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The difference between what we do and what we are capable of doing would suffice to solve most of the world’s problems.

—Mahatma Gandhi



foreword

Dominic Barton and Noshir Kaka

By the time Alexander the Great reached the Indus River Valley in 326 BCE, he had vanquished three formidable empires: Syria, Egypt, and Persia. But on a rainswept night on the banks of the Jhelum, an Indus tributary, the Macedonian conqueror’s quest for global domination collapsed at the hands of a Hindu king. Greek historians called Alexander’s Indian foe Porus. According to their record, he stood seven feet tall and commanded an army of thirty thousand soldiers and two hundred war elephants. After an all-night battle waged in a howling monsoon, Alexander eventually forced Porus to surrender. But it was a hollow triumph. By Indian standards, Porus was a minor raja. The Magadha emperor, who ruled the lower Ganges River to the east, had many times more men and elephants. Alexander’s men, exhausted and terrified by the prospect of battling another giant Indian army, mutinied, compelling Alexander, the most successful military commander in ancient history, to turn back home.

Modern visitors, too, can find India overwhelming. Passengers disembarking at Indira Gandhi International Airport’s gleaming new third terminal are greeted by the Nine Mudras, an installation of colossal metallic hands looming above the Immigration counter. The hands, according to their designers, are arranged in delicate gestures from yoga and Indian classical dance to symbolize reassurance, benevolence, “the oncoming of novel tidings,” and the “linkage between the individual . . . and the ever-throbbing life force of the universe.” Travelers proceed under the Mudras, through baggage claim and customs, along the air-conditioned arrival hall adorned with posters celebrating “Incredible India” and then out onto the curbside, where they are plunged headlong into “ever-throbbing” life—and plenty of it.

An abundance of life—vibrant, chaotic, and tumultuous—has long been India’s foremost asset. As Western economies struggle to recover from global recession, India’s multitudes earn it a place alongside China as one of the world’s two indispensable emerging markets. India, with 1.2 billion people, half of them under the age of twenty-five, is expected to overtake China as the world’s most populous nation before 2025. In good years, India’s sprawling economy has shown itself capable of growing as rapidly as China’s; in 2006 and 2007, Indian GDP surged 8.5 percent. In 2012, according to the Organisation of Economic Cooperation and Development, India likely eclipsed Japan as the world’s third-largest economy.

Asia’s “other superpower” has many strengths. Indian business leaders, unlike their Chinese counterparts, are at ease in global markets; many, if not most, are fluent in English and graduates of leading business schools in the United States and Europe. With increasing confidence, CEOs of India’s leading companies are venturing overseas, making headlines with high-profile acquisitions such as Tata Group’s purchase of Jaguar and Land Rover or Bharti Airtel’s acquisition of Zain’s African telecommunications business. Indian software giants like TCS, Wipro, and Infosys have emerged as global technology leaders, thanks partly to the skills of the thousands of world-class engineers who graduate each year from the country’s famed Indian Institutes of Technology. Indian companies are thriving in other key sectors such as pharmaceuticals, petrochemicals, and steel, demonstrating a capacity for efficiency and innovation that is changing the global competitive landscape. India’s banking system and equity markets are well regulated and far more open to foreign participation than China’s. India’s currency, unlike China’s, trades freely. It is often argued that India, with its wildly pluralistic society, fractious democratic political system, and boisterous independent media, has the potential to show the world’s other emerging markets that ethnic homogeneity and authoritarianism aren’t the only—or even the best—path to successful economic development.

But there it is, that word “potential”; it crops up all too often in conversations about India. As consultants we hear it again and again, from business executives, government officials, and opinion leaders inside and outside India. Today, almost seventy years since shaking off the yoke of British imperialism, India is reclaiming its historical prominence in the world economy. It has congratulated itself for “rising” and “shining”—but is it doing so as quickly or as brightly as it should?

As Reimagining India goes to print, there is growing anxiety, fueled by a severe market downturn, that the burst of economic liberation of the 1990s and the decade of rapid growth that followed have given way to deadlock and complacency. Manmohan Singh, the celebrated architect of the 1990 reforms and now India’s prime minister, has vowed to “take all possible steps” and do “whatever is necessary” to curb government spending and stabilize the economy. But the questions linger: What steps are possible for India? What is the nation’s true potential? And what can be done to unlock it?

This book is an effort to encourage discussion and debate about those questions. Reimagining India follows the spirit and format of Reimagining Japan, a McKinsey-edited essay collection published in the wake of the “triple disasters” of earthquake, tsunami, and nuclear crisis that struck Japan in 2011. As with the Japan book, we have sought wisdom from many dimensions, social and cultural as well as economic and political. We have solicited essays from India’s leading business executives, CEOs of some of the world’s largest multinationals, economists, investors, entrepreneurs, scholars, journalists, artists, and athletes. Readers will, of course, find essays here on the strengths and weaknesses of India’s political system; growth prospects for India’s economy; the competitiveness of Indian firms; and Indian foreign policy. Other contributions explore how India might harness the power of new technologies, improve its infrastructure, expand access to health care, revamp its educational system, rethink its energy strategy, and halt destruction of its environment. But there are also essays on “softer” topics such as Bollywood, cricket, Indian cuisine, chess, classical dance, and India’s bid for a stronger performance in the Olympics. The result, we think, is a collection of ideas and expertise without parallel in any other volume.

These are independent voices. McKinsey made no effort to censor or influence the views of any contributors other than to press them to express their ideas as sharply and clearly as possible. While McKinsey consultants have contributed a few essays to this volume, Reimagining India is not the product of a McKinsey study; neither is it meant as a “white paper” nor coherent set of policy proposals. Rather, our aim was to create a platform for others to engage in an open, free-wheeling debate about India’s future.

No vision for India’s future can be complete without an awareness of India’s extraordinary past. The subcontinent was home to some of the most sophisticated early human civilizations. Critics of India’s modern infrastructure would do well to recall that inhabitants of Mohenjo-Daro and Rakhigarhi built the world’s first-known urban sanitation systems five thousand years ago and may have been the first to use wheeled transport. For centuries after Alexander’s departure, India was governed by powerful Hindu dynasties who patronized the arts and took keen interest in religion, philosophy, and practical science. Megasthenes, the first Western historian to venture beyond the Punjab into the Gangetic plain, described a land so verdant and fertile that “famine has never visited India and there has never been a general scarcity in the supply of nourishing food.”1 Venetian traveler Marco Polo, who claimed to have visited several ports in India during his 1292 voyage from China to Persia, declared Malabar (now Kerala) on India’s southwest coast to be the “richest and most splendid province in the world.”

