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I have received quite a few honours in my life, but this invitation to speak in my alma mater is the one that touched me most. We Sydenhamites were scattered in all corners of the earth. When Professor U V Desai decided in the 1980s to visit his favourite students, he found me in Delhi, Arjun Asrani and Naseema in Tokyo, Bilkis Basrai in Hong Kong, and others in London and New York. He was so touched by our desperate circumstances that he left each of us a bequest. I have spent time in the universities of Bombay, Delhi, Cambridge, Oxford, Kiel, Berlin, Stanford and Fiji. But I would be hard put to think of a teacher of his quality. 

We all cherish our memories of the college. I am nostalgic about my years in Sydenham. During my first three years we were still in the classic stone colonial building opposite Victoria Terminus. We spent much time chatting with the girls in the canteen while Vithoo served us hot samosas. He had to compete with the canteen next door in J J School of Arts, where girls were more abundant. But I do remember the annual lecture Professor Muranjan, the principal, used to give us in Sanskrit. 

Last year my class of ’52 celebrated the fiftieth anniversary of its joining the Sydenham College. Not surprisingly, one of us had struck it rich and built a beach cottage across the bay in Mandwe; we all gathered there, ate, drank and exchanged reminiscences. Nazir Reshamwala was the string-puller, and Soli Dastur was the compere. Under his light touch, each of us told his story. 

The most interesting stories were of those who had not done the predictable. Both Bhupen Kakkar and Sunil Kothari had trained to become chartered accountants; one ended up as one of India’s most famous artists, the other as an eminent dance critic.

Chartered accountancy was the ambition of most; it was no less mine. But in my final year we had Professor Dikshit teaching world economic development. His approach was very unconventional. He talked about the economic growth of various countries – why some had industrialized and freed themselves from the common human fate of poverty, and why others had not. For most of my fellow students, who were focused on making money in Bombay in the middle of the twentieth century, all that talk of the Zollverein and the Kolkhozes made no sense. I was, however, rivetted. That there was a world beyond India, and a time other than the 1950s, was a revelation to me. That is why, when my brother Mahendra offered me a chance to go to Cambridge, I jumped at it. Thus began a journey into the unknown that now nears the end but is no less invigorating than it was fifty years ago.

We do not think of our own times as history. But we did, we would find them far more interesting and educative. It will never be discovered whether there was a temple of Rama at the precise spot of Babri Masjid in Faizabad, also known as Ayodhya; if it is discovered, the knowledge will still be irrelevant. But it is possible to find out why suddenly, after 15 years of inflation and shortages, prices began to fall in 1952, the year in which I joined college. And study of that singular event might tell us something about what to do in our own times, when competition is increasing and inflation is coming down.

I

My first memories are of the War. We moved to Poona just after it began; I remember tanks driving down Ferguson Road. At the foot of the hills in Deccan Gymkhana, where you today find a string of academic institutions, including Brihanmaharashtra College of Commerce and the Film Institute, the area was a wasteland full of ravines; that is where the British army bivouacked. The agricultural college grew potatoes and heaped them along its main road, and covered them up with earth to preserve them. Unfortunately they rotted; after a few months, that road stank to high heaven. In the meanwhile, in Bengal across the country, skeletons were walking the streets of Calcutta; one by one, they lay down on the street side and died. The scavengers were paid extra for carrying off the corpses, which were cremated en masse. Three million people died in the Bengal famine of 1943 – a number exceeded only by the casualties of the mass riots of 1947 and 1948.

My foremost memory of my childhood is of shortages and inflation. Rationing of foodgrains was introduced in 1939; it was very different from rationing in recent times. For it was illegal to sell grains except through ration shops; and the ban on private trade was quite effective. So the weekly visit to the ration shop and the time spent in queues were necessary if one was not to starve. That was one reason why there was such mass starvation in Bengal: there was no open market in which foodgrains could be bought. The other was that trains were requisitioned for the movement of troops and war materiel. Everything that the railways transported required some official approval. And transport by trucks was virtually non-existent. The trucks in use then were imported 2- or 4-ton Bedford trucks; transport by them was expensive, and was largely confined to cities. A good deal of the goods still moved by bullock carts everywhere, and in cities by handcarts.

