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The Idea of Inclusive Growth and
Development Policy

SYED NAWAB HAIDER NAQVI

This paper explores the idea of Inclusive Growthtasas evolved over time since the
Industrial Revolution in the West, and in the depéig countries since 1950, when development
economics and development policy were officiallyrbolt is defined as a policy that deliberately
seeks to achieve concurrently a dynamic relatigniséiween the growth of per capita income, the
distribution of income and the level of povertyairgrowing society. The active pursuit of this
three-pronged objective must, therefore, be thécksim of development policy. Experience
shows that this relationship, though generally,tisi®y no means automatic, nor is it amenable to
quick fixes. The main premise of the present papiirat without inclusive growth the standard of
living of a people cannot be raised on a permahasis. The paper argues that to succeed in
grasping the Holy Grail will require a major retkiimy of development policies to guide
developing countries along a high-growth trajectdmyparticular, development policies that the
fast-growers (especially the miracle-growers oftata and now China) have pursued must also
form part of the policy-packages of developing ddas together with measures to promote high
rates of saving to finance the investment requiremeof a fast-growing economy, and
government-supported import-substituting indussaion, among others. Yet, the policies of the
fast-growers need not be imitated blindly. But tsbpuld be adjusted to take into account new
knowledge about the development process. To itistialise growth on a long-term basis,
governments must also prepare a new social contréay firm foundations of a dynamic society
based on social justice; which, in turn, requiresreative synergy of economic, political and
social forces at work in the society.

The evolution of development policy over time dsncharacterised as a faltering
pursuit of inclusive growth: namely, an integratptbgramme of achieving highest
possible rate of growth of real GDP that doublesgapita income within a short period,
with an eye on distributive justice and an undididecus on reduction in poverty. There is
a link that ties these apparently disparate potibjectives; but these links need to be
strengthened by deliberate government policy toertakm fully functionat. It is only by
achieving these connected objectives simultanepaslipn quick succession, that efforts to
bring prosperity to people can succéefihe greatest minds in economics from the times of
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2Thus, if inequality of income increases signifidgmelative to the increase in average per capib®G
then it is possible for many people, especiallysthin the lower income group may be worse off ebheugh
average income is rising [Stiglitz, Sen, Fitoug§i12), p. 3].
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Adam Smith to Mills, Marx, Marshall and Keynes be tpresent era have strived to address
this problem. Yet it remains an unfinished agenflawman development—equivalent to
the mathematical problem of “squaring the circEen in the Western societies, where the
search for inclusive growth began in the 18th agmtine process is by no means complete.
Indeed, at the policy-making level, it started takishape after World War II. In the
developing countries, the search began in 1950hhatbeen taking shape much more
quickly in the fast-developing countries. It isetbfore, apt that the success of a set of
development policies is judged by reference to fth#ment or non-fulfilment of this
universally valid amorphous objective. Experiergl®ows that it is a fairly faithful
barometer of the state of a society that is botmadyc and just. However, the successful
pursuit of this agenda is a non-trivial exercisg®ugh by no means impossible. There has
been a negative relationship between growth amshiecdistribution on the one hand; and
between economic growth and poverty on the othad-kahough in this average picture
there is considerable variation. There is littleilolothat the more equitable, widely shared
and poverty-reducing growth is, the more sustamablould likely be in the long run; and
that high growth of per capita GDP sustained oweglperiods of time leads the way in
pressing forward with inclusive growthBut success depends on full comprehension of the
economic, political and ethical aspects of theds#ualso depends on the earnestness with
which governments grasp the nettle, because leavitg the market will not do. The
governments must forge implicit or explicit sodiaintracts with the people so that people
voluntarily part with substantial amounts of sawdrtg finance futuristic investments. In
short, to sustain high growth rates over long piriof time, governments must move along
the entire water-front, so to speak.

It may be noted in this context that determining $ize of the government has been
one of the most wasteful academic pastime and t# damaging for development efforts.
Rather the focus should be on its effectivenessrims of its success in ensuring inclusive
growth. In the last half a century, there haverbexamples of countries which have
succeeded in weaving these elements of inclusigaitrinto a self-reinforcing process
(South Korea, China, Singapore, for instance); thece have been instances of failure too
(the Philippines, Mexico, Argentina). In each caksuccess, the growth rate of per capita
income has been kept high and stable, and ineigsatit income and wealth have not been
allowed to increase. And in each of these casesdéwelopment policies have been
implemented by the Visible Hand of the governmarieague with the so-called ‘Invisible
Hand’ of the market. Interestingly the successhliges have generally deviated from the
so-called “first-best” market-only policies thatlajiving countries routinely prescribe to
those who knock at their doors. The exact lindigiSion between the government and the
market has, however, shifted over time in spediécelopment contexts.

The present essay seeks to outline the manner ichwhe problem of achieving
inclusive growth in its multi-dimensional complexihas been tackled since 1950, when
most developing countries got their independenam fWestern colonial rule. To provide
a perspective, the history of development policytie West since the Industrial
Revolution is also briefly recounted to see whettibe policies pursued since

3A concentration on the GDP statistic has been éebab end, and so has its implication for national
welfare. We discuss briefly this problem in thipeg but hold the view that there is no other nunaseyet that
summarises the state of the economy in the formsifigle number.
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independence by the developing countries markecderatibal break from the past

practices that made Western countries rich andpprosis or are they a continuation of
the practices they had been following since theustrdal Revolution? This essay
subscribes to the latter view. To analyse thisblenm in greater detail we cite three
recent works that try to address it. The first inets the general historical account of the
emergence of economic and political institutionscsi the Industrial Revolution in

England and elsewhere in the West to sustain ingdusconomic growth; while the

second discusses the nature of development pokciepted by these countries to bring
about Industrial Revolution and sustain it theraffThe third study shows the slow
evolution of the set of policies that have formled hucleus of inclusive growth.

I. THE PURSUIT OF INCLUSIVE GROWTH SINCE
THE INDUSTRIAL REVOLUTION

Acemoglu and Robinson (2012) present a historigédly account of development
successes (failures) of nations throughout thedvdithey maintain that inclusive growth
on a sustained basis flows from aconcatenation “ofclusive” economicand political
(democratic) institutions, with a view to distriilnd political power broadly and
imposing enough constraints on the abuse of palifpower by the élites. It ensures
secure property rights for facilitating future istment and spreads the fruits of
development success to the widest proportion obuntry’s population, gradually but
surely. It also insists on the establishment ofiahiased system of laws so that people
live by law in a democratic framework. Furthermoiteprovides public services and
allows freedom to people of making contracts witidividuals of their choice. The
interaction of inclusive political and economic titigions tends to generate virtuous
circles of widespread prosperity and well-beingn t®e other hand, when political and
economic institutions are out of synch and extvactithey create vicious circles of
poverty, misery and ‘ill-being’. Both types of dies tend to be reinforcing and
perpetuating, which are hard to reverse, so ttesmielement of historical determinism
in the way that nations succeed or fail. But thisdt the end of the story. Indeed, human
volition and determined effort play a decisive partshaping the destiny of nations.
There are cases of countries, especially thosehavbirved under colonial rule, that
succeeded in turning extractive economic and palitinstitutions into inclusive ones
(South Korea, for instance) and vice versa. Thérakitea here is that inclusive political
and economic institutions nurture industrialisatifurelled by free-market competition,
innovation and a process of creative destrucijone that destroys out-of-date
production technology and replaces it by top-o&litechnology), what Schumpeter
pointed out not so long ago. However, creative rdesbn cannot come about if the
political forces supporting the old methods of pratibn are strong enough to block the
forward march of a revitalised industrial processdrl on state-of-the-art methods of
production. Anti-trust laws must, therefore, becgoéd to foreclose such possibilities.
However, the authors are careful to point out thaly do not subscribe to free-market
ideology that abhorsany state intervention for the good of the societystéad, they
explicitly recognise that “inclusive institutiongeed and use the state” (p. 76).

