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it has found it very difficult to cement its 
fledgling friendship with the US and Israel 
without damaging its age-old relations with 
Iran. Some have suggested that India would 
play a larger role in resolving conflicts, 
especially in central Asia. That is unlikely 
as Obama has hinted that his administra-
tion would be open to dialogue with Iran. 
In fact, even the Bush administration has 
toned down its sabre-rattling and reached 
out to Iran President Mahmoud 
Ahmadinejad. That leaves little room for 
India to get involved in the region. As the 
new administration in Washington deviates 
from the foreign policy approach of the 
George Bush era, India is likely to find itself 
with less work as a strategic ally. 

“Obama is likely to work closely with 
China instead of pursuing a containment 
policy,’’ says M K Bhadrakumar, a former 
diplomat and foreign policy commentator.

Bhadrakumar says that Washington 
would want to improve its relations with 
Russia, Europe and Asia. But as the world’s 
pre-eminent power and with a perceptibly 

less hawkish president at the helm of 
affairs, it would hardly require India’s 
help in mending relations with others. 
Moreover, India has not endeared itself to 
Islamic Asia by sidling up to a 
warmongering America and Israel. 

Its own relations with the US could 
dramatically change depending on Obama’s 
approach. “The Bush Administration had a 
relatively clear and straightforward policy 
of deepening and broadening ties. Unless 
Obama quickly reaffirms Bush’s policy 
on India, I fear the relationship will drift, 
especially if he tries to get involved in the 
Kashmir dispute as Bill Clinton did. Sadly I 
think this may happen, because the 
Democrats don’t have the courage to stand 
up to Pakistan or China. Obama in 
particular won’t want to appear rash or to 
take big risks that could derail his domestic 
agenda,” says Rahul Sagar, Assistant 
Professor, Department of Politics, 
Princeton University. That could mean that 
diplomatically India could find itself a bit 
isolated and a little less listened to. “India 

has no role to play, frankly. No one takes it 
seriously. India’s foreign policy is best 
summarised as jugaad (ad-hoc 
workaround). Where is the long-term 
strategic planning and execution? When 
will India have a powerful and meritocratic 
intelligence service? Its military is ably led 
but poorly funded; its leaders are scared 
to stand up to either China or Pakistan. It 
has squandered the chance to expand the 
reforms necessary to make its economic 
diplomacy effective,” says Sagar.

Winding down the war in Afghanistan 
and helping development in that country 
is also likely to be a top priority for the US 
president-elect. In that endeavour, Pakistan, 
which shares its boundary with 
Afghanistan, will be more valuable even 
though India has good relations with the 
Afghan administration and is helping 
rebuild it. 

The country’s voice as a global strategic 
force might be feeble, but its position as an 
economic power is certainly growing.  
“India can be a model of development in 
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Asia, particularly Central Asia,” says 
Stephen Walt, Renee Belfer Professor of 
International Affairs at Harvard Univer-
sity’s Kennedy School of Government. 

Rising inequality levels around the world 
have stiffened resistance to global trade 
and market systems. 

“When Prime Minister Manmohan Singh 
speaks at (international gatherings like) the 
G-20 summit, he will be listened (to) with 
care,’’ says Bimal Jalan, former RBI gover-
nor. Jalan believes that India is in a very 
strong economic position today and except 
British Prime Minister Gordon Brown, 
there is hardly any world leader of Singh’s 
experience and stature as an economist. 

Having shown the world to some extent 
that financial conservatism and a 
combination of state and market could 
spread economic gains and welfare to a 
larger number of people, India can 
legitimately hope to preach the virtues of 
equitable economic growth. It is in 
discovering new ways of economic growth 
and managing economies that India can 
help the US repair the damage done by the 

cowboys on Wall Street. 
“That is the way our bread is buttered,’’ 

says Jalan, who helped create a robust 
financial architecture that paved the way 
for the Indian growth story which has so 
far withstood the economic storm raging in 
world markets. 

Unlike China, which the world thinks 
will provide some consumption demand 
support, India’s approach will have to 
be different. “India needs more savings 
so clearly it cannot be the consumption 
engine to the world,” says Professor Mukul 
Asher, a specialist in public sector 
economics and social security issues in 
Asia at the Lee Kuan Yew School of Public 
Policy at Singapore. 

India can do two things. One, it can keep 
its own economic house in order. “India is 
a more balanced economy. It does not rely 
too much on trade. It can show the way 
on the complementary nature of the state 
and the market,” says Asher. And two, it 
can help the G-20 remake global financial 
architecture.

One of the key things that the G-20 will 

discuss is better regulation of financial 
market participants. “I think the large 
financial institutions that function across 
multiple countries need to submit them-
selves to regulation so that we know exactly 
what they are doing. There should not 
be any hiding place. No off-balance sheet 
transactions,” says Professor Willem Buiter, 
Professor of European Political Economy, 
European Institute, London School of 
Economics. Indian capital market regulators 
and RBI—who have always wanted more 
stringent regulations—can help there by 
enforcing those rules in India. Since India is 
going to be the recipient of large sources of 
capital flows over the longer term, stringent 
regulation will be of real help.

The other place where India can show 
the path is making its public sector 
banking system more efficient. “We now 
know that centralisation of credit is a bad 
idea because state is a miserable allocator 
of capital. We can’t leave it to private forces. 
And we also know that unless there is an 
explicit guarantee from the state there is 
no such thing as a safe bank,” says Professor 
Buiter. So the Indian regulatory system—
with its emphasis on prudence, high capital 
adequacy norms, shunning of leverage and 
deposit guarantees—is what other coun-
tries can learn from.