In 1603, when English merchant John Mildenhall presented himself at the court of Akbar, the Mughal emperor, clutching a letter of introduction from Queen Elizabeth, Mughal India was the world’s richest nation, accounting for as much as a quarter of the global economy.2 Akbar, whose empire stretched from Kabul in the north to the Deccan Plateau in the south, was by far the world’s most powerful man. At his court in Fatehpur Sikri, notes British historian Alex von Tunzelmann, Akbar lived in “unmatched opulence . . . in rooms done out with marble, sandalwood and mother-of-pearl, cooled by the gentle fanning of peacock feathers.” By comparison, Elizabeth was “a weak and feeble woman” who ruled over a “grubby, unsophisticated, cold, dismal little kingdom.”3

And yet, a century and a half later, that dismal little kingdom was a rising naval power and the Mughals in disarray. By 1757, the East India Company, the fledgling British firm Elizabeth granted a royal charter to trade with India, was strong enough to seize control of the entire subcontinent. Direct administrative authority for India was transferred to the British crown after a bloody uprising in 1857, where it remained until India emerged as an independent nation in 1947.

Many of our authors cite the transition from colony to nation as India’s original act of imagination. With its riot of different races, religions, languages, and castes, India was, in its first decades, mostly an idea in the minds of its founders. As Fareed Zakaria reminds us in this volume’s opening essay, pre-independence India was a loose confederation of shifting power centers, alliances, and local traditions—nothing like the single-religion, single-culture nations of Europe. There was no guarantee modern India would hold together. The efforts of Jawaharlal Nehru, India’s first prime minister, to portray India as a diverse but unified polity, tracing a line from the early years of Indus Valley civilizations all the way to modern day, were mostly wishful thinking.

In its first three decades, India was beset by wars on multiple borders and numerous tribal insurgencies and separatist movements that threatened to pull the nation asunder. The overwhelming preoccupation of its leaders was consolidating control of the central government. That effort overreached most spectacularly under the prime ministership of Nehru’s daughter, Indira Gandhi, whose efforts to weaken regional political rivals and tighten the central government’s grip only fanned the flames of rebellion.

Early approaches to economic policy followed a similar dynamic. Nehru’s thinking about the relationship between the state and private enterprise was steeped in ideas of Fabian socialism that had captivated him as an undergraduate at Cambridge; he was an ardent admirer of Soviet-style central planning. Indian business leaders contributing to this volume can attest to the difficulties of trying to run a business under India’s “license raj,” the elaborate tangle of permits, permissions, and regulatory red tape that stifled nearly any form of entrepreneurial activity in the first four decades after independence. A 1991 balance of payments crisis—and the humiliation of the Reserve Bank of India being required to airlift sixty-seven tons of gold to London to secure an emergency loan from the International Monetary Fund—forced the government of Prime Minister Narasimha Rao to loosen its stranglehold on a host of key industries.

Those reforms may have been compelled by crisis but, as Reliance CEO Mukesh Ambani points out, they were “visionary and bold”—as the rapid growth of Reliance itself underscores. Indeed, liberalization, and the burst of entrepreneurialism and growth that followed, can be described as India’s first effort to “reimagine” itself.

The premise of this book is that powerful forces at work since the 1991 reforms—and partly accelerated by them—have created another moment for “visionary and bold” change. Growth, globalization, and the spread of technology are bringing India together in a way that facilitates new conversations about a collective national future—conversations that might not have resonated twenty or even ten years ago. Zakaria is one of many observers who hails the expansion of India’s middle class—a group “whose interests transcend region, caste and religion”—as a powerful force for unification; indeed, he sees the recent spate of mass demonstrations in India, protesting official corruption and the brutal rape of a young woman in Delhi, as calls by a unified middle class for the Indian government to fulfill its basic duties. Popular culture, too, has played an important role in bringing Indians together, as explored in the essays by writer Jerry Pinto on Bollywood and sports broadcaster Harsha Bhogle on cricket.

But it must also be said that the idea of India itself has inherent power. Over time, Indians have embraced the notion that, whatever their other differences, they are part of a single nation. Brown University political science professor Ashutosh Varshney argues in his essay that “regional diversity no longer poses an existential threat to India. The primary objective of India’s federal design was to weave a nation out of its many diverse parts and protect national integrity. In that, India’s federalism has largely succeeded.” As Indian Express editor Shekhar Gupta puts it: “It is only now when India has subsumed its many rebellions and moved on from the politics of anger and grievance to the politics of hope and aspiration, that our nation is in a position to leverage its success as a liberal, diverse democracy.”

What better moment, then, for a new round of reimagining?

The essays in this volume make clear India has no shortage of urgent challenges. Among the issues raised by our contributors:

The role of the state: Gurcharan Das, a libertarian and former head of Procter & Gamble’s India operations, argues that India can’t fully unleash the creative power of its businesses and entrepreneurs without help from a strong liberal state. For decades, he argues, India’s private sector has celebrated its ability to succeed despite overregulation and bureaucratic meddling, an idea expressed in the aphorism that “India grows at night” when the government is sleeping. “How,” he asks, “can a nation maintain robust economic growth with a weak, flailing state? Shouldn’t India also grow during the day? . . . Succeeding despite the state may be heroic, but it is not sustainable.”

Morgan Stanley emerging markets expert Ruchir Sharma, however, argues that the solution for India is further decentralization. India’s states and regions must be left to pursue their own economic policies, he contends. “The rise of the states is a sign of India’s maturity. . . . In an increasingly federal nation, the dynamism of the state leaders is countering the ineffectiveness of the center.” Industrialist Anand Mahindra agrees: “The best way to propel the economy may be to encourage different parts of the country to go their own way.”

MIT scholar Yasheng Huang, for his part, takes issue with the oft-heard assertion that the reason China’s economy has grown more rapidly than India’s is that the former has one-party rule and an authoritarian government while the latter is a democracy. Democracy does no harm to growth, Huang insists; he dismisses the notion that authoritarian regimes are better able to engineer economic miracles as a “fable” predicated on a flawed analysis of political and economic data.

Embracing competition: Many contributors lament India’s ambivalence about competition. Several note India’s reluctance to allow foreign multinationals into Indian markets. But Harsha Bhogle’s essay on cricket examines how creating greater equality of opportunity helped make India a global superpower in the game. Geet Sethi considers what it will take for India to field a contingent of truly competitive Olympic athletes. Novelist Manu Joseph, meanwhile, highlights the hypocrisy of India’s middle classes, who decry family patronage in politics and reservations for members of disadvantaged castes, while they themselves live in a “paradise” of entitlement and protected privileges.

