Puranam (2012) argue, however, that some innovations in the IT industry have
been outward oriented. Concerning the transportation vehicle industry, the promi-
nent example is given by the development of the Indica (Tata Motors’ entry into
the car industry) and the Nano, those were both led by Tata Group Chairman Ratan
Tata, and broke through the boundary of Indian innovation represented by the incre-
mental innovation and process improvements, (Krishnan, 2010). Nano revolutionized
personal transportation by offering the low price (100,000 Indian rupees which was
approximately $2,000 at the time).

Question 3: The expected benefits and risks of outward innovation.

The important benefit for the MNEs of investing into the innovation of Indian
company is to exploit India’s cost advantages and to tap into the large Indian talent
base. India labor costs make foreign companies to save around 30-40% of the total
cost Mitra, 2007. It is important to note that the quality of Indian workers’ talent is
quite high and they are diligent, and they support global research activities. Basant
and Mani (2012) observe a significant increase in the number of MNE R&D centers
in India from 157 in 2005 to 1,165 in 2015.

Mudambi (2008) points out that MNE research centers has been working for
promoting knowledge spillovers. This brought benefits to local firms by making
them develop competencies in high value-added activities. In addition, the Indian
R&D centers of MNEs is taking the important roles in developing products that can
meet the needs of India and other emerging markets in the world. The point is that
the products developed in the Indian R&D centers of MNEs incorporate the latest
features, but the approach adopted is a frugal approach. This is crucial for MNEs to
expand the market not only in India but also other emerging markets.

The risks of MNE R&D centers in India include the sustainability and competitive-
ness of the developed products in India or emerging market. Basically, the developed
products designed for these markets has less original technology and it is easy for
other competitive companies to copy the technology. Thus, it is necessary to have a
clear strategy to link R&D center and the emerging market business.
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4.2.2.2 Indian Innovation System

In general, we need to build up an innovation system by designing education
system initially. Especially, STEM education is deemed as the crucial importance
for educating engineers and scientists employed in R&D sectors. In the last 25 years,
India has been successful in increasing the number of students enrolled in engi-
neering/technology programs. AISHE (2016) reports that 4.2 million students were
enrolled in engineering/technology programs in 2014-15.

The most serious problem for this STEM education is the mismatches in labor
market. The low employability of the graduates of these engineering colleges is
serious, and it is reported that only 18% of engineers graduating are employable
in the software services industry according to the National Employability Report-
Engineers (Aspiring Minds, 2016). This reflects the polarization of the quality of
students in Indian STEM education program. The high-end program by the top
university such as Indian Institute of Technology are evaluated highly in the world
standard, while the quality of education in a mass of institutions is less evaluated.

In India, the government’s role in R&D investment has been increasing, although
the size of investment compared to the total economy size is still small. The main
target of investment by government funding has been the networks of government-
owned and government-operated R&D laboratories (Krishnan, 2010). Basant and
Mani (2012) point that about 63% of R&D spending in India was borne by the
government spending. This is a quite large portion. In case of the U.S.A., this portion
has a declining trend and less than 30% as of 2017 (National Science Foundation,
2019).

It is interesting that the government spending has been directed to support micro,
small, and medium enterprises, and used to promote the R&D investment of the
firms less than 5 years old by the first Start-up Policy 2016 (Krishnan, et al., 2019).
Under this policy, various measures such as funding and tax incentives, supporting
industry-academia collaboration, supporting the creation of tinkering laboratories in
schools and the formation of incubators in educational institutions are programed.

4.2.2.3 Future Prospect of Indian Innovation

IP (Intellectual Property) system is crucial for promoting innovation in India. IP
tools include patents, trademarks, copyrights, and trade secrets, and those are the
key factors for guaranteeing return from R&D investment. The current India’s IP
system is not sufficient for providing both the domestic and foreign companies with
incentives for investing much money to R&D.> To increase the reliability of India’s
IP system, it is necessary to decrease exceptions applied to IP legal system. Limiting
the patentability of software innovations, or facilitating access to pirated movies and
music online are the examples of exceptions.

5 See https://www.theglobalipcenter.com/u-s-and-indian-business-organizations-launch-dialogue-
on-ip-collaboration/ as of June 2020.
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To solve this problem, the Federation of Indian Chambers of Commerce and
Industry (FICCI) started to collaborate with the U.S. Chamber of Commerce’s Global
Innovation Policy Center (GIPC) at the beginning of 2019.% The purpose of this
collaboration is to promote IP-led India’s innovation. Through this collaboration, the
system of patent filing, regulatory landscape, copyright and infringement, technology
transfer, and enforcement has been elaborating. The main incentive for the U.S. is
the expected return from the development of India’s market in which many MNEs
from the U.S. have been investing.

4.3 Well-Being of the Indian People

4.3.1 Overview of Indian Society

In this section, we give an overview of Indian society (see Okamitsu & Yamashita,
2016). Two key characteristics of Indian society are the social stratification and
numerous social restrictions that arose from the Indian caste system. Despite anti-
discrimination laws, various forms of discrimination still exist in Indian society.
Family values are deemed to be quite important in the country, and multi-generational
patriarchal joint families have been the norm in India. In particular, marriage is crucial
for attaining social recognition. The divorce rate is extremely low. The custom of
paying a dowry remains widespread, although this custom has been outlawed and
causes various kinds of tragedies.

Religious beliefs and practices are diverse in India, and all religions are treated
equally by the state. India is the birthplace of Hinduism and home to around 90%
of the world’s Hindu population. According to the 2011 Indian census, 79.8% of
the population of India practice Hinduism, while 14.2% practice Islam. Christianity
is the third-largest religion. The percentage of Buddhists in the population is very
small, although India is also the birthplace of Buddhism.

4.3.2 Data Used in the Analysis: WVS

Here, we discuss the well-being of the Indian people in order to capture their lifestyle
and behavior by using the www.worldvaluessurvey.org (WVS). Using a common
questionnaire, this survey is conducted by a global network of social scientists
studying changing values and their impact on social and political life. The survey
started in 1981 and consists of nationally representative surveys conducted in almost
100 countries containing almost 90% of the world’s population. The number of
respondents is almost 400,000.

6 https://www.theglobalipcenter.com/india-climbs-eight-places-in-global-ip-rankings/ as of June
2020.
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The minimum population sample size of a country is 1,200. Samples must be
representative of all people aged 18 years or older. Data collection in the WVS is done
primarily through face-to-face interviews at the respondents’ homes/places of resi-
dence. Respondents’ answers are recorded on questionnaire sheets or by computer-
assisted personal interviewing.” Here, we focus on the Schwartz’s value judgment
questionnaire.

4.3.3 Changes in the Well-Being of India: Comparative
Analysis

According to the WVS data, the happiness felt by people in India is relatively higher
than that felt by people in Europe, the United States, Japan, and other parts of Asia.
More importantly, the level of happiness has been constant for more than three
decades in India but has decreased after 1998 in all other countries and regions. In
particular, a sharp decline in happiness has been observed in Japan. In evaluating the
drastic economic growth in India, the meaning of the constant level of happiness is
considered from various aspects.

Firstly, the decrease in happiness in most countries and regions is attributed to
the development of the global economy. Globalization has deepened, especially
after the start of the twenty-first century, and has had various negative impacts on
economies and societies around the world. Global capital such as major tech compa-
nies (Amazon, for instance) has gained competitiveness by expanding the global
market and realizing economies of scale. Meanwhile, many local companies have
been losing their positions in the local market. In other words, income inequality has
been expanding between competitive economic agents and less competitive economic
agents due to the development of the global economy.

As is shown in Fig. 4.3, the fact the happiness of the Indian people has remained
constant means that Indian companies are, in relative terms, enjoying the benefits of
globalization. However, this does not imply that all the people in India are doing so.
Itis expected that some portion of the Indian people have lost out under globalization
while others are certainly enjoying the economic growth achieved under globaliza-
tion. The percentage of people who enjoy the benefits of globalization seems to be
larger in India than in other countries and regions.

4.3.4 Changes in the Value Judgments of Indian People

In this section, we focus on the value judgments in India. As discussed by Sagiv et al.
(2017), values are defined as broad desirable goals that motivate people’s actions and
serve as guiding principles in their lives. Thus, changes in values cause changes in

7 See http://www.worldvaluessurvey.org/wvs.jsp as of February 20, 2018.
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Fig. 4.3 Feeling of happiness. Source 2014 World Values Survey

people’s preferences and behavior. This is why we pay attention to value judgments
in predicting changes in human behavior accompanying economic development.

Before examining the data, let us discuss the process of value formation. Sagiv
etal. (2017) state that values are formed through a combination of genetic heritage and
the impact of exposure to multiple social environments, such as family, the education
system, community, and society at large. The dramatic economic development in
India has possibly altered multiple social environments and in turn may have changed
the values of the Indian people.

The characteristics of Indian value judgments are shown in Fig. 4.4a. Over the long
term, religion and work were considered to be the most important and leisure time
was considered the least important. Examination of Fig. 4.5b reveals changes in value
judgment over a period of about 30 years in India. The importance of religion has
been constant, but the importance of work has declined sharply. On the other hand,
the importance of leisure time and politics has increased sharply. The importance of
work has dropped to the global average, but the importance of leisure time remains
the lowest in the world, reflecting the upward shift in the importance of leisure time
globally.

The implication of changes in value judgments for economic growth includes
the following main two factors. First, the decrease in the importance of work since
2010 suggests that the quality of work has possibly declined in the development
process. There are many small companies that use high-quality handcrafting tech-
niques. Before the economy started to develop, many craftspeople worked not only
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Fig. 4.5 Schwarz value judgments: comparison by country or region (ascending order). Source
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to obtain money, but also to achieve a feeling of responsibility for work and self-
fulfillment. This is a source of the quality of products. The changes in value judg-
ment suggest that the importance of work has declined and the need for money has
increased to enjoy leisure time.

The increase in the importance of leisure time is important for promoting devel-
opment of the consumer market because most consumption and leisure are comple-
mentary. Viewed another way, it can be interpreted that the importance of leisure
time has increased because of an increase in consumption due to rising income.
These interpretations suggest that the importance of leisure time will increase and
the importance of work will decrease as the income level rises in India.

It is worth noting that the importance of happiness and religion has remained
almost constant over the whole observation period despite the economic growth in
India (Fig. 4.4b). This implies that the happiness of people in India does not depend
on income level. As shown in Fig. 4.5¢, the importance of religion is relatively high
in India compared with the rest of the world, suggesting that the happiness felt by
the Indian people might arise from religious factors.

Aninteresting point is that the importance of politics increased strongly after 2010.
This change was the largest in the world (Fig. 4.4b). One possible interpretation is
that the impact of public policy on life has increased as the size of the economy
expanded. As the economy has expanded, the income gap between the poor and the
rich has widened. Income redistribution, for example, has gained more importance
as a policy measure, and this leads to an increase of the importance of politics. In
addition, the needs for public infrastructure such as transportation and road systems
has increased due to economic growth. This also increases the importance of politics
reflecting individuals’ needs.
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Finally, we need to carefully discuss the decrease in importance of family after
2010 (Fig. 4.4c); the income level has increased, and it has become possible for
people to secure their life not through family cooperation but through savings. In
addition, differences in the interests of family members might have expanded as
income level increased, and the time spent together with the family decreased as the
variety of leisure opportunities increased. These might have led to the decrease in
the importance of family.

4.3.5 Schwarz Value Judgments

In this subsection, we compare value judgments between India and Japan by using the
Schwartz theory of basic values in preparation for the analysis in the next section.
Schwartz (2015) created cross-cultural indices, and the WVS questionnaires are
based on these indices.

Asis shown in Fig. 4.5, the values for all items are higher for Japan than for India.
The difference between India and Japan is the largest for the item “It is important
for this person to be rich.” The value for India is 3, while the value for Japan is 1.07.
In India, around 21.2% of the population still lives in extreme poverty with income
less than 1.90 USD per day (see The World Bank Data Bank).® On the other hand,
the proportion of the Japanese population living in such poverty was 0.3% in 2008.
This suggests that the likelihood of being poor is relatively higher in India, and this
led people in India to place greater importance on being rich.

The second largest difference is seen for the item on the importance of “adventure
and taking risk.” In some sense, these two responses are consistent because people
think that it is necessary to take risk or undergo adventure to be rich. Indians think
that it is worthwhile to take risk because being rich is important for them.

The third big difference between India and Japan is observed in the importance
of “being very successful”. In connection to the two previous questions, Japanese do
not pursue success in life, because they do not think that being rich is important.

The fourth largest difference is in the importance of “tradition”. This poses a kind
of paradox because adventure and tradition are largely opposing values. Greater
importance was placed on tradition by Indians than by Japanese. The importance of
tradition to a person is related to his or her degree of religiousness. Each religion
has a specific logic on life and living. For example, a Hindu widow is expected to
remove her trinkets and wear a white sari, and is excluded from Hindu ceremonies
(see Okamitsu & Yamashita, 2016, p. 229). This kind of custom or tradition is
rooted in a religious belief that a widow is a symbol of unhappiness. The dichotomy
between “luckiness” and “unluckiness” is similar to the dichotomy between “pure”
and “impure”, and these dichotomies are regarded as a basis of Hindu culture.

