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Management of Development in the Newly
Emerging Global Economic Environment
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Economic reforms hove not deflivered the poods even after five years. TRis is because they are not suitafly designed

far our country's specific needs and conditions. What we need o do is to retarn to the droawing bocrdy gnd ger back
to planning, the Maholanofis way, was iadicated in this paper.

I
Introduction

INDIA is now in 2 mid-course with it
econnmic reforme. These economic reforms
are examined with three different pers-
pectives by the peopie, who can likewise be
grontped into theee groups. First, there are
those who arpue that poing for economic
reforms with the IMF loan and the
conditinnalities is the onky solution and that
“Theee 1s Mo Alternative” — the TENA group.
Second, there are those critics, mostly the
left-oniented, or these leaning towards the
lett, who arguethal *There [s the Alernative’
of self-reliance and not taking foreign
assistance with the siings altached. et us
call this group the TITA group. Finally,
there are those who adhere to the view thut
‘There 15 a Middle Alternative’. Let us call
thers the TIMA proup.

Theidealogies and the logical bascs of the
First twer groups are quite well known, There
1% nersuch clear explonation on why the third
group preter the Tiddle path, This is mainly
besause (his group of people consists of
three subgroups, There are those who endarse
the reflurms uncombilionally in private, but
prodess o prefersnce fur the middle path in
public, as they are quite convinced of the
adverse impacts of e reforms on the poor,
There is another suhset of the third group
whi prefar (he middle pach just because Whey
Fail o approve either the right wing reforms
ur the lefi wing alternative. Finally, there is
a sizeable subgroup within the third group
that strongly advecate amiddic path booause
they do have a theoretical or logical basis
fipr their stand which is based on the real
sifwation, people’s prefercnces, and
institunional constraints, Their approach is
not wlepian oridenlogical hut practical and
strategiv, woald like to place myselt in this
last subgroup of the third group.

What | propose o do in this paper 1s to
presentalopical framework that would justify
amiddle path and use that tramework as the
basis wr judge the successes and failurcs of
the reforms ondertaken so far, and alse
indlicate the steps we need to take in order
ter consolidate the gains already made and
b miligate the adverse Lnpacts.
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The eaphoria about the econgraic reforms
that 15 s0 widely prevalent weday has led
many people o pnore the mole of the siate
and even (o blame Nehra and Mahglanohis
andshcirstrateics and plans for the coonomic
conditions prevailing just prier 1o our
launching the reforms. This, in my opinion,
is not justified. To the contrary, T shall arguc
that the slow poce with which we arc reaping
the benefits of the retorms i because of gur
negleet of planning, One mus distingiish
between the plan as o sitategy and planoing
as the approach to armive at such g steategy.
Flan strategics depond on ideslogies and
attitudes, and the prevailing vircumstances,
hoth domestic and extcrnal. These prevailing
citcn msiances inclode our intcrmal strengths
and weaknesses and the opportunitics and
threals that the exiemal world pffers us. As
will he vcxplaingd in detail lacer, what
Muhalanobis beyueathed 10 us is a legacy
of scieotilic approach 1o planning for
devclopment, This legacy is relevant 2ven
toelay but unuler an ertirely new secof attitudes
und preferences, and under a new global
ceonomic cnviconment, One should not
abandon the seienlific approach o planning,

just because the old planning stralegies are

inappropriate mihe presenl Circuriiances.
It 15 some Wmes saicl thal [ree enterprise
marke! mechanism and planning do not go
hanel in hamed. 1 st be noted that the con-
cept of planning introduced by Mabalanobis
is nothing bat the concept of corporate
planning that most uf 1he facge corporate
oreanisations adep, £ et that this process
15 supposed 0 be used at a macro-level
insleacd of an the level of a corporation.
This paper is orpanised as follows. As
histery offers impoctant lessons, some
episodes ol ceonomic history and the lassons
onc can leamn [rem them are presented in
Sectivn Il The present global economic
seena is presented in Section N1 A concepoal
framework for munagement of development
in a global ecoromic environment is
presented i Section PV, In writing this
scction. 1 owe an inellectual debt to the
contrbutions made by Ragnar Frisch, PO
Muhalanobis, Jan Tinbergen and Suk hamoy
Chakravarty, all plonmeers in guantitative
ceonomic policy, In Section ¥, 1 outline a
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stratepic planning approach to planning for
development of a country. This framework
is used in Section ¥ o comment on what
was wrong with the reforms already
introducesd and swepest the next sieps for
reforms.

II
Some Lessons from World
Economic History

Economic history evolves in a systematic
way. The rate of change of output of any
sectar in 2 country depends on six factors:
(i} the initial conditions, such as the initial
leved of stock of capital, which may iself
depend on initial levels of outpul of that
sector and some olker sectors, (i) the flow
of other preductive resources into the sector,
(i11) the production technalogy, {iv] extemal
trade. {¥'} the institutional struclures under
which the rcseurces are IransTormed into
output, cmploying the technology, and (vi)
tht demand for the oulput.

People play very imgportant roles in
economic aclivity, [0 iy their attitudes and
prefercnces that determine the choice of
technologics and the demand. I i3 their
attitude towards work that deternines the
productivity. It 1s their attitude and
preferenees that shape the sconomic and
other telated institutions. Peaple also form
cxpectaiions of the futuce and they also sel
societal porms, and act according to those
cxpectations and norms. Whenever the actual
outcomes deviate from either their
cxpectations or from the societal norms thoy
adjusttheirbehaviour o that such deviations
arc narrowsd down in subsequent periods,
Whenever such deviations ane large, between
peoples’ cxpectations and actual realisations
or between the oulcomes and the societal
norms, poople Wy o bang in changes in the
institutional structures, This adaptation of
the system 1o changes lakes place differently
and at differcnt pace 1o differsnt sociaties,
possibly because of differsnces in their
culturcs.

World coconomic hislory offers us some
interesting lessons on such adaptations of
diffetent socictics al different [imes, What
| propose to do in this scotion 15 10 e some
episodes of history which offer lessons o
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us regarding what position we should take
on the issee of eaconomic relorms.

Fromt MERCaMTILISH Tor Two WorLo Waks

In the eardy FTth century, & msterdam had
hecome a major trading cenlre for
international trade and a major cenire for
financial capital. The Dutchwere then mostly
middlemen such as traders, brokers, and
bankers and not tmanufacturers, The Dulch
mercantilists were the enes who pioneers)
internaticnal trade by financing the vemure
capital through the formation ol shipping
companies by raising the equity capilal, This
is how the Dutch East India Company was
formed. It is also worth nofing that in the
mercantilist economic systern 11 15 such
internalional trade, and the state’s control
over it, which generaled the state revenues
in bulhon (gold and salver). The state not
only controlled wade bul it also promoted
such trade through wlvancing the venture
capital. The British governmenl giving
politicat and financial suppor. o the British
East India Company is onc such cxample.
The economic history of the mercantilist
period clearly demormsivates that international
trade plaved a key role in the growth and
prosperity of the mations in that period.!

