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  I present a perspective on where the Indian economy stands 
right now. I acknowledge the contradictions that have arisen given the diver-
gent growth path of urban, formal or (stock-market) listed India relative to 
rural, informal or unlisted India. I also focus on the country’s immense oppor-

I present novel facts on the rising industrial concentration, drawing out its 
historical evolution, the channels that have caused it to rise recently, and its 

restore industrial balance, India increase overall competition by reducing 
import tariffs and reduce the pricing power of its largest conglomerates. I also 

in skills and education, and restore female labor force participation.

India is complex and can be hard to fathom. To illustrate this enduring fact, 
I start by presenting four contradictions—or just counterintuitive or not 
so obvious juxtapositions of phenomena—currently at play in the Indian 
economy.
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Perhaps the most salient contradiction around India concerns its stagger-
ing post-COVID-19 stock price run-up relative to the strength of its eco-
nomic recovery, both in an absolute sense as well as relative to other 
emerging market (EM) economies. For instance, the large plus mid-cap 
Indian stock market (MSCI World) index has risen since January and 
April 2020 by 75 percent and 100 percent respectively (until March 2023), 

This  outperformance stands in stark contrast to India’s 
economic underperformance since the pandemic: its GDP level is still 
6 percent below that implied by the pre-pandemic trend applied to January 
2020 GDP, and the employment-to-population ratio has stayed just above 
50 percent in the last three years as per data from the Periodic Labor Force 
Survey (PLFS) but has fallen from around 40 percent prior to the pandemic 
to 37 percent as per data from the Centre for Monitoring Indian Economy 
(Chinoy, Jain, and Sood 2022).1 The private consumption path remains 
below the pre-COVID-19 potential path as per data from the Ministry of 
Statistics and Programme Implementation (MoSPI), and household spend-
ing plans—though improving—still remain below pre-COVID-19 levels in 

Jain, and Sood 2022).2

This scarring, even three years after the pandemic, has occurred in spite 
of the services exports boom in the post-pandemic recovery and pent-up 
consumer demand having now played out fully. The weak economic perfor-

K-shaped nature of the recovery wherein urban 
and formal India recovered particularly well but rural and informal India 
lagged behind (as explained below). It likely also reveals pre-pandemic 
weaknesses.

Contrasting this, however, is the fact that India is projected to be a bright 
spot in the world economy going forward (together with China). For example, 

1. India’s GDP (current prices) in 2023 is US$3.74 trillion; International Monetary Fund, 
“GDP, Current Prices,” https://www.imf.org/external/datamapper/NGDPD@WEO/GBR/
IND. In 2020, the GDP (current US$) was US$2.67 trillion. In 2019, India’s GDP was 
US$2.8 trillion; World Bank, “GDP (Current US$)—India,” https://data.worldbank.org/
indicator/NY.GDP.MKTP.CD?end 2021&locations IN&start 2019. See also Centre for 
Monitoring Indian Economy Pvt. Ltd., https://www.cmie.com/.

2. https://www.mospi.gov.in/; https://m.rbi.org.in/scripts/BimonthlyPublications.aspx?
head



the International Monetary Fund’s projections in April 2023 for the year 
2023 and 2024 for India are respectively 5.9 percent and 6.3 percent 
(5.2 percent and 4.5 percent for China).3 Importantly, even if on a lower 
post-pandemic base as explained above, India is projected to accelerate, 
while advanced economies (and even China) decelerate.

Depending on which part of India one talks about, it is either booming 
(urban and formal sector) or it still remains scarred from the pandemic (rural 

(
rupees (INR) or $60,000 in capital (Bhandari and Chaudhary 2022). Besides 

rising commodity prices having an adverse impact on their (large) share of 
raw material to sales.4

14 percent (Bhandari and Chaudhary 2022). Correspondingly, the perfor-
mance of the listed large companies has been stellar, and they have been 

the Indian economy.

important in India for employment. In fact, as is the case in many other 
countries, like the United States, they contribute to over 40 percent of 
overall labor in India. Separately, 40 percent of labor in India is also in agri-

tend to have a greater presence in rural India than in urban India. Hence, 
-

tions for urban and rural demand. In particular, weak rural demand is seen 
notably in (1) rural unemployment insurance demand (demand for work 
under the Mahatma Gandhi National Rural Employment Guarantee Act) 
doubling at the onset of the pandemic and remaining elevated for more than 

3. International Monetary Fund, “Real GDP Growth,” https://www.imf.org/external/
datamapper/NGDP_RPCH@WEO/FLERRC/FXERRC/CHN/IND.

4. See, for instance, Mohommad and others (2023).



underperforming those of passenger vehicles and ultra-premium bikes.5

In turn, while wages in urban India remain elevated far in excess of the 
-

fall in real rural wages has interacted with shocks to commodity prices 

Bhandari and Chaudhary (2022) also point out that demand for goods 
in India has remained weak after the pandemic, even as services demand 
has grown; however, goods prices in India have remained elevated, even 

counterpart is negative. What explains this lack of congruence between 
demand and prices, and between India and the rest of the world? It is 

of manufacturers in India are substantially high due to their protection via 
tariffs (Chatterjee and Subramanian 2020) and their market power from 
rising industrial concentration (Chakraborty and Baqar 2023). In contrast, 
tariffs and margins in services sectors are smaller, even though there are 
emerging signs of concentration in some services sectors too, such as in 
telecommunications.

Depending on who you speak to, the Insolvency and Bankruptcy Code 
(IBC), enacted in 2016 and operational since 2017, has been yet another 
failure in corporate insolvency resolution or a resounding success.

continues to perform closer to equity as lamented by Vishwanathan (2018), 
recovering only 39 percent for resolutions under the IBC (Gupta and others 
2021). The recovery rate comes down to only 24 percent if the largest nine 
IBC cases are excluded. This makes recoveries for bank loans in India vir-

to resolution has been 561 days, about twice what was originally envisaged 
under the IBC. And third, a phenomenal 45 percent of the cases under the 

5. Society of Indian Automobile Manufacturers, “Performance of Auto Industry in 
2022–23,” https://www.siam.in/statistics.aspx?mpgid 8&pgidtrail 9.



and liquidations recover only 7 percent for creditors. Unsurprisingly, sev-
eral aspects of IBC remain under continued legal scrutiny and revision.6

The salubrious view of the IBC arises from the observations that the 
Indian banking sector has now brought down its nonperforming assets 

growth at healthy rates and quantities (see II.E). As a result of the banking 

overall risen to close to 75 percent at present from a low of 60 percent prior 

7 Fresh slippages into nonperforming 
loans have declined due to an important deterrence effect of the IBC and 
decisive regulatory actions by the Reserve Bank of India (RBI), whereby 
loss of control for business owners and individual promoters has led to 
a de-leveraging of the Indian corporate sector. The debt-to-GDP ratio of 
the Indian corporate sector has declined over a decade from 78 percent to 
50 percent (Chinoy, Jain, and Sood 2022).

In sum, while creditor recoveries have not been much healthier under the 
IBC compared to prior bankruptcy codes in India, there has been a mean-
ingful loss of control for asset owners and this has facilitated a healthier 
credit economy. Grievances around IBC nevertheless abound.

-
takable entrepreneurial spirit feverishly at work in India. It has taken 
hold over the past decade on the back of India’s digital plumbing and 
equity market deepening. Furthermore, the restoration of banking (and 
nonbanking) sector health to adequate capital standards, along with the 

The government suspended any fresh applications to the IBC for a year after the March 25, 
2020, lockdown. Further, the RBI, along with a slew of rate cuts and effective liquidity mea-
sures, also introduced debt moratoria on payment on term loans and deferment of interest on 
working capital (Mohan 2021).

CRILC (Central Repository of Information on Large Credits) bank-borrower credit data was 
21.6 percent during March 2016 to March 2019.



Top candidates from the Indian Institutes of Management or Technology 

that they want to be entrepreneurs and start something of their own, typi-
cally related to information technology (IT) services. India is busy churning 
out unicorns (start-ups with market valuations above $1 billion) aplenty. 
This spell has been steady over the past two decades but has accelerated 
since the foundations of “Digital India” have been put in place over the past 
decade, and its canvas has gradually become diverse across a range of sec-
tors but predominantly within services. India now ranks fourth behind the 
United States, China, and Europe when it comes to the number of unicorns 

proportion of unicorns listed on the stock market has grown.
-

for the rest of the world or that engaged in outsourcing, taking over the 

this original set grew the giants of today, such as Infosys, Tata Consultancy 
Services, Wipro, and Tech Mahindra. Once this set of entrepreneurs and 

the second generation of entrepreneurs in India. This generation designs 
programs and solves problems for the rest of the world. However, there 
is now a third generation of entrepreneurs in India that is catering not to 
the rest of the world but to the Indian consumer. This set of companies is 

and has exploded since the pandemic, on the back of India Stack. Given 

third generation, at least for the near future.

