India Unbound
Gurcharan Das
Penguin Books, 2000

Introduction

One of the intriguing questions of higory is why India faled to indudridise as rgpidly as
some other countries. By 1914, India had the third-largest railway network, the world's
largest jute manufecturing industry, the fourth-largest cotton textile industry and the
largest canal system. India controlled 2.5 percent of world trade. It dso had a merchant
class congging of busnessmen like G. D. Birla and Kasturbhai Labha who made huge
trading profits during the Firsg World War and reinvested them in setting up indudries. In
his fascinating book, “India Unbound,” Gurucharan Das outlines the reasons for India's
dow progress. One problem was agriculture, which remained stagnant. “You camot have
an indudriad revolution without an agriculturd surplus or the means to feed a rapidly
growing urban population.” Moreover, dter India won freedom, Jawaharld Nehru and
his planners atempted to indudridize the country through the dtate. Not truding private
entrepreneurs, they made the state the entrepreneur. India is sill paying a huge price for
ther follies. India dso put politicad freedom before economic freedom. This was like
putting the cart before the horse. Indians are not tinkerers. They are a conceptua people,
who have traditiondly had a Brahminical contempt for manua labor. Such labour was
relegated to the lowest caste, Shudras, who were aso denied knowledge. A tinkerer
combines knowledge with manud labor. It is often the two together which produce
innovation. Recall what happened during the indudrid revolution. Indian entrepreneurs,
who come manly from the higher merchant cese have shied away from manua labor
and technology. This may be another reason why India did not produce innovation and
faled to creste an indudrid revolution. But Das is optimigic that in the coming years,
Indiawill bewell placed to compete in the knowledge society.

A faulty development strategy

There were a least Sx things wrong with Indids development Strategy. One, it adopted
an inward-looking, import-subgtituting peth, rather than an outward-looking, export-
promoting route. Two, it st up a massve, inefficient, public sector to which it denied
operationd autonomy, resulting in heavy unproductive invesments. Three, it over
regulated private enterprise with the worst controls in the world, leading to diminished
competition. Four, it discouraged foreign capitd, denying itsdf the benefits of technology
and world-class competition. Five, it pampered organized labor to the point where the
country had extremely low productivity. Six, and perhaps most important, it ignored the
education of children.

There were two competing visons a the time of independence. Both were faulty.
Mahatma Gandhi visudised sdf-rdiant villages, with a renvigoraed agriculture and
craft production. He opposed modern urban industry because it dehumanized man. Nehru
who had a modern scientific mind, was much impressed by the economic gans of the
Soviet revolution. But he was adso committed to democracy. He had a vison of
democratic socidism with the date leading the process of indudridization. He spurned
capitdisn because it crested inequdities. Gandhi distrusted technology but not



businessmen. Nehru distrusted businessmen but not technology. Insteed of sorting out the
contradictions, India mixed the two up and created holy cows. Smal companies are better
than big ones (Gandhi); public enterprises are better than private ones (Nehru); loca
companies are better than foreign ones (both). They so mesmerized us that their idess
remained live and kicking even after they passed away.

If Nehru had not been carried away by the Soviet Union's economic success, or if Indira
Gandhi had changed course when Korea and Taiwan did and opened our economy in the
late 1960s, we might have lifted our growth rate and become an economic success. Nehru
taught Indians to be libera and tolerant. He inculcated in Indians a respect for democracy
and a digaste for feuda behavior. He infected us with his idedism. But he ds0
reinforced our prgudice againgt busnessmen and profit. India never learned about the
virtues of entrepreneurship and competition.

Das lambasts the planning modd adopted by India The famous economists, Friedrich
Hayek and Ludvig von Mises, argued that the most powerful computers of the planners
would never be able to acquire the hillions of pieces of information on congtantly
changing consumer needs and preferences and match them with the resources of society,
the production processes, and the technologies Even if they got the information, they
would not be able to react to it as speedily as the market. Moreover, in a planned
economy, the factory managers would not have the incentive to provide truthful and rgpid
information to the planners.  Since they were evduated based on how much they
produced, they would try to corner the raw materids to ensure tha their production
targets were met.  As such, the planned economy would have enormous waste and
inefficiency compared to the market.