Economic growth and prosperity are
caused both by wechnological innovation
and international trade. International trade
opens tp new opportunilics to scll goods,
and thereby it gencratcs an incentive to
increase productivn. Such increases in
production can lake place cither by new
entrants inte the feld of prodoction, or
througgh the realisation of economies of scale,
ur through technelogical progress, or any
combination of these. One might say thal
il was the prosperty arising f{rom inler-
national trade of the tneecantilist period which
must have tiggered the technological innova-
tions. It is these technological innovations
that triggercd Ferther intermational teade and
$0 i, in an ever cxpanding spiral which
eaplain the growth of the world economy.

Bul history also shows that engaging in
ermational irsde isnot withoutics problems.
The Duich and English traders soon found
that when they were competing individually
with each other in overseas trade, which
ivalved investing huge capital on rsky
voyages over troubled waters, they had 1w
uncyr heavy losscs, This competition and the
associated lossey lod to co-operation and the
formation of shipping companies. One kind
of ingtitmion tha could not succeed pave
rise 1 the fortmation of another that could,
Iniermational trade thus resulted in focming
new insktulions. and opening up new
suveessful opportunities in plage of the
unsuceessful ones.

[ndustrial revolution enpulfed the
economic activities in Ewropc and Morth
America. The firsl country to benefit from
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the indusinial revolation was Brilain, The
adelitional industnal cmployment thal was
generated in Britain duc o the industrial
revolulion coutd be supported in terms of
wage poods only through increased
agncultural productivity. This was sobecause
even when the indusinial revolution was
taking plave Britain was ander the apell of
mercantilist pokicics that restricted imports
of {vodgrains and provided subsidias w the
farmers. It was this situation that was
responsible for technological innovations in
agriculturc, It was this condition that had
brought about a change in the institutional
arcangcments for the distribulion of
landholdings. Fragmented landholdi ngs were
replaced by land consolidation through the
enclosure movemend which facilitated
commercialisation of agncultarc. It is tue
that some of the smal]l farmers could not
benefit from this land consolidation scheme
ot the enclosure twvernenl. They had to
leave agriculture and seek indusirial
employment in urban centres. The rpid
industrial ex pansion did provide much better
prospects for the small farmers who were
so displaced.®

The historian Alvin Teiller had argued
that in erder thal a business organisation be
successful it should be adaptive [Toftler
1986]. An organisation should ajlapt its
organisational structure, institutional
mechanisms, and day te day operations, to
the chatging environment. Such adaptation
shiould not be o fast, as the changes in the
etvitoniment could be only transitory while
the adaptation contemplated is more lasting:
it showld not be too slow either, as the other
organisations that adapt fast miay have head
start atlvantages. The corparation must frt
assess whether the changes thal arc occurming
in its covironeent congtinte a long-term trend
or a transitory compooent. Onooe i01s sure
that the changes are hased on long-term trends
il should adapt itselt quickly to such trends.

Whulever Toffler said ahout a business
urganisalion is equally true for an cnlite
nation. [fonccxamines the economis history
ol the time of industrial revolution and sce
why Britain and Morth America had betier
industrial growth than ather parts of Burope
il bocomes quite clear that Britain and Nonh
America adapted their institutions to copc
wilh the cconomic changes brought about
by the industrial revolution, whilc the other
countrics did not. Bath Brilain 4nd North
America broke away from the mercantilist
polivics, Britain repealed the Com laws in
1346 and advecated free trade, By this move
Britainhad accepted a challenge ofindustrial
competition and took sdvantage of the
agricultural impurls [or introducing
widespread specialisation through economies
of seale, Britain forced tree trade regime on
other Evropcan countries also thmugh the
Anglu-French Treaty of 1860 and uber
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similar bilateral agresments with other
European countries. In the earlier phase of
industrial revolution, the olher Buropean
countries were slow in adapting their
insEitions o cope wilh the changes required
for the Tull exploiation of the industrial
revolution. The same kind of cxplanation
can be given to explain why North America
indwstrialised faster than Soviet Russia,
althewugh both of thern had similarities such
as wyslness of the country, rich namral
resouTees, cte

The industrial supremacy that Britain
enjoyed in the initial phases of industeial
revolution and therealter was sown lost amd
Germany had dominated the industoial
growth in Europe. This wus due o the fact
that Germany had the advantage of starting
its industry wilh both new and proven or the
best practice technolugy, whilc Britain could
net easily serap and replace s old plant and
equipment* The industrial countrics' cx-
ports to the underdeveloped countrics woic
limited by the latier’s capacity to mpont.
Underdevelopment thus put constraints on
exports and growth of the industrialised
countries, Muostof the trade of manutaciured
goods was therefore among a small group
of industriglised countrics, and these
industrialised ¢ountnies competed vigorously
for the markets in the underdeveloped
countries, Free itade amonyp such nations led
o 3 keen competition which attected the
naticmial interests, The European countrias
started abandoning the free trade regime angd
started imposing trade restrictions by the lase
guarer ol the 19th century following the
greal deprossion of 1873,

Intemational tradealsohas another adverse
consequence. since all counines were
governed by the gold standarduntil the
great crash of 1929 —rade between countries
gaverige i propagation of shocks or business
cycles from one couniry 1o another, Some
ol the reasons for the world depression in
1929 are{i) optimi stic ex peclations regarding
world demand which was supposed 1o be
met through intermational triwe, accompanicd
by a non-realisation of such cipeclations,
and (ii}a failure of the banking sysicm, when
several hormowers defaulled on their loans
simultaneosly

PosT-War Woren Ecovowne HiIsTory

The post-war period gave a differen)
pattern ¢ Lhe world cconomic scene,
European capilalism was threatened hy the
Oriental capitalism of Japan and by the
Communism of the Soviet Union and other
socialist countries of castern Burope. While
the LAth and 19th century wars were mainly
localised, as tor example the Sino-Japancsc
wars or Ihe wars between lhe Buropean
countries for control over their colonies, the
tirst and the second world wars brought
other countries ink; the war arena. This was
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mairdy because of the wider spatial linkapes
established a5 a result of industrialisation
and imernaticnal trade. The US emerped as
A major industrialised] country that played
a sigmilicant supenior rmole o both the wars
LIS ook the threal posed by Russia as &
threat both o its political and ceonomic
power. Through the Marshall Pian and
MWATO. the US govermment sought the co-
operation of other industralised capitalist
counteics o wage A4 cold war agminst the
Sovict Union.