Acemoglu and Robinson trace the origins of theusiele institutions in what is
now known as the First World back to the IndustRalolution of 1779 in England and
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before that to the Glorious Revolution of 1688 pails England, both of which had the
effect of decentralising economic decision-makifitne French Revolution of 1789,
which swept away the decadeancien regime,also brought about a profound
transformation in the economic and political sttmes of European societies. These
historical “turning points” led to a consolidatiaf inclusive political institutions by
centralising political poweand making it truly pluralistic by diffusing it amonthe
largest number of people. This process helped bibekoperation of what is called the
Iron Law of Oligarchy—namely, one that simply req#a one set of extractive political
institutions by another set of equally or even mextractive political institutions. In the
two centuries following the Industrial Revolutiosych a concatenation of political and
economic forces, brought about by unanticipatedalbmiifferences and contingency”,
has favoured the adoption of technological chamg&Viestern Europe and the USA.
These institutional changes have been duly suppooe mass education and the
provision of health services to the people. Thusleast for the 1/10th of humanity
located in the West, the ideal of inclusive grow#s gone quite far, though haltingly and
slowly, and dogged by vested interests.

The present essay broadly supports this analytieahework for assessing the
sustainability of long-term growth and social jostiin developing countries, but
considers it to be an insufficient basis for foratilg a sound development policy for
inclusive growth (To be fair to them, the authdessnotrecommend that their analysis is
used for designing a policy “to encourage changetds inclusive institutions” (p. 437).
The reason is that the institutions necessary tzawe and deliver inclusive economic
growth, depending as they do on unanticipated aotéd and contingency factors, cannot
be replicated by calling into play these past evesbme of which are of a once-in-a-
century type of occurrences. Much less is it talasio legislate and implement a
development policy based on accidents of histanpther shortcoming of their analysis
is the assumption that there is a direct link betwedemocracy and economic
development. While the importance of democracy oabe denied in helping to diffuse
the fruits of economic progress, the relationskimguite complex. The forces that help
fast growth are many and they operate even if thenity is not formally democratic.
This has led them to wrongly evaluate the long-tesustainability of the Chinese
miracle? However, the one solid idea they emphasise, aadtie that this essay also

“Even for assessing the long-term possibilitiesy weediction concerning China is unduly pessinaisti
They predict that Chinese growth “based on camhimport of foreign technology and export of lonee
manufacturing products—is likely to come to an erahdfits] spectacular growth rates will slowly
evaporate”(p. 442). This statement really soundseniixe an anti-Chinese propaganda than a scientifi
statement. The spectacular growth rates are based om the expansion of the domestic market by impo
substitution of a gradually higher order than opak fetishism and on an essentially balanced deweént of
the economy. Its exports are not all that cheqgycats of Western products either and have graduatived
to greater sophisticated exports of mechanicaleectronics and computer-based products. The bésieir
pessimism is that Chinese political institutione authoritarian and are expected to remain exteatests on
a rather primitive definition of democracy, based @ections and public balloting. Thus, for ins@nthey
misattribute South Korea’'s and Singapore’s asaefirst World status to elected governments. Thkeifathat
the governments of these countries (and espe@itigapore’s) are no less authoritarian than Chineser
purposes of inclusive economic growth what is ndededeliberative democracy, one that allows public
discussion of matters of concern for the peoplés Ehhappening in China through the TVE's (The Ticand
Village Enterprises), which have allowed much geeategree of decentralisation of industrialisatiwacess
than even in India. See, Bardhan (2011), and alsméte 16.
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singles out for detailed discussion, is the roleénalustrialism, supported by innovation
and creative destruction, as holding the key ttusiee growth.

[I. THE ENLIGHTENMENT ECONOMICS AND
INCLUSIVE GROWTH

The nearly universally accepted wisdom about Iteistrial Revolution’s role in
the creation and cementing of the inclusive econ@nd political institutions is that it was
an integral part of the essentially beneficial pcbjknown as European Enlightenment,
which based human institutions and processes @amaathought rather than on religious
superstition. England and other European statéshwiad adopted Industrial Revolution
technologies practised a free-market economy amt lalssez-faire based on their
comparative advantage or disadvantage, keepinggthernment on the fringes of
economic activity though not out of it. Accordipgit is argued that the labour-surplus
countries would produce labour-intensive agriceltugoods (Portugal in Ricardo’s
example), and the capital-abundant countries déptensive manufactured goods
(England in this example). If each trading courgtryroductive resources were so
organised, the returns to raw material produceds raanufacturing producers would be
equalised across countries, and so would the wadabour and the rental on capital, both
relatively and absolutely. Thus both the productiord distribution of income between
capital and labour would be optimised, regardlesshe commodities (agricultural or
manufacturing) the trading countries produce. &hepould, therefore, be no need to
change the production structure of either courntryparticular by import-substitution-led
manufacturing. European Enlightenment basethissez faire free markets and minimum
government, has thus been seen as a universal fardhe good of both the labour-
abundant and capital-abundant countries, both ptimuwise and distribution-wise.

Reinert (2011) in his wide-ranging study of theunatof Industrial Revolution in
England, its spread to Europe and the US, and e¢hergl atmosphere in which trading
relations were done, concludes that “Enlightenmeatinomics cannot be equated with
laissez-faire, and “there is little heuristic valmecontinuing to equate, for good or bad,
“economic liberalism” with the “Enlightenment Prof& whatever any of those phrases
may mean’(p. 283). Indeed, he shows at lengthithéhose European countries which
were powerful enough to decide their economic pedidndustrialisation was actively
promoted by heavy state interventiohariffs were selectively imposed to curtail
international trade to “ensure the developmentahestic productive capacity” (p.281).
Not only that import-substituting industrialisati@ home was protected, but its fruits
were not allowed to accrue to the weaker countie&urope’ He gives the tragic
example of Naples, which tried to adopt English etypimport-substituting
industrialisation” and had become the most indak$ed state in Italy, but which was
punished for this emulation by British gunboatsi&stroy these industries; to add insult

%It is therefore not surprising that noble souls lilacob Viner and Haberler have, for reasons stated
above, fervently advised the developing countrinsthe post-colonial times, not to fall for the kpsi of
industrialisation in violation of the inviolable haof Comparative Advantage---that is to continuetlie
footsteps of the Industrial Revolution that broughth prosperity to the West; and that any dewiafiom it
would bring only the economic ruination of the Thiworld.