The quest for inclusive growth: A recurrent theme in many essays is the importance of ensuring that the benefits of economic growth are widely shared. Authors acknowledge there are no easy solutions to this challenge, but many express hope that technology can help India close the gap between rich and poor. Education is one area where technology has vast potential to reduce inequality. Digital educators Salman Khan and Shantanu Sinha contend the world is on the verge of another “printing press moment,” which will break the elite’s grip on the essentials of education, making available to millions of aspiring learners online knowledge and ideas once restricted to the lecture halls of Harvard or Stanford. K. Srinath Reddy sees similar possibilities in health care, citing the example of the Swasthya Slate, a tablet device that enables users to perform various diagnostic tests including electrocardiograms, as well as blood sugar, blood pressure, and heart rate readings. Former Infosys CEO Nandan Nilekani, now head of the government’s unique identity program, explains how his agency is using digital and biometric technologies to help low-income Indians gain access to government services and benefits to which they are entitled.

Innovation and leapfrogging: Venture capitalist Vinod Khosla is one of a number of authors who argue that as a developing nation India should employ a “leapfrog mentality” to find unique new pathways to a better future—not only in education and health, but in areas like energy and infrastructure. So, for example, rather than blindly following in the footsteps of developed countries by trying to build more highways to accommodate more cars, India should think about what would be the best transportation system for self-driving vehicles. Khosla is one of several authors who urge India to do more to help new players and entrepreneurs rather than simply conferring benefits on established firms.

Sustainable development: Former Shell Oil executive Vikram Singh Mehta deplores India’s counterproductive, contradictory energy policies. Vedanta chairman Anil Agarwal wonders why India lags so far behind in exploring its vast mineral wealth. Historian Ramachandra Guha counters that over the past twenty years India has rolled back many of the sustainable environmental policies it had begun to put in place, and is encouraging a Western-style consumer culture that imperils the planet’s future. “India today,” he writes, “is an environmental basket case, marked by polluted skies, dead rivers, falling water tables, ever-increasing amounts of untreated wastes, disappearing forests.”

Finding India’s place in the world: We are delighted to be able to feature in this volume essays by an extraordinary lineup of foreign policy thinkers. Bill Emmott urges India to revive Nehru’s expansive vision for India as regional leader in Asia. Stephen P. Cohen, Ahmed Rashid, and Bruce Riedel offer specific advice on how to fine-tune India’s relations with, respectively, Pakistan, Afghanistan, and the United States.

A team of McKinsey consultants makes the case that India’s companies, too, must take a more expansive international role—and offers a number of specific suggestions for how they might do so. Aditya Birla Group CEO Kumar Mangalam Birla shares his experiences leading one of Indian’s most successful global transformations—and confides that one of his most unexpected challenges was deciding whether to put meat on the menu in company cafeterias.

Menus are also on the mind of restaurateur Rohini Dey, who offers a ringing manifesto for transforming foreign perceptions of Indian food, banishing “$8.99 all-you-can-eat buffets” with “mushy, overcooked fare swimming in oil and nuclear food dyes” so that Indian food may take its rightful place as a genuinely global cuisine. Ogilvy CEO Christopher J. Graves, meanwhile, shares his thoughts about “Brand India,” arguing that the “Incredible !ndia” campaign could use a dose of credibility.

Defining India’s identity: Anand Giridharadas explores a different dimension of the Indian identity. The focus of his interest is not national but individual—how Indians are reimagining themselves. For individuals, he argues, the Indian dream is “the dream of self-invention: of having the freedom and the means of authoring yourself into being. Your caste, your class, your native place, your religion, your parents’ occupation, your family dietary habits—all these things be damned. It is the dream of becoming yourself, free of history and judgment and guilt.”

In a way, India as a nation is engaged in something like that. Some of the deepest questions in Indian religion and philosophy swirl around the idea of karma. In its most simplistic form, the notion of karma suggests one’s destiny is fated, predetermined by some prior act in another existence. But karma also provides for free will and the possibility that through one’s own choices and actions, one can influence the trajectory of fate. What we find so heartening about all the essays in this volume is that they remind us that modern India is in control of its own destiny. India’s people hold the power to unlock their nation’s full potential.

Achieving that vision, however, will require all Indians to work together. Bill Gates, in his essay, recounts how India’s people did exactly that in fighting polio. About that effort, he writes: “India has shown the world that when its people set an ambitious goal, mobilize the country, and measure the impact, India’s promise is endless. . . . India has miles to go in this quest, by any measure, but it has shown it has the will and means to realize its full potential.”

We couldn’t agree more.

—August 2013
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the rediscovery of india

Fareed Zakaria

Fareed Zakaria is host of CNN’s Fareed Zakaria GPS, an editor-at-large for Time magazine, and author of The Post-American World.

Is India even a country? It’s not an outlandish question. “India is merely a geographical expression,” Winston Churchill said in exasperation. “It is no more a single country than the Equator.” The founder of Singapore, Lee Kuan Yew, recently echoed that sentiment, arguing that “India is not a real country. Instead it is thirty-two separate nations that happen to be arrayed along the British rail line.”

India gives diversity new meaning. The country contains at least fifteen major languages, hundreds of dialects, several major religions, and thousands of tribes, castes, and subcastes. A Tamil-speaking Brahmin from the south shares little with a Sikh from Punjab; each has his own language, religion, ethnicity, tradition, and mode of life. Look at a picture of independent India’s first cabinet and you will see a collection of people, each dressed in regional or religious garb, each with a distinct title that applies only to members of his or her community (Pandit, Sardar, Maulana, Babu, Rajkumari).

Or look at Indian politics today. After every parliamentary election over the last two decades, commentators have searched in vain for a national trend or theme. In fact, local issues and personalities dominate from state to state. The majority of India’s states are now governed by regional parties—defined on linguistic or caste lines—that are strong in one state but have little draw in any other. The two national parties, the Indian National Congress and the BJP, are now largely confined in their appeal to about ten states each.

And yet, there are those who passionately believe that there is an essential “oneness” about India. Perhaps the most passionate and articulate of them was Jawaharlal Nehru, India’s first prime minister. During one of his many stints in jail, fighting for Indian independence, he wrote The Discovery of India, a personal interpretation of Indian history but one with a political agenda. In the book, Nehru details a basic continuity in India’s history, starting with the Indus Valley civilization of 4500 BCE, running through Ashoka’s kingdom in the third century BCE, through the Mughal era, and all the way to modern India. He describes an India that was always diverse and enriched by its varied influences, from Buddhism to Islam to Christianity.

Nehru well understood India’s immense diversity—and its disunity. He had to deal with it every day in trying to create a national political movement. The country’s chief divide, between Hindus and Muslims, was to create havoc with his and Mahatma Gandhi’s dreams for a united India. But he was making the intellectual case for India as a nation as the essential background for its national independence. And he had a good case to make. India has existed as a coherent geographical and political entity, comprising large parts of what is modern India, for thousands of years. Despite its dizzying diversity, the country has its own distinct culture. Perhaps that’s why, for all its troubles, India has endured.