8 See https://data.worldbank.org/indicator/SI.POV.DDAY ?end=2013&locations=1W-IN-JP&
start=1981&view=chart, as of February 20, 2018.
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Placing strong importance on tradition and custom can be expected to have various
kinds of impacts on happiness. In the case of a Hindu widow, she would feel negative
emotions for being regarded as a symbol of unluckiness. The question then arises as
to whether placing strong importance on custom or tradition has some positive impact
on happiness. From ancient times, human society has been faced with various kinds
of disasters and tragedies that are beyond our control. Custom and tradition have
been relied on as means of avoiding disaster and tragedy through religious teachings
or myth. This suggest that the degree of importance of custom and tradition to a
person depends on the strength of the belief that religion contributes to safety or luck
in life.

The smallest difference between India and Japan is found in the importance of
“looking after the environment”. The second smallest difference is in the importance
of “living in secure surroundings”.

4.3.6 Freedom of Choice and Control

Figure 4.6 shows changes in degree of freedom of choice and control before and after
2010. A prominent change can be seen in India. India and Japan are ranked lowest
and second-lowest, respectively, in degree of freedom of choice and control. Before
2010, India scored higher than Japan in this measure, but their positions reversed
after 2010. The degree of freedom and choice dropped most sharply in India after
2010. This finding holds various implications regarding changes in Indian society.
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Fig. 4.6 Belief that there is freedom of choice and control. Source 2014 World Values Survey
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India has a traditional caste system. This system has worked to reduce the degree
of choice and control, especially in freedom of occupational choice. One might
expect that as the economy develops, the impact of the caste system would weaken
because of need for higher mobility of human resources. The finding shown in Fig. 4.6
is contrary to this expectation. This can be interpreted as follows. As the economy
develops, economic organizations become larger, and relationships among economic
agents deepen. In addition, the advancement of the monetary economy in India has
decreased the degree of freedom of choice and control because people came to feel
that the monetary limitations decreased the degree of freedom of choice.

The findings in Fig. 4.6 have various implications for economic development in
India. The caste system has various influences on the Indian economy and unites
people within the same caste, forming strong social networks. These social networks
support various kinds of economic activities such as job referral and mutual insurance.
Munshi (2016) focuses on caste networks and argues that caste networks have been
active not only in rural areas but also in cities. Particular caste groups have gained
some advantages in business and overseas trade, and some new business commu-
nities have moved into industry. Figure 4.6 implies that as the economy developed,
the importance of caste communities increased because they enhanced economic
competitiveness, resulting in exclusive caste communities.

4.3.7 Changes in Incentives for Work and Feelings
of Fairness

Incentives for work are crucial for economic development. Incentives influence the
quality of work and resulting quality of goods and services. Figure 4.7 show changes
in incentives for work as assessed by the question of whether hard work brings
success. Worldwide, the decline in incentives for work was largest in India, which
had the strongest incentives for work before 2010 and the weakest incentives after.
This sharp decline suggests the worsening feeling of fairness in India. Incentives for
work are influenced by the sense of achievement or reward from hard work. It can be
inferred that India’s drastic economic growth has had a detrimental effect on people’s
sense of fairness as a result of the widening gap between the rich and the poor, and
the experiences of seeing some people become rich through good fortune and others
become impoverished through bad luck. This has weakened the belief that hard work
leads to success.

If people believe that immoral behavior brings good fortune, then the quality of
society becomes worse, which would lower economic competitiveness in the world
market. Figure 4.7 suggests risks that Indian society faces.

Changes in the sense of fairness can be seen from another aspect in Fig. 4.8.
Before 2010, the Indian people viewed competition relatively favorably compared
with other countries and regions. After 2010, however, the Indian people tended
to view competition as more harmful compared with the rest of the world. The gap
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Fig. 4.8 Belief that competition is harmful (5 signifies the belief that competition is harmful).
Source 2014 World Values Survey

between before and after 2010 is quite prominent in India, and it is worth considering
this finding carefully. Figure 4.8 suggests that competition in India is regarded as
being unfair. This sense of unfairness seems to be specific to India given the prominent
change relative to that in other countries and regions.

The caste system possibly worked to worsen the sense of fairness during the
process of economic development. The caste system could serve to strengthen the
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system of exclusive networks within the castes. Higher castes might have advanta-
geous opportunities in business, and some barriers may exist for lower castes. These
differences might have grown larger over the course of economic development.

4.4 Differences in Social and Economic Behavior Between
India and Japan

4.4.1 Differences in the Degree of Religiousness Between
India and Japan

According to the 2011 Indian Census, the population distribution by religion is as
follows: Hindu, 79.8%; Islam, 14.2%; Christian, 2.3%; Sikh, 1.7%; Buddhist, 0.7%;
and Jain, 0.4%.° The crucial difference between India and Japan is the portion of
people who do not believe any religion. It is reported that 51.8% of Japanese believe
in no religion, while less than 1% of Indians have no religious belief. The dominant
religion in Japan is Buddhism at 34.9%, and Christians account for 2.3%.'°

9 See http://www.censusindia.gov.in/201 1census/Religion_PCA html, as of March 2018.
10 See http://www2.ttcn.ne.jp/honkawa/9460.html, as of March 2018.
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Nevertheless, Fig. 4.9 shows that the differences in the meaning of religion
between India and Japan are not so sharp. To understand this point, it should be
noted that many Japanese believe in Shintoism, but this is regarded not as a religion
but as a convention because there is no sacred text or teachings in Shintoism. A large
proportion of people in Japan pray at Shinto shrines or Buddhist temples for their
wishes to be fulfilled—for example, praying for the safety of their family and good
health. Moreover, most Japanese have attended various Buddhist ceremonies such
as funeral services even though they are not devout followers of Buddhism. This
implies that people in Japan recognize the existence of gods unconsciously.

The most important point is that the average value of the degree of religiousness
in India is less than 2, which is not very different from the value in Japan. Frequency
of praying is the item with the largest difference between India and Japan. A possible
interpretation is that Japanese pray on the occasion of certain ceremonies or services,
but Indians pray and attend services in daily life.

It is important to note that both Indians and Japanese recognize the importance
of gods. The average value in India is around 6, and that in Japan is around 5. For
Hindu people, gods include Brahma the Creator, Shiva the Destroyer, Vishnu the
Preserver, and Shakti (also called as Devi). For Islam, Allah is the one and only
God, an absolute, all-powerful, and all-knowing creator and ruler of the universe.
For Buddhists, the Four Truths, which express the basic orientation of Buddhism, are
quite important, and there are many gods that have different roles. The fact that most
of the people regard God or gods as important in life despite the large differences in
their conceptions suggests that people have various kinds of needs that are addressed
by these beliefs.

It is interesting that both Indian and Japanese people place greater importance
on “doing good for other people” than “following religious norms” and on “making
sense of life in this world” than “making sense of life after death”. These imply that
religion is regarded as a tool for improving life in this world and religion is not the
objective of life in either India or Japan.

4.4.2 Differences in Determinants of Well-Being Between
India and Japan

In this section, we discuss the determinants of well-being in India and Japan by
using microdata compiled through surveys that we conducted in happiness studies.
The surveys are summarized below and key details are outlined in Table 4.1. We used
microdata collected from a nationwide Internet survey in each country. The survey
in Japan was designed and implemented during 2012-2013 for a research project
that investigated the socio-economic determinants of subjective well-being.!" The
surveys captured ample information about individuals’ subjective assessments of
their well-being, personal traits, demographics, socio-economic status, and perceived

! The survey was funded by JSPS KAKENHI Kiban A no. 22243028.
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Table 4.1 Outline of the surveys

India Japan
A. Title of survey Survey of the state of living in | Survey of the living environment
India in the region and the sense of

(Survey of Well-being in India) | happiness

B. Time period of survey | Nov. 6,2017-Nov. 17,2017 Oct. 1, 2013-Oct. 31, 2013
C. Survey method The survey was organized by NTT Com Research by using the
Internet. All samples were collected via Internet panels with

multiple sources. Each respondent was verified as being unique via
IP address

D. Sample controls Sampling for the Japanese dataset was controlled so that the age
distribution and income distribution of the survey were close to the
real distributions

E. Sample size 4,046 4,927

neighborhood characteristics, all of which are useful for examining the relationship
between working conditions and happiness. In the case of Japan, to ensure that the
sample was representative of the actual population, we constructed targeted propor-
tions of 15 population groups, which corresponded to a matrix of five age groups
(20, 30, 40, 50, and 60 s) and three household income classes (3 million yen or less,
3—6 million yen, and 6 million yen or more) in advance and collected surveys until
we obtained the numerical targets.

The survey in India was designed and implemented during 2017 for a research
project that investigated the socio-economic determinants of subjective well-being
in India."?

Figure 4.10a and b show the differences in the relation between overall well-being
and educational attainment between India and Japan. A contrast was noted between
India and Japan in that well-being was not strongly associated with educational
attainment in India, but had a monotonically increasing relationship with educational
attainment in Japan. This suggests that job matching in India is not bad in the sense
that workers with lower educational attainment have good opportunities to utilize
their human capital effectively.

Figure 4.11a and b show a sharper contrast between India and Japan. In India,
degree of hope is relatively higher for the people with lower educational attain-
ment. On the other hand, degree of hope increases monotonically with increasing
educational attainment in Japan.

Hope is an important source of motivation for work and good deeds. Degree of
hope reflects the possibility of achieving one’s hopes. These figures suggest that
it is possible for people in India to achieve their hopes independently from their
educational background. However, this does not mean that the types of hopes are
similar between India and Japan. The caste system in India limits people’s freedom to
choose their occupation, whereas there is almost complete freedom to choose one’s

12 The survey was funded by JSPS KAKENHI Kiban B no. 16KT0089.
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Fig. 4.10 a Overall well-being in India. b Overall well-being in Japan

occupation in Japan, both legally and traditionally. For this reason, it is inferred that
the variety of hopes in India is larger than that in Japan.

The possibility of achieving one’s hopes is expected to be related to the quality of
human relationships. Figure 4.12a and b show a comparison of differences in degree
of trust in others by city size between India and Japan. Two distinct differences can
be seen. First, the degree of trust in others is higher in India than in Japan. Second,
people trust others more in large cities than in small towns in India, whereas the
degree of trust in others is independent from city size in Japan. This suggests that
communities in urban areas of India are working well.
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It is evident that human relationships within communities are stronger in India
than in Japan, as shown in Fig. 4.13a and b. In India, more than 20% reported
having cooperative relationships in daily life within their community, and this ratio
was larger for people living in urban areas. Only a small percentage had no social
relationships in their community in India. On the other hand, only a small percentage
had cooperative relationships in daily living within their community in Japan, and
the ratio decreased with increasing city size. These figures show a sharp contrast in
social relationships in communities between India and Japan.



4 Comparison of the Determinants of Well-Being Between India and Japan... 125

a 300%
25.0%
20.0%
©
s 15.0%
o
10.0%
- i I
0.0% = = | B - -
1 2 3 4 5 6 7 8 9 10 11
Degree of trust in others
M Large cities (over 1 million cities)
M Central city (prefectural office location less than 1 million people)
Other cities
Town / Village
b s00%
25.0%
20.0%
°
w 15.0%
3
10.0%
- ‘l || “
0.0% ull ull II II f—
1 2 3 4 5 6 7 8 9 10 11

Degree of trust in others

M Large cities (23 wards of Tokyo, ordinance-designated cities, cities with
more than 1 million people)

M Central city (prefectural office location less than 1 million people)
Other cities

Town / Village

Fig. 4.12 a Degree of trust in others in India. b Degree of trust in others in Japan

Khan et al. (2014) explored the relation between social identification in a commu-
nity and well-being in India. Social identification may provide individuals with
meaning from living in their community and social connection with others. Their
study shows that social identification in India enables individuals to access social
support and escape from stressful situations. Our results here are consistent with
those of Khan et al. (2014).
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Fig. 4.13 a Degree of socialization in communities in India. b Degree of socialization in
communities in Japan

Figure 4.14a and b show the differences in pro-social behavior such as volunteer
activities. In India, around 15% of people participate in volunteer activities, while
less than 5% do so in Japan. Only around 15-30% of people do not do volunteer
activities in India, while around 70% of people do not do any volunteer activities in
Japan.
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Fig. 4.14 a Percentage of people who participate in volunteer activities in India. b Percentage of
people who participate in volunteer activities in Japan

In this section, we examined differences in social and economic behavior between
India and Japan by focusing on religious behavior and social relationships in commu-
nities. There are several reasons for focusing on these two factors. The main reason
is that these factors affect well-being in various ways and possibly instill in people
some non-materialistic values. If non-materialistic values are considered important
for generating well-being, economic development would not be so important for
the people. Indeed, economic development may hurt well-being in cases where it
adversely affects non-materialistic values.
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The findings in this section suggest that social interaction and social capital are
strong in India. These are considered as the important source of a high degree of
well-being in India.