®In similar vein, Jacob (1997) has pointed out the Industrial Revolution in England involved
massive state intervention by the state.
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to injury, Naples was made to pay heavy indemnfoedurting the British interests. He
observes “free trade simply meant England’s freedorexport manufacturedsi€) in
exchange for foreign raw materials, a practice axonically known as “free-trade
imperialism” (p. 279). Indeed, this was the uniatrgractice, designed to prevent the
late-comers from catching up with the pioneers. Tatéer meant England and few
European countries which could take independentsides. The law of comparative
advantage was indeed a subterfuge to justify fragetimperialism. Indeed, the example
given above to prove the worth of the law of comagime advantage, called the crown
jewel of economics, gave England the right to poedand export manufactured goods,
and for the poorer Portugal the only option wasdotinue producing and exporting low
value-added wine—and to stay happy with that pmsitver after. The great German-
American economist, Friedrich List (1844) summed thpe widespread mood of
frustration at the double-speak of the English eoaists in support of the beneficence of
laissez faire “It is a commonplace rule that when someone ltsnaed the summit of
greatness, he throws away the ladder by which ih@eld up, in order to deprive others
of the means of climbing up after him. Herein lid®e secret of Adam Smith’s
cosmopolitical teachings, the cosmopolitical terwikem of his great contemporary
William Pitt, and of all their heirs in the Britishjovernment administration”. [cited in
Reinert (2011), p.43].As per this account, the goal of inclusive growths primarily
meant to be pursued by and for the powerful seft&urope.

The Slow Boat to Inclusive Growth in the West: kiyrbe noted in concluding this
brief survey of the evolution of the idea of indles growth and its relationship with
actual policies in the First World, that the prace$ achieving it which began in the™8
Century is far from complete to this day. Nasrl(PPhas recounted in detail the slow
process of the acceptance of the idea of IncluGirawth as a valid economic principle
that could form the basis of a fruitful developmerdlicy. From Ricardo to Mills,
Malthus and Mary, it was believed the lot of thepoould not be improved on a long-
term basis in an industrialising society, such that Industrial Revolution ushered. The
Wages Fund theory prescribed that wages were &gthera physiological minimum so
that a rise in wages would only lead the workingsslto procreate more adding to the
supply of labour and pushing down the wage leveth® original level. The share of
wages in total national income therefore couldrigat on a permanent basis, which made
it impossible to raise the share of wages in nalicmcome. The increase in productivity
would also not help the workers for the same reagbmwas Marshall who, based on his
careful study of the industrialisation processhie tJS and England, argued otherwise.
He maintained that economic growth, pushed by aneased industrial productivity,
would benefit the workers because competition wdolde the employers to share a
good portion of their profits with the workers, sfiras wage-earners and then as
consumers. As if to prove Mills and Marx wrong avidrshall right, the share of wages
in total income and living standards of the poatt mcreased over time. But the idea of a
Welfare State (which Beatrice Webb called the “lmkiseping state”), and that of a
National Minimum, took much longer to get acceptantthe West. It was only in the
aftermath of the Great Depression and World Waxahd forced by the logic of

"Schumpeter (1954) echoed the same feeling muchvidiien he characterised Ricardian theory as: “it
is an excellent theory that can never be refutetl@arks nothing save sense” (p. 473).
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Keynesian Revolution) that the role of the statémproving the conditions of the poor
was recognised. As described briefly in Section&loty, the resistance to the idea of a
welfare state has gathered momentum in the Wese $he 1970’s, under the leadership
of Hayek and Friedman. The Great Recession has &gaught to the fore the evils of
involuntary unemployment and the need for deterthig@vernment action in the US and
to a lesser degree in Europélet once again, the western world is divided leetwthose
who believe in austerity-based approach to fighession; for them controlling inflation
and containing budgetary deficits takes prioritgovinding cures for high and persistent
unemployment; and those who adopt the Keynesipa-tgpproach which accords
priority to finding a solution to unemployment. THermer side step any thought of
welfare state while the latter care for it. Cor@sghngly, the former has all but forsaken
the search for inclusive growth; and the former joised it with renewed vigour.The
point to emphasise here is that the search forusingt growth, though it sounds
reasonable, proceeds by fits and starts, dependimghe direction in which the
intellectual wind is blowing at a particular pointtime.

[lI. COLONIAL DEVELOPMENT POLICY AND
NON-INCLUSIVE GROWTH

We now pass on from the West to the developing t@msand see how the idea
of inclusive growth fared under the long night aflanial rule that these unfortunate
countries had to suffer through. As one would ekgacthe light of the preceding
discussion, the colonial policy was one esfforcednon-development. It did not allow
industrialism to prosper in the countries the savag it was in the weaker nations of the
West, with the result that agricultural productvin these countries was also kept low.
Laissez faireand minimum government were the basic non-pololst Acemoglu and
Robinson (2012) debunk the usual claims that calanile was in any way beneficial to
the colonies. Indeed, the “the profitability of Bpean colonial empires was often built
on the destruction of independent polities andgedous economies around the world ..."
(p- 271). Nearer home, the Indian textile industeich in the 18th century supplied
textiles to the entire world, was destroyed byBhiéish to keep their own textile industry
alive. The spoliation of Africa was perhaps muchrseoand brutal. They cite these
examples, as an explanation of “why industrialmatpassed by large parts of the world
but also encapsulates how economic development soayetimes feed on, or even
create, the underdevelopment in some other partshe@fworld” (p. 273). Quite
predictably, the result was a long period of stgtiowth, high unemployment, poverty
and misery in the colonies. As Reynolds (1983) foaut, this period was marked by a
total absence of the sparks of innovation and telcigical change. To put it bluntly, the
quest for inclusive growth had all but been givemin the colonies. The wheel of
economic progress was made to run in the reverse.

80f late there are factors that have underminedaitisess—for instance, the usurpation of the paliti
process by corporate interests and the rising alé@s of income and wealth most pointedly in & but in
other OECD countries as well. Two important studiéag out the phenomenon of rising inequalitieghia
US—Stiglitz (2012) and Noah (2012). Both point auprogressive concentration of power and wealtthén
hands of the 1 percent—indeed, 0.1 percent—of thulption in the US, while the rest continue toefac
extreme hardship. This has made capitalism dysfumaitand socially disruptive. Both conclude thernedial
action needs to be taken before it is too late.
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IV. THE QUEST FOR INCLUSIVE GROWTH UNDER THE PIONE ERS
OF DEVELOPMENT ECONOMICS

Thus political and economic under-development whs problem facing
development economists and policy-makers at the timindependence in 1950. Even
though there were differences across countriesttat was needed to be done to change
the state of these societies for the better, there widespread consensus to grow fast
enough to reduce poverty and to converge with thelbped countries. Even though the
growth possibilities of the colonies at the timereveonsidered too low, the development
economists and policy-makers were quite upbeat talloel chances of success in
transforming these societies peacefully from preidamntly agrarian to industrialised
ones’® Fortunately, they knew their economic history vevgll; and had experienced
first-hand the ravages of the colonial policy. Theew that there was no way to achieve
it except by reversing the colonial developmentigie$ that had clearly retarded the
growth and development of the developing countitgsabout a century or so; and that
import-substitution industrialisation helped by gavment protectionist policies was the
only means to achieving prosperity. To continue wistissez faire and minimal
government would tantamount to keeping them permiinpoor. At any rate, any policy
that gave the impression of perpetuating pre-Indéeece policies would have been
politically unacceptable and those responsible ddvocating such views would have
been lynched as enemy agents!