Where Nehru and Churchill were both wrong was in their political conception of the nation-state itself. India could not follow the example of the European single-ethnic, single-religion nations that sprouted up in the nineteenth century. The British unified India using technology—the railroad—and arms. That nationalizing trend produced, in turn, a unified national opposition to British rule in the Indian National Congress, bringing together all India’s communities against foreign rule. But all this was a historical aberration. India had existed as a loose confederation for much of its history. Even when there had been a ruler in the national capital, he had exercised power by co-opting vassals, allowing regions autonomy, letting local traditions flourish. It was a laissez-faire nation in every sense. Despite the rise and fall of dynasties, the entry and exit of empires, village life in India was remarkably continuous—and unaffected by national politics. “India has historically been a strong society with a weak state,” says Gurcharan Das, the CEO turned author and philosopher.

Modern India went down a different path. Nehru and many of his contemporaries were deeply influenced by nineteenth-century European nationalism and twentieth-century European socialism. They could not conceive of modern India without a powerful national government. The centralizing impulses were more forceful in the economic than in the political sphere, where local leaders were often strong and autonomous. Even so, by the late 1960s, the Congress started losing ground to regional parties, first in the south on linguistic grounds and then later to caste-based parties in the north. The harder the Congress tried to fight this tendency, the greater the local backlash. This opposition to New Delhi reached its zenith under Nehru’s daughter, Indira Gandhi, who as prime minister attempted an extreme form of centralized rule in the 1970s, dismissing dozens of local governments, hoping to crush or co-opt regional parties. The result was half a dozen violent secessionist movements in the north, south, east, and west, one of which claimed her life in 1984.

Over the last twenty years, India has been moving toward a different model of nationhood. The power of regions and regional parties is now undisputed. Starting in the early 1990s, New Delhi has been overturning the license-permit-quota raj and opening up the economy. The result is an India that is quite different from the one its founders might have imagined—a motley collection of communities, languages, and ethnicities living together in an open political and economic space. Some older nationalists find this new India too marketized, decentralized, noisy, vulgar, and messy, but it reflects India’s realities and, for that reason, it has tremendous resilience.

Now, without central plan or direction, there are forces pushing India toward a greater sense of nationalism than before. Economic liberalization has created a national economy, and technology is creating a national culture. While there has been a proliferation of regional television channels for news and entertainment, there is also a growing set of national programs and media events. From cricket to Bollywood, a common popular culture pervades every Indian’s life. As India grows, its people will discover that there is much that distinguishes them from other Asian countries—and that binds them together.

Economic growth has created one more common element in the country—an urban middle class whose interests transcend region, caste, and religion.

This is already having political consequences. Between 2011 and 2013, millions of Indians took to the streets to protest, first against corruption and then against the brutal gang rape and murder of a twenty-three-year-old woman in Delhi. The people marching came from cities and towns. In the past, mass agitations in India often originated in the countryside, with farmers petitioning for government largesse or some groups—defined by caste or religion—asking for special rights. The recent protests have a different quality: They ask the government to fulfill its basic duties. They seek an end to the corruption that is rife throughout the Indian political and bureaucratic system. They ask not for special government programs for women but rather simply that the police and courts function efficiently so that rape victims actually get the justice they deserve.

Most of India’s wealth is generated from its cities and towns. Urban India accounts for almost 70 percent of the country’s GDP. But almost 70 percent of its people still live in rural India. “As a consequence,” writes Ashutosh Varshney of Brown University, “for politicians, the city has primarily become a site of extraction, and the countryside is predominantly a site of legitimacy and power. The countryside is where the vote is; the city is where the money is.”

The United States is a middle-class society. Most of the country considers itself middle class and politicians cater to that vast group in every speech and policy proposal. In India, politicians have generally pandered to the villager. No party has a serious urban agenda, but all have elaborate rural schemes. Popular culture used to reinforce this divide. Village life in traditional Bollywood movies reflected simplicity and virtue. Cities were centers of crime and conflict, controlled by a small, wealthy, often debauched elite.

This focus on the rural poor has, ironically, been one of the major obstacles to alleviating poverty. For decades the national political parties handed out lavish subsidies for work, food, and energy—among other things—thus distorting all these markets and perpetuating many of India’s basic economic problems. Even after India’s economic reforms started, these patronage schemes continued and this mentality has often taken precedence over good governance, efficient regulations, and fiscal sanity. Policies that actually alleviate poverty by promoting economic growth are often enacted quietly and are even guiltily called “stealth reform” by their advocates. In a broader sense, too much of the political elite still thinks of India as a poor, third-world country, a victim of larger global forces rather than one of the world’s emerging great powers that could and should be governed by the highest standards.

The middle class itself has played into this narrative, traditionally thinking it was politically irrelevant and so adopting an apolitical stance. Its response to India’s problems was to expect little of government. Rather than demanding better government schools, they sent their kids to expensive private academies. Rather than trusting the police, they hired security guards for their homes and neighborhoods. Rather than running for office themselves, they didn’t bother to vote and pined for the authoritarian efficiency of Singapore or, now, China.

But twenty years of strong economic growth have transformed the country. The Indian middle class now numbers more than 250 million; over 30 percent of the population of 1.2 billion lives in urban areas. And these numbers are growing fast. Indian movies are now often focused on this group, seen as young, aspiring, and filled with idealism and ambition.

Globalization has raised the expectations that this new urban middle class has for itself and its government. The opening of the Indian economy has exposed them to a new world—a world in which other countries like India are growing fast, building modern infrastructure, and establishing efficient government. Whereas they used to assume that to get rich one needed political connections, today they can dare simply to have good ideas and work hard. India is still a parochial country—for good reason, given its size and internal complexity—but this middle class sees no reason why its democracy shouldn’t work for them too.

Technology is giving them the power to make their voices heard, even when outnumbered by other interest groups. India is unusual in combining the growth of an emerging market with the openness of a freewheeling democracy. (China has the former but not the latter.) The result has been an information explosion. The country boasts more than 170 television news channels, in dozens of languages. Three-quarters of the population has mobile phones. Texting and similar methods have now become a routine way to petition government, organize protests, and raise awareness. The Aadhaar program (aadhaar means “foundation” in Hindi), spearheaded by India’s tech pioneer Nandan Nilekani, which will give every Indian a unique biometric identity, could have a much larger impact than imagined. Its stated goal is to make it possible for Indians to get the rights and benefits they deserve, without middlemen, corruption, or inefficiency blocking their path. But it could also make it possible for Indians to think of themselves for the first time as individuals, not merely members of a religion, caste, or tribe.

Many foreign observers, particularly Western businesspeople, look at India today and despair. The country simply cannot reform at the pace necessary to fulfill its ambitions for growth and progress. Everything gets mired in political paralysis, and the governing class remains committed to a politics of patronage and pandering. This is all true and deeply unfortunate. But it is a snapshot of today’s reality, not a moving picture of an evolving society. In states as disparate as Gujarat, Odisha, and Bihar, state governments are aggressively promoting economic growth. And this is not simply a story about Narendra Modi, the controversial chief minister of Gujarat. That state of sixty million people has grown faster than China over the last two decades—with three different chief ministers. India itself, for all its problems, has been one of the fastest-growing large economies in the world over that period.