4.4.3 Differences in Determinants of Well-Being Between
India and Japan

In this subsection, we examine the determinants of well-being by using a multivariate
regression model and compare them between India and Japan. Figure 4.15a and b
show the standardized coefficients of the statistically significant determinants of well-
being. Standardized coefficients represent the strength of the effect of the explanatory
variables on the explained variable, which is well-being in this empirical model.
From Fig. 4.15a, it is seen that “physical working conditions”, “wages”, and “job
security” are the strongest factors. How workers are treated is an important factor
for well-being in India. In contrast to India, people in Japan are more sensitive to the
possibility of designing their own job and utilizing their own skills and knowledge.

Concerning social relationships in communities, people in India regard these
factors as important for well-being. “Strength of social relationships in the commu-
nity”, “number of relatives in the community”, and “degree of community activities”
strongly affect well-being. In addition, the degree of being able to rely on family and
relatives also has a positive effect on well-being.

In Japan, no social relationship factors were found to affect well-being, whereas
degree of trust in others was found to affect it strongly. The most important factors
affecting well-being in Japan were personal and material factors such as satisfaction
with leisure, income, and wealth.

It worth noting that “religious activities” significantly contributed to enhancing
well-being in India, while this factor was not significant in Japan. In addition, commu-
nity environment contributed to enhancing well-being in India but not in Japan. These
results are consistent with those reported by Zorondo-Rodriguez et al. (2016), who
found positive associations between economic and natural capital and subjective
well-being.

These results suggest that Indian people feel happiness when they appreciate
human relationships in society and when they are treated properly in the workplace.
On the other hand, Japanese people tend to feel happiness when they are satisfied
with leisure, income, and wealth.
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4.5 Concluding Remarks

Long-run macroeconomic performance is affected by various factors such as
consumption, savings, and labor market structure, and the value judgments of individ-
uals affect behaviors related to consumption, savings, and labor supply. In this way,
the value judgments of individuals affect long-run macroeconomic performance.
In this section, we discussed the relation between value judgments and economic
behaviors.

The most important component of demand at the macroeconomic level is
consumption. Determinants of consumption includes income, savings for the future,
savings for marriage, religious expenditures, expenditures for communities, educa-
tion, and leisure preferences. Income is determined by labor supply behavior, which
is affected by value judgments on work, competition, and trust. Saving behavior is
affected by value judgments such as preference for mutual aid within one’s family
or community.

Determinants of trust are human relations within the workplace, community, and
family. Trust as a means of security affects the efficiency of transactions in the
economy. Social rules, conventions, and norms affect trust formation, but the personal
and social investment for trust formation incurs some costs. Costs include restrictions
on creative activities that usually come from unconventional ways of thinking.

The analysis in this chapter provides some evidence for predicting how economic
development in India will bring about the changes in the social structure of the
country. As suggested by Gautam and Singh (2010), Indian companies have not
adopted a positive stance toward corporate social responsibility and only a few
companies have a structured and planned approach. As the economy develops, new
social issues will arise from the changes in social structure. In this regard, companies
will be expected to play a role in solving these social issues. In conclusion, the way
that Indian society changes affects not only macroeconomic performance but also
well-being. We need to respond to social changes appropriately by analyzing the
essential changes in the economy and society.
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Chapter 5 )
What Affects Women’s Happiness ek
in India?

Kanako Takimoto and Akihiko Kawaura

Abstract This chapter studies the well-being of women in India. Even though Goal
5 of the SDGs is “Gender equality and women’s empowerment,” India’s gender
gap widened from 0.601 in 2006 to 0.669 in 2017. This chapter explores the actual
situation of women’s well-being in India. We analyze the results of two surveys:
“AsiaBarometer” in 2005 and “The Survey on Well-being in India” in 2017, using
the Ordered Probit Models. The overall results are three points. First, married women
are happier than single, divorced, or widowed women. Then, self-employed women
are more likely to be happy than employed ones. Finally, being healthy is important
for happiness. We draw three implications. India’s women need to have the freedom
to marry or to remain single and the right to choose their partners in the event
of marriage. It is also crucial for India to support the expansion of opportunities
for women to start their businesses. Furthermore, providing the correct information
and educational opportunity for physical and mental health is beneficial. With the
adoption of the 2030 Agenda, the United Nations pledged to ensure “no one will
be left behind.“ Policy measures to assist women would contribute to making this
pledge a reality in India.

5.1 Introduction

5.1.1 SDGs in India

Gender equality has emerged as one of the key issues in the process of economic
development. This recognition is reflected in the Sustainable Development Goals
(SDGs) that the United Nations specified in September 2015. The 2030 Agenda for
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SDGs names the following 17 goals: End poverty in all its forms; Zero hunger; Health;
Education; Gender equality and women’s empowerment; Water and sanitation;
Energy; Economic growth; Infrastructure and industrialization; Inequality; Cities;
Sustainable consumption and production; Climate change; Oceans; Biodiversity,
forests, and desertification; Peace, justice, and strong institutions; and Partnerships.
The gender issue appears as Goal 5.

Goal 5 seeks to achieve gender equality and empower all women and girls as
is demonstrated in Fig. 5.1 (The United Nations in India, 2019). The emphasis on
women is based on the belief that extending assistance on their behalf has beneficial
spillover effects on the whole societies and economies. Figure 5.1 also shows some
examples that portray gender issues in India. They represent a glimpse into the whole
problems of physical, economic, and social insecurity facing women in India. For
instance, the rate of crimes against women in India is over 50%. According to “The
United Nations in India,” 92% of women in the nation’s capital have experienced
sexual or physical violence in public spaces.! Women’s plight in India also has
regional consequences in South Asia, as India is the dominant country in the area in
terms of population and economy.
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Fig. 5.1 Gender differences for SDGs Goal 5

! The United Nations India, Gender Equality: Women’s Economic Empowerment (https://in.one.
un.org/unibf/gender-equality/) last accessed 06/09/2019.
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The measurement of the gender gap was pioneered by the World Economic
Forum (WEF) and is based on the gap between women and men in four main cate-
gories: Economic participation and opportunity; Educational attainment; Health and
survival; and Political empowerment.” The gender gap takes the value between 0 (or
0%) for total equality and 1 (or 100%) for maximum inequality.

According to the WEF, the gender gap score recorded at the global level was
less than 30% in 2017 (World Economic Forum, 2017). Its figure for South Asia
stood at 34%, which implies that the region’s women had more catching up to do
than their peers in the world on the average. This implies, however, that achieving
gender equality has great potential to stimulate economic activities. According to
IMF estimates, if women could participate in the workforce equally with men, it
would increase India’s GDP by 27%."

5.1.2 Income, Happiness and Gender

What is the ultimate purpose of gender equality? It is evident that assisting women
to attain a higher level of happiness is an important goal, which is closely related
to equality in income, educational opportunity, access to jobs and healthcare, and
political rights. This chapter focuses on women’s happiness, as its understanding
should lead to the comprehensive development strategy to embrace a wide spectrum
of people including minorities.

The current situation is disappointing. India’s gender gap widened from the score
of 0.601 in 2006 to 0.669 in 2017. Accordingly, its place in the global gender gap
ranking slipped from 98th out of 115 countries in 2006 to 108th out of 144 in 2017.
On individual indices, India performs particularly poorly in the sex ratio, as parents
still sustain priority for a son instead of a daughter. India’s ranking on this index is
141st. Similarly, India lags behind other countries in labor force participation, on
which India is ranked at 136th. The country’s income imbalance between men and
women is also striking, putting it at 137th place in the world. Expressed in actual
amounts, this income gap results in $2,424 for women and $10,428 for men in terms
of the Estimated Earned Income (PPP, US$) in 2017 (World Economic Forum, 2017).
It is thus important to include the impacts of income level on women’s happiness in
the analysis.

Figure 5.2 presents an example of the relationship between income and happiness
for both men and women based on answers from the AsiaBarometer 2005 survey.
The survey measures income with the 11-step scale as in Question f8: “What was

2 A total of 14 indices are defined for these four categories combined, which include sex ratio,
earned income, and labor force participation.

3 Speech by Christine Lagarde, Managing Director, IMF “Women’s Empowerment: An Economic
Game Changer” Los Angeles, November 14, 2016, (transcript available at https://www.imf.org/en/
News/Articles/2016/11/14/SP111416-Womens-Empowerment-An-Economic-Game-Changer, last
accessed 23/09/2019).
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the total gross annual income of your household last year?** Fig. 5.2 shows average
happiness by income quartile and gender.’ In the general trends, women are happier
than men, with the exception of the second quartile in which the average happiness
for men (4.26 points) exceeds that for women (4.23 points). The happiest group is
the third quartile for both sexes.

The observation that those in the third income quartile were the happiest lends
support to the “Easterlin Paradox”. This paradox is named after Professor Richard
Easterlin, who found that increasing income did not necessarily raise average well-
being in his 1974 article (Easterlin, 1974). Debate about this paradox continues today
(Stevenson & Wolfers, 2013).

On the other hand, we find a different result regarding subjective income.
AsiaBarometer 2005 uses a 5-step scale to measure happiness based on subjec-
tive income in Question 7: “How would you describe your standard of living?”®
Fig. 5.3 shows average happiness based on subjective income and gender. In contrast
to Figs. 5.2 and 5.3 shows that men are happier than women except in the 3rd and
4th groups. In the 3rd group the men’s happiness (3.89 points) is lower than the
women’s (3.94 points), and in the 4th group the men’s happiness (4.27 points) is
lower than the women’s (4.34 points). Moreover, both the men and the women in the
5th group are the happiest. Figure 5.3 shows that an increase in subjective income
yields diminishing marginal gains in happiness.

4 The scale ranges from 1 (Up to 2,500) to 11 (25,001 and above), increasing by 2,500 rupees with
each step.

5 As the survey collects income information as that accruing to individual households, the individual
income is calculated for this analysis by dividing the household income by the square root of the
number of family members.

6 The original scale of the AsiaBarometer scale ranges from a high score of 1 to a low score of 5 (1
high, 2 relatively high, 3 average, 4 relatively low, and 5 low). Since most of the indices are designed
so that a larger number means greater happiness, we converted to the ordered number scale where
1 is lowest and 5 is highest in our analysis.
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5.2 Basic Analysis

This section examines the factors influencing women’s happiness in India. The data
and analytical methodology are discussed next, which is followed by the results and
interpretations.

5.2.1 Data and Methodology

This analysis combines information from two surveys: “AsiaBarometer” in 2005
and Doshisha University’s “The Survey on Well-being in India” in 2017. The sample
size of AsiaBarometer was 2,039, with the men’s share of 53.0% (1,080). The survey
targeted people who lived as the middle class in seven cities: Delhi, Mumbai, Banga-
lore, Hyderabad, Ahmedabad, Chennai, and Kolkata. The sample size of the Survey
on Well-being in India was 4,046. The sex composition was 59.7% men (2,415) and
40.3% women (1,631). This survey took place in 26 cities.

The questions on happiness and scales used in the two surveys are as follows.
First, Question 5 in AsiaBarometer 2005 asked: “All things considered, would you
say that you are happy these days?” Possible answers spanned a 5-step scale: (1) Very
happy—(2) Quite happy—(3) Neither happy nor unhappy—(4) Not too happy—(5)
Very unhappy (a small “Don’t know” category is not studied here). Second, Question
f44 in the Well-being 2017 survey measured happiness: “On a scale from 0 to 10,
please rate your overall level of happiness.” The question used an 11-step scale
ranging from (0) very unhappy to (10) very happy. In order to make these indices
comparable, we reversed the AsiaBarometer 2005 answer order so that (5) represents
the highest happiness.

By comparing the responses to the two surveys, we tried to arrive at a clear picture
of women’s happiness. More specifically, we were interested in the potential shifts
underlying women’s happiness. Our question therefore was: “Have there been any
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changes in the factors that influence women’s happiness?” Explanatory variables we
included in the regressions were: income, age, education level, marital status, occu-
pation, health condition, residence type, and religious devotion. The basic regression
for this analysis was based on Di Tella and MacCulloch’s happiness model (2008)
with minor changes, which takes the following form:

HAPPINESS, s, =aMICRO,; ;4 0y + Wiy

[HAPPINESS: individual happiness, M I C R O: individual factors, u; s ,: error
term].

where HAPPINESS; ;, represents the happiness of the individual 7, who lives in
country s (s = India), in the year ¢ (t = 2005 or 2017).

Individual characteristics were converted to dummy variables. Because the answer
to the happiness question used an ordinal ranking, we used the ordered probit model.
In addition, we estimated their marginal effects for the purpose of comparing the
effect of individual variables.