As Friedrich List pointed out in 1836, transport costs determine the location of economic activity. Cities are concentrations of  people; they are nodes of purchasing power, and attract goods from the countryside as a magnet attracts iron fillings. The costlier a commodity is to transport, the closer it is produced to the city. Thus a city is surrounded by concentric circles growing vegetables, foodgrains, meat and so on. And as the city grows, these circles expand, costs of transporting their produce go up, and the cost of living in the city rises. The high transport costs kept down the size of cities; and amongst them, those that had suburban train systems grew bigger. Because of their suburban trains, Bombay and Calcutta were the biggest cities of that time; their population was 4-5 million. The rest were tiny by comparison: Delhi and Madras had half a million, Poona and Bangalore 100,000-200,000, and most of the rest hardly approached 100,000. The growth of cities in postwar India owes much to the fall in transport costs relatively to people’s incomes – to larger and more fuel-efficient trucks, lower real costs of petrol and diesel, and rising purchasing power.

The shortages of the 1940s were due partly to lack of transport; but above all they were due to purchasing power that was far in excess of the goods available. Few industrial goods were being produced in the country at that time; and imports were restricted because the government had requisitioned all shipping and was using most of the shipping space for military transport.

The obverse of the shortage of goods was the excess of purchasing power. That arose out of the new theory of war finance that the British government was trying out. John Maynard Keynes, the Cambridge economist, worked in the British Treasury during World War I, which was largely financed by borrowing. From its experience he drew the lesson that the interest rate was the price of money; the government could make it what it liked by regulating the supply of money. Money itself is an interest-free loan from the public to the government; and the more money people have, the more government bonds they will buy, the higher will be the price of those bonds, and the lower the interest rate the government has to pay. Keynes was the economic brain behind the British conduct of World War II; following his theory, the British government issued far more money in that war than in the previous one, and thereby kept the interest costs of the war low. The British government in India followed the home government’s lead and followed a cheap money policy.

However, if people have more money in their hands, they will buy more of everything, not just government bonds. Hence unless supply of goods and services responds to demand, cheap money can mean expensive goods – a policy of releasing more money can lead to inflation. In Britain the wartime government kept inflation in check by very strict rationing; for instance, milk was rationed, and people got only so many eggs a week. In India, however, the rationing was less comprehensive and effective, so inflation was rampant in unrationed goods, and shortages were chronic.

It was realized even at that time that a market becomes a black market only because the government declares it so, and that if there were no rationing there would be no black market. The view was often expressed that if only the government abolished rationing, prices would rise and ration out the goods, and shortages would disappear. When he became food minister in 1948, Rafi Ahmed Kidwai tried out this theory; infation shot up, however, and he succumbed to the outcry and reintroduced rationing after a few months.

But all this suddenly changed in 1952, the year in which we joined college. Foodgrain shortages disappeared, prices started falling, and the feeling of siege that had lasted for 15 years began to dissipate. What changed? Everyone at that time thought that the end of the Korean War eased inflation all over the world. This was no doubt partly true; prices of importables certainly stabilized – and many more things were imported then than now. But foodgrains had never been imported, and yet inflation in food prices eased. What changed in the domestic economy? If the question had been answered then, the answer would have been relevant in the late 1990s, which saw a similar easing of inflation.

II

Although the end of inflation was little understood or analyzed, it had enormous political effects. Right till 1952, the new political rulers had felt embattled. They were so taken up by short-term economic problems that they had no time to think ahead or do anything ambitious.  But in 1950, Sardar Vallabhbhai Patel died, leaving the field open for Nehru. Between 1952 and 1956 he, with the help of Professor Mahalanobis, worked out a strategy of state-led, import-substituting industrialization. There followed nine years of rapid industry-led growth from 1956 till 1965. This was the period when my generation graduated and went to work.

The interesting thing about this period is the contrast between what people thought of it at that time, and what they think about it now. I can think of hardly any contemporary voice against it. Amongst politicians, Rajagopalachari opposed Nehru’s policies, and set up the Swatantra party in opposition to the Congress; but he attracted little support, and never came close to power even in his native Tamil Nadu. Amongst economists, Professor Shenoy fought a lonely battle; but he too attracted no support. The policies were supposed to be directed against capitalists; but industrialists did not protest either. How is it that policies that are generally regarded today as wrong were so widely accepted then?

Part of the answer lies in the urban prosperity of that time. The economy was growing fast, industry was expanding, and employment was rising. Demand was buoyant, and it was easy to make money. The system made industrialization easy. All one had to do was to borrow from IDBI or ICICI, sell one’s shares to UTI and build factories. So industrialists were happy, and so were those they employed. 