Can the country live up to its potential? If so, it will happen only because of a bottom-up process of protest and politics that forces change in New Delhi. India will never be a China, a country where the population is homogeneous and where a ruling elite directs the nation’s economic and political development. In China, the great question is whether the new president, Xi Jinping, is a reformer—he will need to order change, top-down, for that country.

In India, the questions are different: Are Indians reformers? Can millions of people mobilize and petition and clamor for change? Can they persist in a way that makes reform inevitable? That is the only way change will come in a big, open, raucous democracy like India. And when that change comes, it is likely to be more integrated into the fabric of the country and thus more durable.

I remain optimistic. We are watching the birth of a new sense of nationhood in India, drawn from the aspiring middle classes in its cities and towns, who are linked together by commerce and technology. They have common aspirations and ambitions, a common Indian dream—rising standards of living, good government, and a celebration of India’s diversity. That might not be as romantic a basis for nationalism as in days of old, but it is a powerful and durable base for a modern country that seeks to make its mark on the world.



breakout or washout?
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On the new highway into Ahmedabad, the largest city of the western state of Gujarat, the sun sets red in your eyes, just as it does in the polluted industrial zones of China. The city ranks alongside Chengdu and Chongqing as one of the fastest growing in the world. Factories sprout from the farmlands on its outskirts: Gujarat generates about 40 percent of its income from industry, more like China than India as a whole. The state is home to many of the largest ports in India, just as China is now home to most of the largest ports in the world.

Narendra Modi, Gujarati Chief Minister since 2001, is seen as a can-do autocrat, admired by businesspeople but loathed by human rights activists because of the deadly 2002 riots against the state’s Muslim minority. Now touted as a potential prime minister, Modi has inspired fears among many liberal-minded Indians that he would make the country more like China: more growth oriented but also more centrally controlled and possibly less democratic.

But because of India’s natural social fabric, with its incredible diversity and numerous distinct identities, the future of India looks less likely to unfold on the uniform China model than the looser, pluralistic European model—not the debt-strangled Europe of the last two years but the successful Europe of the postwar years, a federation that brought peace, political stability, and widespread prosperity to a diverse continent.

Since India began to grow at a reasonably fast speed in the early 1990s, it has come to see itself as the democratic world’s answer to China, potentially both prosperous and free. It can still achieve that dream, but to do so it cannot go back to the centrally controlled model that failed to produce strong growth in the early decades after independence in 1947.

For India to become what I have called a “breakout nation”—one that grows faster than rival economies in the same per capita income class, and posts consistently higher growth rates than investors expect for economies in that bracket—it must abandon its tendency to become self-satisfied and make excuses. Ever since India left behind the sluggish “Hindu rate of growth” three decades ago, it has portrayed itself as an ambitious nation, with a growing middle class eager to rise up in the global ranks. But as the poorest of the big emerging markets, with a per capita income of just $1,500, India is hardly overachieving; it is always easier to grow fast from a low base. Since the early 1980s, when the government cut back its monopoly on most imports and started easing rules about who could manufacture what and in which quantities, India has finished each decade with an average GDP growth rate about 1 to 2 percentage points faster than the emerging market average. That is unusually consistent but not particularly impressive—it’s standard for emerging nations in India’s low-income class.

After two strong decades, India’s economy has slowed down this decade, ebbing along with the world economy. Once again, India is floating with the global tide, but this is not inevitable. China, Taiwan, Korea, and Japan have shown that it is possible to grow at a near double-digit pace for three or more decades, regardless of whether the global economy is hot or cold. They did so with policies that promoted rapid urbanization and the rise of manufacturing, as India should now. For thirty years after Deng Xiaoping came to power, China pushed reform in good times and bad, outperforming the global economy by a consistently impressive margin, with its economy growing at an annual pace of 4 to 5 percentage points faster than the emerging market average.

India has been typical of most other developing countries, which reform only in a crisis and fritter away the gains when things are going well. In India, this boom-crisis-reform cycle has followed a steady pattern, going back to the crippling stagflation of the late 1970s, which inspired the first reforms of the so-called license raj early in the next decade. Now the cycle is turning again. As the rupee weakens and ratings agencies threaten to downgrade India’s debt to junk status, India is slipping in the emerging market GDP growth and inflation rankings. That has forced Prime Minister Manmohan Singh—the architect of India’s early 1990s liberalization of the economy—to start reforming again, this time lowering fuel subsidies and further opening sectors such as retail and civil aviation to foreign companies.

It’s not clear these reforms will be enough to put India on a self-sustaining growth path. Singh has tended to dismiss India’s growing problems with corruption and inflation as the natural side effects of rapid growth, even though these problems are much worse in India than in other nations at the same stage of development.

Other Indian policy makers explain away the government’s failure to pursue economic reform as consistently as China by saying that a democracy can’t command change the way an autocracy can. But plenty of democracies have gotten reform right, including Poland and the Czech Republic since they broke free of the Soviet empire. The general rule is clear: In the 124 nations that, since 1980, generated growth faster than 5 percent a year for at least a decade, about half were democracies and half were authoritarian regimes. Democracy is no excuse for a failure to act.

Still others claim India can’t sustain tough reform because its people are not disciplined and predictable like the apparently dull East Europeans. Indians are more chaotic, colorful, and moody. But economists used cultural explanations to write off Mao’s China in the 1960s as a Confucian society too wedded to traditional ways to modernize fast, and look how that turned out.

India tends to overreact to both good times and bad. It seriously misread the strong growth of the 2000s as a sign of sure prosperity to come. In fact, this was a highly unusual decade, when virtually all the emerging economies started to grow quickly as they recovered from the serial financial crises of the 1990s, with a huge boost from easy money flowing out of the United States and Europe. India was lifted by this global boom, not by the managerial genius of New Delhi. History shows that only a third of all emerging nations are likely to post growth faster than 5 percent in any given decade, much less for two or three decades. The longer a boom lasts, the less likely it is to continue. The result is that over time, emerging markets are not “catching up” to the rich, as many seem to think. Their average incomes are the same relative to rich nation incomes as in 1950.

In the last decade, some of India’s policy moves reduced the likelihood of another good decade. The ruling elite focused its energy on trying to build a welfare state that India can’t really afford. The Congress government has been throwing money at expensive populist schemes like the one that guarantees every poor Indian at least one hundred days a year of paid work. Over the past decade, even after adjusting for inflation, government spending has doubled—a trend that is simply not sustainable.

