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than China? Yes, it can

India has the potential to become the world’s biggest economy. So what is stopping it? Kishore Mahbubani examines the
reasons and offers solutions. Here are edited excerpts from his K.R. Narayanan Birth Centenary lecture earlier this month.

Can Indiabecome stronger than
China? What do I mean by
becoming stronger? Simple: Have
abigger economy. The goal of this
lecture is to explain why I believe
India can have abigger economy
(indeed the biggest economyin
the world) and how India can set
about achieving it.

Iwilldivide my lecture intothree :

parts. In part one, [ will explain
why [am confident that India can
have the largest economyin the
world. Inpart two, I will explain
the principles India can take to
become No.1.

Inpart three, I willalso suggest

some concrete steps India cantake :
to develop an economy bigger than :

China’s.

WHY 1AM CONFIDENT

There are two reasonswhy [ am
confident.

The firstis historical evidence.
As British historian Angus
Maddison has documented, from
year 1t0 1820, the twolargest
economies of the world were
always Chinaand India.

What happened after 1820?

The Britisharrived. As Shashi

Tharoor, a distinguished citizen of
Kerala, has documented, when the

Britisharrived, India’s share of
global GNP (gross national

When they leftin 1947, the share
fell to around 3 per cent.

Today, India’s share remains at
about 3per cent. India’s share of
the global population is 18 per
cent. Hence, its share of global
GNP shouldalso be 18 per cent, if
youassume that the average

astheaverage human being,

This is the second reason why [
am confident, The average Indian
isclearly asintelligentand as
capable as other human beings. I
hopethat thisisan
uncontroversial statement, But [
wouldalsolike to make a
controversial statement: The

average citizen of other
communities. You can see why
suchastatementis inherently
controversial. Hence, let me back
itup with some evidence.

The most competitive human
laboratoryin the world s the
United States. Inanarticle [wrote

grasp the gap between India’s
potential andits performance
because you can see the potential
ofwhat an ethnic Indian can doin
the most competitive human
laboratory in the world, whichis
the United States of America. And
when the Indians arrivedin
America, they thought they might
be No. 5 or No. 6 in terms of per
capitaincome. They ended up
being No.1.”

Today, the average per capita
income of the Indian residing in
the USis US$55,298 (S$75,100). If
Indians in India canachieve the
same per capitaincome, the total
GNP of India would be around
US$71 trillion, making it the largest
economy in the world, larger than
the USat US$21trillion, or China at
US$15 trillion. If this figure is
unimaginable, let’simagine that
the average Indian in India is half
assmart as the average Indian in
the US. Then India would still have
aGNP of US$35 trillion, still larger
than that of the US at US$21 trillion
and Chinaat US$15 trillion.

Why do 1 highlightall these

to emphasise one big point: The
country with the biggest gap
between its economic potential
and its economic performance is
India. India’s GNP today is US$2.6
trillion. It should be at least 10 or
20times larger.

The argument can be made that
the super-smart Indians ended up
inthe US. Hence, they ended up
with super-high per capita
incomes. Eveniflacknowledge
thisas true, how about comparing
the per capitaincome of Indians in
Indiawith Indians in other
countries? [ don’t have the data for
all overseas Indian communities,
However, I have travelled around
the worldand met Indiansin all
corners of the world. Without fail,
inalmost every country  have
visited, the overseas Indian
communities have done welland
are thriving.

Motorcyclists in Jamnagar in the western Indian state of Gujarat. Generations of Indian policymakers have made a major mistake by underestimating the ability o
product, nominal) was 23 per cent. :

become stronger

Indians to compete, and that is why, relative to most East Asian economies, the Indian economy is relatively closed, says the writer. PHOTO: BLOOMBERG

So, whyare they thriving? The

¢ answer could be complex but let

i memention one key factor:

¢ Indians are naturally competitive
i economicanimalsand thrive in

¢ economic competition.
Indianisasintelligent and capable :
: similar tothe Chinese. The

: economic fortunes of the Chinese
: turnedafter the key reformist

i leader of China, Deng Xiaoping,

: askedavery simple question: Why
i werethe Chinese people

¢ successfulin every economy

i exceptin Chinaitself? The answer
: wasasimpleand obvious one; The
average Indian can outperformthe :
¢ economically in every country in
i theworld except China.