India primarily focused on how to raise savings and thereby increase invesment. Policy
makers naively assumed tha once the government made the investments, the returns
from the capitd would come automaticdly. Ther innocent fath in date companies
turned out to be dtogether misplaced. There were many reasons for this, including the
lack of training, autonomy, and accountability of the senior managers in the public
enterprises. It was a management falure. Ou leaders could have indilled a strong bias
for profit and efficiency. This would have made al the difference. But they did not.

An alternative model

In the 1950s, there was an dternative vision to that of Mahdanobis. It belonged to the
Bombay economists C. N. Vakil and P. R. Brahmanand. It was neither as glamorous nor
as technicdly rigorous as that of Mahdanobis, but it was probably more suited to the
underdeveloped Indian economy. They argued that India lacked capital but had plenty of
people. There was huge disguised unemployment in the countryside. These people could
be made to do productive work a a low cost to produce smple consumer products-
clothes, toys, shoes, snacks, radios, and bicycles. These low-capitd, low-risk businesses
would attract loads of entrepreneurs, for they would yield quick output and rapid returns
on investment. Labor would eventudly consume these goods with the wages it earned in
producing the goods. They were cdled "wage goods' because the wage earners would
create the demand for the goods tha they produced. The "wage goods' drategy would



have channdised investments into agriculture, rurd infrastructure, agro-industry, and
ample consumer goods for both the home and export markets. It would have meant
postponing the ambitious projects in capital and heavy industry. We would have imported
capitd goods in the near term, and the foreign exchange for their import would have been
eaned from the export of smple consumer manufactures-the sort of products that Japan.
and the Adan tigers garted with. The result would have been high economic growth, high
employment, risng exports, and prosperity. Unfortunatdly, it was the vidon of
Maha anobis which triumphed leading to the consequences we are aware of.

Theimpact of the British Raj

The British Rg was the mogt important event in the making of modern India. Britain
gave us democracy, the rule of law, an independent judiciary, and a free press. It built
ralways, cands, and harbors, but it could not bring about an indudrid revolution. In the
United States, Russia, and Germany, the rallways had been a dynamo of the indudrid
revolution. It had no such effect in India, even though the country’s network by 1947
was more than 50,000 miles long. It could not raise economic growth or lift the people
out of poverty. It could not avert famines.

The British were different from other inveders. They gave India modern vaues and
inditutions, but did not interfere with the country’s ancient traditions and religion. They
did not merge with Indians and remained doof to the end. India therefore preserved its
gpiritua heritage and the old way of life continued.

Britain gave India the English language. However, Britan dso divided India into two
nations-the 10 percent dite who learned English and shut out the 90 percent who did not.

Many Indian scholars have argued that Britain's trade policies, encouraged the import of
manufactured goods and the export of rav materids. And by heavily taxing the farmer,
Britain contributed to the stagnation of Indian agriculture.

Das argues that the Indian colony was not terribly profitable to Britain. After the crude
period of exploitation in the eighteenth century was over, Britan's risng prosperity in the
next century owed more to its tree trade with the "new world" and to its invetments in
America. If there was a "drain," it was by the trandfer of dividends by English companies
from America A few Englishmen did become very rich from India-the owners of the tea
and indigo plantations, the shareholders of the East India Company and other commercia
firms, the employees of the managing agencies the rallway builders, the civil and
military personnd, and others connected with India But the profit to Britain as a whole
was meager.

Das argues that there was no British conspiracy to ddiberately underinvest in India, or to
sabotage Indian business interests. Bombay's textile mills in the nineteenth century were
built with credit, technicd assdance, and machines from the British textile machinery
makers even when these mills were a competitive threst to Manchester's mills. Burn and
Company, a full-blooded European company, had no hegtation to stat maeking steam
vesasin Indiawhen it found it chesper to do so than to import them from Britain.