It’s no accident that, despite its steady GDP growth, India has fallen dramatically in rankings of the size of government deficits and inflation rates, the cancer that has killed growth in many star economies of the emerging world. On the IMF ranking of nations by rate of inflation, India plunged to 122nd in 2012, from an average ranking of 65 between 1980 and 2010. This isn’t a natural side effect of fast growth, as Singh would have it. Low inflation has been the hallmark of sustained economic success from Japan in the 1960s to China in recent times, because strong investment creates the capacity that allows the economy to meet rising demand without higher prices. India now spends a relatively healthy 7.5 percent of GDP on investment in infrastructure, but mostly by the government, which hardly does a great job of building capacity.

Another manifestation of this increasingly top-heavy central government is the spread of crony capitalism. Indian politicians often dismiss this problem, too, as a standard and expected offshoot of growth, but it is possible to judge whether a country is abnormally corrupt. Corruption should decline as a country gets less poor, yet on various international surveys, corruption appears to be getting worse in India, which has fallen on the Transparency International rankings from seventy-second in 2007 to ninety-fourth in 2012. The rise of crony capitalism is also reflected on the Forbes lists of top billionaires, which shows very little turnover in recent years, with most of the newcomers emerging from politically connected industries like mining and real estate.

Headlines often celebrate when Indian companies “go global,” but this may also suggest that businesses are fleeing a corrupt and stagnant market at home. The signals are mixed for India, but at least two key indicators send a warning: Indian firms are investing more heavily in foreign markets, and spending much more to acquire foreign firms, than foreign companies are investing and spending in India. With its vast and largely untapped consumer market, India should be much more attractive to investors, Indian and foreign. It is particularly important for India to generate more investment in manufacturing—the foundation for job growth in most emerging economies. Manufacturing represents an anemic 13 percent of the economy, at least 6 percentage points below where it should be at India’s stage of development.

India’s current administration has been in power nine years, the point at which even some of the best governments tend to lose their way as economic managers. For inspiration, leaders in Delhi should be studying how an increasing number of smart, dynamic chief ministers are using the power granted to them since the fall of the license raj to ignite state economies. Voters are rewarding these leaders with multiple terms in office. There are now about half a dozen chief ministers who have been in office at least three terms—a feat virtually unheard of in the 1980s and 1990s—and they are returning India to its natural condition: a federation of diverse states like Europe. This was the state of affairs in the seventeenth century, when what we now call India was at the height of its Mughal power—an empire of many autonomous states.

Before independence in 1947, India was divided into eleven large provinces and hundreds of princely states, all with varying degrees of autonomy. Afterward, independence leader Jawaharlal Nehru tried to unify a nation riven by secessionist movements and deep poverty by imposing Soviet-style central planning. He got unity, but with desperately inadequate economic growth of just 3 percent a year. Thankful to the founding Nehru-Gandhi dynasty and its Congress party for liberating their nation, Indians resigned themselves to enduring poverty.

But times changed. The advent of satellite TV and the Internet began feeding Indian aspirations for a richer life. Slow growth made it difficult for India to earn the foreign currency it needed to pay for imports, leading to the financial crisis in 1991 that forced the Congress party to start lifting central controls—which gave state leaders more freedom to push economic development. Before this turn, the chief ministers had focused on building political support through appeals to religion and caste, the touchstones of Indian identity. Afterward, they realized that they could create a more enduring support base by catering to rising economic aspirations, which cut across caste boundaries. Now, these mass-based regional leaders are building strong state economies from Gujarat on the Arabian Sea all the way to Bihar on the Nepalese border.

The successful ones are pursuing economic growth strategies that fit the unique competitive advantages of each region. In Odisha, Naveen Patnaik is building steel industries on the local deposits of iron ore and bauxite. In Bihar, Nitish Kumar is focused on improving the yields of the state’s fertile soil and moving up the chain from growing food to processing packaged food for a higher price.

There is no European-style debate pitting the free market versus government, because in India the issues are still very basic. It’s about moving from “povertarian” politics—arguing over which patron has done more to help the poor—to creating the roads, the schools, and the bedrock of macroeconomic stability that will encourage businesses to invest. One of the main reasons India’s federal deficit has been growing and is now about 5 percent of GDP, while state deficits have been shrinking and now average 2.5 percent of state GDP, is that the strong governments on the state level have the clout to make tough economic decisions.

The first states to prosper from the fall of the license raj were the richest ones of the south and west coasts, which already had strong industrial bases. Now the center of rapid growth is shifting north and inland, to formerly backward states where popular autocrats are taking charge. That includes Bihar, Odisha, Chhattisgarh, Madhya Pradesh, and others. The average growth rate of those northern states accelerated from 2.2 percent in the 1990s to 9.1 percent over the past decade, while India’s national growth rate gained just two percentage points.

If anything, the rise of the states is a sign of India’s maturity. Voters no longer worry about the country falling apart and focus instead on pushing India to develop. In an increasingly federal nation, the dynamism of the state leaders is countering the ineffectiveness of the center and changing the economic map of India. In response to their current economic difficulties, most European leaders are pushing for more central power. But India is more likely to break out with less.



toward a uniquely indian growth model
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When I listen to pundits, economists, and multinational CEOs talk about India, often I detect a familiar note of frustration. India, they insist, should be blasting upward like a rocket, its growth rate ascending higher and higher, bypassing that of a slowing China’s. India’s population is younger than that of its Asian rival and still growing. Its democratic government enjoys greater legitimacy; its businesspeople are more internationally adept. And yet the Indian rocket continues to sputter in a low-altitude orbit—growing respectably at 5 to 7 percent each year but never breaking through to sustained double-digit growth.

According to this way of thinking, India is an underachiever, perversely holding itself back—and needs only to fire some particular afterburner in order to get its rocket to full speed. The government needs to go on an infrastructure building spree, or open the door to big-box retailers. Political parties need to crack down on corruption and nepotism. Farmers need to adopt smartphones. Something will trigger the long-awaited boom, and the billions in foreign direct investment (FDI) that have flowed to China over the last two decades will at last head south.

If we continue to judge India’s progress by China’s, using metrics like FDI and GDP growth, or statistics like the kilometers of highway and millions of apartments built, we will continue to be branded a laggard. India’s messy coalition governments are not suddenly about to become as efficient and decisive as China’s technocrat-led Politburo. Nor should that be the goal.

Moreover, India simply cannot afford to grow like China has over the last two decades. In authoritarian, tightly controlled China, the costs of that headlong economic expansion are obvious. Unbreathable air and undrinkable milk, slick-palmed officials and oppressive factory bosses provoke tens of thousands of protests each year. In a society as diverse as India’s—riven by religious, community, and caste divides—those kinds of tensions can easily erupt in violence and disorder. Already the battle between haves and have-nots is driving a powerful rural insurgency across nearly a third of the country. Labor riots can turn into religious pogroms. Farmer protests can turn into class wars.