The Bretion Woods convention is a guod
cxample of gencraling an instifutional
rcsponsc by nations 1o the cmerging
challenges puscd by ceonomic and poiitical
irends, Although the Bretton Woods
convenlion was open (o scveral member
countrics of the League of Mations, the
industrialised European and Morth American
countries played asignificant rele in shaping
the two multitateral agencies Founded during
that convention, wir, the International
Manetary Fund {IMF) and the International
Bank for Reconstruction and Developiment
{IRRD) o the Woarld Bank. A more detailed
avcount of this aspect is presented in Kumar
(1993}, The U8 povemment. in particular,
played a key role in shapiog these {wo
institutions. An cxamination of the history
of the Bretton Woods will reveal that the
ceonommic rationale for them was provided
by Britain, through the ideas advanced by
Keynes, while in establishing these institu-
tions the US govemment saw both a political
and an economic opportunity for itself.
Kcynes realiscd the need for an international
currcncy and an intemational central bank,
Thismtcrmational bank, according to Keynes”
proposdl, would perform more or less the
same tunctions 10 a world economic cn-
yvitonment that a central hank of a counory
does in a national environment conteal the
international lquidily o scabilise the world
prices and the exchange rates. and Lo control
toreigndirect investment and capital mokdity
through adjustment of exchanee rates and
interest rates. What Kevnes conceived was
an instiluonal framesaarh Tor workd gon-
foanic palicy co-onlination,

The LIS government seems 4 bave shapwed
these 1wa instinnieos 1o funher s own
ecpnomic and political abjectives, 1 washed
tarebuild Europse afier the war, hut i realised
thar the privae bankers would pon come
Torward s Ten overseas withoyl wevernnen
guarantees. This reluctance s based on The
imerwar expenence that fed 1o dhe grem
crash of 1929, Even the govermmen
guarantess would have little signaficance if
the country were e g inlg anaiher
depression. The 1] § goveamment saw in
these twap skl ions 3 nedns of salcpuanding
the LIS pri vale inveslmenl L oveTSeas Projucts
W rebuild the war ravaged Europe. The
scheme was suppesed 4o work like Lhis. The
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US povernment would borrow from the
private banks, theouph long-term govern ment
onds issued as a parl uf ns open market
operations, and mvest those funds abeoad
through the two mollilaeral agencies, The
syrplussavingsin the TS wene thus permicd
1o be cmployed for rebunlding Burope o
scrve bath its cconomic and political
obicctives,

The US povermment also saw in this scheme
away to safleguard the valuc of the US dollar
cven in the event of its curment account of
the balance of payments moning into deficit.
A capital outflow so created would increase
the demand {or the US dollars. Such an
imcresscindemand fordollar would maintain
the value of the dotlar vis-a-vis an inter-
national cummency. The US did not accept
Keynes' sugzestion of having an inter-
national currency. LS wanted the IMF to fix
the exchange races of afl cumencies relative
torthe LIS dotlar, whose value relative w pold
was tixed ;s US 1 per ounce of goll,

The gualiy revolution in Japan gnd the
rising consumer soversignty in the IS wers
respunsible for the US W develop a huge
tracle dle it with Japan incghe late 19605 and
the carly 1970s. By the boginning of 1971
the U8 dollar was thus in rouble becausc
of these deficits, While such a bilateral
pr{:h]c{n demanded only abilateral selution,
such as devaluing the dollar, the US
govermment made it @ multilateral issue by
advocating a departure from the fixed
exchange regime. Sach a maove would make
other countries alsodevalue their currencies.
This way the LIS dollar, while losing ground
agatnstthe Japanesc ¥ en, would gain against
other curreneics, thercby mimmising the
resulting losscs to U3,

At about the same time the U'S govermment
started giving massive economic and military
aid to lsrael. This had torced the Asab
countries to think of radically different ways
by which they could counter the A merican
move. This had led the Arab countnes to
form the Organisation of Fetroleum
Exporting Countries (OFEC). QPEC then
decided in 1973 uy vaise the oil prices with
adhual purgese; forst, sucha bike inoi] prices
wold jolt the T25 economy which 15 wery
mych depandent on imparted oil, and
secorihly, it wonle generate the exira revepone
they need for defence expendituce, 1t is this
hike in il prices That created a worldwide
phenumenen ot bulanie of puyments crises
[or the ol imparting countrics, Thas global
vigw ahoul fhe balanee of puyments cnses
[asing the developing countries was
cleseribed eacher in Kumar (19937, 1 showld
etz ruustencd that thas crisis conld not be prevented
s there was e mupltilateral institubion W ce-
wrdingle or regidate cronomic policies 1o
resiedin the member countnes Erom 1aising
the prices ol critical commodities without
adaquate justitication.
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Many countries thal faced the balance of
payments crses had W oapproach the TMF
for assistance. While the vl importing
developing countries were sill {rying 1w
cope with the problem of oil price hike of
1973 there was another hike of oil prices in
1979, Some of the oil importing developing
countries, such as some of the Latin American
countries, found it impossible o meet their
debt repayment obligations. 1n August 1982
Mexico took the drastic step and declared
its bankruptcy. This had created a chain
reaction that had to be stopped by the IMF
by renegotiating the earlier loans, To
safeguard the investments of the multilatecal
agencies in such countries the IMF had
developed a policy package. These policies
have subsequently been used as
conditionahty clauses in preparing the loan
instraments. These conditionalily clauses
were wsed as opporlunitics by the US
govermanent, @ propagaic s political and
eeenomic philosophy and 10 promome ils
trgde an poods and services with the
borrawing counities, This 15 how
pravatisation or reduction of the role of the
stane, biberalisation of trade in peods and
services, fotmed the majer components of
the IMF's conditionalicy vlauscs.

111
Present Global Economic Scene

The cold war came to an end with the
dizintegration ard the disappearance of the
Soviet Union. The west Asia peace accord
is in place. The prominence of defence
industrial production is gradually declining
and the industrial countries arc gradually
diverting more and more of the resources
from defence production to the production
of peacc-time goods and scrvices. The
industrialised countries are experiencing a
low population growth. People in these
industrialised counuies are reaching acertain
degree ot saturation in their demand. These
countries are therefore eaperly looking for
markets in the developing countries.