India, by most objective standards, has the world’s best digital plumb-
ing, which has evolved modularly. It is designed around Aadhaar, the 
unique identity number rolled out starting in September 2010, which has 
now been provided to over 1.2 billion Indians with several scores of mil-
lions of authentications occurring daily (Totty 2022). This has enabled, 

-
ments Interface (UPI), a public utility that provides a common payments 



and settlements platform between any two Indian entities (individuals or 

their respective banking solutions at the back end. Combining this with 
the deep penetration of mobile technology in India has then led to the 
delivery of digital payments–based solutions, e-commerce, e-KYC (Know 
Your Customer), e-signing of documents, and the like. This public-utility 
approach adopted by India has differed from the mostly private but concen-

The net result is that digital payments in India are rising in share at the 
expense of cash, which since 2020 is declining in its overall share of pay-

cash to digital payments, the well-intended even if botched rollout of the 
goods and services tax (GST) has moved even smaller businesses onto 
digital platforms such as GST Network and the Government e-Marketplace 

Indian households decisively. There are now more than two hundred million 
active users of digital payments, with Google Pay and PhonePe making 
over 80 percent of the transactions (Mishra and others 2021a, 2021b). 
What is even more impressive is that India continues to push ahead along 
this guiding principle of viewing payments- and settlements-related ser-
vices as a public good that many observers contend indeed ought to be 
provided publicly. India Stack, in particular, provides a set of application 

for customer or business interfaces, developed with the support of India’s 
tech think-tank iSPIRT (Indian Software Product Industry Round Table). 
Thinkers who have made Digital India such a success deserve an Olympic 
gold medal, even if digitally delivered!

8

8. See, for example, the 2019 UK Sinha Committee report of the RBI.



$3.5 trillion. It seems, however, that the situation is now changing on the 
ground.

2021 grew to 78 percent each.9 Second, there is now a data layer being 
added to India Stack, and the access to an “account aggregator” enables an 

Stack’s secure consent architecture, for enabling algorithmic credit scoring. 
Third, MSME transactions are now captured electronically on private or 

risks. Finally, as India Stack has created an open credit enablement network 
(OCEN) that provides portable pipes between banks, sharing economy plat-
forms, and end borrowers, entry barriers are low, and payment companies 

individuals and MSMEs by joining forces with e-commerce platforms that 
are eager to provide loan assistance.

-
nology, built around India’s rich and robust digital plumbing architecture, 
has implied that (1) credit access for MSMEs has substantially eased, con-
sistent with new business and income growth in Indian districts where the 
adoption of cashless payments has been more intense since 2016 (Dubey 

and (3) private equity and venture capital funding to this sector is over 
$10 billion and represents the second-largest investment in the economy 
after the e-commerce sector (Gupta and Shah 2021). These developments 
have raised the possibility of reaching the last mile on the road to providing 
banking services for the 60 million plus MSMEs and more than a billion 

What attracts the private equity and venture capital, as well as angels—
foreign and domestic—that invest in India’s entrepreneurial economy? 

9. Statista, “Gender-Wise Distribution of Bank Accounts in India from 2011 to 2021,” 

#: :text In%202021%2C%20about%2078%20percent,less%20educated%20and%20the%20
poor.



vibrant, easy-to-exit primary and secondary market for equities. The devel-
opment and deepening of equity markets has been aided by the relatively 

-
10

occurred at a rapid pace over the past decade through the advent of mutual 
fund schemes and their penetration in second- and third-tier cities in India, 
and was induced to an extent by the tepid pace of the rise in real estate 

-

(Chinoy, Jain, and Sood 2022). Clearly, relaxing some more sectors for 

and value-add that these investors bring to the economy. Even at current 

A further potential stems from the global pivot toward the China Plus One 
strategy, which could bode well for FDI in manufacturing in India (Apple 
and Foxconn shifting part of their manufacturing of phones to India to 
diversify supply chains, for instance), but it remains to be seen if this 

-
taken by the RBI since 2017 to resolve the nonperforming assets of the 
Indian banking system.11 The efforts have now come to fruition in that 
gross and net nonperforming assets of scheduled commercial banks were 
down in September 2022 to 5 percent and 1.3 percent, respectively, having 
fallen from peaks of 11.5 percent and approximately 6 percent in 2018 
(RBI 2018, 2022). Importantly, the provision coverage ratio for Indian 
banks now exceeds 70 percent, and fresh slippage ratios remain low given 
the deterrence effect of the IBC (see section I.D) and the de-leveraging of 
most large and listed companies (RBI 2022). It has taken more than ten 

10. The hoarding of gold by Indian households, mostly in the form of jewelry that serves 
the purpose of inheritance transfers and wedding gifts, dates back to ancient times. It was 

11. See Acharya (2020) for background.



2011–2013, especially in sectors such as infrastructure, power, ports, and 
steel. The good news from all this is that if private capital expenditures in 
India were to pick up, banks are in a position to meet the credit demand. 
The bad news is that this hasn’t yet occurred.

A key question is, given India’s opportunities are vast, will it be able to 
register higher growth and output levels consistent with its potential and 
expectations, create jobs at a pace and of a quality that its growing popula-
tion requires, and become a greater part of the global economy? I wish to 
highlight several structural—industrial and macroeconomic—issues that 
India remains saddled with and which present daunting but surmountable 
challenges for the future.

India is undoubtedly a contender for being the “tariff king” of the world. 

tariff rate of greater than 15 percent (18.3 percent in 2021) is the fourth-
-

stantially higher than China and Mexico (Chan 2019; Sinha 2023).12 While 
India’s tariff rate has no doubt come down from being above 50 percent 

crisis of 2007–2009, and has in fact increased by about 5 percent since 
2013.13 As Aiyar (2018) notes, the present Indian government which 
came to power in 2014 with the slogan “Minimum government, maximum 

term during 1998 to 2004. It has instead adopted protectionism, for example, 

and across the board “in order to protect uncompetitive small businesses 
and create jobs in labor-intensive industries” (Aiyar 2018, 1).14 Chatterjee 

12. The World Bank, “Tariff Rate, Most Favored Nation, Simple Mean, All Products (%),” 
https://data.worldbank.org/indicator/TM.TAX.MRCH.SM.FN.ZS.

13. Macrotrends, “India Tariff Rates 1990–2023,” https://www.macrotrends.net/countries/
IND/india/tariff-rates.

14. Aiyar (2018, 1) notes: “Modi’s Bharatiya Janata Party (BJP) is not a conventional 
right-wing party. It rejects both socialism and Western capitalism and seeks a homegrown 
solution called Integral Humanism. It supports private enterprise but also runs India’s biggest 

that have always been wary of multinational corporations and international institutions. It 
believes in government intervention to create national champions, increase employment, and 
protect small businesses.”



and Subramanian (2020) document the time-series and sectoral patterns of 
India’s tariffs and argue that this has instead hurt India’s exports in labor-
intensive sectors such as apparel, textiles, leather, and footwear, where 
India has ceded much ground to its neighbors. In other words, India is pro-
tectionist in precisely those sectors, namely, goods manufacturing, where 
the global opportunity has arisen from the Chinese slowdown and the China 
Plus One pivot of the global economy.

There are several harmful consequences. First, while India has become 
more self-reliant on agricultural output, tariffs in this sector remain close to 

-
ciency remains low. For employing more than 40 percent of India’s work 
force, agriculture generates approximately 16.8 percent of the GDP.15 This 
prevents a market-based rotation of jobs in India from low-skilled agricul-
tural labor to high-skilled services labor. Second, India exports to the rest 
of the world by processing and adding value to imported raw materials and 
goods. As a result, high tariffs—by increasing the cost of imports—have 

lowering India’s goods exports and in turn its share in global goods trade. It 
-

high tariffs imply that Indians pay much more for many imported items 
(such as iPhones) than foreign consumers do, and in many cases have to 
simply put up with weaker-quality, higher-priced domestic substitutes. In 

market power by building up concentrated positions.16 There are, however, 
other factors besides tariffs that have contributed to this market power, for 

15. The World Bank, “Agriculture, Forestry, and Fishing, Value Added (% of GDP)—
India,” https://data.worldbank.org/indicator/NV.AGR.TOTL.ZS?locations IN; “Employ-
ment in Agriculture (% of Total Employment) (Modeled ILO Estimate),” https://data.
worldbank.org/indicator/SL.AGR.EMPL.ZS.

16. The political economy of why the declining trend in tariffs has reversed is interesting to 
explore. It is consistent with the populist messaging of making India self-reliant (
in Hindi), while also convenient for large domestic incumbent firms, who remain pro-

adequate jobs given China’s dominant role in goods exports and the threat of automation. 
Affected sectors, especially their MSMEs, have been regularly offered forbearance on their 



which I present next—to the best of my knowledge—a novel set of facts 
and analysis.

India was effectively a closed economy until 1991 and industrial concen-
tration was high due to state-owned monopolies.17

had a dramatic impact on concentration as industries were de-reserved for 

As a result, industrial concentration, measured using the share of the top 

sales or assets 

their share to private entrants.
In other words, overall concentration fell, and even though concentration 

shows that concentration started rising again from 2015 onward, overall 

the notable shift occurs around 2015–2016 in several sectors, mostly 
traditional or capital-intensive (e.g., civil engineering; metals; nonmetal 
minerals; chemical, petroleum, and wood products and retail trade), but 
recently, also in newer sectors such as telecommunications.18

A striking feature of this rise in industrial concentration by private com-
panies is that it has been in part due to the growing footprint of the “Big-5” 
industrial conglomerates, based on the highest overall share of assets in 

17. The analysis that follows on India’s industrial concentration is based on joint work 
with Rahul Singh Chauhan of the University of Chicago and uses the Prowess Dx database 
at the Centre for Monitoring Indian Economy (CMIE).

-
neering and construction rose from 31 percent in 2016 to 42 percent in 2021, in telecom-
munications from 65 percent to over 84 percent, and in the retail trade sector from under 

sharply by 2021 to 68 percent in the manufacturing of basic metals, 26 percent in the manu-

47 percent in the manufacturing of nonmetallic mineral products (including cement and other 
building materials).