Two basic ideas undergird the development polichattime: namely, the ideas of
Inter-sectoral Balance in the design of developnaeit that of Structural Transformation.
Both these ideas are described by Lewis’s two-sentmlel as set out in his Nobel Prize
winning “Unlimited supplies of labour” article. €Hirst idea was to enlarge the domestic
market and ensure a full utilisation of the demapill-overs from the industrial to
agriculture sector andice versalt was necessary to keep a dynamic balance between
them. The general equilibrium economist that he, wathur Lewis clearly saw that to
industrialise without promoting agricultural impements “is to ruin the industrialists (who
won't have enough workers or consumers) and toraw® agriculture without
industrialisation will ruin the farmers (who willve in a society with vast hordes of
unemployed” [cited in Tignor (2006), p. 87].The second element elaborated on the
character of industrialism—the process of the $wrat Transformation of an agrarian
society into an urbanised one—from a state of &gmtequilibrium to one of industrial
equilibrium”, and then to ensure that it graduatigved from lower-order manufacturing to
higher-order manufacturing. The basic idea heretwasrange for a steady transfer of less
productive agriculture to industrial sector at agtically unchanged wage, indicating that
even at the subsistence wage the supply of labamaeeed the demand for it. However,
since the opportunity cost of labour would typigdle significantly lower than the actual
wages paid to it in manufacturing, the social mtir employment in the manufacturing
sector would typically tend to exceed private nesur Import substitution for both the
domestic marketand the export markets, helped by innovation and teldgical change,

“The best forecast for the long-term growth posisigsl did not exceed 0.50 percent for India and
Pakistan before their Independence in 1947. gehimere no better for other colonies [Clark (1984

®The idea of keeping inter-sectoral balance betvagitulture and industry by keeping an equation
between wage goods and food has been fully explarktelior (1986).
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was seen as the basic mechanism to achieve battertie of development policy, noted
above. In the long run, it had the effect of raisexports as a percentage of GDP by
diversifying the exports. It would be financed b¥yigher level of saving and investment
that would be created in this process. Howeveras emphasised that not only physical
capital formation but also knowledge formation veasral to this process. Indeed, Lewis in
his (1955) classic isolated three factors—namélg, will to economise, the accumulation
of knowledge and the accumulation of capital—aslingl the key to making a successful
transition from a rural static state to an indastlynamic state. The object of economic and
social development was diagnosed as the fastesttgad per capita income by ever-rising
rates of saving and investment and maximum emplaygeneration to eradicate poverty
as quickly as possible and to attain the high-ineastatus of the rich countries in the
foreseeable future. He also emphasised women'’scipatton in outdoor economic
activities as essential on economic as well as Imm@unds. However, he and other
development economists were clear that, to citeid’ewnaxim, “The horse of development
should go in front carrying the cart of welfare imehit” [Tignor (2006), p. 37]. But to
harness the vast and complex potentialities of @mdnand human development, there was
need for government-supported planned developméat.emphasised that the newly
independent countries will need “planning, plannamgd planning of the highest order”
[cited in Tignor (2006), p. 84]. The Invisible Haofithe market could not be relied upon to
do the heavy duty job of paving the way for Streait@Transformation.

Three points may be noted about the developmentigsl Firstly, it should be
clear from this summary statement of the pioneelsas that, contrary to the popular-
liberalist critique, they presented developmentnecoics not as an isolationist subject,
having no connection with mainstream economicses€hideas, rather being heretical,
were orthodox in that they represented a contionatf the development policies of the
Industrial Revolution and Enlightenment Econominstérms of the basic underlying
principles as well as the development policy thadeit possible. As Tignor (2006)
reports, both the basic ideas underlying Lewis's-8gctor model—surplus agricultural
labour financing industrial development, and theeggance of an entrepreneurial class
which would plough back their profits into greaitevestment—came from his reading of
the factors contributing to the Industrial Revalat

Secondly, while the development policy at theetimpresented a continuation of
the historical trend set by the Industrial Revauatin rejectinglaissez-faireand using
state intervention to implement import-substitutfalicies, it was truly cosmopolitan in
outlook. While these policies were implementedhe @8th century by England in an
isolationist manner, denying the weaker countiesgdreatness it achieved for itself; no
such thing was evident in the attitude of the depeient economists and policy-makers.
The basic ideas of development economics, withedfit degrees of emphasis, were
universally adopted by all developing countriegy bind small; and the development
economists from all regions frequently exchangexvei in an atmosphere of bonhomie
on matters of common interest regarding the dewveéon policies for sparking and
sustaining high and inclusive growth ratés.

YFor instance, Tignor (2006) reports that for disiug Ghana’s Seven year Plan nearly all the
prominent development economists in the West amdBhast—Lewis, Hirschman, K. N. Raj, N. C. Bos,
Wignaraja and Ramanujan etc.—patrticipated in arosinere of kinship and common concern for upliftimg
underdeveloped countries.
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Thirdly, these policies were essentially egalitaria character. Although, the
Industrial Revolution was regarded by developmerdnemists as the high point of
human ingenuity to transform static economies dynamic economies, it was also clear
in their minds that it would not be proper to cofine Industrial Revolution’s brutal
methods. They knew that uncontrolled industrialdestroyed happiness and well-being
more rapidly than it created that. So the emphasis laid onplanning for balanced
development in an open economy, with ample ressulesoted to education and social
welfare programme¥. However, all this could not be achieved withautdducing basic
reforms to abolish feudalism and to maximise womperticipation in paid outdoor work.
Such reformist views came naturally to developnesatnomists like Arthur Lewis many
of whom were Fabian socialists, who rejected bbhliberalist prescription of the free-
markets and the complete socialisation of the medrmroduction, as the communists
demanded. Their reformist ideas were clearly dimeensuring fast economic growth
with a modicum of social justice. Lewis, wrote: ‘Hlonly long-term solution for [poor
countries] was industrialisation, which was possibbnly if accompanied by a radical
programme of redistributing income from inordingteich to the large number of
impoverished” [Tignor (2006), p. 45]. Furthermoitewas emphasised that such reforms
could be achieved best within the framework of aradlstic and democratic polity to
make them truly inclusive. The emphasis has beeftreating high growth rate of per
capita income, distribution of income and poverguction as an integral whole—to
pursue inclusive growth, that is.