Former Indian diplomat, Bhadrakumar, 
says, “The best shot for India to have more 
influence in world affairs is to manage its 
economy well. How we manage the crisis 
and sustain economic growth will add weight 
to our opinion and actions worldwide.”

If India keeps its economic ship steady 
and the G-7 nations start listening to 
nations like India, China, Brazil, and the 
Middle East—places where the savings and 
the consumption engines now reside—then 
India would have done a world of good. 

At this point that’s all it needs to do—
just lead by example rather than delusions 
of power. 
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Thinkers for new 
challenges
As an unprecedented global financial crisis blows away established beliefs about capitalism and 
free markets, the world starts looking out for new ideas. The best ones may come from these people

Edwin 
(Ted) Truman 

A concept that marries the state and the 
markets is the sovereign wealth fund, 
which invests government money in 
markets. Edwin Truman, former  
assistant secretary of the US Treasury 
and now a researcher at Peterson  
Institute, specialises in such funds.  
Truman says sovereign funds are 
needed, but they must be regulated and 
made more transparent. After all, it is 
easier to snoop on the government than 
on an errant investment bank.

Paul Krugman Is your economy teetering? Are  
consumers playing truant? Call up this 
Princeton University professor and New 
York Times columnist to get a neo-
Keynesian prescription for economic 
depression. The man is busy, but get 
him to tell you why your currency should 
not have a fixed peg. Will that lead to a 
Piranha-like invasion on your currency? 
Well, even that can make your exports 
competitive and keep you in business.

Nobody was listening to the old man 
and his criticism of free market  
fundamentalists. And that’s when he 
won the Nobel Prize. For a while, he 
was relegated to addressing World 
Social Forum meetings. But now, policy 
makers see what he had all along 
warned about. He had foreseen a lot of 
troubles, especially the market failures. 
Now Stiglitz’s Third Way, which  
advocates a limited but important role 
for the state, is emerging as a crucial 
answer for the big questions.

Joseph Stiglitz

Robert Shiller You like bubbles. Admit it. Your last  
bonus had much to do with those 
exuberant times. Well, now that you 
are down on your drink and your house 
is worth less than that last peg, start 
listening to Shiller. It is not often that 
one makes two Cassandra calls. Shiller 
rightly called the stock market’s  
irrational exuberance in 2000 and the 
real estate market’s peak in 2005.  
You did not listen to him then? Shame 
on you.

Now that the bad boys of the financial 
world have broken the palace  
chandelier, almost everyone wants 
them to be disciplined. There are calls 
for tougher regulation. And Howard 
Davies, who headed the Financial 
Services Authority (FSA) in the UK, 
may be the man to turn for advice.
Davies’ book on financial regulation 
may become a handy guide for many 
countries looking to police the men 
who run banks and other such assorted 
businesses.

Raghuram 
Rajan

Yes, yes… It’s about saving capitalism 
from capitalists. But wait. Rajan had 
spoken about how to make free  
markets work. Well, they seem all  
broken. But Rajan did make a few  
interesting points. One, organised 
private interests can lobby and change 
regulations. This is exactly what  
investment banks did with regulators 
to let them take almost $30 of debt for 
each of their own dollar. The result: a 
complete blow out. He had also  
suggested a social safety net.

Howard 
Davies

Mohamed 
El-Erian

Nassim
Nicholas Taleb

Not every academic works with cold facts on the 
ground and not every practitioner has the faculty 
of abstract thinking needed to make the world 
a safer place, financially speaking. A man who 
straddles both worlds is Mohamed El-Erian, CEO 
of bond investor Pimco and the author of When 
Markets Collide. He says that the current turmoil 
happened because the global markets were 
anchored in a certain mindset representing the 
supremacy of the US and its model of economic 
growth. The transformation is towards a new 
financial world where other countries too will play 
their big parts. 

Talent counts but not as much we might believe. 
Luck counts for a whole lot more. Don’t mistake 
luck for ability. If you think you are too smart, 
the world will soon put one over you. Tenets of 
modern finance are more like shaky pillars. 
Extreme events shape the world and they occur 
far more frequently than assumed. Therefore, the 
entire temple of finance might need to be rebuilt. 
People liked reading Taleb but few practitioners 
took him seriously. Now, this philosopher, trader, 
fund manager, mathematician and probabilistic 
thinker will be heard. We are all waiting for Black 
Swan sightings now.

Richard 
Thaler

When you see a behavioural economist, pretend 
he doesn’t exist. That has been the attitude of 
finance and economics professionals. Thaler, 
along with his colleagues, Daniel Kahneman and 
Amos Tversky, has highlighted a range of  
psychological issues that prevent us from  
being the humans that conventional economists 
expect us to be. President elect Barack Obama 
has benefited from his advice. Nudge: Improving 
Decisions About Health, Wealth, and Happiness, 
a book co-authored by Thaler, explains how  
institutions can help people make better choices.

He Fan Henry Paulson may have talked tough on the 
need for China to let its currency appreciate 
against the dollar, but He Fan did not think 
so, at least four months ago. This economics 
researcher at China Academy of Social Sciences 
defended China’s right to keep its currency 
where it was. And that’s exactly what China did, 
though it did let it appreciate it just a wee bit—
showing more style than intent. But now that 
the economic recession is firmly upon us, He 
Fan is thinking otherwise. Maybe the Chinese 
government will listen to him once again.
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