For India’s economy to expand as rapidly and yet more sustainably than China’s, we need to make our differences into virtues rather than vulnerabilities. For too long we have clung to a mind-set shaped by the early independence years, when the areas in the northwest and northeast had become Pakistan, and India’s first government was struggling to weave a patchwork of provinces and maharaja-run kingdoms into a nation. In those days, the risk that India might break apart was very real. One of India’s great accomplishments is that no one worries about that anymore. Indeed, the idea of a united India runs so broad and deep that it allows us to consider a counterintuitive way of thinking about growth—that the best way to propel the economy may be to encourage different parts of the country to go their own way.

I’m not suggesting secession, of course. But there’s no sense in pretending that “India” is a single investment destination or even a coherent, unified economic entity. India’s twenty-eight states and seven territories are as different from one another—as varied in language, food, culture, and level of development—as the nations of Europe. In some ways, Gujarat has more in common with Germany than with Bihar. Companies understand this. When they make decisions about where to locate factories or R&D hubs, they’re looking at the tax policies, physical and legal infrastructure, or labor costs in the particular state they’re considering—not at some mythical “India” visible only at Davos. We should be celebrating and encouraging these differences.

Certain states will be able to exploit these new powers better than others, of course, just as certain provinces on China’s eastern seaboard have raced ahead of compatriots inland. But in India, success can inspire competition and push laggards to reform—as Bihar, say, has begun to. Though it started from a very low base, the Bihar government’s focus on improving basic governance by providing security and enforcing the rule of law has made a remarkable difference. For years, Bihar and three other troubled north Indian states—Madhya Pradesh, Rajasthan, and Uttar Pradesh—were collectively dismissed as BIMARU. The acronym, formed from the first letters of each state, was a wry put-down because it sounded like the Hindi word bimar, or “sick.” These days, the term no longer serves; not only does Bihar show new vigor, but Madhya Pradesh is now regularly included in rankings of India’s best-run states.

All Indian states will have to improve their infrastructure and climate for doing business if they want to contend for major projects. In this way, investment will drive innovation and changes to the system much more efficiently than any edict from Delhi could. Tata Motors’ decision to shift its Nano project from West Bengal to Gujarat illustrates the point.

We should encourage a similar competition between cities as well as states. India’s biggest long-term challenge, like China’s, is to figure out how to urbanize a population of more than a billion people. Millions have already migrated to the cities in the last two decades, and tens of millions more will soon follow. We cannot hope to stem this flow. Nor should we want to—urbanized societies produce an array of positive outcomes, from higher literacy rates to lower infant mortality. At the same time, if we don’t slow the influx of migrants to a dozen or so key urban centers, our already volatile and overburdened cities will collapse under the strain.

India needs to find a way to distribute growth—to create new urban hubs all over the country that can attract talent and money. Even if government had the power to bulldoze neighborhoods and erect forests of skyscrapers, as some seem to wish, it would struggle to surmount the challenges currently facing big cities like Mumbai and Bangalore. At double or triple the population, those megacities would become ungovernable. We need to break these problems into manageable pieces, developing hundreds, even thousands of smaller cities around the country where the problems of water, transit, power, and governance can be negotiated at the local level. India’s sprawling subcontinent can never become a plus-size Singapore. But perhaps we can weave together an urban web that is the equivalent of a thousand Singapores.

Technology is making this more than a fantasy. Given how much India has benefited from the way fiber-optic cables have already shrunk the world, we should be quick to see the opportunities in shrinking the subcontinent, too. With widespread 4G connectivity, many businesses will be able to operate from anywhere. That will create an advantage for locations emphasizing efficiency and livability. Workers will be able to perform their tasks closer to home, if not actually at home, thus relieving pressure on India’s roads and bridges. Even manufacturing can be distributed, once technologies like 3-D printing become more widespread. Populations of laborers will no longer need to cluster around big factories. Indeed, once every home can become a manufacturing hub, the kind of small enterprises that have been the backbone of the traditional Indian economy could find ways to thrive in the modern world.

Forced to compete for talent and for business, cities will have to experiment and innovate. Several corporations, including Mahindra, have begun exploring new ways to live, work, and play in planned enclaves like Mahindra World City outside Chennai. While these efforts are continuing, the government too should foster and support such experimentation as a matter of urban policy. Already the government taxes coal and fossil fuels used in the power and transportation industries, and offers tax incentives for renewable energy and nonpolluting vehicles. But we can go farther, finding new ways to use technology to improve and expand the delivery of government services. The government’s Unique Identification project, which uses biometric data such as photographs, fingerprints, and retinal scans to create cost-effective and easily verifiable ID numbers for all Indian residents, is an excellent example of how government can leverage technology to help India’s citizens. These new numbers will make it easier for Indians to pay taxes, collect government benefits, and receive other government services. They also will help prevent fraud, bribery, vote rigging, and illegal immigration, as well as facilitate the delivery of many private sector services.

India’s new cities will be its afterburners, the catalysts sparking new bursts of growth. The innovations developed in each scattered enclave will be emulated and improved upon elsewhere, and thus give rise to innovation. Rather than directing where capital should go, or funding white-elephant infrastructure projects, the central government should set the rules of the game and then step back.

What India needs from the world as much as investment dollars are bold thinkers who can help to define these new ways of living. We should seek out these visionaries, give them a platform to test their theories, and invite them not to build gaudy skyscrapers but to help develop new ways for the human race to live. Foreign direct ideas should be as valued a commodity as traditional FDI.

The world has a stake in India’s success—and not just because of the need for someone to pick up the slack from a slowing China. Much of the developing world faces the same challenges India does. The solutions developed here—the answers to almost metaphysical questions about how societies should work and grow—will have worldwide relevance.

For better or worse, India is where the future will be made. Let’s get it right.
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The economic rise of India has been the defining event of my life. It is not only good news for 1.2 billion Indians, but it is also reshaping the world. At a time when Western economies are faltering, a large nation is rising in the East based on political and economic liberty, proving once again that open societies, free trade, and multiplying connections to the global economy are pathways to lasting prosperity and national success.

India and its people, however, have achieved this prosperity in the face of their nation’s appalling governance. Indians despair over the state’s inability to deliver the most basic public services—law and order, education, health, and clean water. Where it is not needed, however, the bureaucracy is hyperactive, tying people in miles of red tape. Indians cynically sum up this paradox of private success and public failure with an aphorism: “India grows at night while the government sleeps.” But how can a nation maintain robust economic growth with a weak, flailing state? Shouldn’t India also grow during the day? The recent economic slowdown may indicate that India has begun to experience the limits of growing in the shadows.

india needs a strong liberal state

While India’s economic rise has been a remarkable success, lifting tens of millions out of abject poverty, GDP growth is not sufficient for the development of a modern nation. India also needs honest police officers, diligent officials, functioning schools, and primary health-care centers. In short, India needs a strong liberal state with three core elements: the authority to take quick and decisive action, a transparent rule of law to ensure that such action is legitimate, and accountability to the people. This was the original conception of the state as imagined by the classical liberal thinkers who inspired both America’s and India’s founding fathers, but building a state with all three elements is not easy, as each tends to undermine the other.