Development economists of the time sincerely beliethat their ideas could bring
about a peaceful transformation of the developiogntries, eschewing class warfare.
Indeed, these ideas with different degrees of esipha view of the local conditions
were put in the form of blueprints for economic gness in Ghana and elsewhere in the
newly liberated African countries. And it did rtake too long to see their hopes fulfilled
in the form of high rates of economic growth, indiadisation and a more egalitarian
development pattern in comparison with pre-colopialicies. Under the leadership of
Raul Prebisch, Latin America celebrated its Gol&emiod of economic growth during
the 1950 to 1980 period. Following similar poligidadia laid solid foundations for
future growth under the leadership of Mahalanolid the modern fast growth of the
Indian economy is based on these earlier poli@éser than being the outcome of free-
market reforms?® East Asia and now China have posted miraculousvtronever
experienced at any time in human history. Africa tuas experienced solid growth.
Botswana has been the star performer here. Yehanekample of fast growth is that of
the war-ravaged Vietham which has practised sintiiarelopment strategy. In all these
cases (except perhaps Vietnam where poverty rerhgghy growth of per capita income
has occurred with a reasonable degree of distobutif income and wealth; and the
incidence of poverty has been reduced dramaticalierever growth of per capita
income has risen fast consistently to double p@itaancome within a decade or so.
Indeed, these ideas, wherever implemented congmisht, changed those societies

2t js worth noting that all the international ingtions like the GATT and the World Bank recoguis
the crucial importance of planned development attime. In England, the Colonial Office, for whitbwis
also worked, had accorded broad support to hisidea

3This point is elaborated at considerable lengtBardhan (2010).



Idea of Inclusive Growth and Development Policy 11

beyond the dreams of the founding fathers of tiseigliine of development economics.
They could not have dreamt of saving and investmegies exceeding 35 to 40 percent
(the latest figure for China is 49 percent) of G&#Rl growth rates of per capita income
fast enough to double it in a decade or so, bnggil the barriers of underdevelopment
and smashing all the sticky vicious circles of ptwand human deprivation.

V. THE LIBERALIST CREED AND NON-DEVELOPMENT

One would have expected that in view of their spadar success the
development policies pursued in the wake of Inddpane would win universal approval
and pursued with greater zeal and with a greameterstanding of the development
process. But beginning in 1980 the most outré evmmpened? With an unsettling
suddenness, liberalist thinking “dethroned” theinml development paradigm and
replaced it by the so-called “first-best policiesftamely, minimal governmenlaissez
faire and export fetishism based on the static prieoiflcomparative advantage—in the
belief that it would also produce first-best (Rareptimal) results. In effect, this meant
reversion to colonial economic policies briefly imved above and the virtual
abandonment of the inclusive growth ideal—all ire thame of achieving static
efficiency—Pareto-optimality, that 5. Development priorities changed drastically
overnight, unrelated to the development experiémtiee preceding post-colonial time.

The shift to liberalism in Europe began in respottséhe Keynesian rejection of
the minimal government philosophy that regardedyegevernment intervention a denial
of free markets and as paving the road to statntyr and serfdom. It also regarded
every effort to establish social justice by redlsttion of income and wealth an attack on
human liberty. Under the leadership of Hayek, Nant Perelin society was founded in
1947—including such luminaries as George Stigiétton Friedman, Lionel Robbins,
Paul Volker, Fritz Machlup, Karl Popper, Frankigimt, etc.—to safeguard the central
values of civilisation, to fight the decline irlkef in private property and competitive
market, to contribute to the preservation of freeiaty [Wapshott (2011), p. 214 By
its phrasing and content it launched a crusade-tgpgement to dismantle Keynesian
thinking. These ideas assumed a quasi-religiougéion that could not be refuted by
reference to their effects on the society. Inyialerided, these ideas were adopted first
by the British Prime Minister Thatcher under th#iuience of Hayek; and then by the US
President Ronald Reagan who was deeply influengediiton Friedman. Both the
economists had their differences but agreed th@fdtiopn was more dangerous than
unemployment. Small government became a keywargdticy-makers in both Britain
and the USA, trusting private initiative more thgovernment intervention. Monetary
policy, to be implemented by the Federal Reservar@owas considered as the more
potent and relevant policy tool than fiscal polieyen to fight depression-like situations.

“Interestingly, the outbreak of liberalism in theveleping countries coincided with the decline of
Keynesian economics in the US and England. Alan@gr, is quoted as saying: “ by about 1980 it knarsl
to find an American macroeconomist under the agdodfy who professed to be a Keynesian” [cited in
Wapshott (2012), p. 268].

®Indeed, Lal (1983) in a popular book argued that®eoptimality be adopted as a guiding principle
of development policy!

®The report from which the quotation in the textaken was drafted by none other than the Secretary
of the Society, Lionel Robbins.
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Indeed, Friedman, in many respects the alter éd¢tagek in the US,‘proved’ that Great
Depression, which he called Great Contractiona‘igeagic testimony to the power of the
monetary policy—not as Keynes believed testimonigsampotence” [cited in Wapshott
(2012), p. 249]. In other words, an economy deefpduble needed, not a stimulation of
effective demand as Keynes had advocated, but equate expansion of money supply.
The emphasis on employment creation was replacekebping inflation rates at the
lowest possible level, regarding the latter rathan the former as the economy’s enemy
number oné! If the economic process led by market forces sgaaitifices on the people,
then these must be endured. The government intederwith the market forces would
tantamount to blocking the working of the natueal/$ of economics, which were held to
be as immutable as all other natural laws. Evemn#itare of economic agents changed:
from the masters of their own destiny, they weradenalaves of the economic laws.
Finally, a Nobel Prize for both Hayek and Friednpamh a seal of academic virtuosity and
scientific probity on these ideas.

It is, therefore, no wonder that the pioneer dewelent economist’s policies—
namely, their denial ofissez faireas an oriflamme of international economic relation
their fervent advocacy of industrialisation posstea by government-sponsored
programme of import substitution and their emphagisegalitarian change in private
property rights—became the target of a virulengr#ist attack and vilification. Those
ideas, rather than being regarded as helpful fon@wic progress, were held responsible
for greatly compromising the growth possibilitiek developing countries. Since they
relied on heavy government intervention, thmust haveruined these economies by
definition, regardless of what the actual situatieas. If the situation looked good on the
ground, then it must be an illusion! Thus, for amste, if privatisation did not increase
competition but simply led to the creation of ptevanonopolies, asset stripping and
corruption on a massive scale—of which there ammtes aplenty—then the remedy
was more privatisation, and yet more privatisatidro take another example, if the free
flow of short-term capital across national bounesaified to a contagion-like situation in
East Asia in 1996-97, and made a sound exchangepadity impossible, they were still
advised not to impose controls on them becausestabiést policy could not be violated.
Assuming no significant trade-offs between the wisnand losers from growth, the
Liberalist Paradigm has consciously ignored theitggelated reformist issue, because
that would mean trampling over the individual’'s iorited moral right to private
property*® This religious attachment fwoceduresrather than to theutcomeof these
policies, also explains why the liberalist attamler-arching primacy to maintaining
macroeconomic stability, which has been definedavaly to focus only on low inflation
rate, low budgetary and trade deficits as a peacenbf GDP, and a “realistic” exchange
rate® And yet contrary to their expectations, the nesulieof the liberalist iconoclasm
has been to slow down economic growth, increasenpl@yment, increase poverty and

For a comparison of the Hayekian and the Keynegsisitions see Wapshott (2012); ch. 3.