Laws against environmental pollution,
laws on occupational satety, minimwmwape
laws, «tc, are [orcing the indusiwialsed
counings 1o incur high cosls of prodeciion.
The e gols and services can be produced
At less cost in (he developing counines
emplaying the old and enviropmentally
unfriendly lechnologies. The privale
industries in the developed countnes arc
therefore looking tor opportunitics for
shifting the manutaclaring tothe developing
countrics, The higher quality of life deman-
dedinthe ndustrialised cosntries is respons: -
bl for higher wages in those countnics,
There is 1herefone a tendency Tor the skilbed
Labowsr 1o move fromithe developing countrics
to the developed countrics, while there is an
nppoesite tendency for the capital to move
from the developed countnies to the
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developing countries. In other words there
is mow a tendency for mumal exchanges of
the factors of production which will generate
secondary and tertiary interactions between
these two types of countries.

The EBuropean countries formed a
European Union with a  common ceniral
European Bank and with the possibilily of
even having a common CUmrency. & concern
of the Morth American countries regarding
the economic superiority of Japan and unified
Europe have prompted the tocome together
and form the Morth American Free Trade
Area (NAFTA) We thus see all over the
world a phenemenon of [inkages, leading to
both competilion and co-operation.

The experience of the developing countiies
that borrowed from the two multilateral
agencics is guite mixed. Some countries,
such as the sub-Saharan African countries,
failed miserably and gone into debt traps and
famines — as in the case of Ethiopia, Some
other Latin American countries, such as
Brazil, Chile and Mexico, are aliernating
between episodes of bad and good
performance. Countries in the east Asian
region such as South Korea, Taiwan, Hong
Kong, Singapore, Thaland, Malaysia, and
Indunesia have performed very well. While
thc management professionals seem to be
obsesscd with their quest for an answer to
the question. “Why some corporations
succeed while others fail?", the economists
have not paid adeguate attention to a similar
question, “Why some countries succead while
nthers fail in coping with economic crises®
Jome tentative answers to Lhis question wers
offerad by me ecarbier, basing those argu-
ments on the rational expectations
hypothesis of the new school of New Clas-
sical Macro-cconomics [Kumar 1994a]. It
is quitc useful to repeat them here in very
simple terms with-out using too much of the
CCONOmIcs jargon.

Somc countrics. such as the African
countrics, suffered from severe shocks of
balance of payments deficits. These shocks
were caused by both high prices for oil
impors and by the volatility inthe exchange
rates. Their economies are nof capable of
coping with the peablem does to their general
economic back wardness, palilical instability,
and because of lack of adeguale concern
from the governments of the developed
countries W Ml & more perman el $olution
10 (et problem. Countnes such as Mexico,
Chile, Brezil, ete, had solved their balance
of payments deficit problem only tempotanly
through transfers in the capital account by
taking external loans. through Foreign direct
investment coming into their countries, and
through inflow of financial capital. Capital
mobility, hoth physical and financial, is
guided by people’'s expectations. Whensver
such expeclations are optimistic theoe are
maior investiments and there arc capital
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inflows. Whenever such cxpectalions arc
pessimishic there 15 a capilal flighl away
fronm the country and there is 8 decline in
investiment. The mixed performance of the
Latin American countrics can thus be
explained by this phenomenon of people
ferming both optimistic and pessimistic
cxpeciations al Jifferent points in time.

People will form oplimistic cxpectations
only if the sconemic reforms ke place in
a politically stable and predictable
environment, and if the reforms pay adequate
atlention to building the social and physical
ovorhead capital such as education, health,
transport, communications, power, etc. In
the abzence of these favourable conditiong
the expectations turmn oug o be pessimistic.
[Listo beexpected that growth of anecongmy
is dependent on the investment and invest-
ment is dependdent on the investment climate.
IT the people have optimistic expeclations
Ihen the invesiment climate is good and the
invesiment and growth will be favourable,
On the other hand if the cxpoctations arc
pessimistic then the investment climate is
bad and the investment and growth will be
poor. [t is this logic that oxplains why some
coonomics were successful with reforms
while others are unsuccessful.

The developed countries are quite cautious
of their imports and at the same time they
dre guite aggressive in promoting their
exports. The developing countries are hopeful
of achieving rapid growth through the
econommic reforms. What each countey does
or what it should do depend on what the
other countries do,

In view of the emeérging siluations of
compelilion and co-operation descrbed
above the most important question 1o ask is:
where dothese developments lead us to? Arc
the current events likely to fead usto a global
crisis such as the one that took place in 1929
and soon thereafter? How can we summon
the services of economic scicnce o forcsce
the future course of events and to take the
necessary commective stcps? Is there a necd
for an institutional or crganisational reform
todesign and implement such policy? These
issues are discussed inthe following sections.

v
A Conceptual Framework

The global econamy 1% now characterised
by exiensive global linkages. These extengive
global linkagss have resulied in massive
opporunities for intermnanonal trade, These
trade opportunitics alse generaled oppor-
tunitics for competition as well as co-
operation. Such competitive behaviour
between nations might result in a solution
thatcan be improved, inthe sense of yielding
larger hepefits at [2ast to ong nation without
inany way reducing the benelits wo the olhar
nations, by introducing the possibility of co-
operation between sume of the nations,
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The global economic evolution can
therefore be regarded as an evolutionary -
person competit ve game, where the number
of playcrs inthe game, viz, n, has to he detes-
mincd on the basis of a co-operative game
to be played by afl the nations, the co-
operation giving rise e the formation of
coalitions such as the customs whions or free
trading arcas, etc. As a result of the evoli-
tionary nature of economic enviranment the
playcrs must come e an agreamant on the
reles of the game. viz, the institutional
mechanism under which such game is (o be
played. GATT, along with the intermalional
financial system and the inlemational legal
system constituled such an msbitutional
syslem unlil recently, These institutions had
o urilergo & reform through the formarion
of the World Trade Organisation. and by
having a new round of GATT with significant
chunges. A nation playing an cvelutionary
game of this nature should not only choose
a strategy at any given instant, but it should
also pay attention to choosing its strategies
in shaping the rules of the game. so that in
acompetitive environment the rules actually
chosen tum out to be more beneficial oo it
than several other feasible mles. The nation
also should reassess, fhom time to tme, o
which coalition it should helong, basing ils
decigion on the changing global scenarin. -

The international economic order now
allows capital mohility between nations and
it peemits the exchangs rates to he flexible.
Capital mobility depends on the toat interest
rate differentials and the exchange mle
depemds on the domeslic aod world inflalen
rates, The fisval and monctary policics of
cach couniry affect its own real interest ates
amnl inflation rates. Henee, if all the nations
wish to make the bestusc of this intcmational
cconomic order it is absolutely nocessary to
bring -about a policy co-ordination. Such
macro-economic policy co-ordination is
already taking place in the Europcan union
and it is also needed at a much larger scale
between all nations that are major participants
in the world trade. The existing institotional
zet up does not permit a fruitful policy co-
ordination. There is thus a need for creating
a new international institycional mechanism
for macre-scomormie policy co-ordination,
This is particularly so if we wish w avoid
exchange rate wvolatility and to awvoid
transnission of depression from onecouniry
o anciher, and o avond whal one maght
expect the current developments mightl lead
us o anolher major world economic cosis.