Industrialists were also happy because British capital was driven out at that time. There was no blatant nationalization or expropriation; the instrument used was exchange control. The government policed remittance of profits and generally obstructed it. Without any explicit statement, the message was given: that British enterprise was not welcome. And the signal was taken; British managing agents sold out the tea gardens and jute mills and left. They went to Kenya and set up a rival tea industry which later took away India’s market. But their sell-out made many Indian industrialists rich. Hence their support for the government.

This period was particularly good for white collar workers; and if the middle class was happy, the press reflected it. During the independence movement, one element from which the Congress drew support was educated young men. Opportunities for white-collar employment were poor under British rule. Industry was concentrated in the three major ports. British firms put British employees in senior jobs; there was a glass ceiling beyond which few Indians rose. The nationalist agitation made British employers wary of taking unfamiliar people; so personal recommendations and guarantees carried much weight. Indian industrialists also tended to favour employees of their own caste and language. When I started work, most applications for jobs started with an assurance that the employee came from a respectable family. But during the rapid growth of the 1950s and 1960s, the discrimination in employment began to break down. Hence the rising middle class was quite satisfied with the regime of that kind.

Not everyone was. The early 1950s were the time of the Samyukta Maharashtra agitation. I remember Nehru coming to speak at Chowpatty; we tried to go, but were beaten off by the police, which had cordoned off the Chowpatty against Samyukta Maharashtra agitators. They also invaded Sydenham College and tried to make us join the strike. Further east, there was an agitation for the break-up of Hyderabad state and unification of Telugu-speaking areas. That was also the time when DMK emerged as a Tamil separatist party. Shiv Sena came later. All this subnationalism was about employment for sons of the soil; the great cities and the provincial governments were too cosmopolitan for local tastes. Nehru opposed the subnationalisms and was defeated by them. But between them and the original Congress nationalism, the middle class obviously preferred the latter.

The trouble with Nehruvian socialism was that it was unsustainable. Its fragility became evident when rains failed in 1965. Foodgrain production at that time was 83 million tons; the US gave us 11 million tons free that year, and staved off large-scale starvation. I was then a bachelor; I was  teaching in Bombay University, and used to forage around in restaurants of Flora Fountain and Colaba. Prime Minister Lal Bahadur Shastri forced restaurants to close on Mondays to save food, and I starved. 

That socialist experiment had consequences, some of which were immediate, whilst some are continuing even now. Immediately, once US aid was scaled down in 1966, the payments deficit became unsustainable, and the Rupee was devalued. Then, in the absence of aid, government investment had to come down; a three-year plan holiday was declared, and construction of new public sector plants came to a halt. Industries built up in a booming economy behind impregnable import barriers proved unviable; in the early 1970s, thousands of engineering plants and textile mills closed down. West Bengal, which had a large engineering industry, was especially hard hit; its woes led to the eclipse of the Congress, and the rise of CPM, which continues to rule West Bengal to this day. Nationally too, economic adversity raised doubts about policies and split the Congress. And the public enterprises, a legacy of that time, still languish, after 11 years of disinvestment and privatization. Thus 1966 turned out to be a turning point in the nation’s history. It was in my history too. That is when my honeymoon with socialism ended. I left my reader’s post in Bombay university and went to Delhi to join Delhi Cloth Mills as chief economist.

III

We did not have to wait long for the next turning point. It came with the oil crisis: in October 1973, the Arab countries took control of their own oil production and raised the oil price fourfold. The blow was both external and internal. Externally, the balance of payments again became unsustainable, and the government had to scramble to borrow money abroad. Internally, price rise suddenly accelerated, and led to strident demands for wage increases. The government itself was in desperate trouble, and could not meet the wage demands. Hence came the railway strike in 1975, which Mrs Gandhi brutally depressed. Soon resistance spread; to suppress it, Mrs Gandhi declared emergency.

The emergency is remembered for its excesses – the large scale imprisonment of political opponents, the mass sterilization campaign, Sanjay Gandhi’s mob rule. Some would also remember it because government servants started going to work on time. But the most important event was the rapid turnaround of the balance of payments – by 1976, the crisis was over for India, and payments became perfectly manageable. Even the mini-oil crisis of 1978-79 could be tackled with great ease. And importantly, many developing countries borrowed heavily in those years, but India did not. All of them had defaulted on their international debts; India had not taken recourse to private loans, and so escaped catastrophe. Then in the early 1980s, oil began to flow from Bombay High, and India’s balance of payments looked extremely solid. 