®For a detailed discussion of the moral aspectibefdlist philosophy see Chapter 9 of Naqvi (2010).

®The liberalist definition of macroeconomic stabilis narrow, because a fuller definition of thener
would also monitor, as any modern text on macroecocs would show, the effect of the monetary, fisoad
foreign exchange rate policies on growth rates bPGand the unemployment rate. The essence ofubli
policy would then be to strike a balance betweemtionetary and real indices of macroeconomic #tabil
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widen the gap between the rich and the pbdratin America, having experienced stellar
growth for more than 25 years implementing the sdefpioneers, had to suffer more
than 25 years of economic stagnation implementhrg go-called first-best liberalist
ideas, before emerging from it only recently, thougther at a slow rate. In sum, the
search for inclusive growth in developing courgribat had gathered momentum in the
first thirty years of post-colonial period was eithgiven a new meaning, or sacrificed
altogether at the altar of macroeconomic stabilithe solid lesson learned from
development experience, especially that of thedestving developing countries, is that
development cannot proceed over long periods iratarosphere of macro-economic
instability; but that valid concern is not a licendor a one-sided pursuit of
macroeconomic stability, no matter what. In gehehe liberalists have not been wrong
in emphasising the need for macroeconomic stapilityere they have gone sadly wrong
is in focusing only on following certain procedunegardless of whether they produce
the desired results—whether they do succeed imdagiown the preconditions of long-
term growth and also help the economy move betoaidto sustaining growth over long
periods of time.

VI. THE ANTI-LIBERALIST CONSENSUS

At the same time as the Liberalist Paradigm gaim@dency in the academia and
led to a general decline of interest in developmem@tnomics and policy, an important
event was the evolution of ideas that challengentt® classical position daissez faire
and the undesirability of government interventionamy grounds. At the centre of this
Consensus is the theoretical literature that hagenségnificant changes in the Arrow-
Debreu version of neo-classical economics, by fiogusttention on one of the key
assumptions of the neo-classical model—namely, ittffatmation on both sides of the
market is perfect and is cost-free. Under the lesde of Stiglitz and Akerlof, the
Imperfect Information Paradigm has shown that witperfect (and costly) information
and incomplete markets competitive equilibriurmdt generally unimprovable. In this
framework, market failure is a rule rather than éixeeption. It creates immense policy
space for Pareto-improving government interventibhen there are studies that show
that since unemployment is mostly involuntary, r@dg the going (efficiency) wage rate
would not necessarily improve market efficiency anelate additional effective demand.
Indeed, doing so is more likely to lower industpabductivity. Another set of studies
showed that, in a dynamic context, when accounttaleen of dynamic external
economies, the static comparative advantage woaltbmger be suitable as a criterion
for optimal resource allocation; nor would it opise growth or social welfare. In
practice, no developing country that made it tofdst-growers table has ever developed
by the dictates of static comparative advantagetheeiin the West nor in the East.
Instead, growth via industrialisation creates isxalynamic comparative advantage, as it
would be using decreasing cost technologies rathen the pre-industrialisation
constant-cost or increasing-cost technologies.indplication of this line of research is to

2Rodrik (2010) contains sharp criticism of the ldlest policies. Comparing these policies with those
of fast growing countries like China, India etc.reenarks: “Given the policies in place in Chinagiiam and
India, it is hardly an exaggeration that to say thevould have been easier to explain their pentnce if these
countries had failed abysmally instead of succeethie way they did.” (p. 86).
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turn one of the basic recommendations of the lisrhterature on its head and show
that import substitution for both the domestic #éimel foreign markets, rather than export
fetishism, would most likely lead to maximal growta point which history also
confirms. Another development in the anti-libesalrein has been studies that provided
an analytical rendering of some of the basic idifathe early development thinking—
namely, the Structural Transformation and the BigtPhypotheses, and their distributive
implications—and are in fact of universal relevaraed constitute a net addition to
knowledge. They show that, even on strict efficiergrounds, a government-led
simultaneous industrialisation programme where dehspill-overs between sectors are
significant, would be the only available optiom fbe simple reason that individual acts
of industrialisation would not be possible undeesih circumstancés. It is, therefore,
surprising that these potent ideas, which diredélgy the relevance of the liberalist views
for development policy, have not undermined thd péahe academic community for
liberalist ideas even today.

VIl. THE HUMAN DEVELOPMENT PROGRAMME AND
INCLUSIVE GROWTH

Among other charges levelled against the inadeqoétiye development policies
of the formative years, one has been their allegedusive focus on the fastest possible
increase of per capita income as $ioée indicator of human well-being, neglecting non-
income aspects of human well-being; and that it leamjsed physical capital formation
and not knowledge creation. Generally, the pionesese accused of commodity
fetishism and being not concerned with capabilitsnfation. The brief discussion of the
pioneer’s ideas presented in Section IV above shbelenough to reject these charges as
ill-informed and based on a cursory reading of #erly development literature.
However, apart from this aspect of the UNDP-spagddtuman Development Paradigm,
the fact remains that it has shifted the analytisa policy focus to a broader vision of
human freedoms—one that allows individuals to ntakechoices they value most within
the framework of an egalitarian and a democrataiedp that cares for human welfare
and concentrates on enhancing social justice ommsimg, if not eliminating it. To this
end, it claims to focus on the complex relationshgiween rationality, freedom and
justice to get a complete view of human motivatibhe edifice of this paradigm rests on
strong philosophical foundations; and this in facits most original contribution to our
knowledge. Sen (2010), a co-founder of this redeprogramme, points out that no less
important than the actual achievements that a peesals up with is théreedomto
choose among all the possible functionings thagragn has. In other words, capabilities
are not merely of instrumental value but the freedo choose has intrinsic value, which
a person cherishes. “The idea of capability—is rigd towards freedom and
opportunities, that is the actual capability of pleoto choose to live different kinds of
lives within their reach, rather than confiningeation only to what may be described as
the culmination—or aftermath—of choice” (p. 2379. far so good.