In this regard, theyare very

Chinese were allowed to compete

Hence, Deng did the obvious

thing: He opened up the Chinese
: economyandallowedall Chinese,
i L4billion of them, to compete,

Sowhat were the results? Deng

: started to openup the Chinese
for McKinsey, Isaid: “I'sso easy to :
: of the Chinese economy was
¢ US$191 billion and that of the
: Indian economy was US$186
: billion. Today, the size of the
: Chinese economy is US$15 trillion,
i over five times the size of the
: Indian economy at US$2.6 trillion.

economyin 1980.In1980, the size

Sohow did India go from having

i aneconomy the same size as
¢ China’sto havingan economy
i one-fifththat of China?

Theanswer is amazingly simple.

i Chinaopenedits economy to

: globaleconomic competitionand
i allowed 1.4 billion Chinese to

: compete. Since the Chinese thrive
i ineconomic competition, the

: Chinese economy thrived and

i surgedahead.

By contrast, the 1.3 billion

¢ Indians have been deprived of

i economic competition. Since they
i have been deprived of economic

: competition, they cannot thrive.

i Hence, India’s economy has fallen
¢ behind.

Letme add another important

! pointhere. India’s economy has
i alsofallen behind other regions
: andcountries. Of the 10 Asean
figures? 1 doso because I only want :
: base.Hence, insome ways, we are
i culturalsatellites of India. The

: total population of Aseanis 650

i million, half of India’s. But the

: combined GNP of Asean last year
i wasabout US$3 trillion, slightly

. larger than that of India (US$2.8

¢ trillion).

states, nine have an Indic cultural

In1971, when India helped

: Bangladesh to become an

: independent country, many

i commentators said Bangladesh
: wasahopeless countrywhich

: wouldbecome an economic

: basket case, Yet, bylast year, the
i percapitaincome of Bangladesh
1 (US$1,968) became larger than
i thatof India (US$1,900).

Sowhy have the Asean countries

i and Bangladesh outperformed

! Indiainthe economicrealm? The

: simpleanswer isthat Aseanand

: Bangladesh plunged into global

¢ economiccompetition. India didn’t.

i KEYPRINCIPLES TO FOLLOW

i Before spelling out the principles

¢ thatIndia can take to become

i more competitive, let me confirm

: atthe outset that it will not be easy.
i There willbe many political,

i economic, bureaucratic,

i psychological, vested interests and
i soon, obstacles to overcome.

Indeed, China didn'thave an

i easy time either, [was present at

i the World Economic Forum,

i Davos meetingin 2017 when

i President XiJinping admitted that
i the process of openingup the

i Chinese economy was a difficult

¢ one, Thisiswhat he said: “There

: wasatime when China also had

: doubts about economic

i globalisation, and was not sure

: whether it should join the World

i Trade Organisation (WTO). But we
: came to the conclusion that

i integrationinto the global

¢ economyisahistorical trend. To

i growits economy, China must

¢ have the courage to swimin the

i vast ocean of the global market...

: We have had our fair share of

i chokingin the water and

i encountered whirlpoolsand

i choppywaves, but we havelearnt
i how toswim in this process. It has
i provedtobe arightstrategic

: choice.”

Like China, India willalso

+ struggle to swim whenit plunges
¢ intothe ocean of globalisation.

: What willmake it even more

i difficultis that Indiawill have to
: follow two contradictory

i principlesintrying toopenupits
: economy to global competition.

The first principleis to havea

: radical change of mindsetand
i decide thatan open Indian

: economywill do better thana
i closed Indian economy.

Thesecond principle is that

i whenopeningup the Indian

: economy, Indiashould do it

i carefully and pragmatically. It

: should not try eithera big bang

: approach or shock therapy, as the

: experiences of Russiaand Eastern
: Europe have shown that big bang

: approaches don’t work. Inshort,

i India will have to follow two

: contradictory principles. But both
i are equally important. The radical

: change of mindset is important

i because the generalassumptionin
. Indiais that the best way to protect
: the poorinIndiais to keep the

: Indian economyas closed as

: possible. However, the record of

: recent history shows that poverty

i reduction happens faster when

- economies openup faster. The

: bestevidence of thisis provided by
: Vietnam, which hada typical

i Soviet-style protected economy.