By the early 1980s so many developing countries had gone bankrupt, and international bankers were short of borrowers by the 1980s; India, with its solid balance of payments, looked very attractive. Bankers, especially Japanese ones, poured money into India in the 1980s; that was the root of the next payments crisis in 1991.

That crisis has given the 1980s a bad name. The general impression is that Rajiv messed it up. Elected to power in 1985 with the highest proportion of votes ever won by the Congress, he ruined the economy by borrowing too much abroad, and the polity by overturning the Shah Bano judgment of the Supreme Court.

But the way I see it, the reality was more complex and interesting. India is a peculiar democracy; it is the only functional democracy in which political parties have no stable, legitimate, established sources of income. Most democratic countries have a leftist party supported by trade unions, and a rightist party supported by businessmen; some nowadays have a green party supported by an environmental offshoot of the left. All these parties have loyal supporters, who vote for them, support them and when necessary, fund them. In effect, therefore, they are voluntary organizations funded by members. Out of the contributions they maintain offices and support leaders. 

In India, however, it is just the other way round: it is not supporters who fund parties, it is parties that reward members. Thus, trade unions are virtually penniless. When they win wage increases, their members may pay them something out of generosity. Some unions run employment rackets. But trade unions have no regular sources of sustenance. This is equally true of parties. Hence it is important for parties to get into government, and to siphon off government funds.

This pattern essentially emerged in the period between the oil crisis of 1973 and the payments crisis of 1991. Mrs Indira Gandhi had started a business selling government favours to businessmen for money in the early 1970s. Lalit Narayan Mishra was her chief collector. When he was killed, other  collectors emerged; some of them are still active in the Congress. But the real need for party funding arose with the emergence of political competition – that is, after Janata party won power in 1977. Over the 1980s, access to money came to be the primary aim of getting into power.

Politics based on the capture and sale of state power is expensive and unstable. It is expensive because there are too many political forums and hence too many politicians in our country; the fact that politics is an occupation which requires no training makes the supply of politicians highly elastic. And politics is unstable because the chances to collect money are concentrated in the hands of ministers. They are a minute proportion of the vast corps of politicians. Unless they keep collecting enough and feeding the hungry army of supporters, the latter will break away. This is the root cause of dissidence, and of a multiplicity of small parties in this country.

If parties were divided on ideology and could attract loyal supporters, they would need less to milk the state for money. Every once in a while, politicians have tried to build up such parties. Jayaprakash Narayan started a mass movement in 1973 directed against Mrs Gandhi’s corruption; but he was too old and sick to carry it far. V P Singh attacked the nexus between industrialists and Congress politicians in 1985 when he was finance minister; no wonder he was thrown out of the Congress. Then he tried to set up a party of the oppressed, starting with the Dalits. But Rajiv saw the threat he posed to the Congress, and outmanouevred him. The BJP has similarly tried to find a broad Hindu constituency by stirring up Ayodhya. The ploy worked brilliantly – but not so well as to give it an absolute majority anywhere. Repeatedly, the Indian people have rejected ideological appeals; and so they have got fragile governments based on alliances of kleptocratic, opportunistic politicians.

Economically speaking, the 1980s were a golden period. The Hindu rate of growth of 3½ per cent prevalent from the 1950s till the 1980s was breached; growth went up to 5½ per cent, well distributed between agriculture and industry. Just as in 1952, as economic constraints were relaxed, the politicians also felt more inclined to experiment. Thus the first experiments in relaxation of both industrial licensing and import licensing were made in the 1980s. And each time they worked. Following relaxation of import licensing in the late 1970s, exports zoomed. That led to progressive relaxation over the 1980s, albeit within the old policy framework. Similarly, V P Singh’s relaxation of industrial licensing in 1985 led to a great industrial boom. Thus although the 1980s created the conditions for the payments crisis that followed, they also saw experiments that gave politicians greater confidence to experiment with liberalization in the 1990s.