5.2.2 Results by Ordered Probit Models

Table 5.1 shows the results of the ordered probit estimations for (1) AsiaBarometer
and (2) The Survey on Well-being in India. Since all explanatory variables enter
the analysis as dummy variables, it was necessary to determine the baseline group
for each category. For example, we chose the first quartile as the baseline in the
income quartile group category. Hence the estimated coefficients for other income
quartiles represent effects that arise by belonging to the category. The coefficient
for the third income quartile takes a positive sign, which is statistically significant
at the 10% level. Its marginal effects of scale 5 were + 9.9% points. The marginal
effects of AsiaBarometer were scale 5 and those of the Well-being Survey in India
were scale 10. Some variables are different between these two surveys. Examples are
subject income that is only available in AsiaBarometer and the teenage group, which
is available exclusively in the Well-being Survey. The baseline variables are: Income
quartiles (first quartile), Subjective income (average), Age (twenties in 2005 and
teenage in 2017), Education (average), Marital status (married), Employment status
(employed), Health (unhealthy), House (did not own) and Religious devotion (did not
believe any religions). Estimated coefficients that satisfy the statistical significance
test with at least 10% level are marked by asterisks in Table 5.1.

The variables that passed the significance test (i.e., variables that had actual
impacts on the happiness level) in 2005 include: Income quartile (third quartile),
Subjective income (low, relatively high, and high), Age (thirties and forties), Educa-
tion level (lower), Marital status (divorced/separated/widowed), and Health (healthy).
Among the variables that were found to affect happiness in 2017 are: Income quartile
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Table 5.1 Results by ordered probit models from 2005 and 2017

139

(1) AsiaBarometer, 2005

(2) The Survey on Well-being

in India, 2017

Variables Coefficient | Std. Marginal | Coefficient Std. Marginal
Error | effects | Error effects
(5) (10
Income quartile
Second 0.059 (0.132) | 2.0% 0.110 (0.076) | 1.5%
Third 0.284* (0.148) | 9.9% 0.229%%* (0.089) | 3.1%
Fourth 0.105 (0.177) | 3.6% 0.155%* (0.089) | 2.1%
Subjective income
Low —1 (0.416) | —28.6%
Relatively low | —0.290 (0.256) | —9.3%
Relatively 0.417%%* | (0.129) | 14.7%
high
High 1.067*** | (0.185) | 38.6%
Age
20-29 (omitted) 0.153 (0.135) | 2.1%
30-39 —0.306%* |(0.129) | —10.2% | —0.001 (0.148) | 0.0%
4049 —0.262* | (0.148) | —8.6% | —0.046 (0.153) | —0.6%
50-59 —0.169 (0.221) | =5.6% | 0.040 (0.163) | 0.6%
60 or above —0.339 (0.357) | —10.7% | —0.191 0.216) | —2.8%
Education
Lower —0.244* | (0.136) | —8.1% | —0.151 (0.213) | —2.2%
Higher —0.105 0.122) | =3.5% | 0.021 (0.098) | 0.3%
Marital status
Single —-0.250 (0.175) | —=8.2% | —0.263*** | (0.082) | —3.9%
Divorced/ —1.646%* |(0.774) | —32.8% |0.154 0.162) | 2.1%
Separated/
Widowed
Employment status
Self-employed | 0.238 (0.317) | 8.3% 0.335%** | (0.066) | 4.8%
Not Employed | 0.233 (0.156) | 7.7% —0.066 (0.080) | —0.9%
Health Healthy 0.526%* (0.259) | 16.0% 0.747*** 1 (0.093) | 11.3%
House Owned 0.001 (0.104) | 0.0% 0.189*** | (0.062) | 2.7%
Religious Have 0.174 (0.247) | 5.7% 0.213*%** | (0.056) | 3.0%
devotion
Observations 532 1,458

Standard errors in parentheses
#kip < 0.01, *#*p < 0.05, *p < 0.1
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(third quartile), Marital status (single), Employment state (self-employed), Health
(healthy), House (owned), and Religious devotion (have religious devotion). The
details of the results with respect to individual variables are discussed in Sect. 5.3.

5.2.3 Marginal Effects

Table 5.1 also shows the marginal effects (scale 5) for the AsiaBarometer survey for
income quartile; the group of the third income quartile has positive effects (Third: +
9.9% points). On the other hand, the marginal effects (scale 5) for the AsiaBarometer
survey for the subjective income show that the biggest positive factor is observed for
the highest subjective income group; (High: + 38.6% points) and that the relatively
high subjective income group shows less than half the positive effect when compared
with the highest group; (Relatively high: 4 14.7% points). On the contrary, the lower
subject income group displays a big negative effect (Low: —28.6%). The subjective
income variable is characterized by bigger effects than the actual income quartile, and
the group who felt their income was lower than average reported that their happiness
was lower. One interpretation is that the happiness was predisposed to be determined
by comparison to that of other people.

There was also a negative effect for the ages of thirties and forties; the marginal
effects (scale 5) for women in their thirties are bigger than for those in their forties
(30-39: —10.2% points, and 40-49: —8.6% points). The lower education group has
a negative effect (Lower: —8.1% points). In marital status those who were divorced,
separated, or widowed had a large negative effect (Divorced/Separated/Widowed: —
32.8% points). Being in good health positively affected women’s happiness (Healthy:
+ 16.0% points).

In Table 5.1, the marginal effect (scale 10) for the 2017 survey shows the group
of the third income quartile had a positive effect (Third: 4+ 3.1% points). There was
only one statistically significant negative factor, which is the single group for marital
status (Single: —3.9% points). In employment status, the self-employed group had a
positive effect (Self-employed: 4.8% points). Finally, the biggest positive factor in
2017 was health status (Healthy: 4+11.3% points), while the variables for housing
and religious devotion were of similar, smaller impacts (Owned housing: +2.7%
points), and (Have religion: +3.0% points).

There are three differences between the 2005 and 2017 findings. First, the negative
effect of aging seems to be disappearing. Second, the situations of women who are
divorced, separated, or widowed may be improving. The situation of single women
might not have changed, and they may therefore be distressed by the conflict with
the traditional value of marriage. Finally, women who are self-employed or who are
top-level managers or executives have become happier. To support women’s social
advancement might lead to more happiness for women. On the similarity side is
the importance of health. Being healthy makes women happier by more than +10%
points. To stay healthy is the most crucial factor in women’s happiness.
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The limitation of this analysis is that we used two different surveys to compare
respective results. Since the 2017 survey did not follow the same set of respondents of
the 2005 survey, a comparison in the strict sense is not possible. In order to minimize
the potential bias arising from this non-uniformity of sample designs, however, we
converted the survey’s numerical results to dummy variables by category. While
it would be desirable if a continuous survey with a fixed set of respondents were
implemented in the future, the chapter’s findings would contribute to formulation of
policies based on SDGs.

5.3 Women’s Happiness

This section will illustrate regression results in Table 5.1 in the context of the graphical
presentation of the data from two surveys. The detailed account of variable treatment
is also provided when necessary. They will facilitate the understanding of survey
findings.

5.3.1 Age

Figure 5.4 shows average happiness by age, where the dotted line is the survey result
from AsiaBarometer 2005 and the solid line is the survey result of Well-being in India
2017. In 2005, the effect of age on happiness followed a U-shaped trend, with women
in their thirties at the bottom. This is consistent with the findings of previous studies,
such as Frijiters et al. (2001), Senik (2002), Blanchflower and Oswald (2004), and
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Fig. 5.4 Average happiness by age
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Becchetti et al. (2014). Specification (1) in Table 5.1, the ordered probit model for
AsiaBarometer, shows that women in their twenties are happier than those in their
thirties and forties; these differences are statistically significant for women in their
twenties (p = 0.018) and thirties (p = 0.076). This is consistent with the graphical
presentation.

In contrast to the graph for 2005, the one for 2017 has data that displays a reversed
U-shaped trend for the age effect, with women in their fifties at the top. A few studies
have reported this type of reversed U-shape with women in their twenties and thirties
at the top (Otake et al. 2010). According to the results for (2) in Table 5.1, however,
age has no statistically significant effect on the happiness level.

The shift in the effect of age observed in Table 5.1 between 2005 and 2017
suggests that Indian women have experienced some changes with respect to the age—
happiness link. Figure 5.4 reveals that their relationship shifted from the U-shape to
the reversed U-shape, which may suggest that working-age women have acquired
various opportunities. In traditional society, the opportunities for self-realization must
have been severely restricted for women. One could easily presume that the kinds of
jobs they could get after their marriage were limited. As society has embraced more
diversity, they might have gained access to more opportunities, which must have led
to the absence of negative age effects in the thirties and forties in the more recent
survey.

5.3.2 Education

In the ordered probit analysis, we classified education level into three: Lower,
Average, and Higher. This was done to make different questions that were asked
in the two surveys more comparable. The AsiaBarometer survey used the 6-category
scale for education level in Question f3, which asked: “What is the highest level
of education you have completed?” We compressed these six categories into three
as follows: Lower (No formal education; Elementary school; Junior high school; or
Middle school), Average (High school), and Higher (Professional school; Technical
school; University; or Graduate school).

The question in the Well-being in India survey Question f10_1 on education level
was: ‘“Please indicate the highest level of education (or equivalent) completed by
you....” We adopted three categories in the following manner: Lower (Illiterate;
Literate but no formal schooling; School: Up to 4 years or Up to 5-9 years), Average
(HSC/SSC; or Some college but did not graduate), and Higher (Graduate or Post-
Graduate-General; Graduate or Post-Graduate-Professional).

The AsiaBarometer results in Table 5.1 indicate that the lower education level
is characterized by a negative effect on happiness. Figure 5.5 indicates, on the
other hand, that the average happiness for the group with an average education level
declined relative to people in other education categories. How can one reconcile these
findings? One interpretation is that the education level composition has undergone a
dramatic change, which negatively affected those with average education.
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The hypothesis is that the comparative education level may have larger effects
than the actual education level. For instance, if the majority of society belonged
to the higher education group, those in the average education group would find it
difficult to find a job. To assess whether this line of reasoning has any relevance, we
present the composition of the education level in Fig. 5.6.

The figure shows that the percentage composed of women in the lower group, who
had no formal education or schooling only up to 9 years, shrank substantially from
22.92% to ameager 1.9% of the total from 2005 to 2017. The higher education group,
however, expanded from 39.23 to 84.16%. As those with average education have been
squeezed by the growing number of women in the higher education group with college
degrees, their happiness level declined. This has diminished the happiness level
difference between the lower and average groups, resulting in the loss of statistical
significance for the negative impacts for the former group. One should note, however,
that this interpretation should not eclipse the educational advancement enjoyed by
many Indian women.

Blower Maverage Mhigher

2005

2017 jEEEEE]

Fig. 5.6 The composition of education level for women
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5.3.3 Marital Status

Table 5.1 indicates that there was no difference in happiness between single and
married women in terms of statistical significance in 2005. On the other hand, women
who were divorced, separated, or widowed were less happy than married women, as
reflected in the negative coefficient estimate (p = 0.033). This confirms the Indian
traditions that are popularly reported in the media. Widowed women are faced with
the historical weight of the Hindu funeral practice of “sati” or “suttee”, in which
they are expected to burn themselves on their husband’s funeral pyre. Although the
government of Rajasthan formally banned “sati” in 1987, many widows are still
shunned by their communities and abandoned by their families in India.

The analysis for the 2017 survey data in Table 5.1, however, indicates that the
divorced, separated, or widowed group no longer reported different happiness levels
relative to married women. The unfortunate group in this 2017 survey were the single
women, who were less happy than married women.

Where do the differences come from? Fig. 5.7 shows average happiness by marital
status. As the Divorced, Separated, and Widowed groups were too small to include in
the equation respectively as independent categories; we combined them in the regres-
sion analysis. Data in Fig. 5.7 for “Divorced/Separated” and “Widowed” are before
they were aggregated. Members of the Widowed group were happier on average than
were members of the Divorced/Separated group both in 2005 and 2017. This gives
the impression that the plight of the widowed women may be exaggerated. An alter-
native explanation can be offered based on the location of the surveys. The surveys
took place in cities, and widowed women there may not face as much harassment
from the families of their diseased husband compared with their counterparts in the
rural areas.

Itis disappointing that, in spite of the SDG’s goal of achieving gender equality and
empowering all women, single women’s happiness declined compared to married
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Note: The 2005 happiness score is measured on the left vertical axis, and the 2017
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Fig. 5.7 Average happiness by marital status



5 What Affects Women’s Happiness in India? 145

women’s in 2017. One explanation is possible in the context of the information
revolution through the Internet and SNS. Those in the “single” category constitute
the youngest generation in the marital groups.” They must be more prepared to adopt
new technologies to gain knowledge about the world through such media as the
Internet and SNS. They must also be the ones who recognize and appreciate changes
in value in their society. For example, Indian women traditionally did not have the
right to choose their partner by themselves, and the option of inter-caste marriage
was almost non-existent. Most women married to the partner whom their parents
selected for them among the same caste. As young, single women are exposed to
the cultural and value system of the outside world, they may experience the gap and
frustration between their expectations and reality, which has led to the decline of
their happiness relative to that of married women.