19 Data from the CMIE show the following 
patterns. First, until 2010, the Big-5 increased their footprint in more and 
more industrial sectors, broadening their reach to forty NIC two-digit non-

the depth-next strategy. Starting in 2015, the Big-5 started acquiring larger 

rose from close to 10 percent in 1991 to nearly 18 percent in 2021, whereas 

1992 to less than 9 percent. In other words, the Big-5 grew not just at the 
20 It is pos-

sible that some of this growth in share of the Big-5 is due to their ability to 

the RBI-initiated cleanup of the banking sector in 2017–2018. However, 

Next, this growth of the Big-5 appears to be driven in part by their 
growing share of overall mergers and acquisitions activity. Even though 
the aggregate number of merger and acquisition deals has dropped since 
2011, the share of deals by the Big-5 has doubled from under 3 percent in 
2015 to 6 percent in 2021, without such an increase being seen in the next 

growth has also been supported by a conscious industrial policy of creating 
“national champions” via preferential allocation of projects and, in some 
cases, regulatory agencies turning a blind eye to predatory pricing. Equally 
importantly, given the high tariffs, the Big-5 groups derive most of their 
revenues domestically as they do not have to compete with international 
peers in many sectors where they are present.

Such growth of conglomerates raises several concerns, such as the risk 

they are “too big to fail,” key men or women (or key family) risk in their 

19. The Big-5 are Reliance Group (Mukesh Ambani), Tata Group, Aditya Birla Group, 
Adani Group, and Bharti Telecom Group.

20. The largest contributing sectors to Big-5 sales are manufacturing of metals, manufac-

receiving a greater percentage of their sales revenue from these sectors.





of entrants. The importance of these issues notwithstanding, I limit my 
attention below to how the rising market power of conglomerates affects 
product markups.21

Figure 3 shows that the rising industrial market power is indeed coinci-
-

ested in a measure of the markup which answers the question: If input cost 

Using the replication code provided by De Loecker, Eeckhout, and Unger 

for Indian 

sales-weighted and assets-weighted markups, which are barometers of 

when capacity utilization in Indian industry was low during the pandemic 

prices. This is an underappreciated—perhaps even easily dismissed—phenomenon by 
many economists.



due to collapse of aggregate demand and scaling in 2021 the high level of 
1.4 seen in the 1990s.

potentially causal link from market power to markups. To illustrate the 

substantial 0.1–0.3 (i.e., 10–30 percentage points) markup gap between the 
two groups over the past two decades. Interestingly, there is no such robust 

fully coincide with the Big-5 as of 2021). In other words, it is the Big-5 that 
are able to exert extraordinary pricing power and capture economic rents 

industry that are not in the Big-5 are not associated with such an outcome in 
markups.22

in manufacturing of nonmetallic minerals and basic metals. Since the 
2000s, the Big-5 markup has been higher than the rest for nonmetallic 
minerals by 10–60 percentage points (a leading example being cement) and 
for basic metals by 10–20 percentage points. A similar wedge is observed 
in calculations for chemicals and chemical products.

In summary, creating national champions, which is considered by many 
as the industrial policy of “new India,” appears to be feeding directly into 
keeping prices at a high level, with the possibility that it is in turn feeding 

A natural question that arises is whether India is simply emulating the 
national champion policy of countries such as Korea, where large con-
glomerate groups ( ) such as Hyundai and Samsung have become 

critical differences.
First, these countries did not protect their conglomerates with sky-high 

tariffs as India does. That is, their conglomerates were competing on a 

the tradable sector, which likely explains their global competitiveness 
and the global brand status of several of their products. In contrast, barring 

22. This differential pattern may be due to market power being driven by (1) the overall 
-

matrices or supply chains, and (4) political patronage which may give credible comfort over 
future market share even while not lowering prices to compete for current share.





the exception of tech service exports, most of the revenues of India’s Big-5 
are domestically sourced, and barring the exception of e-commerce, with-
out much foreign competition.

Second, these countries undertook a series of supply-side or factor-
23

sector has been restored to reasonable stability, critical reforms in land, labor, 
and power are either wanting or far from maturity. At present, the rising 
industrial concentration in India is safeguarded from both external compe-
tition via tariffs and domestic competition via poor access to factors of pro-
duction. I contend, therefore, that the rising industrial concentration in India 
presents more of a risk or a dark side through the various distortions and 

that could lead to the creation of globally competitive international giants.

India’s stock of foreign exchange reserves is presently (March 2023) 
over $550 billion, which is more than twice the level at the time of the 
“taper tantrum” in 2013 and represents between eight and ten months of 
cover relative to its imports.24 This has enabled the RBI to manage pretty 
well the exchange rate volatility in rupees since 2022 when the Federal 
Reserve embarked on a tightening of its monetary policy. Nevertheless, 

requirement, that is, consolidating the center, the states, and their public 
sector enterprises, remains above 9 percent of GDP, and it has remained 
so for the past several years, reaching a peak of over 14 percent of GDP 
during 2020–2021 (Chinoy, Jain, and Sood 2022). In terms of outstanding 
stock, sovereign debt-to-GDP increased by 20 percent post-2020 and is 
presently close to 85 percent. Flow measures suggest an even greater con-
cern as annual interest payments for the center are now over 30 percent 
of revenues and over 20 percent of expenditures (Mishra and Patel 2022), 
while real interest rates are rising in India and the rest of the world.

the Fiscal Responsibility and Budget Management Act (FRBMA) of 2003 

23. See Park (2002) on the East Asian model of economic development.
24. Reserve Bank of India, “Weekly Statistical Supplement,” https://www.rbi.org.in/

scripts/WSSViewDetail.aspx?PARAM1 2&TYPE Section.



(reviewed by the NK Singh Committee set up in 2016) have been steadily 
missed under one pretext or another. The central government has done this 
in part to deliver on welfare, besides dealing with a weak economy, includ-
ing during COVID-19. The state governments have contributed as well. 
Evaluated in a holistic sense, the states face severe hidden losses from the 
power sector, amounting to close to $40 billion annually, or 1.5 percent 
of GDP (Anand, Sharma, and Subramanian 2022) as power gets distrib-
uted at politically attractive prices rather than market prices, including and 
especially as a subsidy to agriculture. The resulting losses are perpetu-
ated through state government balance sheets and national special purpose 

debts of PFC and REC are generally not consolidated federally, requiring 
a focus on India’s public sector borrowing requirement rather than just on 

-
tion has played a principal role in liquidating India’s debts (Das and Ghate 
2022), but it can take several years, even a decade, to do so. An equally 

-
sion, in which government-owned banks and insurance companies roll over 
national and subnational debts under moral suasion or under the guise of 
aggressive prudential norms. This crowds out private sector growth. One 
hopes that such repression will be harder to implement in a more market-
dominated economy that India has now evolved into since 1990s. Fiscal 

long-term public expenditures in education and health. The Indian govern-
-

tures year after year toward public infrastructure (capital) expenditures and 

weighed against a crowding out of states from the tax base by the center, 
which has made the center’s welfarism drive effective but reduced states’ 
ability to incur capital expenditures, and which some view as a potent threat 
to the country’s cooperative federalist structure.

fall in commodity prices and a surge in tech and non-tech services exports 



has brought the expected value of CAD to about 2 percent of GDP for 
2023–2024, it averaged close to 3 percent for the period of March 2021 
to September 2022 with several reported prints of the statistic in excess of 

of goods exports in spite of excellence in services exports, its consump-
tion being lopsided toward the urban households who consume several 

A corollary is that without broad-based consumption growth, India seems 
unable to grow at or close to its potential level. Every time it seeks to do 

when oil prices rise). These spillovers, in turn, necessitate that the RBI has 

on any nascent investment cycle.

and fuel components, has been persistent in India at around 6 percent during 

even gravitated toward it (Chinoy, Jain, and Sood 2022)—and steadfastly 
2 per-

particularly in urban segments.
This may, however, not be the entire picture. There seems to be an urban 

wage spiral in the fastest growing sectors such as IT services where export 
demand remains high. Formally available statistics on listed company wage 

employment scenario. Effectively, India’s Phillips curve seems to have 
moved up or steepened as it seeks to close the post-pandemic output gap, 

-
performing the informal sector but which is unable to penetrate or upgrade 
the labor force.

-



may be due to greater pricing power in increasingly concentrated industrial 

-
tion is rising more in goods, where its industrial sectors are increasingly 
concentrated, than in services, though there are early signs of pricing power 
rising in the services sector too.

-

large. As per data from the World Bank, while India’s agricultural labor 
force share has shrunk from 64 percent in 1991 to 44 percent in 2020, it 
remains way too large in an absolute sense given that the share of agri-
culture in GDP during 2015–2020 has been in the 16–18 percent range 
(compared to just 4 percent for the rest of the world).25 Further, the sec-

worker is only 8 percent on a unit of investment.26 Overall, this has kept the 
distribution of workers low-skilled and unfavorable for India being able to 
grow services exports to their full potential without immediately inducing 
a wage spiral.

The chicken-and-egg problem is hard to resolve, but labor persisting 
in low-skilled jobs is consistent with substantial education gaps for the 
development of high-skilled labor. This is in spite of a steady improve-
ment in school enrollments in India since 2006 (as per the 

), including for girls. In particular, literacy levels have 
dropped steadily over the past decade: reading ability is presently below 
the pre-2012 levels, in both government and private schools and for both 
boys and girls; arithmetic levels have dropped less steeply but are presently 
at lower levels than in 2018 (ASER Centre 2023).

While some of the education gaps are undoubtedly due to extended 
school closures during the COVID-19 lockdowns and beyond, perhaps the 
biggest impact of the pandemic years has been on India’s female labor 

25. The World Bank, “Agriculture, Forestry, and Fishing, Value Added (% of GDP)—
India,” https://data.worldbank.org/indicator/NV.AGR.TOTL.ZS?locations IN; “Employment 
in Agriculture (% of Total Employment) (Modeled ILO Estimate),” https://data.worldbank.
org/indicator/SL.AGR.EMPL.ZS.