The IMF. the World Bark, the United
Mations and a group ot dedicated intcr-
national scholars must develop alternate
glebal planning models, such as the ones
Mahalanobis developed for a single country.
| had made this suggestion garlier [Kumar
1993], These global models rmuest be dynamic
an:d intcractive gencral equilibrium models.
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In such a model the ceonomic growth of any
country depends on factors, both demestic
and cxlemnal, some of which affecting growth
positively, while others affccting it
ncgatively, [t should be the objective of
global planning to increase the growth of
all mations as much as possihle. Mations
compete with sach other for resources atud
growth. The global prowth equilibeipm st
he chosen, tharefore, as a Mash equilibrinm,
a well known equilibiium concept in n-
personl nom-co-cperative game theory. In
such an equilibrium each country’s growth
strategy is the hest alternative to the hest
alternative chosen by all the other countries.

Thereis a 220-year old econormic thoughi,
due o Adam Smith, that the scope for
specialisation, and lor economies of scale
and scope, are limied by the extent of the
market demand. Extending this thought (o
the global planning model described above
it becomes evident that wocld economic
growthisconstrained by the growth inoworld
demand. The recent recessionary trends in
the developad countries can he ex plained by
this phenomenan of constraints imposed by
the world demand. World demand consisis
of two parts, demand by the developed
countries snd the demand by the developing
countrics. Both arc constrained. but by
diffcrent factors. In the developed countries
it is not the income that is constraining the
demand. Tt is, instead, the low growth of
population and the scarcity of time needed
to consume pobds and scrvices which
constrain the demand. In the developing
countries, on the other hand. even though
the population is growing quite rapidly the
incomes are not growing adequately. The
income distribution is also becoming worss,
which has the tendency of increasing the
savings and lowering the consumption. Thus
it is the low income and poor income
distribution that arc constraining demand in
the Jeveloping countrics, World demand
cantherefore be increased only by increasing
the levels of income in the developing
gounirics, Thus, the development of
developing arcas is mutually beneficial to
toth Lhe developed and developing
countrics.

1 propose that it is within this framework
that India should deveiop itz own
development steategy under the newly
emerging global economic and political
environment. [ also wish to reiterate [see my
earlier paper Kumar 1994h] that this is
essentially the same framewnrk that
Mahalanobis used for developing the
per=pective plans tor India’s economic
development. This framework, when used
in the conditions prevailing at the time of
Indin's independence, gave rise to a set of
development stratepgies thal our counlry
successiully [ollowed im the 1950s and the
19608, Now 1n a radically differcnt cconomic
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and political cnvironment, both at home and
abroad, we necd toapply this same framework
tor determining India’s plan strategies.
There are quite a few of our countrymen
who unconditionally, unthinkingly, and
wholgheartedly support the Cecidental
retorm package, These are the people whi
wish [ subhmit themselves (o the pressurcs
andl wctics of the other powerful players in
this global econamig game, andihey thershy
seem b close the options either for fotming
co-nperative arrangements or for greating 3
new set of mules of the game thal are more
beneficial 1o us. There are also those who
onthe other hand, argue either fornoreforms
at 4l ¢r for Lhe old alternatives, Thesc arc
the peple who arc luming a blind cye to
lhe tealilies confronting the country, The
plivies they sugpestarc ol very little practical
relevange. They ane not viable in a vibram
glebal ceomomy that is unfolding itsclf,
The [ramework [ sugeested above, and the
strategies [ shall oulling in the next scolion
constitule what one may call 2 "Middle Path’,
the only path that is best suited W us,

¥
A Strategic Planning Approach to
Designing Economic Reforms

Strategic planning . corporate planning,
total quality management, ete, are the terms
that are widely wsed by the management
professionals. [t is these terms that 1 wish
touse inorder to outline a design for a proper
reform strategy.

At a tine when management as a science
was yet o develop Mahalanobis took the
concepts and the tools of business
management to the problem of managing the
economic development of an entife country!
Mahalanobis® concept of development
planning is nothing but the management of
cconomic devclopment. Methods of
formulating and solving the problems aimed
al improving the system performance werc
developed and applied during the second
world war, and soon after these methods
were gencralised and applied to improve the
performance characteristics of business
organisations. This was termed anoperaticnal
rescarch approach then, and general systems
approach, later. The latest variants of this
approach are incorporated in the conceps
of strategic management, corporale planning,
and towal quality managerment. This approach
congists of the following components.

(i} An enunciation of 1 management
philosophy that guides us in selling up
the major ohjectives and goals,

fit]  generation of widespread belisfamong

the people in such a management

philosophey,

formubatiog the vhjeclives and selling

the goals aceording to the mansgement

philosophy,

{i¥] an understanding of how the system

(iiih
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works by collecting the necessary
information,

(¥) identitication and Disting of lhe
endogenous factors that serve as the
aystem’s interpal strengths and
weaknesses,

(vil  scanming of the cxternal covironmeant
to gencrate long-tocrm and short-term
[ulure sccnarios of that cxternal
epvironment,

