FINAL

Thank you, Arvind. 

You have been much too kind to me. But let me add my warm welcome to yours to the three distinguished Panellists. Frank Wisner is, with Tom Pickering, both former Ambassadors to India, among the most accomplished members of the US Foreign Service. Ronen Sen is India’s most distinguished diplomat and one cannot think of anyone whom we would rather have in Washington as India’ Ambassador at this critical time. And Arun Shourie, a prolific author and successful politician, who had the Privatization portfolio in the BJP government, has also the added distinction of having been a fearless and outspoken journalist in recent times. It is a privilege to be on the Panel with them.

I am supposed to kick off the Panel with observations on India’s Economic Performance: Past, Present and Future. We will have a 2-day Conference which will address these issues in depth. Here, in a few minutes, let me put matters into some perspective.

There are two perspectives that can be illuminating. One is exclusively Indian; the other is across a broader range of experience with development. Let me take them up in that order. 

Indian Perspective

The Indian policy framework which had taken root by the end of the 1950s, when the First Five Year Plan had ended and the Second was reaching its end, was characterized by two major drawbacks:


*It was fearful of outward economic integration and preferred an inward looking trade policy and restrictions on inward foreign investment;


* Markets were restricted through (i) reservations for the public sector which was to be steadily expanded, beyond public utilities; and (ii) extensive Kafkaesque controls on production, composition of production, investment and trade.


This was a policy framework guaranteed to produce slow growth; and we did get abysmally low growth rates until the reforms started. In turn, a stagnant economy failed to draw the poor into gainful employment: so poverty continued to grow. As many of us, including Professor T.N.Srinivasan who is here tonight, have noted repeatedly: Indian poverty grew, not because the strategy of increasing growth was the wrong one but because our policy framework failed to deliver growth. Also, we have stressed,  it is nonsensical to maintain that the Indian planners were not concerned with poverty reduction: I myself worked in the Planning Commission in the very early 1960s, on my return from abroad, on how to bring the bottom 30% of the population up to minimum living standards, and the title of Chapter 1 of my 1966 book on The Economics of Underdeveloped Countries, reflecting my experience, is “Poverty and Income Distribution” and it contains a picture of a malnourished child, years ahead of its time!

The problem, to stress, was that slow growth rates meant that there was no direct impact on poverty through employment; and the slow growth of revenues, in a relatively stagnant economy, meant that increase in the social spending on health and education (which were also central to the Nehru government’s concerns) was handicapped by revenue constraints that kicked in alongside the other political-economy factors that need to be brought to bear in a fuller analysis. 

When in the late 1960s, I and Professor Padma Desai, also present today, wrote our book which critiqued the lethal framework, there was palpable distress. Now celebrated, the book was decried in India at the time. 

Yet, I must say that, when the present Prime Minister (who had written a brilliant dissertation refuting the pessimism about India’s export potential, whereas Arun Shourie had written insightfully on the inefficiencies of import controls) used the 1991 payments crisis to begin the reforms, and then to sustain them, while the BJP government took them further still, we were delighted. It is clear now that the reforms have paid off. Growth has accelerated; and poverty, rural and urban, has declined.

But it is clear that, as I noted in my Radhakrishnan Lectures, published in 1993 by Clarendon Press as India in Transition, reforming the entire complex of bad policies is like cleaning up after a hurricane: an analogy that makes more sense after Katrina! The Prime Minister started bravely in 1991 and by now we have had a gigantic reduction in the external tariffs on manufactures, more flexibility in the exchange rate so we are not plagued by overvaluation, many of the restrictions on direct foreign investment are less bothersome than before, and the controls on domestic investment and production are largely removed. Our growth rate has remained high in a sustained fashion, even accelerating in the last few years toward, but still distant from, the 2-digit figure that China has. There are a few holdouts who argue skeptically that the acceleration of the growth rate owes little to the reforms, say trade liberalization; but against them, there are more compelling empirical studies that show the opposite. 

The real challenges now are two-fold. First, can the Congress Party deliver on the reforms that are stalled? In particular, can they privatize (an issue that Arun Shourie will talk to) and how far can we go, if at all, in the matter of labour market reforms that would introduce some obligations and not just rights for workers and which will be more compatible with an element of flexibility? The experience of the Prime Minister so far 

in getting things moving in these directions appears to have been limited. 


It is tempting to think that the alliance with the Communists is at the heart of this problem. But the recent attempt at a minuscule privatization that was not even real privatization was sabotaged by the alliance partner, the DMK, not by the Communists, showing the complexity of alliance politics. Besides, I suspect that the real problem lies within the Congress Party itself. The second President Bush made the mistake of surrounding himself with the unsatisfied hawks (led by Cheney and Rumsfeld) from the first President Bush’s men. The men who gather around Mrs. Sonia Gandhi, and detract from the reforms, appear to be the displaced socialists who went out of favour with the reforms starting in 1991.


But why are they so influential? The answer seems to lie in the assumption of the present Congress administration, which succeeded beyond its wildest dreams in the last election, that they won because the BJP had neglected the rural sector and the rural poor, and that therefore populist policies, rather than further reforms, will pay off politically. But this is too facile an assumption and we will discuss it during our Conference. For, as I and Professor Panagariya argued in the Wall Street Journal as soon as the election results arrived, the poor had benefited from the reforms as the decline in rural poverty demonstrated. Whereas they had suffered from the non-Revolution of Falling Expectations as long as bad policies produced little growth and therefore little results for the poor, so they kept voting for the incumbents because of a spirit of fatalism, the situation changed as soon as the reforms began to deliver results for them. So, we now have the classic Revolution of Rising Expectations, or what we called the Revolution of Perceived Possibilities.  Where Oliver Twist asked for more and got less, universal suffrage in democratic India ensured that they could now ask for more and turn the incumbents out of office. 


Second, if this is true, unsustainable and occasionally-corruption-prone populist “quasi-socialist” measures to win future elections is not really the answer. The aroused masses are now looking for “results”; these results have to be delivered. Thus, we must really push for the further reforms that are overdue. We must also examine whether the Employment Guarantee Scheme makes sense, pro-poor as it appears superficially.  And we must ask whether the quotas being placed on admissions to the IITs to reserve a large fraction of places for the backward classes will only hurt the growth process and hence the steady assault on poverty. 

Broader Perspective


In conclusion, let me say that if we manage to sustain the reforms, we are poised to reap even greater rewards than we have had so far. The broader historical experience shows that three elements make for big success in achieving sustained development:

· openness to the world economy (chiefly on trade and inward equity investment);

· economic freedom, i.e. a judicious use of markets to achieve your goals (e.g.

the use of tradable permits to achieve environmental objectives); and

· political freedom, i.e. democracy (which goes beyond elections to reach out to include the underprivileged such as women and minorities).

          This is a powerful developmental cocktail, made of three potent liqueurs. Countries such as the Soviet Union and North Korea which had none of these three policies had growth rates which were high for almost fifteen years but then the long decline set in. India has had political freedom but shot itself in the foot with regard to the other two elements; and her reforms have shown that the joint force of all three elements really is taking us to a new high, with no end in sight. The only regret I have is that we lost over three decades before shifting gears. 
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