26. Statista, “Gross Value Added (GVA) per Worker in Agriculture in India from Finan-
cial Year 2016 to 2023,” https://www.statista.com/statistics/1131117/india-gross-value-
added-in-agriculture-per-worker/.



force participation. As per survey data from the CMIE, it has declined 
from 18 percent in 2016 to under 11 percent in 2022, and somewhat unex-
pectedly, to under 7 percent in urban areas.27 These trends hint strongly at 
the lack of adequate job creation in the aggregate, seen for instance in the 
CMIE survey data.

Finally, formal job creation measured using Employees’ Provident Fund 
Organisation data (pension fund enrollment data) showed a decline of 
15.5 percent in November–December 2022 in the 18–25 age group of typi-
cally new subscribers (Kaul 2021; Rajora 2023). Consistently, the survey 
statistics of the CMIE show that the unemployment rate has risen from 
3.37 percent in July 2017 to 6.9 percent in January 2021 (it being greater 
than 20 percent for graduates and postgraduates) to 7.5 percent in March 
2023. In response, the labor participation rate has also declined from 49 per-
cent in July 2016 to 41 percent in January 2021. This scarcity of jobs in the 
patriarchal Indian society has left women effectively out of the labor force. 
Unsurprisingly, there has also been a substantial reduction in salaries of 
women who are in the labor force and employed.

Overall, India seems to be creating too few jobs relative to its labor force 
needs, there are too many low-skilled laborers (especially in agriculture), 
primary education gaps are mounting, and the female labor force is bearing 
the brunt of many of these developments.

The challenges India is presently saddled with provide a natural blueprint 
of some structural reforms that can be initiated immediately for reaping 
rewards over the next decade.

India’s import tariffs are way too high and protectionist in favor of 
its incumbents. India needs to bring tariffs in line at least with those of 
China and perhaps, to have an advantage over its key competitors, make 

for example, for managing the re-skilling of displaced labor, then policy 
can announce a calibrated reduction plan over, say, a three-year period. 
Such clarity of purpose and forward guidance would in itself facilitate the 

27. Even data from the Periodic Labor Force Survey (PLFS) show that female labor 
force participation was at 27 percent in 2021–2022, which is low in an absolute sense as well 
as relative to most peer countries.



expansion of goods trade, induce a much-needed global competitiveness in 

I stress here that tariffs in agriculture need to be reduced too, given 
their much higher levels than in other sectors. The reductions will have 
to be sharper to start with but persisted with in order to enable this sector 

being more in line with international tariff rates might facilitate its greater 
participation in trade agreements, serving in turn as a pre-commitment not 
to raise tariffs again.28

How should India move away from the rising industrial concentration? 

in the case of one of the largest (Big-5) conglomerates, and de-leveraging 
may slow down medium-term investments by this conglomerate. Given 
this experience, it is worthwhile to entertain mechanisms for reducing the 
market power of the largest conglomerates.

forty NIC two-digit sectors. Hence, one way out of their breadth of pres-
ence is the good old Theodore Roosevelt or William Howard Taft style 

-
sion diktat. This has been done repeatedly in the United States when the 
concentration of corporate power has risen nationally in a sector or across 
different product lines. One advantage of this approach is that it would 
require various resulting subgroups to have separate—and likely more 
transparent—balance sheets as well as ownership, management, and gov-
ernance structures. Such trustbusting may, however, be awkward for the 
current government given it has—by revealed preference—adopted an 
industrial policy favoring national champions.

An alternative route would be to throw sand in the wheels of rising 
industrial concentration by making it economically unattractive to remain 
a large conglomerate unless productivity gains are truly large. As discussed 
earlier, the Big-5 have grown their market share over the past decade by 
increasing their footprint in mergers and acquisitions. It could be required 

28. India’s public food stockpiling program, for example, is intended as a food-price 
security system, acts to support agricultural income in normal times but depresses it when 

and causes India to disrupt WTO negotiations even in areas ostensibly unrelated to agricul-
ture and food security.



that they own more equity of the companies they acquire, for example, 
80 percent or higher as in the United States (Morck 2005; Kandel and 

to parents, consolidation of income between subsidiaries and parents for tax 

and tax exemption on the spin-off of subsidiary shares to parent share-
holders. In essence, by increasing the extent of subsidiary ownership 

conglomerates may spin off existing subsidiaries where gains do not jus-
tify such an increase.

Whether done by brute force as a competition commission diktat or more 
gracefully, it would be to India’s advantage to become more competition-
friendly and less incumbent-friendly, especially less conglomerate-friendly. 

lack the pricing power commanded by the Big-5 (an important difference 

While the deterrence effect of IBC is well at work in the form of lower 
incidence of defaults, the progress in resolving cases through bankruptcy is 
slow, which adds to the substantial erosion of asset and franchise values of 
defaulted companies. The legal benches handling the cases and the inter-

of the defaulted companies could be subject to a tighter timeline, closer to 
that originally envisaged under the IBC. The present average of resolution 
times, which is nearly eighteen to twenty-four months, seems appropriate 

cases should be resolved much faster. One possibility is that many small 
and frivolous bankruptcies can be resolved privately outside of the IBC to 
prevent choking the pipeline of cases. The Indian Banks’ Association could 
consider templates for bank-loan trip-wire covenants that can trigger such 
early resolution via prepackaged bankruptcies.

Separately, a true stress test for the IBC would be whether it can handle 
well a large conglomerate’s default, either at the group level or at one or 
more of its subsidiaries. Going by the market credit spreads on the inter-
nationally issued bonds of some of these conglomerates, this is not at all 
outside the realm of reasonable probability. Resolution of such entities 



systemically important one. Should India’s large conglomerates be sub-
ject to a living will or resolution planning requirement, as required of the 

Design of such living wills may also lay bare their complex web of related 
party transactions and create an indirect tax on being large for rent-seeking 
rather than productivity gains.

and then simply kept in abeyance. A credible glide path needs to be pro-

capital expenditures is one way to achieve this, but as this transition tends 
-

ently buoyant tax collection phase to glide faster to targets. What matters 
in the end though is the overall public sector borrowing requirement. On 
this front, power sector and distribution companies’ woes seem important 
to address. As mentioned earlier, their losses seem to be on the order of 

market pricing based on that. A second step could be to create a time-bound 

Finally, some states will gain and others lose in the process, and the central 
government could create a burden-sharing mechanism to redistribute gains 
and losses across states. Implementing such a step successfully requires 

federalism compact between center and states.

The RBI—even if reluctantly, and in all likelihood induced by the Fed-
eral Reserve’s tightening actions—has shown commitment since May 2022 

and not simply at or above the upper band limit of 6 percent. However, the 

-
tion will eventually veer toward the core. Surprises in food prices, due to 
uncertain monsoons (e.g., the risk from El Niño), and in the price of oil, 
if the Russian invasion of Ukraine remains unresolved, are likely to hike 



-
 in the short term). Such 

down and arrest the upward wage spiral in the formal sector on a durable 
-

necessary at the time of COVID-19, but is not seen as determined in the 
other direction.

There are three critical steps I suggest India undertake on this front.
First, the share of low-earning agricultural labor needs to be reduced 

over time and be transformed into better-skilled, higher-earning manufac-
turing and services labor. While that requires creating more jobs in the non-
agricultural sectors, it also requires a willingness on the part of young labor 
to leave the agricultural sector. One way is to raise the sector’s presently 

foreign entry into the sector and lift its productivity by lowering tariffs, and 
have a plan to retrain a part of the labor force—effectively lowering entry 
rate into the sector by training the youth—for vocational skills in manu-

Second, the huge primary education gaps created in children’s learning 
all over India during the pandemic need to be addressed in a decisive 
manner. While there are many initiatives that could do the needful, one 
option is to deliver a grade-by-grade national curriculum for a thirty-day 
remedial summer program and another enriched thirty-day start-of-the-
year boot camp for reinforcement. Municipal schools can be required to 
adopt the programs mandatorily. Private schools may join voluntarily 
if the curriculum is attractive. ASER-style surveys could be conducted 
pre-summer, end-of-summer, and on completion of boot camp to assess 
success, identify where gaps remain, and plan next steps accordingly for 
further remedial action.

Related to general education, it has always struck me that India does 
not have charter or magnet public schools providing the highest-quality 
science, technology, engineering, and mathematics (STEM) education at 
middle school and high school levels. Such schools could be set up in 
each state, with screening based on entrance tests, in order to create an 



aspirational learning path among most of India’s less privileged children 
who go to average or below-average municipal schools. Essentially, this 
can be modeled along the lines of the Indian Institutes of Technology but 
for primary and secondary education. Long-term payoffs would be substan-
tial. The experience of similar programs in New York and Massachusetts 
in the United States offers a possible role model for execution (Angrist, 
Pathak, and Walters 2013).

Finally, it is important to make it easier for women to join the labor 
force, especially in urban areas where the fall in their participation rate has 
been the highest. Given that Indian companies are required to contribute 

for corporate social responsibility, the following could be made qualifying 

that invest in education of girls and skill development of the young female 
population, including companies’ own initiatives; (2) suitable leaves for 
maternity and paternity that can be substituted between spouses, so as to 

-
dren; and (3) setting up of quality childcare facilities on company premises 
or in neighborhoods to reduce the domestic burdens of working women. 

-
29

demographic dividend.
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29. This may also support attitudinal shifts away from India’s patriarchal past, which are 

was the case with the 1991 reforms (Gupta 2021).
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Focus Survey.3 Currently, it has around 140 participants, of which 100 pro-
vide forecasts frequently. The survey covers a range of macroeconomic 

 
update their forecasts for various horizons daily if they so wish. In order 
to provide incentives for participants to report frequently and carefully, 

-
rate forecasters. The BCB also releases aggregate survey statistics, such as 
means, medians, and dispersion measures.