Das admits that in the eighteenth century, the British plundered and looted Indias wedlth,
as dl conquerors have done in higory. But the British did not deliberately deindudridize
India. It was the indudrid revolution that threw millions of weavers out of work. It
would have hgppened anyway when the new technologies reached India British
government policy could have cushioned the impact by erecting trade barriers, but
protecting handlooms would have been atemporary pdliative at best.

Britain did not become poorer after losng India Indeed, it enjoyed prosperity in the
1950s and 1960s, a the very time that it was losng its colonies. In the end, whether
Britain impoverished or enriched India is redly an academic question. What is more
rdevat is why the forces of globd capitdism in the sscond hdf of the nineteenth
century and early twentieth century did not release widespread growth and development
in India, as they did, for example, in Jgpan. The rapid building of railways and cands and
the dmultaneous expanson of foreign trade should have acted as a drong engine of
growth. India dso had an experienced merchant class to take full advantage of the
circumstances.

The Rg was economically incompetent. It just did not know how to "develop” a country.
Had it known it, Britan could have ganed much from having a larger maket for its
manufactured goods. Odd as it may seem, Britain did not "exploit” India enough. Had
Britain made the same massve invesments in India as in the Americas, India would have
become prosperous and a much bigger market for British goods. A richer India would
have been even a better customer, a better supplier, and afirmer basis for the Empire.

L essonsfrom the US

Das is skepticd of culturd or geographic explanations for andyzing Indias falure to
develop rapidly. He bdieves it is more important to condder economic factors that
motivate an entrepreneur to invest in a busness — the sze of the market, the capability of
suppliers, the costs of production, the digribution hurdles, the availability of technology
and the date of competition. Businessmen invest where profit can be made. Their
decisons have little to do with naiondism or racid consderations The key lies in
reducing regulaion and providing incentives.

The author draws some important contrasts between USA and India America is truly the
land of opportunity. A competent, hardworking person can hope to rise to the top in every
fidd. Almogt everyone believes tha the best person will get ahead. Americans are
positive and optimigtic.

The Ameicans throw ther numerous immigrant communities into the “mdting pot.”
Their ehnic immigrant minorities do not form separatis movements. They esgerly
embrace the English language and the American way of life in order to get ahead in that
land of opportunity.



The American educaion system has many flaws, but it is far farer (and more cregtive)
than most sysems. The greet thing about an American libera educetion is that t dlows
an undergraduate the freedom to explore many subjects.

India pursued faulty policies guided by a misguided sense of socidism. Indeed, Das
emphaszes that there is a mord bass for inegqudity. People may willingly accept
inequaity under some circumstances. A worker might not mind the presdent of the
company earning more than him as long it motivates the presdent to earn more profit for
the company and the worker got a bigger bonus or a higher sdary as a result. The greater
benefits earned by a few ae judified, if the inequality improves the gStuation of the
worst-off.

In the real world, no society (not even America) is completely open. The key is to try to
ensure that everyone has an equa dart in life and can hope to rise to the top. Thus an
“open” primary school system is essentidl.

Alleviating poverty is more important than achieving equdity. Improving the income
digribution in a society should be an ingrument for enabling the poorest and the mogt
unfortunate to rise above the poverty line rather than achieving equaity per se.

The Caste system

Observers have often noted the tolerance of Indians. They are surprised that people of
such diversty can live together in reasonable harmony. The ansver may well lie in the
caste system.

Ironically enough, the much digned cast system tends to promote trust. Business requires
trus. A kin or a familiar name from on€s cade is likedy to be more trusworthy.
Traditiondly, Indian merchants engaged in trade, cover vast distances. A caste member,
whether an employee or an agent or a business partner, adds to one's comfort.

The socidist system ensured that every businessman would bresk some law or the other
every now and then. Hence, it was important to have members of on€'s caste and kin in
sendtive pogtions. With liberdization in the 1990s, the Stuation has changed, however.
Competition has become fierce and survivd is a dake. Busness families increasingly
look outsde ther caste for tdent. In some functions, like marketing, professonds are
much sought after and sdaries have multiplied manifold. Cagte loyaties seem now to be
diminishing as businessmen recognize that they must have the best person for the job, no
meatter what his or her caste.