5.3.4 Employment Status

The WEF reported a serious gender gap in economic opportunity and participation.
India’s ranking in terms of women’s economic participation declined from 110th
place in 2006 to 139th place in 2017. The labor force participation ratio (female/male)
is about half the average: while the world average is 0.667, its value in India is 0.347.
In addition, the ratio of legislators, senior officials, and managers is also low (0.148),
which is less than two women out of ten men.

Figure 5.8 indicates that women who are self-employed are generally happier
than those who are employed; this finding was significant at the 1% level in 2017.
The employment status did not affect the happiness level in 2005, however. One
possible reason for this difference may have to do with the composition shift in the
employment status among women. According to AsiaBarometer, 85.4% of women
did not work, 11.8% were employed, and only 2.8% were self-employed in 2005. In
2017, on the other hand, 28.6% of women did not work, 38.6% were employed, and
32.8% were self-employed. The share of self-employed women increased over ten
times between 2005 and 2017.

Self-employment in 2017 was classified into two sub-categories: Top-level
manager or executive (19.6%) and self-employed (13.2%). According to Fig. 5.8,
the average happiness score for the “Top-level manager, executive” category is the
highest of all the occupations (9.23 points). Those who are “Self-employed” report
the second-highest happiness level (9.09 points).

In spite of the WEF report’s low score for legislators, senior officials, and
managers, the happiest women in India are top-level managers or executives. Gender
equality in the job market is a very important condition for improving women’s
happiness.

7 The average ages in 2017 for each category were: Single, 24.8 years; Married, 43.1 years; Divorced,
47.9 years; Widowed, 52.5 years.
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Fig. 5.8 Average happiness by employment status in Survey, 2017

5.3.5 Health

Health is a basic factor for women’s (and presumably for men’s) happiness, since it is
hard to live and work daily without physical and mental health. Table 5.1 shows that
good health has a positive effect on happiness in both surveys, and their significance
levels were at the 5% level in 2005 and 1% level in 2017. In 2017, women who
chose the answer “Unhealthy” or “If pressed to say, I would say ‘unhealthy’”, (about
10% of the total) reported the average happiness of 7.15 points. And women who
identified themselves as with “Normal level of health”, “If pressed to say, I would
say ‘healthy’”, or “Healthy” (about 90%) showed that their average happiness was
8.78 points.

To illustrate the relationship between health and happiness, Fig. 5.9 shows average
happiness by health status and indicates that the healthier group was happier in both
years. In 2017, the happiness gap between the unhealthy group and the healthy group
was over 1.5 points; the average score for unhealthy was 7.61 points when it was
9.40 points for the group of healthy women.

According to World Development Indicators (WDI), health conditions in India
improved from 2005 to 2017, one example of which is the life expectancy at birth. It
increased from 64.6 years in 2005 to 68.8 years in 2017. In the context of the gender
gap, the life expectancy for women was 65.4 years, which was only 1.7 years longer
than it was for men in 2005. In 2017, this gap expanded and Indian women were
expected to live longer by 3.1 years than men (70.4 years for women and 67.3 years
for men). As income rises, the gap usually becomes greater, reaching 5.2 years in
high-income countries (women’s 83.4 years relative to men’s 78.1 years). Indian
women are fast closing this gap.
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5.3.6 Housing

Table 5.1 shows that, according to the 2017 survey, women who live in houses that
they own are happier than those who do not. This observation, however, does not
hold for 2005, as this variable does not have a coefficient that is significant even at
the 10% level in AsiaBarometer.

In the 2017 survey, over 70% of women owned their house or condominium, and
the detailed breakdown is as follows. A total of 66.7% of women lived in their own
house and 5.5% of them lived in their own condominium. Figure 5.10 shows that
women who own their house have the highest happiness score (8.82). Living in one’s
own house is an important factor for happiness.

House (owned)

Owned

Condominium (owned)

Public rental housing _ 8.50

Private rental housing

Not owned

Company housing or dormitory
Other

m Average Happiness

Fig. 5.10 Average happiness by residence on the Well-being survey in India 2017
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5.3.7 Religious Devotion

Religion is a major factor in women’s happiness. Religion not only affects the level
of happiness, but also gives value to happiness. Religion also defines women’s daily
lives, including the food they eat, the clothes they wear, and the things they think
about. To measure the conduct of religious practice, we used a surrogate variable to
indicate strength of religion or faith. We would expect happiness to rise in relation
to whatever they believe.

Table 5.1 shows that women who “normally conduct religious practices, such
as attending worship, scripture readings, religious training, and missionary work”
experience a positive effect on happiness. The estimated coefficient was statistically
significant at the 1% level in 2017. In 2005, however, the corresponding coefficient
did not pass the significance test. Did religion’s impact change between the surveys?

This change in the regression result may be due to the increased share of non-
believers in the 2017 survey. In 2005, 90.8% of women were Hindu, 3.1% were
Muslim, 2.3% were Catholic, and 0.9% were Buddhist. The small size of the compar-
ison group, i.e., those who did not belong to any religion, might not have allowed
isolating the effects of religion in 2005. In 2017, 7.4% of women in the survey did not
believe anything related to religion or faith. The average happiness of women who
did not belong to any religion was lower than that of religious women: the former
was 8.42 points and the latter was 8.78 points. One interpretation is that to have
religious devotion is good for women’s psychological health, whatever they believe.

5.4 Conclusion

This chapter opened with the focus on Goal 5 of SDGs “Gender equality and
women’s empowerment” and conducted quantitative analyses of two survey results
as an effort to seek determinants of women’s happiness in India. The investigation
produced several observations that have implications for SDGs. They are in the area
of marriage, labor conditions, and healthcare.

First, the SDGs have the target for marriage as 5.3, which is to “[E]liminate
all harmful practices, such as child, early, and forced marriage, and female genital
mutilation.” The relevant finding of the chapter’s analysis is that single women were
not as happy as married women in 2017, and this difference is statistically significant.
Target 5.3 is important to protect women’s human rights and dignity. It may be equally
meaningful to make sure that women be given the right to decide whether to marry and
(in the event they choose marriage) the right to choose their partner by themselves.

The SDGs has a specific work-related proposal in Target 5.a, “[U]ndertake reforms
to give women equal rights to economic resources, as well as access to ownership
and control over land and other forms of property, financial services, inheritance,
and natural resources, in accordance with national laws.” The chapter’s finding that
self-employed women are happier than those who are employees underscores the
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importance of this target. There is a scope for greater happiness among women if the
share of businesses run by women in India (only 14% in 2018) can be expanded (The
United Nations in India, 2018).

One example of women'’s entry into self-employment is Unilever’s Shakti program
that is supported by microfinance (The United Nations in India, 2018). In this
program, women in remote areas can work as “Shakti entrepreneurs” who distribute
Unilever’s products. There are as many as 70,000 “Shakti entrepreneurs”, and they
earn twice or three times compared before. To offer job opportunities of this kind
would raise women’s happiness in the future.

Finally, good health is the only non-income factor that was found to contribute to
an increase in happiness in both the 2005 and 2017 surveys. Goal 3 of the SDGs
is Health, and, although they do not offer any targets for health education, we
believe that education and community building for healthcare are the key elements
for women’s happiness. It is crucial for women to obtain the right physical and
psychological health information through education. Sharing the information with
others, including families and communities, would facilitate the dissemination of
useful health knowledge.

With the adoption of the 2030 Agenda, member states of the United Nations
pledged to ensure “no one will be left behind.” Policy measures to assist women
would surely contribute to making this pledge a reality.
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Chapter 6 M)
Socio-Economic Implications ek
of the Rajasthani Traditional Folk

Drama Gavari: A Poverty Trap

or a Revival of Social Capital

in the Indian Tribal Community?

Sayaka Sakoda, Ryuichi Fukuhara, and Pramod Tiwari

Abstract This chapter examines the economic rationality of the poor’s individual
religious behaviours who belong to a non-organized religion in India. The poor’s
expenditure on religious events is likely to be treated as a “poverty trap,” not as
an investment for economic growth in mainstream development economics. We
conducted the economic survey on participants and host communities of the tradi-
tional folk dance-drama “Gavari” performed collectively by the Bhil males, Schedule
Tribe in Rajasthan. Gavari performers from the same community need to be absent
from their work for 40 days while touring around neighbouring communities. Our
survey in 2016 reveals that participation in Gavari reduces their income because
rewards from hosting communities could not compensate for the 40-day income
loss. Nevertheless, participating performers show their willingness to join the next
Gavari occasion. It suggests performing Gavari would not be motivated by the tempo-
rary economic gain. We then clarified the long-term investment effect in Gavari by
the treatment effect of performers and found out that investing their time and cost
for performing Gavari is not for the short-term economic incentive but presumably
the long-term investment for the social capital, bonding within the Bhil community
and bridging over with other communities, in the region.
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6.1 Economic Growth, Poverty Reduction, and Religion

Itis a classic socio-economic question whether secularization or the loss of religiosity
has been caused by economic development. A century ago, Durkheim (1912-1995)
proposed that technological and socio-economic advances would come to displace
the functions of religion; this was the origin of the so-called “secularization hypoth-
esis”.In contrast, Weber (1905-2001) contended that monotheistic religion—the so-
called Protestant work ethic of diligence—plays a vital role at the early stage of
modern capitalism.

A correlation between economic development and secularization is evident, and
highly religious countries tend to be the poorest (Deaton, 2008; Inglehart & Welzel,
2005). However, it is not clear how economic development and secularization
interact. Nor is it apparent which change precedes which, that is, whether develop-
ment causes secularization (Paldam & Gundlach, 2013) or vice versa (Campante &
Yanagizawa-Drott, 2015), or whether both changes are co-driven, with different time
lags, by factors such as advances in education or technology (Hungerman, 2014;
McCleary & Barro, 2006). Secularization, which Kuznets (1973) identified as one
of six characteristics of modern economic growth, leads to structural, social, and
ideological changes of the society affected by religion. On the other hand, Iyer et al.
(2011) suggest that religion’s resilience in both developed and developing coun-
tries has been observed by scholars investigating the economics and sociology of
religion in the twenty-first century. The new approaches to empirical analysis that
use microdata rather than macro-empirical studies have found more results that do
not support the secularization hypothesis (Iannaccone & Berman, 2008; Iyer, 2008).
Buser (2015) uses data from Ecuador to demonstrate that higher-income individuals
are more involved in religious activities. Ruck, Bentley, and Lawson (2018) find
evidence that a rise in secularization has generally preceded economic growth over
the twentieth century by comparing a 100-year time series of secularization factors
in different nations, derived from historical gross domestic product figures in the
recent World Value Survey. Will this tendency of the twentieth century continue in
the twenty-first century?

Alternative approaches from new institutional economics and anthropology relate
to religion as “institutional structure” or “social capital”. Ensminger (1994, 1997),
Gramajo (2007), Landa (1994), and Wood (2007) contribute to this discussion of the
“Economics of Religion”. Seele (2011) argues for the translation of Williamson’s
(1975) and Coleman’s (1988) concept of institutional trust into religion to explain
motivations influenced by trust-based relations and by beliefs and faith. However,
there is a criticism that the rational choice basis of the “Economics of Religion”
means that it does not entirely capture the influence of religion on individual decision-
making (Seele, 2011).

To date, most studies of the relationship between economics and religion have
targeted developed countries and Christianity. Only a few studies focus on the rest of
the world, with such exceptions mainly focusing on Hinduism and Islam, including
Yang (2012) and Yang and Hu (2012) on Asia, Iyer (2016) on the Middle East,
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and Iyer (2018) on India. Even in the case of these studies, the main target is orga-
nized religions. Thus, the relationship between poor economies and “non-organized”
religion has not been studied or has been ignored in past socio-economic research,
despite the fact that there are many cases in which economically poorer and socially
more vulnerable minorities belong to non-organized religions.

6.2 Religious Vulnerable Groups in India’s
Modern Economic Development

India is officially a secular state with no state religion, but it is characterized by
economic inequality, ethnic groups, an implicit social class structure, and, conse-
quently, cultural diversity of religious beliefs, behaviours, and practices. Religion
has remained influential in society, despite India’s experiencing economic growth in
the last decades. By 2018, India’s per capita gross domestic product was 26 times that
of 1958, yet more than 90% of respondents still rated religion as “very important” or
“rather important” in the latest round of the World Values Survey from 2010-2014.
India is one of only two nations in which the number of people who consider religion
an essential part of their lives grew by over 10 percentage points in the decade to
2014 (the second nation being Kyrgyzstan). According to the World Values Survey,
India experienced a 12.1% growth, from 79.2 to 91.3%, in this factor, although it
should be noted that the increase could be caused by the promotion of so-called
Hindu Nationalism, the political slogan of the Prime Minister Narendra Modi.