However, problems arise in the application of thelegant philosophical ideas to
development-related issues; in particular when agsn to their concrete formalisation

ZThe ideas noted in the text are due to Murphy,ihland Vishny (1989a,b).
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in statistically measurable terms. As is well-kmpwhese are the ideas that undergird
the new Human Development Index (HDI), which, sid@90, has been extended to
adjust it to information about inequalities (IHDand the many other indices like the
Multi-dimensional Poverty Index (MPI) that have heeonstructed to measure human
happiness or unhappiness. By itself this infornmtipublished yearly by the UNDP in
the Human Development Reports, is most invaluableunderstanding the state of
society’s well-being or ill-being, and has gainettrnational acceptability as a measure
of human happiness. If nothing, it forces natiog@ernments to do better with respect
to education and health, which are the non-incoomponents of the HDI. It has also set
in motion the search for a true set of indicatar @ther a set of indicators) of human
happiness. However, going by international acdslitia the same is true of information
on the growth rate of GDP per capita which is rdgdrno less than the HDI as an
indicator of national health. It is still the mostdely used criterion of economic
performance, despite all the scepticism about itaasneasure of human welfare.
Countries falling behind in terms of growth rataldavel of per capita income strive to
better their record and try to converge to coustgeowing faster. The countries that
have grown really fast and which have paid closentibn to equity issues as well (e.g.,
South Korea, Indonesia, China) have achieved iatemal recognition even more
comprehensively than those which primarily imprakeir HDI record (like Sri Lanka,
Nepal, Tunisia, Eastern Europe) but fall behingiowth termsHDR (2010) duly notes
that among the 10 top movers on the human developiist, 7 are not high-growth
countries. On the other hand, the fastest growmgntries have also recorded definite
improvements in terms of their HDI's. Thus, oe ®pence’s (2011) list of the 13 top
movers on the growth scale—the Asian Tigers, ledan Malaysia, Thailand, and
Botswana, Malta, Oman, and Vietnam, India and zBraare also the countries that led
to miraculous human development achievements ierg short period of time. China
which tops this list achieved wondrous income aad-imcome improvemenf8.Thus, it

is more convincing to reduce poverty dramaticalysosustained basis by growing very
fast (say at 6-7 percent which doubles per capiterme every 11 or 10 years) in an
inclusive way [Naqvi (1995, 2010) and Spence (20$1)54]*® In general, | show
elsewhere that the support-led growth that the UN@®urs is not a substitute for what
they call the growth-mediated strategy of growtlare@ul empirical estimation shows
fairly convincingly that (i) a fast GDP growth ratéper capita GDP leads to greater HDI
improvements than the reverse chain of causatfdso, (ii) improvements in the former
make a more decisive impact on poverty than therlafnd there is a solid economic
sense in this sequence. It is that investmentiman capital is required for its own sake
but its effects on growth are more indirect andg lelsvious than those of physical capital
formation. However, this is not belittling the imence of the human development
programme’s contribution to human knowledge. Furtire, while it is absolutely
correct to point out the inadequacy of the ratgrofwvth of per capita GDP as tlsele
reflector of human well-being and to emphasisertbed for statistical improvements to
devise multiple indices of welfare, but doing ailat is not necessarily an argument
against pushing for the highest growth rate of G®Mnprove the living standards of the

Z3pence (2011) is essentially a formalisation ofRegort of the World Bank (2008).
ZThe latest report is that China has reduced povertyly 2.3 percent.
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people. The problem is not one of supplanting, dfusupplementing the GDP measure
with other relevant measures of human well-beingdove as the basis of an inclusive
growth strategy. Experience shows that it is motugh to add to the supply of education
but it is also essential to create a strong denfiand, which however comes from high
growth.

All in all, it is fair to say that, for all its mis, the Human Development Paradigm
does not focus on pursuing inclusive growth, as it has tetifthe emphasis from
achieving the fastest possible increase in theggita GDP as its primary objective.

VIIl. THE NEED TO CONTINUE SEARCHING FOR
INCLUSIVE GROWTH

The survey of the evolution of the ideas undedyitevelopment policy in the
developed and the developing countries presentgaténeding sections shows that
what we live in can be called as an Age of Cordnsh the realm of ideas as far as
a commitment to raising the welfare of 9/10th ofrtankind is concerned. With the
exception of the 13 fast-growers listed above, skarch of inclusive growth has
either been given up or given a new (and incomplateaning in the developing as
well as the developed countries. At present weehavcocktail of the liberalist
agenda and the human development programme rutogegher; while the ideas of
the pioneers of development that did focus on isiglel growth have been rejected in
academic literature on one false ground or anotinegn though these ideas continue
to be practised in high-growth economies, and thsra large body of theoretical
literature that supports them. The analysis preskabove should make it clear that
the liberalist agenda has no relevance whatsoaveantinclusive-growth oriented
development policy—indeed, it is anti-developmeBten though its emphasis on
macroeconomic stability is most welcome, since maconomic instability hinders
growth and makes it unstable; yet it must face ¢charge of one-sidedness even on
this count—that it has pursued its narrow agendthaut regard to such basic
objectives as growth, distributive justice and pdyereduction. Most of its anti-
poverty programmes end up by increasing it! The &anrdevelopment programme,
though philosophically impeccable, is not a sureguo achieving inclusive growth
on a lasting basis. Some of it is now agreed tonelg the human development
enthusiasts. And yet it is surprising that the UNK#eps flogging the dead horse of
the HDI versus the growth of per capita income oawvdrsy. Indeed, the HDR (2010)
has unwisely sharpened it: “Human Development diffstom economic growth in
that substantial achievements are possible evemowitfast growth” (p. 55 As a
matter of fact, this is true; but it need not imphat pursuing the former is in some
essence superior to the latter on the ground tti@ieaing convergence with the West
in terms of HDI is easier than in terms of growfiper capita GDP. As noted above,
the focus should simultaneously be on achieviegeative symbiosis of the growth,
equality and poverty reduction strategies withia framework of pluralistic political

ZWhile HDR (2010) duly recognises the role of growthincome, yet it never recommends highest
possible growth as a policy objective, or even agans of achieving the desired capability expamskor the
latter it continues its emphasis on spending marthe non-income elements of HDI (p. 6).
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institutions that allow for decentralised delibévat and public reason, not just to
have public balloting® Broadly, the improvements in the average standdrdiving
should be combined with enhancing the quality afiaglojustice (or minimising social
injustice), especially for the least-privilegedtire society. The best way to do this is
to abandon the vain search for one comprehenstlieator of human well-being, per
capita GDP included. The proper thing to do isetwolve a framework that
continues to use a revised GDP metric as a measiurearket activity and then
supplements it with additional information aboug¢ thet changes in the quality of life
of the peoplé® Indeed, as pointed out above, this is what then@érs of
development economics also recommended, thoughsaoprecisely in statistical
terms. The net improvement on that position shdaddthe addition of a wealth of
new statistical information about the quality deliand a solid philosophical base to
be able to make correct moral claims about theirements of social justice, which
the UNDP programme provides.

IX. RAINBOW'S END

It follows from the preceding analysis that thereot strategy to achieve inclusive
growth is to restore the time-tested developmetitigs that have brought prosperity to
the teeming millions in a short time—for severalcades consistently. That would
require promoting high rates of saving to finartee tequired investment in physical and
human capital. Keeping with the tradition of Indigdt Revolution, the developing
countries, depending on their stage of development must be allowed to practise and
subsidise import-substitution activity when needexspecially to find new areas of
comparative advantage over the long haul. The dagtessible growth rates would
require the smoothest possible process of Structuamsformation, which can be called
as the Fundamental Law of Economic Developmenth biotthe developed and the
developing countries. However, this statement igesat to three important qualifications.
Firstly, the statement above doest say that import substitution should be thely
policy instrument to be used for encouraging indak$ation, to the exclusion of export
substitution.It should be both In other words, the argument here is not foiravard-
looking strategy, such as probably was the cadaiim America in the second phase of
its development. An open economy provides the rigiting for fast and stable growth.
Development experience has rejected export fetistamd as well as all-out import
substitution. Indeed, as noted above, the aimldhmito increase the share of exports in

®The qualification in the text is important. As @ged to the traditional definition of democracy in
terms of annual elections and free public ballgtitg modern focus is on the content of democrabwt is
what Rawls calls ‘the exercise of public reasore.dtiates clearly: “The definitive idea of democracthe idea
of deliberation itself. When citizens deliberateeythexchange views and debate their supporting measo
concerning political questions” [cited in Sen (2D1p.324)]. Thus, on this definition even the mupeat
councils or similar institutions that allow for erssive discussion and public questioning of thetipal
institutions qualify as democratic institutions ewshere elections don'’t take place. This is howewar an
argument against elections which are of vital intgoee in themselves.