Das argues tha there has never been a sgnificant “caste barrier” to entry in modern jobs,
despite the myth perpetuated by backward-caste politicians. Education holds the key to
raising the backward castes, not reservations or quotas.

The caste sysem has had its impact on our competitiveness. He bdieves that being
endowed with commercid cagtes is a source of advantage in the globa economy. Bania
traders know how to accumulate and manage cepitd. They have the financia resources



and, more importantly financid acumen. They have an audere lifestyle and the
propendty to take cdculated risks. They have shown that they can graduate from trading
to indudtry.

At the same time, the caste system is aso responsble for a least some of our indudtrid
falings As dready discussed, Brahmins monopolized learning and looked down on
Shudra artisans, who worked with their hands. Since Brahmins were role models, these
atitudes including contempt for manud labor, filtered down to the other castes. Thus,
the worlds of knowledge and labor remaned separate and inhibited technologica
innovations. Our goods are shoddy, and our businessmen rarely know how their product
works.

But our naurd affinity for conceptud thinking may Sand us in good dead in the
knowledge age. Das points out that Brahmins have had thousands of years of experience
in deding with abstract philosophicd and spiritud concepts of the Upanishads. Indians
are especidly good a mathematics and theoretical physics (as opposed to experimenta
physics). Indians invented the zero. The information age thus plays to our srengths. It is
not surprisng that many of our information technology entrepreneurs, both in Silicon
Vdley and in south India, come from the Brahmin caste, not from the traditiona trading
castes.

Under standing reforms

In other countries, the entrepreneur’s battle is with competitors. In India, the main enemy
is the government bureaucracy. Indira Gandhi’s government became even more rigid,
introduced more controls, and became bureaucratic and authoritarian. It nationalized
banks, discouraged foreign investment, and placed more hurdies before domestic
enterprise. In the pagt ten years, the government has been trying to undo the mistakes of
the past.

Das argues that in any society, the top 15 percent of the people will do well and look after
themsdves. The bottom 15 percent will fal and will need to be looked after by the date.
The focus of the reforms must be the 70 percent in between, the vast mgority of the
people, who in successful economies form the midde dass Given the right
crecumgtances, the middle dass invarigbly pulls itsdf up through hard work, sdf-reliance,
and education in a competitive economy. This did not happen in India because our earlier
policies suppressed growth. Our middle class was less than 10 percent of the population
in 1980. Since the economy darted serioudy growing in the eighties and accelerated after
the reforms, the middle class has tripled but is ftill a amdl fraction of the population.

The new middle class is confident, full of energy and drive and is making things happen.
It is different from the older bourgecise. The new middle class is dreet-smart. It has
had to fight to rise from the bottom, and it has learnt to maneuver the system. It iseasy to
despair over its vulgarity, its new-rich mentdity. But whether India can deliver the goods
depends agreat dedl on this group of people.

It is a popular pastime with the old middle class to grumble about the new rich and the



dedline in vaues. The author bdieves that the young are no less virtuous today. Nor is the
new middle class any greedier. The chief difference is that there is less hypocrisy and
more self-confidence.

In the long term, reforms will help the poor. Reforms lead to growth, more jobs, lower
inflation, chesper goods, more labor-intensve manufacturing, more opportunities in ser-
vices and agriculture. Reforms mean fewer subgdies for rich farmers and the middle
class and less bleeding from an inefficient public sector. With growth, there will be more
resources available for poverty dleviaion programs. However, the most powerful and
immediate reform for the poor is more and better primary schools and primary hedth
centers. Thisistheir ticket to prosperity. Unfortunately, this has not happened.