: However, as soon as the Cold War

i ended, itjoined its fellow East

: Asian countriesinopeningupits

: economyand the resultsin

i poverty reduction were

i spectacular.

Let me use asimple metaphorto

explain why openingup India’s

economy helps the poor. The main

opoint out that we should view
ndians differently. We should see
hemas 1.3 billion economic tigers,
oised to perform well. What is the
est way to get tigers to perform
ell? Keep them in cages where
hey have limited competitionand
imitedroom to grow? Or release
heminto awild jungle where they

lamusing the metaphor of
conomic tigers to drive home the
ssential point that generations of
ndian policymakers have made a
major mistake by underestimating
he ability of Indians to compete.
his is why, relative to most East
sian economies, the Indian
conomy is relatively closed. For
hose who doubt my statement
hat India’s economy is relatively
losed, let me provide some
tatistics: Arelatively open
conomy trades more with the
world. Arelatively closed economy
radesless with theworld.

Hereis the data: Chinaand India
aveabout the same population.

et China’s total trade with the
orld (US$4.5 trillion) is more than
ive times that of India (US$800
illion). Here, let me acknowledge
ne important point, When India

creative destruction”, And
creative destruction”is good. It
estroys the inefficient parts of the
conomy andstrengthens the
fficient part of the economy. This
s exactlywhat happened to China.
efore Chinajoined the WTOin
001, state-owned enterprises
SOEs) made up two-thirds of
hina’s economy. Nowit'sdown to
ne-third. Inshort, there wasalot

t will not take rocket
cience to make India's
conomythe largestinthe
world. It will take only
imple common sense.
here'snoneedtoinvent
nything new. All India has
odoistocopyandlearn
rom South-east Asian
ountries which have had
loserelations with India
'or 2,000 years.
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easonwhy [ emphasised the super :
erformance of Indians overseasis :
: Indiashould take to makeits

i economystrongeris clear.

: However,aslindicated earlier,

: theoryisone thing. Practiceis

: another. Russiaanda few Eastern

{ European countries thought that

i theywere doing the right thing by

: openingup their economies witha

: “bigbang”. They were seduced bya
i famousstatementwhich said, “You
i cannot crossa chasmintwoleaps”.,
i Janos Kornai,a Hungarian

! economist, said that reform would

i be“agood deal better if the price

: system hadundergone one brave

i surgery”. Wlodzimierz Brus, a

¢ Polish economist, saidthat China

: should “crosstheriveras fastas

: possible toreach the other shore”.

i Sadly, the Russians andsome

: Eastern Europeans fellintoa chasm
i by trying to take onebig leap.

i of“creative destruction” of

Chinese SOEs.
The theoretical direction that

The Chinese reformers were

i wiser. They heeded the advice of

: Deng, who advised that China

: should “grope for stones to cross

: theriversteadily”. But the most

i important point here is not that the
: river must be crossed cautiously.

: Instead, the key point here is that

: theriver must be crossed and India
: mustreach the other side.

i SOME CONCRETE STEPS
pensupits economy, there willbe :

i Thereare three concrete but

: cautious steps India can take to

i start the process, The firstisan

: easy one:Join the Regional

i Comprehensive Economic

i Partnership (RCEP) immediately.

Whyjointhe RCEP? Many

: reasons. Firstly, in today’s world,
i Europe represents the past,

: Americarepresents the present

i and East Asiarepresents the

: future. Byjoining RCEP, India will
i bebetting on the future, not the

: past. Secondly, with a total

: populationof2.3 billionanda

: combined GDP of US$38 trillion,
: RCEP can provide the biggest

: markets for Indian products.

Here’s one statistic that explains

i how marketsare growing faster

i thantherest of theworld. In 2009,
: thesize of the retail goods market

i inChinawas US$1.8 trillion while

: that of the US was US$4 trillion.

i Yet, by 2019, some two years after
: thenUS President Donald Trump’s
: trade warbegan, China’s market

: had become bigger at US$6 trillion
i while that of the US was US$5.5

- trillion.