Abib and others (2023) use the Focus Survey to construct a measure 
-

4 They mea-
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  China’s remarkable run of persistently high growth in recent 

and institutional development, state-dominated economy, and nondemocratic 
-

ernment has maneuvered the economy around various stresses without any 
-

reasonable GDP growth. Unbalanced reforms, a schizophrenic approach to the 

in the cards.

occurred in recent decades, many of them short-lived and most of 
them unfavorable in some form or another. Then there is China’s growth 
over the last few decades, which stands out as a positive historical (and 
persistent) anomaly by any measure. Mean reversion, the middle income 
trap, or any number of formal, informal, and statistical models have for 
many years now been used to predict an imminent sharp decline, if not col-

development, state-dominated economy, nondemocratic government, and 
manifold other inadequacies should have dragged down growth. And yet, 
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until the COVID-19 pandemic rocked it back on its heels, the Chinese 
economy powered through periods of domestic and global turmoil seem-
ingly unscathed. Is the much anticipated and long-foretold day of reckon-

China has had a remarkable run of growth, lofting it from low income 
status three decades ago to upper middle income status now. China’s GDP 
was $18.3 trillion in 2022 (at market exchange rates), 73 percent that of the 
United States and ten times more than the comparable ratio of 7 percent 

capita income is now roughly $13,000, approximately 17 percent that of 
the United States, compared to less than 2 percent in 1990. In purchasing 
power parity (PPP) exchange rate terms, China’s economy is now 1.2 times 
the size of the United States. Over the period 2007–2022, China accounted 
for 35 percent of global nominal GDP growth (at market exchange rates), 
compared to 27 percent for the United States (IMF 2022).1

China’s GDP growth in the last three decades has been reliant on invest-

against the backdrop of a bloated state sector, authoritarian government, 
and weak institutional framework. A striking aspect of China’s economic 
performance has been the government’s ability to manage the severe eco-

maneuvered the economy around the seemingly inevitable prospects, at 
various points, of a banking crisis, massive currency devaluation, housing 
market meltdown, and economic collapse. Notwithstanding numerous ruc-

doomsday scenarios have yet to materialize.
Yet, each of these near misses has exacted a toll. The huge buildup in 

domestic debt, the loss of $1 trillion in reserves during 2015–2016, and 
the highly volatile prices of stocks, property, and other assets are emblem-
atic of the challenges the economy has had to contend with (Setser 2018). 

at market exchange rates. Measured in PPP exchange rates, China and the United States 
accounted for 26 percent and 13 percent, respectively, of global GDP growth over this 

appreciated relative to the US dollar by 12 percent at market exchange rates but 
by 34 percent at PPP exchange rates (end-of-year exchange rates). China’s nominal GDP 
in US dollars at market exchange rates was 5.1 times larger in 2022 than in 2007. At PPP 

at constant prices and PPP exchange rates, China accounts for 36 percent of global growth 
from 2007 to 2022.





at market exchange rates (IMF 2022), even a more restrained growth rate 
relative to its own historical standards will mean the continuation of an 
extraordinary growth streak.

subject of debate, with some even arguing that growth might be understated 
in certain periods. By and large, scholars seem to agree that data on annual 
growth rates have become reasonably reliable in recent years, matching up 
with various other indicators of economic activity (while quarterly growth 
rates often seem too smooth to be realistic).2

is used widely in macroeconomic research since it provides a breakdown 
of GDP into different expenditure components, in both local currency and 
international prices, and on a consistent basis for a large number of coun-
tries (Feenstra, Inklaar, and Timmer 2015). Based on the then available 

phenomenal run of per capita real GDP growth.3 They note that “China’s 
experience from 1977 to 2010 already holds the distinction of being the 
only instance, quite possibly in the history of mankind, but certainly in the 
data, with a sustained episode of super-rapid (  6 ppa) growth for more than 
32 years” (Pritchett and Summers 2014, 36). They point to Brazil, Japan, 
and Southeast Asian economies as having experienced periods of sustained 
high growth before shifting to long periods of low to zero growth, with 
China being a huge statistical outlier by any measure. Based on analysis of 
cross-country historical data, they make a strong statistical case for mean 
reversion pulling down China’s growth.

less remarkable. Figure 2 shows a comparison of China’s growth based on 

about 1.8 percentage points per annum over the period 2010–2016. Clark, Pinkovskiy, and 
Sala-i-Martin (2020) reach the opposite conclusion for a longer sample, while Holz (2014) 

if a tad too smooth.

China’s dollar GDP into the future in order to build on some earlier calculations using that 
version.
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relative to the United States. This implies that increasing investment might 
not be the optimal way to generate growth (Rogoff 2022).8

Another aspect of rebalancing that has played out over the last three 
decades is the gradual increase in the services sector’s share of aggre-

accounted for the largest shares of output and employment and, by 2021, 
this sector accounted for more than 50 percent of GDP and close to 50 per-

-
ing and productivity growth in this sector will be important determinants 
of China’s growth.9

-
cant progress toward the objective of growth rebalancing, with household 
consumption becoming the key driver of growth and the services sector 
becoming more prominent than manufacturing.

Speculating about China’s medium- and long-term growth prospects 
has been a growth industry in itself—one that has enormous implications 
for the world economy as well.10 Pritchett and Summers (2014) and many 
other authors have pointed to the risks of extrapolating China’s future 
growth based on its performance over the last few decades. There is a large 
margin of uncertainty surrounding any projections of growth in an economy 
undergoing substantial structural change. One can at best use the growth of 
various factors that go into the aggregate production function as an indi-
cator of what the future might hold.

1 percent per year, acting as a drag on growth (immigration is minimal and 
unlikely to offset this decline). Of course it is not just the number of bodies 
but the skills embedded in the workforce that matter for output. Is the quality 

8. For more analysis of these shifts in investment patterns and their implications, see 
Lardy (2014, 2019).

9. Over the two decades from 1991 to 2021, average annual employment growth in 
industry and services was 1.5 percent and 3.6 percent, respectively. Overall employment 
growth averaged only 0.5 percent over this period, as employment in the primary sector 

10. For some recent examples, see Bailliu and others (2017); Dollar, Huang, and Yao 
(2020); Rosen (2021); and Benzell and others (2022). For discussion of the middle income 
trap and potential implications for China’s growth, see Eichengreen, Park, and Shin (2012) 
and Kharas and Gill (2020).





11 The 

12

hc



 



13









17

18



19 These out-

under sharp depreciation pressures and the government also initiated an 
anti-corruption campaign, and have mostly stayed in the $150–200 billion 
range since then.

deposits would deplete reserves.20 This is, of course, an unlikely scenario 
given that much of the banking system is state-owned and the govern-

Moreover, capital control levers can be quite potent when the government 
directly controls much of the banking system and, therefore, the main con-

altogether, it is not easy to lay out a plausible scenario for such a meltdown 
in China.

China has used a variety of organizing frameworks for its policies. These 
frameworks can often sound like slogans rather than policy statements. In 
fact, they serve as guideposts for a broad range of reforms and even serve 

with far less progress on supply-side and institutional reforms. This lack of 
balance creates its own risks.

19. The balance of payments identity is as follows: current account plus capital account 
plus net errors and omissions minus change in international reserves equals zero. A negative 
net errors and omissions implies that the sum of the current and capital accounts is positive 
(assuming no change in international reserves). During the early 2000s, when the renminbi 
faced substantial appreciation pressures and the government was trying to restrict capital 

, net errors and omissions were persistently positive and large.
20. Obstfeld, Shambaugh, and Taylor (2010) argue that emerging market economies take 

M2 into consideration in determining their reserve holdings. The IMF now incorporates 
similar measures into its assessments of reserve adequacy.



Major economic reforms are often undertaken under the shadow of a 
crisis. Chinese leaders have undertaken some reforms even when short-
term growth seems secure and despite potential risks and dislocations. 
There are multiple elements to any major reform effort—the framework, 

created an effective template.
To begin with, let us review examples of policy frameworks deployed 

by the government. Consider, for instance, how China rallied domestic sup-
port around the objective of making the renminbi an international currency, 
which in turn necessitated relaxing restrictions on cross-border capital 

21 -
alization is premature for China. But this objective highlighted areas where 

framework proved important not only for catalyzing the individual reforms 

blunt opposition. A major stumbling block to reforms in emerging market 
economies is the view, often a legitimate one, that such reforms largely 

-
ing narratives that build broad support and provide a framework for com-
municating the logic and desirability of individual reforms. In early 2013, 
the Chinese government announced the common prosperity plan to reduce 
inequality, a dubious policy goal if it were to emphasize redistributive poli-

-
prises, and freer labor mobility. All worthy reforms in and of themselves 

intended to be widespread rather than accruing to the select few.
A clear timeline helps build credibility and reduce opposition to reforms. 

Some years ago, the government announced that within a two-year period 
it would eliminate the ceiling on interest rates paid on bank deposits. The 

-

21. See Prasad (2017), Eichengreen and Xia (2019), and Miao and Deng (2019). For a 
discussion of China’s approach to capital account liberalization, see Prasad and Rajan (2008) 

account liberalization, see Kose and others (2009).



This sort of explicit commitment to a major policy change not only sig-
naled seriousness but also blunted the opposition from banks, which had 
time to adjust to the change rather than having it foisted on them at short 
notice.

