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ECONOMIC REFORM AND THE POOR

Stanley Fischer

It is a great pleasure indeed to be here again in Bombay, almost
exactly five years after | had the honor of presenting a public
lecture in the Reserve Bank. The tapic then was the dangers of
excessive hudget? deficits and 1 am happy to report that the
Governor of the Reserve Bank found my views on the issue to

be totally sound.

A vear later India was in the grip of one of the most serious
financial crises in its history. Thanks to the resolute actions of
the Government, which were backed by the IMF and other
multilateral and bilateral creditors, India rapidly surmounted that
crisis—and seized the opportunity to begin a process of change
that, if sustained and deepened, will enable this country to fulfill
its potential as a major economic power in the global economy.
Four years since the crisis, India has emerged stronger than
before. The external position is now much more robust, economic
growth has been restored, industry has become more dynamic and
competitive, and foreign investors have been eager to part1c1pate
in India’s emerging success.

If during this lecture I emphasize what still needs to be done,
rather than what has been achieved, you will understand that is
because it may still be possibie to change the future, rather than
because of a lack of appreciation of the achievements of the last
four years. A visitor returning after four years cannot fail to be
greatly impressed by the changes in the approach to economic
policy and hy changes in the Indian economy that may be more
evident to the outsider than those who live here.

k First Deputy Managing Director, International Monetary Fund. This
paper was prepared for presentation at the tenth Exim Bank
Commencement Day Lecture in Bombay on March 27 1995. 1 am grateful
to P.R. Narvekar, Charles Coliyns, Ajai Chopra, Richard Hemming and
Karen Parker of the IMF for substantial assistance, and to Guy Pfeflermann
of the IFC and Roberto Zagha of the World Bank for helpful comments.

2. The substance of the lecture appears in Fischer and Easterly (1990}




When [ spoke here last, I was at the World Bank. Now that
| have moved to the Fund, it would be natural to re-emphasize
the message of my previous lecture, that large fiscal deficits
endanger macroeconomic stability. Nothing I have learned in the
last five years has changed my views that fiscal policy is key to
macroeconomic stability, and that macroeconemic stability is
essential if growth is to be sustained and permanent progress
" made in the atlack on poverty. This time [ would add that
advantage should be taken of a period of sustained growth to
reduce the deficit decisively, and then { would go on to describe
the supporting structural policies, among them privatization,
continued trade and domestic deregulation, and financial seclor
reform, that are needed to ensure that the growth process takes
permanent hold. However. there are three reasons not to pursue
this topic: first, 1 do not have the privilege of speaking in India
often enough 1o justify saying the same thing again—however
crucial and correct the message is; second, T suspect that the
arguments are well known and increasingly accepted by most in
the audience; and third, the argument was convincingly laid out
in last year’s Exim Bank Commencement Day Annual Lecture by
Dr. Vijay Joshi.

Alternatively, at this point, three months after Mexico devalued
its currency, | could use the occasion to draw the lessons of
Mexico for market-oriented reform. lateresting as that might be,
let me only summarize my views by stating that Mexico has been
in most respects a model reformer—in balancing its fiscal accounts,
in liberalizing trade and entering NAFTA, in privatization and in
aspects of domestic deregulation—but that it made the critical
mistake of allowing the exchange rate to become so overvalued
that the current account deficit reached and was expected to
remain at eight percent of GDP. The adverse eflects on confidence
of the devaluation that became unavoidable, in part because of
the credit policies pursued in 1994, were compounded by the
structure of the government debt. Despite the setback suifered
by Mexico, | have no doubt that the market-oriented approach will
continue to be the only road to development and growth, albeit
with variations that reflect countries’ individual histories and
political economies.

The Mexican case also illustrates the remarkable speed and
power of private capital flows in the emerging global markets. You
will not be surprised to fearn that the IMF is devoting a considerable
amount of thinking to adapting its role and the instruments at its
disposal to enable it tg help its members deal with the world of
the twenty first century, whose shadow has cast itself before us
in Mexico.

The topic | have chosen today, “Economic Reform and the
Foor”, lies at the heart of the political economy of the market-
oriented approach to economic reform. The questior is often
pused whether such reforms have benefitted, or can benefit, the
common person. The concern is entirely legitimate, for the
ultimate objective of growth is to raise the living standards and
the well-being of virtually everyone. This is particularly so in India,
which contains a substantial portion of the world’s poorest people,
and where literacy, sanitation, and nutrition standards rank among
the world's lowest,

In talking about economic reform and the poor it is important
to get the focus correct. The prime aim of policy must be to achieve
sustained growth, for there can be no permanent improvement in
the living standards of the great bulk of the population without
confinuing growih. When per capita GDP is as low as it is in India,
no amount of redistribution can raise the living standards of most
people to the levels that have been attained elsewhere in Asia
by countries that at one time were as poor as Jndia. The question
is not redistribution versus growth, but rather how to ensure that
growth reduces poverty, and preferably also reduces the inequality
of income.

This is a complex issue, and there is much that we, in the
international agencies, in governments, and in the academic world,
still have to learn about the links among adjustment, growth,
poverty reduction, and income distribution. Early research by
Simon Kuznets and others pointed to a worsening of income
distribution in the initial stages of development, leading economists
to think there was a tradeoff between growth and equity. However,
both East Asia’s dramatic progress over the past two decades and
further academic research has made it clear thal there is nothing
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