Thirdly, and most importantly,

: India spent over six years

i negotiating entryinto RCEP. Man,
: ofitsconcerns have already been
: addressed. So,why didn’t India

t join? I don’t know the exact

: answer. But Iwould make an

: educated guess that some vested

i interests felt threatened. If this is
: true, it shows whyaradical change
¢ of mindsetis necessary in India. Is
: itmore important for India to

i protectafew vestedinterests? Or

sit more important for Indiato

expose 1.3 billion Indian economic
igerstoglobal economic
competition? And, to put things
more harshly, if India cannot even
competeas wellasthe10
South-east Asian states, whocan it
compete with?

The second concrete step that
ndia can take is to make the South
Asianregion (includingall the
members of the South Asian
Association for Regional
Cooperation, or Saarc) as openas
he South-east Asian region. Most
countries grow by opening up their
economies to their neighbours.
ustlookat the European Union
ind the North American Free
Trade Agreement (Nafta). South
Asiacannever beas openasthe EU
or Nafta. These are very high-level
nd complex agreements.
However, there is no reason why
South Asia cannot be as openas
South-east Asia.

In deciding how to open up the
egion, India doesn’t have to
einvent the wheel. Allit does have
odoisto pickupacopyofthe
Asean Free Trade Areaagreement
nd share it withallits neighbours.
After doing so, India should make a
commitment to work withits
neighboursand agree tosigna
imilar agreement among all the
Saarcmembers.

lamaware that thereare
problems between Indiaand some
ofits neighbours, especially
between India and Pakistan. Both
countries don’t even have normal
rade with each other.

Here, too, one South-east Asian
toryis relevant. Indiaand
Pakistan fought their last major
war in1971. China and Vietnam
‘which have been suspicious of
eachother for 2,000 years, longer
han Indiaand Pakistan have been
of each other) fought their last
major warin1979. Yet, after
Vietnam joined Asean (withwhom

t hadbeen quarrelling for
decades)in1995, it thenalso

joined the China-Asean FTAin
2002.Since the mid-1990s, trade
between Vietnam and China has
grown 3,000 times. Therefore,
rade between Indiaand Pakistan
canalso grow 3,000 times. The
biggest beneficiaries of this

ncreased trade will be the poor
people of Indiaand Pakistan.

The third concrete step India can
akeis to open the doors to foreign
directinvestment (FDI) asmuchas
he Asean countries have done so.
Hereis one statistic that Indians
shouldreflect on. The combined
GNP of the three dynamic
North-east Asian economies
namely China, Japan and South
Korea) is US$21 trillion. By
contrast, the combined GNP of the
0 Asean economies is only US$3
rillion, Logically, since US$21
rillion is more than US$3 trillion,
here should be more American
nvestment in North-east Asia
ather than South-east Asia.
nstead, the figure is the opposite.
n North-east Asia, it is US$287
billion and in South-east Asia, it is
US$335 billion.

Let me add animportant
geopolitical point here. Given the
growing tensions between the US
nd China, many American
manufacturers are looking for a
China-plus-one investment
destination. Many want to invest

n India for geopolitical reasons.
However,assoonas they arrive in
ndiaand encounter Indian
bureaucracy, they get discouraged.
Sohere, too, there isasimple
olution, Many of the South-east
Asian countries, including
ndonesia, Vietnam, Malaysiaand
Thailand, have produced simple
nd clear investment brochures.
Eachstate in India should compete
oproduce investment brochures
s good as those in Asean. Then
hey will find that the best and
easiest way to boost economic
growthis toattract FDL.

Inshort, it will not take rocket
cience tomake India’s economy
he largestin the world. It will take
onlysimple common sense. There’s
no need toinvent anything new. All
ndiahastodois tocopyandlearn
from South-east Asian countries
which have had close relations with
ndia for 2,000 years.

Former prime minister
Manmohan Singh called on India
o “Look East”. Prime Minister
Narendra Modi called on India to

“‘Act East”. My message toyouisa
much simpler one: Please come to
South-east Asia and learn from
he East.
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