Itis well known among economists that puzzling trends have characterized India’s
economic growth in recent decades (Corbridge et al., 2018). One of the puzzles is
why, despite India’s economic success, poor people have remained mired in extreme
poverty compared with those in China and some countries in east and south-east
Asia.

Topalova (2008) finds a convincing answer to this puzzle, i.e., that Scheduled Caste
(SC) and Scheduled Tribe (ST) households failed to keep pace with the growth rates
in average per capita consumption recorded by members of non-SC/ST households
after 1993—-1994. The bottom line is that significant sections of Indian society—in
particular, the scheduled communities—have not significantly benefited from the
years of economic growth.

India adopted a market-oriented model of development from 1991, resulting in a
marked shift in how the benefits of growth were distributed across income groups.
In the 1980s, the growth rate of consumption for those at the bottom of the income
distribution was substantially higher than for those at the top. In contrast, in the 1990s,
the top income groups enjoyed a substantially larger share of the gains from economic
growth driven by the manufacturing and service sectors. This uneven distribution of
the gains from economic growth significantly increased income inequality within
and across states, and between rural and urban areas (Topalova, 2008).
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Unlike their counterparts in China and East Asia, the SCs and STs continue to be
locked out of growth areas in the Indian economy, both on account of their low levels
of human capital formation (poor healthcare and education provision) and because
of their continuing exclusion from asset pools and physical capital (Corbridge et al.,
2018).

Among the socially vulnerable groups in India, the proportion of the rural absolute
poor is much larger than for other parts of society; 45% of STs fall into this category
and 40% of SCs (Government of India, Planning Commission, 2012). Some studies
suggest that the low human capital levels of the scheduled communities are the
result of their accumulated lack of investment in human capital. They argue that the
poor spend more of their income on religious events and obligations rather than on
education or investment for economic growth. In principle, mainstream development
economics regards expenditures on cultural and traditional events, such as weddings,
funerals, and religious festivals, as stopgap remedies that distract from poverty but
are detrimental to efforts to eradicate it. Based on their poverty research in Rajasthan,
India, Banerjee and Duflo (2007) highlight this tendency, noting that “[i]n Udaipur

. more than 99% of extremely poor households spend money on a wedding, a
funeral, or a religious festival. The median household spent 10% of its annual budget
on festivals”. Based on a survey of the economic trajectories of 35 Indian villages,
Krishna (2003) is critical of the “[h]igh expenses on death feasts and marriages
[which] constituted the second principal reason for the decline into poverty”.

In some analyses of the spending of the poor, expenditure on traditional cultural
and religious activities and those for commercialized entertainments are categorized
as the same type of expenditure. This perspective in which these expenditures are
mixed appears to remain trapped with the secularization hypothesis and conventional
development paradigm, as both expenditures could hardly be considered investment
for human capital and social capital of the poor, but, rather spending money on a kind
of barrier toward secularization. Although the development concept is often used to
solve the poverty problem in tribal areas, displacement due to development destroys
the traditional livelihoods of the tribal people, which results in their being denied
access to resources and makes them more vulnerable to poverty (Pal, 2015).

Many studies of India on religions from a demographic perspective and ones
on poverty from a development perspective are disconnected. There is little micro-
empirical analysis of the relationship among individual income and consumption,
collective religious behaviour, and economic growth. To analyse the socio-economic
implications of the religious behaviour of poor individuals in terms of economic
growth, we focus on a unique religious festival called Gavari, a traditional folk dance—
drama performed by the Bhil, the largest Scheduled Tribe in Rajasthan. Performing
the Gavari festival requires the performers to sacrifice their work and incomes
because they must undertake a pilgrimage in a group from the same community for
40 days from mid-August to late September except the first and last days of the 40-
day period, when they initiate and close the pilgrimage in their village. Their primary
destinations are those villages with which the tour group has a kinship to reassure
their clans of their ties. The dance drama, however, is hosted widely by communities
of other social classes, even in the urban areas, in the Mewar region. Our limited
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Fig. 6.1 Geographical coverage of the Gavari performance. (Note Black shows Udaipur city
borough. Light grey (The village surrounding Udaipur) shows places they performed Gavari. Deep
grey shows the origin of Performers)

trace of several Gavari performance groups presumes that all the communities in the
whole region engage with and celebrate Gavari (Fig. 6.1).

Thus, we can find critical elements in Gavari that make it suitable for our research
question: whether or not motivations for (ir)rational economic choices in individual
religious behaviour are for social bonding capital within a community and social
bridging capital to other groups. Although there are some anthropological and ethno-
graphic studies (e.g., Mio, 1994; Vyas et al., 1978) on the Bhil’s festivals and
Gavari, those studies have not investigated the socio-economic implications at a
local society level. Is there any economic or social rationality in deciding to give up
40-days’ income to perform Gavari? Or is it simply a temporary escape from the
daily quagmire of poverty?

Our research objectives are (1) to examine whether the performers’ participa-
tion in Gavari is economically rational; (2) if it is not rational, to determine what the
motivations are for individuals to join and the implications for the Bhil communities;
and (3) to understand what the social implications of Gavari are for the communi-
ties in the Mewar region. Objectives (2) and (3) correspond to Varshney’s (2001)
argument on the existence of intra- and interethnic engagements for social stability
in a multi-ethnic society. To answer our research questions, we conducted an orig-
inal survey questionnaire from March to May 2017, supported by the Institute for
Financial Management and Research (IFMR), the Indian think-tank with extensive
experience in field surveys in the rural areas of Rajasthan. We questioned Gavari
performers, hosts, and audiences in the 2016 season about their economic status,
socio-economic situation, cultural and religious behaviour and preferences, and the
financial condition of their hometowns.
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6.3 Overview of the Bhil Tribe in the Mewar Region
of Rajasthan

Until Independence, the Mewar region, which stretches across the south-eastern
part of the state of Rajasthan, was the territory of the Mewar clan, ruled by the
Mabharaja, the oldest family in India. The region is located on the eastern side of the
Aravalli Range, which runs through the central part of Rajasthan and has a rather
complex topography with plains, hills, and mountains. The annual precipitation is
about 500 mm and, except for the rainy season from July to September, the weather
is mostly dry in the plains and mountains.

The largest tribal group in the Mewar region, who are the main inhabitants of this
mountainous region, is the Bhil tribe. The Bhil is one of the largest tribal groups in
India, living across the three states of Rajasthan, Gujarat, and Madhya Pradesh.

According to the 2011 Census, the Bhil is the largest tribal group listed as
an indigenous group of Gujarat, Madhya Pradesh, Chhattisgarh, Maharashtra, and
Rajasthan, and is classified as an ST under Indian national law. STs account for
approximately 8% of India’s total population but 25% of its poorest populations.
In 2018, India’s National Data found that STs in India were the poorest populace.
According to The National Family Health Survey 2015-2016, 45.9% of ST members
lived in the lowest wealth bracket, a shocking finding, particularly given that there are
even more STs in the lowest wealth bracket than there are SCs, who were previously
known as the untouchable castes.

The Bhil tribe in the Mewar region were primarily Adivasi people from north-
western India before founding the Hindu Mewar Kingdom in Rajasthan. The rela-
tionship between the Bhil tribe and Hinduism in this region can be traced back at
least to the time of Akbar the Great in the sixteenth century.

The Kingdom of Mewar was one of the Rajput Kingdoms that most stubbornly
resisted the Muslim invasion of India but ultimately could not prevent it. After Chit-
torgarh, the former capital of Mewar, fell to the Mughals, Pratap Singh, the King
of Mewar, fled from the capital to the west and continued his resistance, rebuilding
the royal capital in the area that the Bhil almost wholly inhabit in the present day,
Udaipur. The Kingdom of Mewar was a Hindu kingdom with the Rajputs as its ruling
power. The westward expansion of the Rajputs was likely a result of the Hindu influx,
leading to driving the Bhil to more remote areas. Legends tell of alliances between
several kings and the Bhil against invasions. However, they were not always allied.
Rebellions by the Bhil against the Kingdom of Mewar were often documented up
until the early twentieth century, suggesting that the actual course of events may
have been complicated. In general, SCs and STs have different positions in Indian
society. Whereas SCs are at the bottom of mainstream Hindu society, they are an
integral part of it, whereas the STs have been outsiders. However, the Bhil tribe in
the Mewar region share a common history with other social classes because of the
above-mentioned historical events.

After independence in 1947, owing to the Indian Government’s programme of
positive discrimination for scheduled communities and classification of the Bhil as
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an ST, the Bhil have successfully preserved their many traditions, especially that of
Gavari, which is unique to the Mewar region.

Gavari: Religious and Traditional Folk Dance—Drama.

As noted above, Gavari, the traditional folk dance—drama, is a 40-day long celebra-
tion that runs from mid-August to late September and is performed by a group of
30-60 Bhil men from the same hamlet, who visit 20-30 communities. Historically,
the period during which Gavari occurs was an interval in the schedule of premodern
maize cultivation. After the maize plants began to grow in the fields, they required
little attention until they were ready for harvest in October, allowing the Bhil men to
leave their fields to perform the Gavari.

The Bhopas, the shamans of the Bhil community, petition the goddess of fertility,
Gauri (the alias of the Hindu goddess Parvati), to permit the villagers to perform
the Gavari ritual and to accompany them on their pilgrimage. Not every village
undertakes the exacting task of performing Gavari every year. The average wait time
for Gauri’s consent is three to five years. However, the authors were informed that the
village that performed the Gavari in 2016 did so after a gap of almost 20 years. From
the viewpoint of the participants, such a rotation is reasonable given the extraordinary
character of Gavari and the fact that the participating villages devote all their time
and resources to the performance. It is also reasonable in terms of mutual reciprocity
of visiting and hosting.

Gavari expresses a passion for health and happiness on their own and gratitude to
the goddess of fertility while strengthening intercommunity ties. The men do this by
touring 20-30 villages during their pilgrimage. The destinations of the pilgrimage
are traditionally classified into three categories.

One category of destinations is the villages where their married sisters and daugh-
ters live, to remember their kinship. As summer ends, Bhopa from each hamlet
petition the goddess for permission to perform the Gavari ritual. In addition to
Bhopa, those who perform Gavari are farmers or non-farm labourers; thus, they are
not professional actors, singers, or dancers. Men portray all the female characters.
Picture 6.1 shows two Bhil men disguised as females playing goddesses.

During the 40-day pilgrimage, all performers stop working, and drinking alcohol
and sexual intercourse are taboo, as they need to show their dedication to the goddess
of fertility.

A Gavari performance group has a stock of 10-15 classic traditional and new
dance-dramas. The overarching themes are worship of the supernatural being, the
sacredness of the natural world, radical human equality, the feminine nature of the
divine, and the historical events of the Bhil community and the Mewar region. These
reflect the key ethics in traditional Bhil society. The selected stories include the
following.

Bhilurana: Bhilurana is the King of the Bhil, a composite leader representing
five centuries of Bhil resistance to oppression and intrusions of all kinds. The play
compresses and conflates the armed might of Turkic, Mughal, and British invaders
and depicts goddess-inspired Bhil warriors finally driving all the invaders away.
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Picture 6.1 Bhil men disguised as females for Gavari. (Photo by Ryuichi FUKUHARA)

Lakha Banjara: Lakha Banjara is an adventurous trader from the Banjara tribe
who travels with his caravan. While he is travelling, he often has to confront corrupt
officials or thieves. Inspired by Gauri, he is energized to defeat the villains.

Goma the plunderer: Goma, a poor boy from the Bhil community, plunders a
temple and robs the community during a devastating drought in the region. The
goddess punishes his behaviour to show that the community needs to obey the rules
for its solidarity even at the worst times.

Gurulia the blacksmith: Gurulia asks all the gods and goddesses to support him
in a difficult task. Nevertheless, in the end, only Gauri can solve his problem.

Thus, the Gavari ritual hypostatizes faith in the goddess Gauri, showing that
negatives are always defeated by positive energies as rightn triumphs over wrong. It
also informs other communities about the Bhil culture through the performance.

Members of the Bhil community from one village visit other villages in performing
Gavari. The villages that they visit are within their neighbourhood, roughly 20—
25 km away. Traditionally, the villages visited were classified into three categories:
(a) villages with which the performers have kinship through marriages, (b) villages
with economic connections, and (c) villages connected through ritual exchanges.
More recently, due to the urbanization of the Udaipur district, a fourth category, (d)
the urban communities, comes up, including both Hindu and Muslim communities
where the Gavari festival is enjoyed as a theatrical entertainment. These four types
of destinations, with different types of relationships, provide some clues to the socio-
economic implications of the Gavari ritual for the whole society in the Mewar region.