The implementation of such reforms is a fraught matter, however. 
China’s approach often seems plodding and hypercautious, but it might have 

despite the strong rationale for the move, removing the ceiling on deposit 

it put in place an explicit deposit insurance system to reduce these risks, 
the government chipped away at the deposit rate ceiling by allowing the 
proliferation of other saving products with higher returns. This approach 
had its own risks as “wealth management products” and off-balance-sheet 
lending proliferated. Regulators had to aggressively rein in these sorts of 
activities; nevertheless, these actions by the government eventually helped 
catalyze interest rate reforms.

Similarly, reform of state-owned enterprises has focused on subjecting 
them to harder budget constraints and market discipline rather than priva-
tization. Keeping these enterprises in state hands lessens the imperative for 
reforms but also avoids the risks of large-scale privatization, such as the 

-
all relative to a big bang approach—elicit less opposition, pose fewer risks 
from the reforms themselves, and make course corrections easier.

The government has persisted with this approach. Recognizing the need 
to improve productivity and shift away from low-skill manufacturing, the 
government recently articulated the “dual circulation” policy, which implies 

homegrown innovation. This policy, as well as the Made in China 2025 

upgrade its industry but US-China tensions have limited the availability 
of the necessary products and technological expertise.22 Rising economic 

on the Russian invasion of Ukraine and also because of the increasingly 

22. Bergsten (2022) and Roach (2022) discuss the US-China economic rivalry and the 
possible fallout on both countries. For more discussion of the Made in China 2025 policy, 

(2022).



hostile environment toward foreign businesses operating in China, could 
more broadly limit China’s access to foreign technology (and markets for 
its exports). In addition, there are limits to direct government intervention, 
not just in the allocation of resources but in an environment where reforms 
in complementary areas do not proceed in parallel.23

-

and liberalization in order to promote better resource allocation. Fixing the 

disaster but also about allocating capital to the more productive, dynamic, 

is a key priority. The reported nonperforming loan ratios of major Chinese 

concentrated in the state enterprise sector. Evergreening those loans, many 
of which may never be repaid in full, is in the interest of banks in order to 

as nonperforming. Banks also need the right incentive structure to make 
loan decisions based on commercial considerations. Bankers are rational 
in responding to distorted incentives—loans to large state enterprises are 
safer even if those enterprises are insolvent because of implicit government 
guarantees. Solving these two problems requires recognizing and removing 
bad loans from banks’ balance sheets, as well as reform of the state enter-
prises themselves, including weaning them off dependence on bank credit.

The government has also tried to improve market mechanisms to fortify 
the banking system by putting in place an explicit deposit insurance 
system, in the hope that markets would better discipline banks based on the 
riskiness of their balance sheets. But there appears to be a pervasive belief 
(garnered from observed yields and risk spreads) that the state still pro-
vides implicit full insurance to the entire banking system and perhaps even 

seriousness about not protecting weak banks or unregulated saving prod-
ucts. (Much the same can be said for advanced economy governments and 
central banks!)

salutary effects in promoting productivity.



In recent years, the government has had to deal with episodes of hous-
ing market and stock market volatility (Chong 2023).24 The government 
has often found itself caught in a schizophrenic effort to strike a balance 

to discipline itself, which has the perverse effect of heightening market 
turbulence. This on-off approach to intervention has sometimes injected a 
strong dose of uncertainty on top of already fragile investor sentiment and 
added to market volatility.

Another lesson to be taken from these episodes of volatility is not that 

generate more risks if they are not accompanied by broader reforms. China 
needs a better institutional framework—including more transparency in its 
policymaking process, better corporate governance and accounting stan-
dards, and more operational independence for the central bank and regu-

reforms. Progress in these areas has been lacking.
The government has rightly encouraged the development of stock and 

for savers to get higher returns and diversify their portfolios. But it has 
done little to improve corporate governance of Chinese companies or their 
accounting and auditing standards. The resulting opacity has contributed to 

-
mation about the companies they are investing in, leading them to follow 
and exacerbate market swings. Although China has dropped most restric-

remain wary for the reasons above and also because capital controls have 
been used as a tool to relieve large transitory pressures on the exchange 
rate (Prasad 2016).

This highlights the importance of getting regulatory frameworks and 
other institutional aspects such as public and corporate transparency right 
while freeing up markets. Otherwise, the result is likely to be more volatility 

allows market forces a greater role in determining the exchange rate, it 
still wants to maintain stability and control. Reconciling these two con-
tradictory impulses—more freedom for markets but with a heavy hand of 

24. FRED Economic Data, “CBOE China ETF Volatility Index,” https://fred.stlouisfed.
org/series/VXFXICLS.



challenges.
Implementing even well-intentioned reforms in a second-best world 

had enough resources and policy space to cope with some of those tran-
sitional risks, but it is a legitimate concern that its actions and attempts to 

long-lasting consequences.25

China has found a way to get results—generating sustained growth over a 
-

cial crisis, and pulling its economy through a number of perilous periods 
for the world economy. It has done all of this without a well-functioning 

-
omy, or a democratic and open system of government. There is certainly 
cause for humility for anyone attempting to explain the China phenomenon 
based on the historical record and experiences of other countries.

China’s growth model and approach to reforms have not hewed to con-
ventional norms and arguably tensions are building up in the system, with 
a possibly explosive meltdown at some point. But so far the government 
has proved adept at navigating around such perils. There have undoubtedly 

left itself room for maneuver. And there have been many resources wasted 
over time, with a big bill left to pay at some point in the future.

improve the allocation of resources within the economy and enhance pro-

there are legitimate concerns about China’s high rates of investment in 

25. One interesting example is the People’s Bank of China’s attempt, in August 2015, to 
allow for a wider trading band for the renminbi’s exchange rate relative to the dollar. This 

combined this policy change with a 1.9 percent step devaluation of the renminbi relative to 
the dollar. In the absence of clear communication from the central bank, this move was inter-
preted by markets as a signal of more devaluation to come in order to boost exports at a time 
when the economy was weakening. This set off worldwide turmoil in currency markets that 
lasted for over a year. It cost the Chinese central bank about $1 trillion in reserves to limit the 



physical capital, the capital-labor ratio is much lower than in advanced 
economies such as the United States, and China still has vast needs for 

-
mediation of domestic savings into domestic investment, so capital is allo-

system that does a better job of allocating resources to more productive 
uses and to dynamic parts of the economy, especially the services sector 

improving depth and liquidity in bond markets, and tightening regulation to 

with institutional and supply-side reforms, will help reduce unproductive 
investment, improve employment and household income growth, and pro-
mote more regionally balanced development.

The underpinnings of China’s growth seem fragile from historical and 
analytical perspectives. Things that must end do often end suddenly and in 
unpredictable ways. Yet, if the government plays its cards right, one could 
equally well envision a more benign future for the Chinese economy—with 
growth that is more moderate by its own standards, but that is more sustain-
able from economic, social, and environmental perspectives.
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  It is a pleasure to discuss these three superb papers 
on India, Brazil, and China. India and China, of course, both have popu-
lations over 1.4 billion people.1 Brazil is the most important economy in 
Latin America. All three papers deserve immense credit for managing to 
give a sweeping overview of current macroeconomic issues facing these 
economies in very condensed form.

Although these economies have been grouped together in a single panel, 
and they are all important socially, economically, and politically, China is 

of 2021 World Bank data, China’s 2021 GDP in current dollars at market 
exchange rates was $17.8 trillion.2 India, with roughly the same size popula-
tion of 1.4 billion people, had a GDP of only $3.2 trillion. Brazil’s economy 
is only about half the size of India’s, but then it has only approximately 

the Penn World Table (PWT) to compare “expenditure equivalent” per 
capita GDP; this is a way to try to compare incomes using a common set 
of prices for different goods and services. PWT 10.1 is the most recent ver-
sion, which runs through 2017. It gives per capita GDP in China as roughly 

is $60,800.3
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Acharya offers a broad perspective on why India has 
failed to grow faster and what economic changes are needed to do better. He 
focuses especially on how Indian growth has been shackled by monopolies. 
A few conglomerates, particularly the top handful, have outsized footprints 

-
tries. But the Indian political class’s insistence on maintaining perhaps the 

over time, but so far political forces have resisted mightily, despite the 
obvious success of the IT and outsourcing sectors, not to mention pharma-

Acharya emphasizes several, especially improving education and expand-
ing opportunities for women. Although India has managed decent growth 
in recent years—indeed, somewhat faster than China—it has been heavily 
concentrated in urban areas, with rural India still left far behind.

In contrast to India, which has produced some very wealthy people 
but remains a lower-middle-income nation, China’s growth has been the 
envy of the world, albeit recent rethinking of the way economists com-
pare growth across countries makes China’s performance slightly less 
impressive than had previously been thought. Prasad’s paper is replete 

-
able resource. This reappraisal does not diminish the fact that China has 
continually managed to outperform the expectations of many Western 
economists who have long seen China as an accident waiting to happen. 

slow pace of reform, China’s performance is remarkable indeed. Prasad 
acknowledges the arguments of skeptics but pushes back forcefully on the 

in the foreseeable future; the Chinese authorities have simply proven too 
adept, again and again.