{vir} identibeation and listing of thosc

Tacpors, exogencus Lo ths system, which
shontld be regarded as thrcals, and thosc
olher exogenous factors which should
be regarded as opporunilics,
{vii) 1o cxamine if Lhe cxisting institutional
structures are adequate to cope with
the changes or trends taking plave both
within the system and outside the
syslcm, and to design alternative
institutional structurcs that arc
required, or W modily the cxisting
institutional structures.
identifivation and listing of factors that
are  conlrollable. along with an
assessment of ihe cost of cxercising
such conlrols,
{x) anasscssmentof theimpact of altemate
strategics on the system performance,
ranking of altermate strategies, and
choosing the best possible strategy,
to recognise the impotrtance of peopla
who play different roles in the system
and to seek their co-operation through
incentive compatible signals.
Mehru and Mahalanobis had emunciated
a development philosophy of achieving a
socialistic patterm of our society with rapid
economic growth by not aligning with any
superpower in the world. The managemeant
philosophy need nothe petritied forall times.
It needs modification once in a long while
when the evolution of the system warrants
such a modification. As some degree of
socialistic pattern of society has already
emerged and as there is ne meaning to the
concept of non-alignment now, with the
disintcgration of the Soviet Union, it is high
time that our country revise its management
philosophy. T wish to suggest that we now
adopt as our development philosophy res-
trained or madarately oomtrolled wel fare capite
Tasrn, § myst explain what [ mean by some of
these termns, The words restrained and welfare
are related. M is the concern for the welfa
of the vuinerable sections of the socicty that
should be the guiding prinviple for mode.
talely testraining the frec market forces,
Since iraditional methods of war are being
replaced by guertilla wars and intcrmational
terrorsm, thers is no viTlue any more to slick
1o the age-old ogd stand on signing the
Mutlear (Mon)Prolifcration Treaty (NPT,
[nstcad, by agreeing to sign the NPT our
country should seek the support of the 1T 5
gaverameant in comhbating ingernational

{ia}

[xi}
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terronsm and doug ralficking. Cur country
should lake advantage of the successful
democratic capitalism that curmently prevails
in U8 Germany, Japan and [ndia and scck
the co-operation of the other three countrics
in gur march towards economic reforms for
accelerated prowth and development in the
newly emerging glohal envirgnment.

What we have failed to do during the last
Nive wvears, or even earlier during the
stewardship of the late Rajiv Gandhi when
weimtiated economic reforms, is to clearly
articulate the new philosophy for the
management of development., H we want cur
relorms to succeed the next most important
step we noed bo take is o articulate our new
development philosophy and gencrate
widespread belief in, and acceptance of, that
philosophy. We cannot adhere to an old
management philosophy and push new
strategies suggested by others that are
inconsistent with the old philosophy.

We achieved some degree of growth and
equity during the last four-and-a-half
decades. We now realiscthat a merc equitable
distribution of a small piece of cake is no
longer as desirable as going for a much
larger cake, by even sacrificing just a liltle
il necessary on the equity objective, iF it can
give every one a larger piece of cake. We
miust now el ourmajorobjective as achieving
aeoclerated growlh taking full advantage
that the newly emerging global cnvironment
offers us. In so doing we must also be aware
of the threats the same competitive global
environment poses. One major objective
therefore should be to increase our exports
to the hard currency areas in order to pay for
our imports from thosae and other countries.

Therz are no b0 views on the relevance
of economic reforms, They are relevant.
There are, however, different views on what
Torm the reforms should take. T argue that
the choice of the short-term economic policies
and the longer term eccnomic reforms,
including the restructuring the institutional
arrangements, etc, should be hased on the
approach described above. The sequencing
uf economic reforms aso should be based
un the above framework, The debate on
coonemic reforms will be mare scientific,
mezaningful, and useful if the people cngaged
in the debate clearly identify the exact
framewark they have in mind along the lines
indicated above.

For instance, if the reforms for India are
desi gned by the IMF staff it can be concluded
that those reforms are based on their
perception of: (1} what our development
philosophy ought tobe, (i) how oureconomy
works, (i1} what we cught to believe as our
opporlunities, and what we ought Lo belisve
#s our threals, and finally {iv) whal
institutional changes we ought to belicve as
necessary. If the reforms arc developed by
ourown resident economists, who by residing

Economic and Political Weekly  June 22,

in India bear both the pleasures and pains
of living in India, then the stratcgics they
design can be cxpected to differ significantly
from thosc designed by the TMF staff. To
argue that there are no differences in
perceptions and objectives hetween these
two groups is, to puot it very mildly, being
hypocritical. This close relation barweaen the
ahserver and the observed and between the
designer and the designs 15 very important
in this debate on economic refoams,

We cannot delink the circumstances under
which cur country had o go o IMF for a
loan W cope with the scrious balance of
payments problem and the reform package
thal we subsequenily adopted, mainly under
the behest of the IME. If at all there is even
a slight doubt that we did compromise our
country’s interests under pressure from the
IMF we should sericusly consider the
feasibility of our country repaying the IMP
loan to give ourselves a greater freadom in
designing a modified set of economic
refonns. This option should not he easily
ruled out. If the sovereignty of our country
is at stake we should he ahle to aroise the
patriotic feelings among cur people,
particulady the wornen, who hold in their
personal possession gold jewellery wornth
billioms of doliars, u come forward o make
personzal sacnfices, if noccssary, to cnable
our counlry 1o take deastic stops in this
direction. That such a thought is not tao be
brushed aside as impractical is supported by
the fact that India’s private gold holdings
are valued at more than 80 billion US dollars
[Venkitaramanan [992]. A& proposal to this
effect was first made by my colleague Atul
Sarma (see "Why Not a Gold Bank as an
Alternative to IMF Loan’t by Atal Sarma,
Hiadeestan Times, Mew Delhi, August 7,
1991).

Mo country can, however, formulate its
econnmic peoblems and design its strategies
in izolation, ignoring the political and
economic competition and threats posed by
the other countries. This does not, however,
mean that each country should ake such
competition and (breats as unavoidable |
unalterable, and gmiven, Each country should
Ity its besl, Lthrough compelition and co-
opcration, to alter those threats in order to
minimisethe losses such threats might inflict.

Vi
What Is Wrong with Economic
Reforms io India and How to
Redesign Them

An appraisal of the performance of the
Indian economy under reforms moust be
carried out using the framework given inthe
previous seclion, The economic reforms
being adupted in India are notl bascd on the
specific stratcgics that would have cmerped
had the IMF developed a global planning
model as described in Section V. Meither
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arc they based on development strategies
that India would have arrived at if it had used
the framework described in the previous
section. This has resulted in a mismalich
hetweaen the reforms actually designed and
implemeanted and their sequencing, on the
one hand, and the rcforms and their
sequencing that would have emcrged if our
country had designed the rcforms inde-
pendently using \he approach cited above.