Part of the challenge is the citizens’ low expectations. In India we seem to have forgotten that the state was created to act: It should not take eight years to build a road when it takes three elsewhere; it should not take ten years to get justice instead of two. Executive decision-making is paralyzed, parliamentary gridlock prevails, and the courts routinely dictate action to the executive. An aggressive civil society and media have enhanced accountability in India, but at the expense of enfeebling the executive.

As a libertarian, for a long time I viewed the weakness of the state with equanimity, for I dismissed the state as a “second-order phenomenon.” I believed that while it could and should protect people in private life and in civil society, a state might also destroy those freedoms. As India began its remarkable rise twenty years ago, I celebrated the fact that it was rising despite the government. In the past few years I have come to recognize that the state is in fact of “first-order” importance, essential if its citizens are to flourish. Succeeding despite the state may be heroic, but it is not sustainable.

Furthermore, the state played a greater role in India’s rise than is often recognized. India and its people created prosperity thanks to the state, not despite it, because the state quietly provided a modicum of protection for property rights, a degree of personal security, and an acceptable level of law and order. Today, however, that minimal performance is no longer sufficient if India is even to approach its true potential.

What India needs now is a strong, efficient, and enabling state with a robust rule of law and greater accountability. A strong liberal state is efficient in the sense that it enforces fairly and forcefully the rule of law. It is strong because it has independent regulators who are tough on corruption and ensure that no one is above the law. It is enabling because it delivers services honestly to all citizens. It is a rules-based order with a light, invisible touch over citizens’ lives.

the indian state was historically weak

It is a mistake to think that the Indian state was weakened in recent times because of coalition politics, feckless leadership, and economic liberalization. India historically had a weak state, though one counterbalanced by a strong society—the mirror image of China. India’s history is one of political disunity with constant struggles among kingdoms, unlike China’s history of strong empires. The type of despotic and intrusive governments that emerged in China and divested people of their property and their rights has never existed in India.

The king in Indian history was a distant figure who hardly touched the life of the ordinary person. The law, dharma, preceded the state and placed limits on the king’s power in premodern India. The king also did not interpret the law, unlike in China; the Brahmin, a scholar class, assumed that function. This division of powers may have contributed to a weak Indian state at birth, but it also prevented oppression by the state.

The modern Indian state is also a product of British rule, which beginning in the mid-nineteenth century imposed a rule of law with explicit codes and regulations. Though efficient, that state was not accountable to its citizens. That changed in 1947, as independent India took those institutions of governance and made them accountable by developing into a vibrant, if untidy, democracy.

In the twenty-first century, true to its history, India is rising economically from below, quite unlike China, whose success has been scripted from above by an amazing technocratic state. It is also not surprising that India’s traditionally strong society is evolving into a vibrant civil one. The mass movement led by the political activist Anna Hazare, which forced India’s political elite to consider a strong anticorruption law in 2011, is only the most recent example of a historically weak state colliding with a strong society. A successful nation needs both a strong state and strong society to keep a check on each other.

what is to be done?

Unfortunately, Anna Hazare’s movement, with its chanting multitudes inspired by a mystical faith in the collective popular will, might awaken people to the need for reform, but it cannot execute the hard work necessary to transform India’s tottering state into a strong, liberal one. The passage of a sweeping anticorruption law was important, but it was only a first step. It will take patient, determined efforts to reform the key institutions of governance—the bureaucracy, judiciary, police, and parliament—along well-known lines articulated by numerous committees. The federal trend, which is shifting power away from the center and to the states, is a virtuous one, as is the slow decentralizing of power and funds downward to foster vigorous, local self-government in villages and municipalities.

But those trends do not address the central issue of how to reform the state institutions. If it is lucky, India might throw up a strong leader who is a reformer of institutions. But Indira Gandhi was a strong leader, and she turned out to be a destroyer of institutions. The next best hope is that the electorate will simply demand reform. The aspiring younger generation, now about a third of the population—and destined to make up half of the electorate in a decade—has no one to vote for because few politicians speak the language of good governance and the common good. The existing parties treat voters as poor, ignorant masses who need to be appeased briefly at election time with populist giveaways and appeal to the victim in the voter.

With high growth, mobility, and a demographic revolution, Indians who aspire to a better life will soon outnumber those who see themselves as victims. Pew surveys show that a majority of Indians believe that they are better off than their parents and that their children will do even better. The person who got the 900 millionth cell phone number was a village migrant from Uttar Pradesh, one of India’s most impoverished states, and no one in India’s political life captures his hopes. This rising youthful cohort will no longer accept a civic life shaped by those who are powerful and corrupt. Young Indians also have shown considerable ability in mobilizing media and employing the new technology of social media. Political life is thus set to change.

filling india’s political void

Who will fill the empty secular political space at the right of center in Indian politics? The aspiring young are puzzled by the fact that their tolerant nation offers astonishing religious and political freedom but at the same time fails to provide economic freedom. In a country where two out of five people are self-employed, it takes forty-two days to start a business, and the entrepreneur is a victim of endless red tape and corrupt inspectors. No wonder India ranks 119 on the global Index of Economic Freedom and 132 on the World Bank’s ease of doing business index.

India reforms furtively because no political party has bothered to explain the difference between being promarket and probusiness, leaving people with the impression that liberal reforms help mostly the rich. They don’t understand that a promarket economy fosters competition, which helps keep prices low, raises the quality of products, and leads to a rules-based capitalism that serves everyone. The probusiness mind-set, on the contrary, allows politicians and officials to distort the market’s authority over economic decisions, leading to crony capitalism. This confusion explains the timidity of reform and why India does not perform to its potential.

If no existing party can fill the empty space, aspiring India may well demand a new liberal party that trusts markets rather than officials for economic outcomes and relentlessly focuses on the reform of institutions. Such a party may not win votes quickly, but it will bring governance reform to center stage and gradually prove to voters that open markets and rules-based government are the only civilized ways to lift living standards and achieve shared prosperity.

finding india’s new moral core

Reforming corrupt government institutions is always difficult but is particularly so in India with its tradition of a weak state. Fortunately, history is not destiny, and people in the end obey the law when they think it is fair and just and because they become morally habituated to it. Obeying the law then becomes a form of self-restraint and character. Therefore, the demand for governance reform must also emerge out of a reinvigorated Indian moral core. The notion of dharma imposed this moral core in premodern India. The task for India’s twenty-first-century politics is to recover constitutional morality.
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