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     This book in 142 pages of text tries to unravel what causes economic growth. It reviews the work of economic theorists and data from around the world in easily understandable language. 

     It could be a theoretical framework for understanding the experiences of India in its pursuit of growth with equality since independence. The First Plan thought that achieving a significant rise in the savings rate would give us the required growth. Starting with the Second Plan we tried to accumulate capital through central planning and direction of public and private resources and for equality by penal taxation of the better off and subsidies for the poor. Neither central planning nor redistribution through taxation achieved growth or equality. We were stuck at the “Hindu” rate of growth and very high numbers of the very poor. Our “command and control” system did not let us benefit from R & D discoveries in the rest of the world and we did not have the financial or knowledge resources to invest in R & D ourselves. After the opening of the economy, growth has soared, as have other economic indicators. While inequalities have widened, there are less below the poverty line and the poor are now recognized as a major market and resource. Regulatory mechanisms, new laws on property rights, lower taxes but wider reach and many other institutional changes have given us a more sustainable level of growth. These institutional changes have evolved as new industries like information and biotechnology and telecommunications have come to the fore.  

     The book is built around four themes. Accumulation of capital and human capital is important. Technological and institutional factors are more important causes of the rate of accumulation of capital. Second, total factor productivity is as important as accumulation. Knowledge creation is at the core of productivity improvement. Research and development, learning-by-doing, externalities, increasing returns and institutional factors, affect knowledge creation. Third, growth rates in different countries are interdependent, because knowledge flows across national borders. Four, economic and political institutions affect incentives to accumulate, innovate and accommodate change.

      Cross-country variations in incomes per worker and patterns of economic growth are influenced by high productivity that makes investment profitable, induces capital accumulation and results in output growth. Technological change is an important determinant of productivity. R & D has a direct impact on productivity and the rate of return on R & D is many times higher than the rate of return on investment in machines and equipment.

     International integration (also termed as globalization) has sizeable effects on economic growth. Sectoral composition of output shifts over time toward products that are more intensive in use of financial capital or human capital. They keep productivity growing. Knowledge flows build additional interdependencies across countries. R 

& D in developed countries benefits less-developed ones despite their negligible investments in R & D. But investment in innovation at high levels in rich countries also widens the gap with poor countries. 

     The idea that development first worsens and then improves the distribution of income is disproved. But in the world economy, massive growth though unevenly distributed across countries, greatly benefits both the top and bottom income earners. 

     Since the propensity to save is higher from profits than from wage income, less equal societies with larger proportions of income from profit, should grow faster. At the same time, when asset ownership is evenly distributed, funding for investment is easier’ It could be argued that therefore, more equal societies would invest more and grow faster. However in today’s societies where governments have to be responsive to the needs of the majority, societies tend to moderate inequalities through taxes and transfers to redistribute incomes. This attempt at redistribution could slow growth. The author’s tentative conclusion is that inequality slows growth. What cannot be contested is that growth has raised the income of the poor in most countries even if inequality has also risen. 

     Knowledge accumulation and new technologies need institutions that encourage protection of property rights and from vested interests that want the status quo to continue. Institutions must promote the rule of law, enforce contracts and limit the power of governments. Institutions are defined to include systems of rules, beliefs and organizations. They cannot be static and must evolve in tandem with technology.

     This is a good book for the student and the lay reader who wants to understand the factors that stimulate economic growth. Read along with a history of economic policies since independence it provides a framework for understanding of India’s economic development. (775)