It order Lo assess the impact of the post-
193] siabilisation policics and economic
reforms it is necessary to recall the
circumstances that led us to major crisis in
the spring of 1991, While this issus has heen
widely discussedin the liteeanire Basng |993),
Bhagawati {1993), Bhagawati and Srinivasan
(1993), Joshi and Litile (1993), Kumar
(1992}, Komar (1993}, Mallick and Kumar
(1995), Nayyar (19933, and Patnaik and
Chandrasekhar { [995)itis uselul 1w highlight
the major antecedents o the crisis.,

By the end of 19705 India’s savings rate
had reached as high a rate as 20 per cenl,
The savings investment gap being namowed
India seemed o face the scoond gap, the
foresign exchange gap or the trade gap. Major
components of India's imports then were:
industrial intermediate goods (such as parts
and equipment), fertilisers and chemicals,
capital goods, crude oil and petroleam
products, and precious stones and jewellery
which were needed to process them for value
added jewellery exports. Both India’s
production and its exports were constrained
by these componants of imports. India went,
to IMF fora lnanin 1981 to slacken the trade
gap. The foreign exchange reserves so
received were not utiised properly. They
were ‘used partly (0 meet the deficit in
government's revenue cxpenditures. The
prospect of facing the weneral elections in
1084 with an IMF loan on its back was
considerad to be a sedious political problem,
The government decided to rerurn the IMF
Ioan. It was then forced (o harrow
commercially at non-concessional rates of
integrest, In the posi-Bretton Woods
environment of {lexitile cxchange rales this
meant cxternal borrowing at very high sk,

The liberaliscd envitorment for capital
poods imports prompted the pubtic sector
enterprises to impont capital goods against
commercial borrowing abroad. The
commercial borrowing were in hard foreign
exchange currencies such as US dollars,
British pounds, fapanese Yen, and German
marks. This must be examined against the
background that 20 per cent of our country’s
exports then were to the Soviet Union and
its east Furopean allies, whose currency
exchange rates registersd 3 high degree of
volatility in the late 1980s. At the same time
India’s exports to the western developed
countrics alse declined due to widespread
recessien in those countries. As India
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bewrowed hard currencies athigh commercial
mles of interest, and did not change its
patiern of irade away from the communist
blow of poumtries, Infia’s credipworthiness
had gone down, This low ceedit rating was
also responsible for miassive withdrawals of
forcign cachange balances [rom the non-
resident Indians. These NRI remittances al
that time constituted amajor soutee of inteest
payments on {orcign losns, These develop-
ments led to 8 major crsis of confidence for
Indian mpecinthe forcign cxchange market.
This picture, which was already very gloomy,
wis funther agperavaled by the Gulf war and
the decision of the Indian government to
repatriate Indians based in Irag and Kuwait
at the povernment's expense.

From the above description of the avents
and citcumstances it is very clear that the
crisis India faced in the spring of Y9 is
not due to any major domestic crises. It is
mcstly due po imprrodent bormowing from
abwoadd amd rroshancd]ing and mismgnagemeanm
of [oreign reserves. T India wsed the IMF
loan af 1981 wisely with iransparcncy, and
with the prime intention of closing the irslc
gap, and if it reoriented s cxpon trade, the
crisis would not have ansen, [ India had
gonc for the coonomic reforms in §98E,
holdly and with a determination, and if it
did net return the [MF loan things would
have been entirely different today. People
all over the world would have been talking

of India" s roaring (3ir) Lion instead of talking .

about the Asian Tigers and Cubs. Let us
rcmember the warning sounded by
Santayana, “Those who do not remember
the past will he condemned to repeat 1t

The economic reforms packags originated
from the [IMF. Teis based on the neoclassical
micto-aconamic theory and the classical or
new classical macre-economic theary, The
reforms are therafora based on the frameswork
that 1% expected 10 apply egually well 1o ajl
developing countries. While the structusat
differcnces belween countries are oflen noted
as imporlant oo sedous cffon is made to
design economic refomms o suil the specific
siructural charactensiics of the counity in
which the refomms are lsunched,

On: of the lundamemal reasons why the
reforms have not vielded the desired resules
is that they were not specitically designed
for our country, taking into accoumnt its
strengths and its weaknesses, and taking into
account the threats and opportunities it is
exposcd to. It is here that the framework
outlined in the last two sections is quite
relevant. If we wish to make good the
opportunity before us we must accept the
basic principles of reforms but adapt thein
ormodify them to suic the straciueal [eallmes
of our econnmy,

Wi bave argoed clsewhere [Komar and
“ittal §995] that we must be guite cautious
in thanking of exporting and or importing
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agricuftural commadities. The trade retoems
st he modified in such o way thae we
increase our foreign exchange earming [Hsi-
tion in lerm s of bard foreige currencies and
minimise the use of such high value or high
cost Tomeign curmency 1o pay for our impoets,

Wi responded to the IMF call (o reduce
vur fiscal deficit. But this was donc by
cutting the crucial capital cxpenditurcs on
cssential public physical infrastmociure such
as power, transport, and communications.
W have not bothercd wo do an ABC analysis
of which of the govemment cxpenditure
itemns we should cut iF we were to reduce
the fiscal deficit. Even today we donot have
a systermn of examining the cost etfectiveness
of various government oferatinns. BEven
amnng povemmmenls that offer the same set
nf serviges thene are differsnces in cost
effectiveness, Benchmarking and ef[iciency
cost Fromtier wre two concepls that
management scignlists are employing with
eoud resulls, Our government can bensfit
tm such steps.

Sequencing and phasing of economic
reforms also du ool secm to have been
designed specifically to suit our country's
structura] charactedsics. First we should
have dercpulated the indwstry and privatised
a part of the public sector which should have
heen privatised long ago. This must have
been followed by the banking sector reforms
and fiscal reforms so as to reduce the
crowding out of private investment by the
govermment which was the major charac.
teristic of our economy. During this initial
phase of reforms we should have selectively
permitted warift reductions and remboved
irnper] restriclions on certain capital goods
and impunts of material nesded Tor export-
hased mdusioes, Only aller cur industry 15
wiven a level-playing Geld shouwld we have

gone ail the way for total trade liberalisation,

Thee serategic Manning Meamewerk Lhat is
siressed in the paper when applied 1o the
prevailing conditions i India will Tesd (o
the [ellowing iype o analysis:

Given (he migor debl obligations facing
the country in & highly competitive world
ceonomy and highly volatile forcign
cachange markets our top poocity should be
o promote and reoricnt our cxports. We
need to increase the export eamings to repay
our debts. Sinee the debt is in eertain
denominations we necd bo have our export
camings inthose denominations. Funthcrthe
exchange rates arc guite volatile under the
flexihle exchange rate regime. These twe
astects suggest that we nead to reorisnt our
exparts 10 thosecountries imwhose cormzncies
we have our debd, angd that we need (o
carefully monitor and manage oor fomeign
exchange reserves with regard o ils
comnposiion o letimns of appreciating and
depreciating forign currcmics.,

Thenext siepinouranalysis of the problem
15 (o examine the structure of our cxpors
in werms of the scotors that do the major
cxports and the dircction of thosc exports,
viz, tht countries to which we export. Having
cxamined that then we need to fook at all
such industries which expart to the hard
currency countries. We need to see what
factors constrain those exports. 1f the
constraint is in terms of our market share,
we ncod to explore the possibilities of
increasing the market share by improving
the quality of the product and by reducing
the cost aof production. The latter aspect, viz,
reduction of cost of production, will gucle
us on some new policy directions, We can
examine the various inputs Ffor the production
of impaeniant expon, goods and ask oursclyes
in what way the government can bhelp reduce
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the costof those inpuls. Costof infrastroctura
plays a key role in this type of reasoning.