I learned a lot from the paper, but as I shall discuss below, I am consid-
erably less sanguine about the future. Most immediately, China is likely 
running into sharply diminishing returns to investment in real estate and 
infrastructure, as documented in the city-by-city analysis of Rogoff and 

2021). The overbuilding problem is particularly acute in the so-called 
tier 3 cities and below, which are smaller and poorer than the tier 1 and 



tier 2 cities, yet nevertheless collectively account for 60 percent of China’s 
GDP. In fact, in Prasad’s commendably comprehensive analysis, he does 
note that although China’s capital labor ratio is only 28 percent that of 

exceeds that of the 

and the overcentralization of economic control, which has become consid-
erably more acute the past decade. Last but not least, China appears to have 
increasingly emphasized investment in defense and security over growth.

than the other two papers but is not lacking in importance, rigor, and ambi-

of professional forecasters that the central bank in Brazil, Banco Central do 
Brasil (BCB), with tremendous foresight, started gathering in 2002, shortly 

term expectations (they particularly focus on eighteen months in line with 
the BCB’s focus). They show that there is now a worrying unmooring of 

takes a couple of years and at large cost. Although certainly Brazil is quite 
different than an advanced economy today, the authors argue that neverthe-
less the estimates are sobering, and of course it was not so long ago that 

Acharya gives an excellent overview of where 
India’s economy stands today, not only providing cogent analysis of the 
problems but a useful quantitative perspective. A key theme is that India’s 
high aggregate growth numbers in recent years mask how little progress 
has been made in rural India, where, as Acharya observes, well over half 
the population lives at barely subsistence levels. (Academic debate about 
exactly where the world poverty line lies obscures the almost incompre-
hensible chasm between the standard of living for low-income residents of 
Western nations and low-income citizens of rural India.) Acharya argues 
that without key reforms, things are not going to improve anytime soon. 
Among the reforms he emphasizes are lowering tariffs, reducing monopoly 

raising the labor force participation of women. Although all of these are 
of fundamental importance, perhaps the most frustrating are India’s tariff 
barriers, since of course they can be reduced with the stroke of pen. Tariffs 



for most goods did come down sharply thanks to India’s hugely successful 
1991 IMF program, but with an average rate of over 18 percent in 2021, 

others 2009). India’s tariff wall effectively cuts it off from the global supply 
chains which have bolstered growth among many other Asian countries in 

an intermediate product crosses a national border, it is hit with a heavy tariff. 
India’s tariff regime is perhaps built for another era, certainly not this one.

For years, defenders of the high-tariff status quo have pushed back, 
arguing that as modern manufacturing plants become ever more automated, 
the time to follow the Asian growth model as a vehicle to employ India’s 
youthful population had long passed. While it is true that technology and 
robotics are increasingly making employment growth through manufactur-
ing exports a less viable approach in some industries, countries such as 
Vietnam are showing there are still plenty of lower-tech industries where it 

in China but diversify with plants in another country for future produc-
tion growth—India would have a huge opportunity were it not isolated 
by tariffs and other forms of protectionism, for example, limits on foreign 
ownership and investment.

Longer term, for India to reach its potential, it must also educate its 
rural population and bring more women in the labor force; Acharya shows 
that on both counts, India does not stack up well against successful Asian 
economies. With the right policies, there is the potential to bring hundreds 
of millions of desperately poor Indian citizens into the world’s middle 

media commentators to complain about neoliberalism and the Washington 

Indians would vote for freeing up India’s economy in a heartbeat, if the 

-

are deep-seated reasons why India has not managed to achieve the growth 
seen in East Asia.

In his passionately argued 2023 book, India Is Broken, Ashoka Mody 
argues that since achieving independence in 1947 India’s government, 



but that by the mid-1980s had completely lost credibility. As has often 
been the case with overly powerful centralized governments, absent strong 

then became all-consuming. Powerful monopolies, protected by a massive 
wall of trade barriers, became ingrained. For the (relatively) rich Indians, 

lobbied to protect it, as Mody demonstrates. India failed to ride the manu-

and then China and Vietnam, have exploited.
As noted earlier, India did open up in the 1990s, prodded by a transfor-

mational IMF program (most Indian policymakers give the IMF program 
considerable credit even if some of the IMF’s most vocal Western academic 
critics cannot bring themselves to do so). Indeed, the IMF program was 
hardly radical, but nevertheless it led to reforms that gradually propelled 

-
dent, has found growth in some areas—particularly in digital technology, 

behind, living at a level of rural poverty most Americans have never seen 
and have no concept of.4 Whatever one thinks of the American economy 

magnitude worse in India. With its incredibly young population (more than 
half under thirty), India ought to be taking over as the growth engine of 

digital sector, are either unemployed or massively underemployed. India 
has tried to emulate China to some extent by investing heavily in infra-
structure, and there have been massive improvements, but the sector is per-

as long as the tariff wall stands.
To be clear, Mody’s (2023) prescription of having Indian politicians be 

more honest and less self-serving seems utopian. But his diagnosis of the 
core problem—India’s politicians and political system—is spot on, and 

in development about whether the problem is institutions—as Acemoglu 



and Robinson (2012), building on Landes (1998), argue—or culture, which 
Alesina and Guiliano (2015) emphasize. India has suffered from having 
prime ministers who took on too much power and did not use it wisely, 

have had strong autocratic leaders who nevertheless managed to open up 

The postwar experience speaks very clearly to the point that any coun-
tries that have tried an insular approach and eschewed strong export ori-
entation have failed to achieve development escape velocity, unless one 

-
tently exceeded 10 percent in recent years, reaching as high as 14 percent. 

been a long-standing problem in India for decades now. Historically, the 
government stuffed the debt into the state-controlled banks, which allowed 

crowding out private investment. Acharya notes that today the capital mar-

are less. But this is far truer of equity than debt markets precisely because 
the bankruptcy laws are so weak and in need of repair. More complete 

2022 IMF Fiscal Monitor—under far greater pressure. Again, the weak-
ness of the political system has made the debt problem chronically dif-

markets and capital market openness. The one bright spot is that reserves 
now exceed $550 billion, making it relatively easy for the central bank to 
stabilize exchange rates.

-
tion, which is likely to be a huge point of contention between India and 
the West for decades to come and to imply massive costs that need to be 
addressed. India is certainly taking great efforts to use wind and especially 
solar and is steadily building nuclear power plants, which many advanced 
economies have perhaps unwisely sidelined (Goldstein and Qvist 2019). 
India is also heavily reliant on coal, however, which is cheap and abun-
dant, and the government is reluctant to abandon coal for reasons of energy 

-
oncile themselves to the fact that their own green energy transition efforts, 



in global temperatures without inducing developing economies to also 
embrace the green energy transition. In many cases, and particularly in the 

I have had for establishing a world carbon bank, precisely to systemically 
help developing economies with the green energy transition, providing a 
framework for both economic incentives and technical assistance.

Prasad’s analysis of China asks whether, after the pandemic, China will 
be able to resume anything like the kind of growth rates the country has 
had in the past. The paper offers a thoughtful and balanced overview of the 
Chinese economy. Prasad is absolutely right to emphasize how Western 
economists need to have some humility in assessing China’s growth pros-
pects, given how it has managed to persist with high growth despite low 

state-dominated economy.
However, my own take is more pessimistic. I completely agree that the 

Prasad dismisses that given China’s extremely high household savings rate 
(over 25 percent), relatively low external debt, and especially the ability 
of the authorities to quickly intervene and allocate losses in the event of 

over the size and allocation of losses. And even absent bank runs and bank 

collapse that would inevitably accompany a sharp weakening of growth, 
-

ting on bad debts and heavily indebted local governments.

go-to growth sector, real estate. Including direct and indirect inputs, real 
estate accounts for roughly a quarter of total aggregate demand in China, 

size of the sector but the fact that cumulative construction and building is 
so huge after decades of building at breakneck speed.

region construction and real estate data for 284 Chinese cities, ranging 



-
dential and commercial real estate. We reach two key conclusions. First, 
the size of the real estate sector in China is enormous; as a percentage 

in 2007. The second conclusion comes from constructing a novel annual 
measure of the total cumulative size of the housing stock, making use of 
national census data (every ten years) and annual data available at the city 
level. Incredibly, China appears to now have a measure of square meters 
per capita of housing on par with countries such as France, Germany, and 

dollar exchange rates) more than three times that of China’s. The broader 
point is that after years of massive building of real estate and infrastructure, 
China is almost surely running into diminishing returns. The problems are 
particularly acute in tier 3 cities, which account for 60 percent of China’s 
GDP and roughly 50 percent of the market value of its real estate. In effect, 
China has poured money into construction in tier 3 cities on the theory 
that it would help incentivize and rationalize a greater spreading out of the 
population, which can be observed in most countries. But simply put, the 

housing prices and declining populations. The fact that this key driver of 
China’s growth strategy is running into diminishing returns is reminiscent 
of the obstacles faced by the investment-led growth strategies of Russia, 

owned banks are basically backed by the central government, but city-level 
commercial banks and rural commercial banks have been rising rapidly in 
importance, particularly after 2005. They are more aggressive than bigger 

a trillion or less by 2100.5 As Prasad notes, the labor force is set to fall 



by 1 percent per year starting in 2030. China still has much to gain from 
importing Western technology, again as noted by Prasad, but surely there 
are diminishing returns here too compared to the early decades of opening 
up. Perhaps the most problematic near-term problem though is the huge 
centralization of power and decision-making that has taken place since 

been able so successfully to navigate problems that have derailed other 
fast-growing emerging markets is the country’s ability to have very effec-
tive technocrats, making effective use of competition, incentives, and con-
tinuing education. It is not clear whether this tradition of excellence will 
survive the increasing centralization of power. If the desire to emphasize 
loyalty over competence weakens China’s economic management, obvi-
ously the country’s ability to consistently outperform will weaken.

interesting new numbers that have come out of attempts to develop more 

version of the PWT (10.01), China’s growth looks a little less remarkable. . . . 

on PWT 8.0 data and roughly 6 percent based on PWT 9.0 and 10.01 (which 
has data through 2019). China’s per capita GDP growth rate was 3.9 percent 
from 2011 through 2019 per PWT 10.01 and 6 percent from 2011 through 

China’s performance, and it is an important contribution by Prasad to high-
light it. It’s beyond the scope of this comment to discuss the details, but 
fundamentally it is not trivial to try to make purchasing power parity com-
parisons of output across countries that have vastly different production and 
consumption patterns.