6.4 Survey Description and Model

As noted earlier, Gavari is held before the harvest season, from mid-August to late
September, which was traditionally a short break for farming communities. However,
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the number of Bhil engaging in migrant work in urban areas has increased in recent
years and the Gavari season does not correspond with the off-period for migrant
labour. Consequently, migrant workers need to give up working if they decide to
participate in the Gavari festival. A few studies have examined seasonal labour
migration in India—for example, Breman (1996), Mosse et al. (2002), Haberfeld
etal. (1999), and Rogaly et al. (2002)—but much remains unknown. One reason for
this is the absence of seasonal migration data in the official data sources, such as
the National Sample Survey or local labour records. The existing economic research
does not incorporate seasonal labour migration or attempt to understand the precise
household income of such labourers. As we observed that many migrant workers
performed in the Gavari festival, household income data for migrant workers are
essential to examine the relationship between religious behaviour and economic
conditions at an individual level.

This section describes the details of the data collected by our survey. As noted
earlier, in co-operation with IFMR, the survey was conducted from March to May
2017. We collected 1,028 responses and after data cleaning, had a sample of 1,015.
Among the sample, 1,005 respondents belonged to the ST or SC communities, one
was from Kadia Kumbhar (another disadvantaged caste), and the remaining nine were
Rajput, the dominant Hindu military caste. Table 6.1 shows the sub-caste distribution
of the collected sample.

Table 6.1 Sub-caste distribution

Caste Observation | Percent | Cum | Caste Observation | Percent | Cum
Gameti 332 32.71 32.71 | Meena 101 9.95 |60.2

Aahari 9 0.89 33.6 | Meghwal 6 0.59 |60.79
Chohan |1 0.10 33.69 | Patela 2 0.20 | 60.99
Dama 2 0.20 33.89 | Beel 292 28.77 | 89.75
Damor 8 0.79 34.68 | Loor 2 0.20 | 89.95
Dana 2 0.20 34.88 | Tavad 16 1.58 |91.53
Paragi 41 4.04 40 Lakhubara 17 1.67 [93.2

Bargat 2 0.20 40.2 | Vadera 26 2.56 |95.76
Kalasuva |5 0.49 40.69 | Gameti-Pargi 1 0.10 |98.62
Gorna 2 0.20 40.89 | Dana-Bhil 2 0.20 |98.82
Rajput 7 0.69 41.58 | Dana-Lakhubara | 1 0.10 |98.92
Rawat 2 0.20 41.77 | Vadera-Bhil Bhil | 1 0.10 |99.01
Kalava 16 1.58 43.35 | Rawat-Meena 6 0.59 [99.61
Kher 15 1.48 44.83 | Kharadi-Bhil 2 0.20 |99.8

Bhil

Kharadi |47 4.63 49.46 | Katara-Bhil Bhil |2 0.20 | 100

Katara 3 0.30 49.75 | Place name 11 1.08 |35.96
Mansa 5 0.49 50.25 | Unknown 28 2.76 | 98.52

Total 1,015 100
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Udaipur District

Fig. 6.2 Areas in Udaipur District

Because the Gavari festival aims not only to sanctify the goddess but also to enter-
tain audiences, we divided survey respondents into the following three subgroups:
Performers, who are the individuals who performed Gavari in 2016; Hosts, those
who invited Performers to their hamlets in 2016; and Audiences, who did not directly
invite the Performers in 2016 but experienced Gavari in the hosting hamlets. To
understand the behaviour of the Performers, we collected a sample size of 493. For
Hosts and Audiences, we have samples of 281 and 241, respectively. This survey
seized on the following three areas with different characteristics in social composi-
tion. One is Udaipur city and its urban environs (Red) and the second is mountainous
Jhadol, where the Bhil dominates (Green), and the last is plain farmland areas in
Salumber, where Bhil and other social classes live together (Blue) (Fig. 6.2).

There are many cultural anthropological studies on the Gavari, but few socio-
economic studies, with one exception being Mio (1994). According to Mio (1994),
in Gavari, audiences pay between Rs. 1 and Rs. 5 at most if they like the songs and
dance of the performers. This remuneration is voluntary and referred to as Inam,
while gifts in kind, such as food and small amounts of money and clothes given to
the performers are referred to as Perauni, and these are obligatory (Mio, 1994).

Although it is said that revelation decides whether a person plays the Gavari in
the community, our survey indicated that a key person inside the community also
tends to decide to play out the Gavari. The next questions that we ask are: What
are the socio-economic determinants of performance? Does it bring socio-economic
benefits to performers? Suppose the choice of a given household is binary such that
individuals choose to either perform Gavari or not, the adoption decision-making
process and impact of performing Gavari on household welfare can be modelled in
an optimization framework.

To assess the effect of Gavari participation on welfare, it is necessary to consider
the problem of self-selection bias. For this reason, we use an endogenous treatment
effect model.
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Given that households are risk neutral and tend to optimize their utility by maxi-
mizing socio-economic output, we can evaluate the net welfare (S*) associated with
participating in Gavari or not participating, denoted by (U 4;) and (U; ), respectively.
To the extent that the participation status is known to the researcher, but household
preferences, such as net welfare, are known only to households, the net welfare of
participant , which is unobserved, is represented by (S* = Us; — Upn;>0).

We define S = 1 as the state where the participant joined Gavari as a performer
and S = 0 as the state where the participant did not join Gavari as a performer.

The net welfare from participation can be expressed with respect to a vector of
household explanatory variables in a latent variable framework as:

S =BX; +u (6.1)
S = 1ifS’ > 0 otherwise, S; = 0 (6.2)

If the Bhopa had informed the whole village about Gavari and everyone had partic-
ipated, there would be no need for analysis. However, about 29 of 493 respondents
said that they had not participated in the last Gavari. To analyse the determinants of
performance, we present the descriptive statistics on reasons respondents gave for
not attending the last Gavari in Table 6.2.

Most of our respondents did not participate because they did not know that Gavari
was celebrated. The second most common reason was lack of availability due to work
commitments. Thus, some endogenous socio-economic reason for participating is
hidden.

In general, experiments are difficult in the field of social sciences. However, in
recent years, methods have been developed that attempt to predict social phenomena
by assuming hypothetical values. One such method is the treatment effects model,
which we will utilize to delve into the above issues.

In our analysis, S is the index of treatment, the Performers are the treatment
group, and the non-Performers (i.e., the Hosts and Audiences) are the control group.
The wage income of the treatment and control groups is denoted by w; and wy,
respectively. The average gap between the two wage incomes is defined as the average
treatment effect (ATE):

Table 6.2 Reasons for not

L . Freq. Percent
participating in Gavari

Could not take time off work 8 27.59
Doing migrant work 5 17.24
Could not raise money 1 3.45
Not interested 3 10.34
Did not know that Gavari was held 13 44.83
Total 29 100.00
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ATE = E(w; —wyp) (6.3)

The average treatment effect on the treated (ATET) of the Performers’ treatment
group is defined as:

ATET = E(w; —wolS = 1) = Ewy|S = 1)— E(wp|S = 1) (6.4)

The ATET is the effect of the Performer on the non-Performer which are Hosts and
Audiences. Under various assumptions, we estimate E(wy|S = 1) using informa-
tion from the control group, who did not participate as Performers. This endogenous
treatment effect model estimates the ATE and the other parameters of a linear regres-
sion model augmented with an endogenous binary treatment variable, which is based
on the Heckman (1979) selection model. To obtain the ATE, stronger assumptions
are required:

ATE = P(S= 1)E(w; —wo|S = 1)+ P(S=0)E(w; —wo|S=0) (6.5

Both E(wg|S =1) and E(w;|S = 0) are unobservable and, given that the
expected values of w; and S are independent, the same approximation can be used
for ATE and ATET:

ATE = Ew|S=1)—E(wy|S =0) = ATET (6.6)

For this equation to be valid, it is assumed that the selection of the treatment and
control groups is completely random. If this choice is not random, then selection bias
should be considered. We consider the following estimation model to account for
the bias in the endogenous determination of the Performers. We use the equivalence
of labour income earned by households in 2016. The following latent variables are
assumed y;

In (y;) =a+ BX; + BInMills + BG + u;, (6.7)
S*=x+tVite (6.8)

u; ~ NQ,o)

g ~N(@O,1)

p = corr(u;, &).

When the dependent variable is labour income, some samples do not earn labour
income or do not provide any answer to the labour income question in the survey.
The dependent variable is not always seen; we can describe it as follows,
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In(y)) =8 +yZi + vy (6.9)
ON; + vy > 0 (6.10)
vi; ~ N(0, 0)
vy ~ N(0, 1)

p = corr(vy, v2)

To control for these issues, we use a selection bias model developed by Heckman
(1979) to estimate the inverse Mills ratio, which is measured by the probit function in
the first stage, and we add these equations to Eq. (6.7). The determination of working
is as follows.

N;: the amount of savings, area dummy, husband’s educational level, wife’s
educational level, age, and its square.

The results of accounting for bias in the endogenous decision to select a treatment
group are attached in the Appendix. The independent variable, X; X; is composed as
follows:

X;: husband’s educational level, wife’s educational level, primary occupation,
sub-caste, age, its square, the inverse Mills’ ratio obtained from Eqgs. (6.9) and (6.10),
and dummy variable S, which is an endogenous variable that indicates the choice of
statement.

The dummy variable S is marked with an asterisk in Eq. (6.8) because selection by
statement is an unobserved outcome. V;, which determines S, is defined as follows:

V;: the frequency of communication inside the tribe, husband’s educational level,
wife’s educational level, a dummy for the National Rural Employment Guarantee
Act (NREGA), which we explain in the following section, the amount of saving, the
area dummy, age, and its square.

In the next section, we explain the variables used, including the NREGA dummy.
The subscript i denotes individual i; u and ¢ are random error terms; and 7, y, and
0 denote the estimated coefficient of each factor.

Before showing the results, we show the descriptive statistics for the dependent
variables used in Table 6.3.

Table 6.3 shows the results of the t test, examining the differences in labour
income by group. We can see significant differences in equivalent labour income

Table 6.3 Descriptive statistics for dependent variables used

Variable Observation | Average SD. Min. Max.
Number of household members | 1,015 5.63 2.16 | 1.00 21.00
Equivalence income 888 26,795.17 | 13,271.04 | 756.19 |96,598.13
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Table 6.4 Descriptive statistics and test for equivalence of income by group

Group Observation Mean Std. Err. Std. Dev.
S = 0 Control 455 25,634.58 523.81 11,173.20
S =1 Treated 433 28,014.72 724.86 15,083.44
Combined 888 26,795.17 445.35 13,271.04
t=-2.68

between the control and treatment groups because we obtain t = —2.68. This result
presents the mean difference in certain indicators between the control group and the
treated Performers group. It shows that there is a significant difference in household
characteristics and variables of interest between the control and treatment groups in
the study area (Table 6.4).

Table 6.5 shows the descriptive statistics of the independent variables used.

Now, we explain the dependent variables. We sort the educational levels of
husbands and wives, which indicates that the educational level is lower for women
than for men. The occupational variable, consistent with the Census, indicates that
non-farm casual labour is the dominant occupation.

We used two types of NREGA dummies, one for the individual, male NREGA,
and one for the household, household NREGA. NREGA was publicly announced
on 7 September 2005. This Act guarantees a minimum of 100 days of employment
per year to all rural households with adult household members who intend to engage
in unskilled manual labour. The main objective of NREGA is to create employment
opportunities in rural areas. It is estimated to have created more than 12 billion
person-days of employment at a cost of 1,668 billion rupees (Rs) in the first six
years of implementation (Government of India, Planning Commission, 2012). The
beneficiaries of NREGA are the rural poor, including casual labourers engaged in
unskilled manual wage work and farmers with small landholdings. According to the
Planning Commission (2012), such workers receive 90 Rs (US$1.50) per on
average. In this chapter, we used the household variable: “Is the household employed
in the NREGA (100-days work) programme?” and individual variables: “Has your
household ever participated in the NREGA programme?” and “Do you participate
in the NREGA programme?” We construct a dummy variable if the respondent is
male and replied yes, which means he participated in NREGA.

6.5 Results

The major factors that significantly affect performing decisions are reported in
column 2 (selection equation) of Table 6.6.