*This is also one of the key messages of the Repahie Commission the Measurement of Economic
Performance and Social Progress: “These measuvest[¢he quality of life], while noteplacing economic
indicators provide an opportunity émrich the discussions and to inform people’s views ofdbeditions of
the communities where they live” . [Stiglitz, Semd Fitoussi (2012), p. 62]. The italics are ia triginal].
With this position no reasonable person can differ.
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GDP by diversifying so as to be able to import mimrénance growth requirements; but
it is not to practise some kind of protectionismhat/is being suggested is that the set of
development-oriented policies should not be aidfig narrowed by crowding out
import-substitution activities as economically sinper se because that would forestall
long run growth and employment generation. Secqritdlso does not say that tfem
of import substitution should remain the samenathé past, irrespective of the stage of
development reached—it should gradually transitifsom simple manufacturing
activities to more sophisticated activities basadsoience and technologwhile at the
same time make provision for capital accumulationstistain this proces$rotection
should be removed from industries that have outgrtheir infancy; and those which
cannot sustain without protection, even after engyyears of protection should be
phased out’ Thirdly, theform of protection should also change keeping in vidvaiis
to be protected. It need not be import controldiierential exchange rates; it could take
the form of subsidies given per unit of labour iggar instancé® The aim should be to
expand the domestic market so that growth doesame to rely on exports alone. Yet
there should be no confusion that industrialism tningsin the driver’s seat arat it is
only by achieving high rates of economic growthttirequality can be redressed
without creating much social tension and povertydueed dramatically on an
irreversible basi€? The aim of development policy should be to achiand sustain
high rates of growth of per capita income—say 6ceer to 7 percent—for several
decades, duly supplemented by social safety nets tgn universalising access to
education, including higher education [Naqvi (1998)prld Bank (2008); Naqvi (2010);
Spence (2011)]. And to this end, industrialism,ydstipported by a vibrant agricultural
sector, should form the basic plank of a succestduklopment policy. This is thanly
way to achieve inclusive growth on a sustainabksha

Following this historically correct path, some deygng countries have already
achieved the high-income status (like Japan, Séldiea, and Singapore) and some
others (China for example) are in the middle-incastatus within three decades, while
others are poised to escape low-income viciousecotpoverty. The liberalist obsession
with keeping inflation and budget deficit artifitinlow even at the cost of slow growth
and rising unemployment must be done away with) lbotmoral and economic grounds;
and if only because slow growth and rising unemplent form a toxic combination that
will undermine democratic societiSEnforcing financial and monetary discipline is not

Z'The success of South Korea’s great achievemelsoislae to this vigilance of the type of industtteat need
protection; and those which do not. This aspedb&es discussed at length in World Bank (2008) &pence (2011).

®There is a whole body of literature on the optifiaains of intervention in the presence of domestic
distortions. This literature has been comprehelysiegiewed in Bhagwati and Ramaswami (1963); Nét®69).

#As opposed to the GATT, which recognised the legite needs of the development countries to
practice import-substitution activities, the WTQpending to the interests of the West, forbids aatlvities.

Keynes in commenting on Hayek’s bodkoad to Serfdorwhich he liked otherwise, remarked:
Hitler's rise was “facilitated not by big governntebut by the failure of capitalism and mass
unemployment”. He warned that: “if the US in peawet returned to unemployment rates of the 1930’s,
then it may lead to political extremism that haéwn the world into war [Wapshott (2012), p. 199].
These warnings are as true today as they were attithe that Keynes made them. Indeed, if an
unemployment rate of 9 percent—much lower than 8@ent or so in the Great Depression—can cause
unrest in a stable country like the US, what cappea, and is indeed happening in the much weaker
developing countries, is not too difficult to imaegi
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a matter of implementing certain sure-fire rulest thre visible enough to be seen by the
naked eye. The experience of developing countriggests that it is useful to be modest
here. That is, the definition and extent of thiscipline lie within a large area of
deliberate ambiguity, depending on the state of@benomy, in particular. And, as
Keynes observed long ago, “an unbalanced econongs ¢hmt produce a balanced
budget”. The search for the highest per capitavtirshould also not be sacrificed for
the sake of achieving faster convergence in huneseldpment. High rates of human
development are best achieved on a non-reversdses lvhen it comes on the back of
highest possible growth rates. The long-term airaukh be for all or most of the
developing countries to move steadily to the higteime status and then compete among
themselves and with the Western countries in aeqteitative relationship—unlike the
practices of powerful Western countries in the wakindustrial Revolution. To generate
light and not just heat, the key development delsatauld not be cast in the futile
confrontational posture of this-versus-that—namghpwth versus human development,
government versus the market, agriculture versdssiny, physical versus human capital
formation, factor (input) accumulation versus proiiltity growth, export expansion
versus import substitution, economic developmemsug human development etc. A
successful development policy—indeed, one thatafready succeeded to better the lot
of the “voiceless millions” has to have some ofdlithese elements. It should look at
these important matters in a “balanced” and pratiiay, keeping in view the stage of
development already reached. Above all, it needsbdosupported by an explicit
government policy that keeps growttith equity as the primary objective of public
policy. The element of time is of essence to kdep engine of growth running full
throttle.

Yet sustaining growth over long periods requires saong sense of
commitment to collective welfare, away from selfiglss and greed focussed
narrowly on one’s self-interest. To ensure theuresf supply of commitment,
however, equality of opportunity is a must—that tise state must ensure that all,
men and women, get the same starting point in tihets—so that people know that
if not they, at least their children and grandcteéld, will get a better deal as the
economy scales greater heights of economic andakspodsperity. Given that, some
inequity in the distribution of income can be tatd for some time, which is
inevitable as labour moves from low-productivity ral activities to higher-
productivity in manufacturing activities. When tktakes are as high as they are in
the developing countries—most of the 9/10th of hokmad still being denied an
honoured place on the table of successful natiohe—tinambiguous aim of
development policy should be to internalise inchasgrowth, where human freedom
is incomplete without a compelling sense of shatimg fruits of economic progress
with those left behind in the race to prosperityneTdoctrine-less individualism,
driven by a religious belief in selfishness andegrdas done incalculable harm to
modern societies. Holding a lantern across uninegi opulence and abject
poverty, development policy must emphasise giviather than possessing. This is
essentially what the search for inclusive growthoants to.
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