IV

Still, they would not have experimented with it if there had been no crisis in 1991. I handled the post of Chief Economic Advisor in the finance ministry from 1991 to 1993, and had a small role in the reforms that were then carried out. What I remember most was the volume of resistance and obstruction.  Politicians, without any distinction of party or ideology, did their best to sabotage the reforms. The strongest opposition was within the Congress. For instance, we tried to reduce the subsidy on fertilizer. There was a massive revolt in Parliament. It appointed a joint parliamentary committee (JPC) headed by Balasaheb Vikhe Patil, who has the knack of landing on his feet: he was in the Congress then, and now he is a minister in the BJP government at the center. The JPC he headed sat on the issue as long as it could. Then it made a report that it was sure would be rejected by the government, thereby keeping subsidies intact. It recommended that the subsidies on nitrogenous fertilizers should continue, and those on phosphatic and potassic fertilizers should be abolished. Nitrogenous fertilizer subsidies were the major ones; if they could not be reduced, the government would give up in disappointment. Narasimha Rao accepted the report and abolished the subsidies on nitrogenous and phosphatic fertilizers. But they came back in another guise before long. Vikhe Patil and his politician brothers certainly knew which side of bread was buttered on. Similarly, I drafted a proposal for abolishing the sugar subsidy in phases. But suddenly it went off the agenda; I heard that Sharad Pawar, who was then defence minister but always a friend of Maharashtra sugar producers, had stopped it.

In spite of the obstruction, the little reforms we managed to implement worked beautifully. They engendered a magnificent industrial boom. It ended in 1996. But the investment and technology it brought in fuelled fierce competition in industry. For seven years, industrial prices rose less than agricultural prices. So villagers’ purchasing power went up; today, a whole range of consumer goods from soap to motor cycles have found big markets in the villages. The millennia-old curse of rural poverty is lifting. With the lifting of industrial licensing, anybody could produce anything. As a result, people have diversified their consumption habits. That is one reason why, despite years of bad harvests, we have a surplus of foodgrains: people have more things to consume, and are eating less rice and wheat.

As industry has become more competitive, the balance of payments has improved year after year; the current account last year recorded a surplus for the first time in 15 years. The last surplus, in 1978-79, was due to massive foreign aid following the oil crisis; if we exclude foreign aid, the last previous surplus was in 1954-55. This year, India has virtually stopped taking foreign aid; instead, it has lent money to the International Monetary Fund. When I entered Sydenham, India was paying its way; today, as I approach the end of my career, India is solvent again. That is the achievement of our reforms of the early 1990s.

V

The biggest changes are psychological. Without the financial independence that the reforms brought to India, the BJP government would never have dared test nuclear weapons. Without the liberalization of exchange control, there would have been no software boom. Our success in software changed the world’s image of India. When I went to Germany in the 1960s, I used to think the Germans were the most intelligent people in the world, because even their children could speak German. So I was taken aback when, last year, a German said to me, “You Indians are very intelligent, aren’t you?” He was referring to our software engineers.

Within the country, the reforms changed the image of businessmen. In the days of controls, every businessman was looked upon as a criminal. Today all that opprobrium is gone. Today, politicians court businessmen; the balance of power has been reversed.

This is where the greatest promise lies, as well as the greatest peril. Although the status of the businessman has changed, his mentality has not; he is still the petty deal-cutter. It is still the norm for individual businessmen to approach the government for favours, and for politicians to use state power to exploit businessmen. Ours is about the most protectionist country in the world; and if you want to know why, just ask who asked for the numerous anti-dumping duties: behind each duty is an industrialist, and in many industries he has a monopoly. Ours is also one of the world’s most corrupt countries. Most corruption is related to business, and for every bribe-taker there is a bribe-giver. Corruption is inevitable when an powerless businessman confronts an official with the power of the state behind it.

This will change only when businessmen combine in their dealings with the government. Every import duty that benefits a businessman hurts another; if they act together, there will be no import duties. Every bribe helps abusinessman against his competitors; if businessmen deal collectively with the government, they will ask for and get an honest administration.

And it is not only a good administration we need. We also need a social conscience. Today, the number of poor is no less than a decade ago; no fewer brides are being burnt, no fewer children are dropping out of school. Our society needs compassion, humanity, sensitivity. Now that businessmen are emerging as the country’s leaders, these needs have become their responsibility. We need philanthropy; but that philanthropy must come with a business sense, with a calculation of how we can make people better off. Does our system of private and public health care make our people healthy? Are there no cheaper ways of improving people’s health? P V Sukhatme used to say that waterborne diseases of the stomach are the biggest source of both sickness and malnutrition, and that protected water supply would make people both better fed and healthier. Our schools are a prison for children; just to make children literate and numerate, they do not have to spend seven years in school. With today’s computer technology, with VSAT and television, it is possible to teach children much more, much faster.

Thus, the quest for efficiency, speed and cost-effectiveness, which is the heart of business and industry, affect every aspect of our life, including government and social services. Now that business has been freed from shackles, our CEOs and managers should no longer confine themselves to their own businesses. They must make the business of the nation their own.