We found that the husband’s educational level, wife’s educational level, primary
occupation, area, age, the communication variable, and financial status were all
statistically significant.
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Table 6.5 Descriptive statistics for independent variables used
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Variable Option Observation Percent
Husband’s educational level
Tlliterate 296 29.16
Literate 290 28.57
Educated 392 38.62
No answer 37 3.65
Wife’s educational level
Illiterate 684 67.39
Literate 183 18.03
Educated 102 10.05
No answer 46 4.53
Primary occupation
Agriculture/ 134 13.20
Animal husbandry/
Farm labourer
Non-farm casual labourer 766 75.47
Petty trade/Own business/ 25 2.46
Trade/Manufacturing
Salaried private job/ 70 6.90
Salaried government job
None/Other 20 1.97
Male NREGA
None 552 54.38
Received 463 45.62
Area
Rural =1 321 31.63
Urban/Peri-Urban = 0 694 68.37
Communication
Every day 39 3.84
Once every few days 216 21.28
Once a month 164 16.16
Rarely 305 30.05
Never 291 28.67
Bhil
No 335 33.00
Yes 680 67.00
Variable Observation Mean Std. Dev. Min. Max.
Age 1,015 43.23 13.32 2.00 90.00
Age squared 1,015 2046.36 1219.44 4.00 8100.00
The length of months worked 1,015 9.22 2.30 0.00 12.00
Number of household members 1,015 5.63 2.16 1.00 21.00




166

Table 6.6 Endogenous treatment effect estimation result

S. Sakoda et al.

Variables Outcome equation Selection equation

Yi N
Husband’s educational level
Illiterate 0.178 (0.190) —0.205%* (0.118)
Literate 0.0476 (0.189) —0.227%%* (0.110)
No answer 0.440 (0.409) —0.509%%* (0.247)
Wife’s educational level
Literate —0.124 (0.193) —0.210* (0.118)
Educated —0.276 (0.238) —0.319%* (0.149)
No answer —0.0498 (0.267) 0.0164 (0.201)
Primary occupation
Agriculture/ —2.491 % (0.298)
Animal husbandry/Farm labourer
Petty trade/Own business/ —4.,057%#** (0.716)
Trade/Manufacturing
Salaried private job/ —5.583%%%* (0.407)
Salaried government job
None/Other —5. 121 (0.757)
Inverse mills ratio 0.504 (1.727)
Area —0.205 (0.201) —0.574#%%* (0.0893)
Age 0.0281 (0.0389) 0.0348* (0.0194)
Age squared —0.000504 (0.000436) —0.000335 (0.000210)
Bhil 0.0384 (0.151)
S 1.424%* (0.669)
Communication
Every day 0.495%* (0.246)
Once every few days —0.0154 (0.114)
Once a month —0.376%* (0.157)
Never —(.735%:%* (0.113)
NREGA 0.244 %% (0.0832)
Amount of saving 0.0966%* (0.0485)
Constant 9.190%#* (0.851) —0.267 (0.428)
Atanh p —0.487%* (0.248)
Lno 0.708%*%* (0.0653)
Observations 1,015 1,015

Standard errors are shown in parentheses

The symbols ***, #* and * indicate p < 0.01, p < 0.05, and p < 0.1, respectively

LR denotes the likelihood ratio test of independent equations. (p = 0): x? = 432.46; prob > x2 = 0.0000

NREGA,
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Except “No Answer” of Wife’s educational level, all educational level variables
showed significant results. We cannot solve the puzzle of the impact of the educa-
tional level. However, we can observe that those who communicate “every day”
inside the tribe are more dynamic with regard to participating in Gavari, whereas
negative results are shown for those who communicate only “once a month” or
“never”. Concerning the financial variables, both NREGA and the amount of house-
hold savings show positive results. According to the Planning Commission (2012),
about 100 million bank/postal savings accounts have been opened since NREGA
went into effect, and about 80% of NREGA-related payments are made through
these saving accounts. Siddhartha (2008) finds that casual labourers are not familiar
with basic procedures and documents in banks and post offices, and Sato (2015)
notes that NREGA resulted in “unintentional savings” or “forced savings”, despite
increases in wage rates and wage income.

Given the estimated coefficients, in column 1 in Table 6.6 we show the treatment
effect model estimation results for both our regression/outcome equation and the
selection equation.

The likelihood ratio (LR) tests if p = 0. This ratio test is a comparison of the
joint likelihood of the independent probit model for the selection equation and a
regression model on the observed data against the treatment effect model likelihood.
In this case, X2 =432.46 (p <0.01) and, therefore, we can reject the null hypothesis
and conclude that p is not equal to zero.

The result in column 1 shows that attending a Gavari performance positively
affects the welfare of households. Hereafter, we explain the estimated results. First,
the variable Inverse Mills ratio, which was introduced to exclude the effect of the
sample without wage incomes, is insignificant. There is no financial bias influencing
performing in Gavari. See the Appendix for an estimation restricted to the sample
who earned wage incomes.

Second, we examine the coefficient of the treatment variable (S) in column 1.
This positive and statistically significant result indicates that the estimated ATE of
the impact of performing Gavari is 1.424.

Below, we calculate the ATET. We estimate the counterfactual wage income and
treatment effects among Performers (ATET) and obtain the same coefficient as in
the case of the ATE because there is no sample bias. That is, the ATET is the same
as the ATE in this case because the treatment indicator variable has not interacted
with any of the outcome covariates, and the correlation and variance parameters are
identical across the control and treatment groups. When the estimated ATET and
ATE are the same, it indicates that the average predicted outcome for the treatment
group is equal to the average predicted outcome for the whole population. Hence,
all things being equal, the households that choose to perform in Gavari will have a
314% (e'*?) higher wage income in comparison with households that do not perform
(Table 6.7).

Table 6.8 summarizes the natural log of wage income when resolving the selection
bias, the natural logs of wage income with and without treatment, and their difference.
This is a linear prediction.
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Table 6.7 The result of ATET

Unconditional

Contrast Std. Err 95% Conf. interval
S 1.424 0.669 0.113 2.735

Table 6.8 Summary of the natural log of wage income

Variable Observations | Mean Std. Dev. | Min. Max.
In (wage income) 1,015 9.087 |2.625 2.297 | 11478
In (wage income with treatment) 1,015 9.046 | 1.811 2.730 | 10.896
EwilS=1)

In (wage income without treatment) | 1,015 9.129 |1.810 2911 11.203
E(wolS =1)

Difference between wages with and | 1,015 —0.083 | 0.055 —0.440 | —0.040
without treatment

ATE =

EwilS =1)— E(wolS = 1)

According to Table 6.8, the results for the ATE are negative, indicating that, on
average, participating in the Gavari as a Performer leads to a financial loss.

From an economic perspective, the Gavari, to which Performers are required to
devote themselves for 40 days, reduces their income and job opportunities. Given
that there are meaningful differences in certain indicators between the control group
and the treated Performers group in Table 6.8 and that the ATET has positive effects,
because the coefficient of the treatment variable (S) equals 1.42, the Gavari is a
puzzle from an economic perspective. It may be controversial that we find opposing
results; whereas we find negative results for the ATE, we find positive results for S.
Further explanation is provided in the next section; however, we hypothesize that the
Gavari has both “bonding” and “bridging” functions.

6.6 Discussion

Taking Gavari as an example, we have attempted to examine the socio-economic
implications of religious festivities. We combined quantitative studies with econo-
metric analysis and qualitative studies with a cultural anthropological approach. We
found that participation in Gavari as a Performer has a detrimental effect on house-
hold income, for households that already have relatively low annual incomes. Our
survey revealed that the offerings received for performing the Gavari cannot compen-
sate for the loss of 40 days’ worth of income and, therefore, participation in the
Gavari certainly reduces Performers’ incomes. Thus, the reason households choose
to perform is not for short-term, rational economic reasons. In addition, our survey
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showed that more than 80% of performers responded that they would participate in
the next Gavari even if they received no economic gains.

Our results suggest that the Gavari has “bonding’” features that may have
contributed to long-term intercommunal well-being and to maintaining a sense of
belonging within the community. Moreover, we mapped the geographical coverage
of the Gavari performance in the 2016 season, which indicated that the Gavari is
welcomed by both the Bhil community and by non-tribal groups all around the Mewar
region. In our field survey, we witnessed that even Islamic communities hosted the
Gavari performers. This pervasiveness of Gavari’s welcome indicates that it has a
unique “bridging” feature with other communities, which many other religious festi-
vals and behaviours do not possess. In addition, performing Gavari contributes to
co-existence and mutual understanding in the multi-layered and diverse society in
the Udaipur district.

Moreover, the informal form of the Gavari’s intra-ethnic and interethnic engage-
ments mean the festivals are conceived, as Varshney (2001) puts it, as “everyday
forms of engagement”, which also need to be complementary with the formal and
institutional type of engagement in modern society. We need to reconsider criticizing
the poor for spending their money and time on rituals and festivals, and carefully
review how the religious activities to which they devote themselves function in terms
of the local community and society, and in the socio-economic context. Even if the
Bhil performers are unconscious of investing their time and money in maintaining
social bonding and bridging capital in the multi-ethnic society in Udaipur, supporting
their tradition and by keeping intact its informal intra- and interethnic and engage-
ments through the Gavari performance, could be considered a policy option for
sustaining multi-ethnic society.

Our survey in 2016 was limited to the area where the Gavari is performed. We have
shed light on the economic aspects of Gavari as an example of the non-organized
religious behaviour of economically vulnerable communities. To analyse further
Gavari’s function as possible bonding and bridging social capital in the Mewar
region, we had planned to conduct comparative research on the social relationship
between the Bhils and other social classes in the neighbouring region where the
Gavari is not a tradition. Unfortunately, our plans for such a survey were postponed
due to the commencement of the COVID-19 pandemic in early 2020, and it has proved
difficult to reschedule at present. We have been informed that the Bhil communities
have suffered from the pandemic and that the performance of the Gavari has been
disrupted. We hope to resume our research in future when the COVID-19 situation
has improved, and to examine the effect of the pandemic on religious behaviour, the
Bhil’s socio-economic life, and the local communities.
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Appendix

See Table 6.9.

Table 6.10 shows the endogenous treatment effect estimation result for wage-
earning households. In contrast to the results in Table 6.6, this model excludes the
inverse Mills ratio to correct bias. However, A shows the estimate of the standard error
of the estimate and the confidence interval. We find that S is positive and statistically
significant. Thus, the estimated ATE of the impact of performing Gavari on welfare
is 0.27. The ATET is the same as the ATE in this case because the treatment indicator
variable has not interacted with any of the outcome covariates, and the correlation
and variance parameters are identical across the control and treatment groups.

Table 6.9 The probit function of a sample selection model

Variables 2nd 1st

The amount of savings —0.356%** (0.118)
Area —0.156 (0.244)
Age 0.000567 (0.0119) 0.0964%** (0.0328)
Age squared —1.96e-05 (0.000132) —0.00103%#:** (0.000345)
Husband’s educational level —0.00742 (0.0164) 0.0343 (0.0781)
Wife’s educational level 0.00463 (0.0145) 0.151 (0.118)
Primary occupation 0.0423 (0.0467)

Constant 9.981 % (0.282) 0.762 (0.774)
Lno —0.451%*%* (0.0282) —0.451%*%* (0.0282)
Atanh p 0.257%%* (0.112) 0.257%%* (0.112)
Observations 1,015 1,015

Standard errors are shown in parentheses

The symbols ***, ** and * indicate that p < 0.01, p < 0.05, and p < 0.1, respectively

Table 6.10 Endogenous treatment effect estimation result for wage-earning households

Variables Outcome equation Selection equation
Yi S

Husband’s educational level

Iliterate 0.0357 (0.0583) —0.288** | (0.127)

Literate 0.107* (0.0544) —0.279%* | (0.119)

No answer 0.0446 (0.115) —0.551**% | (0.255)

Wife’s educational level

Literate 0.111%%* (0.0559) —0.282%* | (0.127)

Educated 0.137* (0.0745) —0.304* (0.169)

No answer —0.0739 (0.0954) 0.178 (0.214)

(continued)
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Table 6.10 (continued)
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Variables

Outcome equation

Selection equation

Primary occupation

Agriculture/ —0.453*** | (0.0629)

Animal husbandry/Farm labourer

Petty trade/Own business/ —0.644*** | (0.158)

Trade/Manufacturing

Salaried private job/ —0.530%** | (0.126)

Salaried government job

None/Other —0.582#** | (0.212)

Area —0.213*** | (0.0525) —0.576%** | (0.0959)
Age 0.000919 | (0.00962) |0.0385%* (0.0218)
Age squared —1.53e-05 |(0.000105) | —0.000370 |(0.000238)
Bhil Bhil —0.0842* | (0.0455)

S 0.269* (0.153)

Communication

Every day 0.577* (0.294)
Once every few days —0.0253 (0.123)
Once a month —0.412%** |(0.132)
Never —0.695%** | (0.118)
NREGA 0.223%%* (0.0934)
The amount of saving 0.127%%* (0.0554)
Constant 10.12%** 1 (0.219) —0.354 (0.476)
N —0.159* (0.0961)
Observations 888 888

Standard errors are shown in parentheses

The symbols ***, ** and * indicate that p < 0.01, p < 0.05, and p < 0.1, respectively

Likelihood Ratio (LR) test of independent equations. (tho = 0): chi? = 197.27; Prob > chi® =

0.0000

Hence, all things being equal, the households that choose to perform will have a
30.8% (e%%6%) higher consumption expenditure than households who do not perform
Gavari. This result is lower than the result given in the main text, and it implies that
financial returns become low when restricted to wage-earning households.
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