-

broader macroeconomic problems that it faces. The paper begins with the 
real exchange rate stabilization problem in the early 1990s, but to put the 
country’s credibility problems in context, it is important to understand that 

2009). After the collapse of the real plan, Brazil instituted an extremely 

Arminio Fraga, who had been airlifted into the government from his posi-
-



independence—had been tried seriously in an emerging market. The endur-
ing success of the regime is remarkable; the fact that we can now consider 

points from target is quite an achievement in a country that has known 
-

tion targeting would be meaningless without central bank independence 
to underpin it (Rogoff 1985), and here the Banco Central do Brasil has 
been remarkably effective in asserting itself, despite incredible pressures 
at times.

regime, credibility became de-anchored in the way they attempt to mea-

again starting in 2021 with the return of Lula. They emphasize how, in all 

policy combined with an undermining of central bank independence. In the 

more than two years and, they argue, came at great cost to output.
The current de-anchoring began under President Bolsonaro, who came 

into office emphasizing fiscal discipline but who first, in response to 

without exploding interest rates, and certainly this would not have been 
possible without the public believing that the Banco Central do Brasil 

Latin American economies were relatively quick to start raising interest 

6

right away, and really became so only as Lula came to power. Even more 
-

tion had peaked and seemed to be getting under control. It is an interesting 

selicrate.



central banks hope to do.
A complication in interpreting the Brazilian experience is that its real 

Brazil’s high real interest rates may have to do partly with lingering default 

be well captured in the mean forecasts of the market. The risk premium 

-
tion expectations remain reasonably anchored, it is quite possible—indeed 
perhaps likely—for the term premium in longer-term bonds to increase, 
even in advanced economies.

In sum, this is an excellent set of papers, giving concise and interesting 
insights to three extremely important economies.
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in Viral Acharya’s paper have become so big that it would be politically 

Acharya highlighted this as a key point, suggesting that culture and 
institutions are linked and that autocratic regimes weaken institutions by 
attempting to show their ineffectiveness, instigating a shift from reliance on 
institutions to reliance on the leader. He posited that the focus of the leader 
on being able to get credit for the progress of the country presents the root 
of the political economy issue. Acharya referred to Kenneth Rogoff’s men-
tion of India Is Broken by Ashoka Mody, concluding that this has been the 
case in India.1 He expanded on the point, describing how India was a rea-
sonably private economy under the guise of a socialist economy until Indira 
Gandhi nationalized a large portion of India. Acharya suggested that she 
did so in an effort to get reelected by earning credit for the progress made 
in the country that was being attributed to private companies. Acharya also 
suggested that since this nationalization approach has failed, India has 

industrial policy.

1. Ashoka Mody, India Is Broken: A People Betrayed, Independence to Today



In response to Rogoff’s discussant remarks, Acharya noted that India 
should be prepared for the potential bankruptcy of a large conglomerate 
and his paper aimed at proposing adequate policy measures. He pointed out 
that foreign borrowing costs of some of the large conglomerates in India 

he suggests is a sign that there might be a problem of a credit risk.
Kristin Forbes referenced Pinelopi Goldberg’s paper on whether the 

 BPEA Conference. 
Forbes posed the question to each of the panelists of whether the risks they 
highlighted in their presentations would be aggravated or mitigated if there 
is a shift toward a more deglobalized trading system.

In response, Eswar Prasad mentioned policy frameworks, such as the dual 
circulation strategy, which use an indigenous innovation approach and sug-
gested that these signal China’s intent to move up the value-added chain 
and engage in technological upgrading. Prasad pointed out, however, that 
China is not self-reliant yet and needs American technology. He mentioned 
that China might be getting to a stage where economic and geopolitical ten-

toward a more deglobalized world would reduce the incentive to maintain 

-
ized world.

In addition, Forbes posited that trade has been central to the China 

for productivity and the reforms highlighted in his presentation. Would 

Finally, Forbes discussed what a shift toward friend-shoring or having 

whether this direction would hinder their development due to being less 

many emerging markets, or instead improve their position by increasing 
their bargaining power as the largest world economies seek to expand their 
trade relationship with them.

Carlos Carvalho posited that a trend toward deglobalization would be 
less detrimental to Brazil’s economy than a bipolar world given that Brazil 
is a very closed economy that exports a lot of commodities and trading with 
its important partners in a bipolar world would be more challenging.



Forbes also asked Acharya whether a shift to a more deglobalized world 
and less market discipline from trade would aggravate risks around market 
concentration in India, some of which were mentioned in his presentation.

Acharya responded to Forbes’s questions by mentioning that if world 
economies become closed, there will be more concentration in sectors by 

Acharya expressed his view that integrating with the rest of the world is 
key for India to grow its share in manufacturing and become a slightly 
more exports-focused economy, as Rogoff mentioned in his comment on 
the three panel papers. Acharya stated that he expects India to remain a 
services hub but recognizes there are limits until the rest of the reforms 
(to improve education, skilling, and female labor force participation) are 
implemented.

sector concentration and questioned whether this concentration might be 

allocation in this sector might be driving concentration in both the non-

Acharya commented that in the past decade private banks have grown 
at the expense of public sector banks and mentioned the Reserve Bank of 
India (RBI) has prevented weak bank balance sheets from expanding, men-
tioning the RBI has adopted a “prompt corrective action” policy for weakly 
capitalized banks. He noted that even though more subtle, public sector 
banks are now becoming the largest asset management companies, with the 

the equivalent of Vanguard. Acharya mentioned that some of them are sig-

capital allocation in the economy.
Tristan Reed commented on the potential assumptions in the markup esti-

in the estimation, if not already included, would be more transparent.
Acharya responded that everything goes through if one limits the esti-

what analysts generally do, and that he sought to do something better along 
the lines of state-of-the-art academic methods.

Blanchard raised the point that the interest rate at Brazil’s central bank 
-

ing real interest rates of about 8 or 9 percent, highlighting that the minister 



2 He wondered whether there 

-
tion of whether the central bank is increasing rates too much, and what 

central bank grooming to the targeting regime, then losing credibility, and 
then regaining it quicker with the unanchoring index moving less. Kalemli-

-
-

increased the interest rate without mentioning any exchange rate to show 

been very different in the previous episode in relation to the pandemic and 
that there was a sizable depreciation in the early stages of the pandemic, 
while the exchange rate did not move as much since the unanchoring of 
expectations. However, she emphasized that the same type of movements 

two episodes.

central bank independence in Brazil in 2021, the authors decided to end 
3

most currently available data, the degree of unanchoring would be at levels 
similar to 2015, when Brazil experienced the pursuit of a presidential 

minister backs Lula on rates but is focused on economy-source | Reuters.
3. International Monetary Fund, 



-

expectations, emphasizing that these are only correlations and that there is 
interest in researching this further in the future.

rates over time and that this has been a debate for a long time. He sug-
-

stand whether rates have been excessively high. He mentioned that Brazil 

have not been excessively high and that there is something structural about 
real interest rates in Brazil that is up for debate. Carvalho added that, for 
that reason, simple international comparisons of interest rate levels are not 
very useful.

-
ception that even though inequality was increasing in the country, indi-
viduals at the bottom economic level were becoming better off and that 
now, with the Common Prosperity campaign, the rates of economic growth 
for those at the bottom have decreased. Furman interpreted this scenario 
as slowing economic growth for the whole Chinese population rather than 
increasing growth rates for the poorest, prompting the importance of think-
ing how this might unfold politically and economically.

In response, Prasad expressed his recognition of China’s effectiveness at 
crafting narratives around its reform agenda when compared to the experi-
ence of other emerging economies. He brought up the point that interna-
tionalizing the renminbi for China meant opening up the capital account 

asserted would be better for China. He followed up by stating that the 
Common Prosperity campaign offers an avenue to change the narrative and 
offer support for reforms in light of concern in other emerging economies 

bottom end of the distribution to a better economic status resonates with 
the people of China.4



Reed questioned the view of a decrease in the growth rate from 9 percent 

that after capital accumulation the growth rate slows down. He questioned 
whether the decrease in China’s growth rate should be seen as a disaster 
or as China becoming a middle-income or upper-middle-income country.

Prasad made the point that China has an economy that is over $18 tril-
-

cantly more to global GDP growth than any other country in the world.5 He 

rather than by international standards. However, he agreed with Rogoff 
that there are signs of a slower growth rate and pointed to whether and how 
much the government can change the allocation of resources to be more 

In the context of the deglobalization debate, Goldberg pointed to Prasad’s 

the question of whether it is safe to assume that capital would leave the 
country without knowing where it would go.

and mentioned that it will be challenging for the People’s Bank of China to 

has had for several years before 2014 and 2015. However, Prasad stated that, 
as errors and omissions show, private capital is going out of the country and 
that it is unclear where the capital would go.

by Prasad and pointed out that it would make sense to seek to promote 
investment, given that there was no domestic demand due to China’s zero-

Finally, Goldberg commented on Prasad’s point that there has been little 

whether, given China’s demographic challenge of an aging population and 
low employment growth, promoting policies that increase labor productivity 
wouldn’t be a sound strategy or whether there are missing considerations.



Prasad asserted that there is an argument to generate growth in a country 
with a shrinking labor force through better investment but highlighted the 

resources to the most productive uses. Prasad added that investment in 

investment does not look very good.
Prasad referenced Rogoff’s work on the importance and risks of real 

estate investment to China’s growth and posed the question of whether this 
would cause the system to come apart.6 He mentioned that there are some 

some of the rural credit cooperatives, that are very exposed, and he sug-
gested that although it is very unlikely that this would cause a systemic 
event, there can be spillovers.