Thelndian Corporate Sector

Indian companies are gill smdl in sze by globd dandards. Family busnesses remain
dominant. However, the inability of Indian busness to creste large-scae non-family
organizations may not necessarily be a condraint. What smal companies give up in terms
of financid dout, technologica resources, and Saying power, they gain in flexibility,
lack of bureaucracy, and speed of decision making.

Whether businesses here can creste manageria capitaism depends partly on the Indian
society’s ability to build “socid capitd.” Where strangers spontaneoudy trust esch other
and cooperate with each other, there is high socid cepita. Trust and cooperation are
necessary for a wdl functioning market. Socid capitd can hep companies make the
trangtion from gamdl units to large, professondly run enterprises. High trus can
dramaticaly lower transaction coasts, corruption and bureaucracy. Family capitaism can
be successful but it has to be accompanied by education and a strong work ethic.
Otherwise, it leads to nepotism and dagnation. Many large and successful Indian
companies have begun to redize that educated, hardworking professonds usudly
outperform lazy, uneducated relaives. But thousands of smdl and medium enterprises,
which form the core of the private economy, are till struggling with thisissue.

The bigger faling of Indian companies, according to Das is tha they venture into
unrelated business in an opportunistic fashion. The tendency to diversfy goes back to
the origins of Indian businesses, to the managing agency system that prevaled during the
British days, when a sngle management oversaw varied busness activities — tea, jute,
textiles, cement, shipping, etc.

To be globaly competitive, Indian companies must focus on a single area of competence.
They mug initidly win in the domestic market and then leverage their economies of scale
oversess. They must be able to capitdize on globd trends. They must not ignore qudity
even when they are pursuing alow-cost strategy.

Concluding Notes

Das bdieves that culturd factors are of limited use in explaning why we have lagged
behind in the race for globd competitiveness. What the country needs are good
economic policies. Here, we can learn useful lessons from others.



The Far East countries efficiently employed their resources more productively. They
emphasized labor-intensve manufacturing for export. They vigoroudy educated ther
populaion. Ther government intervened to build competitiveness and to correct
digortions. In India, by contrast, government policy has crested digtortions. It made
scarce capita cheap, labor expensve, overvalued our exchange rates, and reduced
competitive pressures.

India’s economic reforms have begun to eiminate some of these digtortions. India has
begun, in effect, to replicate some dements of the Far East’s success. However, India
has not yet begun a serious reform of the educationd system, which more than anything
is capable of ddivering equity with growth.

Will capitdian and globdization, succeed in edablishing a comforteble place for
themsdves in India? The answer depends on their ability to deliver prosperity broadly. It
aso depends on leaders in the government and in business to champion the classic liberd
premises of free trade and competition. Das emphasises that capitaism's success in India
is threatened not so much by the leftids or protectionids as by the timidity of its
defenders. Leaders must come out and sy that (1) some people will not fare as wel in
the competitive marketplace; (2) the winners will far outnumber the losers (3) capitdist
democracy is by far the best arangement; (4) globdization is not only a good thing, it is
agredat legp forward in higtory.

The new India is increasangly one of competition and decentrdization. And thanks to
intdllectud capitd and the opportunities opened by technology and globdization, India
has a red chance of diminating poverty. We have every reason 0 be optimigtic that the
lives of the mgority of Indians in the twenty-first century will be more prosperous than
those of their parents and grandparents. Never before in recorded history have so many
people been in a pogtion to rise so quickly.

Das argues that India stands at a criticd moment in our history when the stars appear to
be on her sde. If the country does not seize the moment and improve governance and
accderae the reforms, then higtory will not forgive us. But he adds that it will be dfficult
to make a clean bresk with the past. Indids future will not be a creation of unbridled
capitdian. The reform process will evolve through a daly didogue between the
consarveive forces of caste, reigion, and the village, the leftig and Nehruvien socidist
forces which dominated the intellectud life of the country for so long, and the new forces
of globd capitdism. The plurdity of interests, the contentious nature of the people, and
the lack of discipline and teamwork imply that the pace d economic reforms will be dow
and incrementa. And if we cannot accelerate reforms, we may not grow as rapidly as the
Asantigers.