T our commiey has to sustain s comdartable
positien in the workld econemy in the long
run wi need 10 generate reasonable Tutore
scenarios of Lhe world economy and see how
we can make a good miche for oursclves.
Apain this calls for a stratcgic approach
outlined in the two previcus scotiens.

I do not think we have done any scrious
analysis of this nature. On the other hand
we seem to be having too much of
unwarranted confidence in the working of
the free market forces to help increase our
expors. They might do so in the long rumn,
hut through planning and stace intervention
we might hasten the process. The slow page
of growth of expons we observe can be
autnbuted to this negloct of siralcgic planning,

We have been chanting the povalisation
manird without crcaling the nooossary
institulional framework. Privatisalion of
power and transport scolors 15 acasc in point,
We need to create new incentive compatible
institutional mechanisms, such as open
competitive bidding that enahle a smooth
switch over from the public sector to the
private secoor. W must think not of reducing
the role of the state but, think of giving the
slate a new role of enabling development
and growlh instead of regulating or
strangulating growih and development. In
facttherc is only one next step, the only step,
which will lcad us to a promising path in
the newly emecrging global cconomic
environment. Thisstcp is o prepare astratcgic
plan for management of economic
devalopment in the new environment along
the lines indicated in the last section.

Another issue related o privatisation is
the so—called exit policy and the associated
salely-nel, Roth the concepts and the choice
of names evoke high nepative responses
from people in a country such as India. Exit
pericy and safety-net do not wock inoalarpe
democracy with a large public sector, The
word exil means throwing an employed
person oul of cmployment, The sufefy-nal
mesns that we are showing pily 0n 3 perscn
we are oursclves throwing out of
employment, Whal 1s more prctical and
feasibleisthe gradual privatisation of seleeted
public sector enterprises in the initial s1ages.
When the reforms take root then thero is no
prohlem witl this issue as people themsel ves
woukbd prefer (o legve the puhlic sector amd
o 1o the private sector, This process would
be hastened if 4 suitable scheme af voluntary
retirement s designed for the public sector
cntcrpriscs, There has o be a definitive
scheme, in the initial slages, for relraining
and rclocating the employees of the most
loss-making public scctor cntespriscs. Such
an important aspect cannot be wishad away
tn happen by itselt through market forces
orithronigh government decisions, A feasible
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plan of action must be prepared, and the
penple who are affected must be consulied
and assured that the plan would offer them
heiter opportnities. Unless wedo semething
seripusly aboutl it guickly no restructuring
or reform becomes [easible in vur counlry
gy the public scolor already oceupics the
commanding heights in terms of coopl oyment
amd votcs,

Cne major achievemeant we have made.
however, is o prepare oursel ves for economic
rcforms, and launching some of them in
some form. ‘The basic inertia against reforms
is not there any mare. It is lett to us now
to refornmulate the reforms appropriately to
suit our specitic needs according o the
strategie planming approach autlined above,

The conclusion that cmerges 15 mther
discomforting. . The coonomic reforms did
nit deliver the powds cven after five yours.
This is bevause they arc not suitably designed
to suil gur country's specific needs and
conditions. Lnless we wake up and do some
thing quite serious we may he the victims
of Santayana's waming. What we need to
do i5 to rotum to the drawing boards and
get back to planning, the Mahalanobis way,
as indicated above in the paper.

Mates

[Rased an a paper. prescnted al an international
seminar on ‘Developiment Planning: Belevance
and Approaches’ arganised by Erasmus Liniver-
sity, Rotterdam, the Metherlands, Planning Com-
mission, povermment of lndia, and the lnsoitote
of Econonie Growth, Delh, at the Instmure of

Economic Growih, Manci [9-21, 1996].

I O miuzh alsao sound 9 negaiyve nowe and say
that such trade gencrated unequal goins from
trade hetween the trading nations, and that
countries suchas India, West lndies, and Hraril
husd adverse ecme of wrade. But the relevant
guestion vne must ask s whal would have
bt e ecenomic conditions ol ese counltes
in the ahsonce of such rrade’t

3 There is @ lesson for us From this historical
event which took place in Hotain, (e must
not hasily conclude that a pact of a policy
which displaces the pooc Garesers froe Lhear
lands 15 bad wirthom looking at the ather pacts
of o larger policy package which provide a
rehabilitation for thom. The safety net scheme
of the present eqonnmic reforms is supposed
ter be one such policy thal 15 supposed to
reehabilitate the woders disploced by Lhe ean
policy. Hww well this scheme 15 theughl oot
and implemsenwed is a different matter (o which
we return loter i section YT

3 [o the Jater pact of che 19th cenmury also thore
werg Mose whe, like the present day erifizs
ofeconomicretorms, predicted that the prateg-
ted infane indusgaics of France and Gomany
wrnuld be wiped out with the Jinporis of te
Bribsh manutactuned goeds. History groes us
un assurwnce Lhat thers need ot be such (ears.
The free wade helped e moere sMcien
contimental manufcturers 0 modemise their
equipoent and planis. While the smalf and
inetficient fierns weers forced ourEn cornpenition,
there were olher oppottomities which opened
up by the free trade fot the entte preneucs and
workers of such nkupt fioms.

June 2Z, 19906

4 This kind of sdvantage of entering the ficld
late and neapmg the henefits of the latest
technology is alse revealed by the post-war
ceonomic growith of Japan and also by the
recent regords of the newly indpstrialising
countres. Thos, coontries like Indisand Brazil
citn hope 1w reap similar benefits iF they utilise
wisely the opporionities nffered o them.

5 For o detailed discussion of faclors that could
Tave caused the zreal world depression of
1929, ohe may see Galbeaith {1955).

& Mahalanobis did cmphasise the need oo wark
trwards the development of the underdeveliped
regions af the world to bring about peace in
the world [Mabulunobis 1258, 1939].
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