‘Reduce friction around

ease of doing business’

Integrating Indian Eco Into A Single Mkt
Will Be Huge Benefit: IMF Chief Economist
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re-Olivier Gourinchas is

optimistic about India’s
growth prospects. In an in-
terview to TOI, Gourinchas
talks about a range of issu-
es, from raising productivi-
ty to bridging inequality
through a billionaire tax,
andimpactof Alonjobs. Ex-
cerpts:
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How do you view India’s
growthratesincethereis
aviewthatitis getting
carried away?

India has been doing qui-
te well. In 2023-24, growth
was stronger than expected.
The World Economic Outlo-
oK projection for this year is
around 6.8%. India can con-
tinue to grow around 6.5%
in the medium term. These
are very, very solid growth
numbers. It's much easier
for a smaller country to ge-
nerate high growth, but for
an economy of India’s size,
itis pretty impressive.

India wants to grow at
8-10% for a sustained
period. Is that possiblein
current global context?

A number of things need
to be done to grow at a much
faster rate. There is a ques-
tion of how quickly you can
mobilise labour inputs. If
you want to grow faster, and
you want it to be sustainab-
le, you have to increase pro-
ductivity. You cannot do it
justby having more workers
and more capital — that gi-
ves you a shot in the arm,
but it doesn’t lead to sustai-
ned growth. To increase
productivity, you have to re-
duce any frictions around
the ease of doing business,
investing and innovating.
India has a relatively high
growthrate, butit'sstarting
at a fairly low per capita in-
come compared to some
other Asian economies.
Another way to achieve hig-
her productivity is impro-
vements on the technology
frontier. The hard way is to
reinvent the wheel, which
takes time. The other way 1s
to learn as much as you can
from foreign technology.
External openness is very

important as FDI brings
plant and technology. Third
part of productivity impro-
vement is skilling the labo-
ur force. India has a very
skilled layer of workers, but
it can do better. There are al-
so reforms of the large do-
mesticmarketsasitcanbea
good training ground for
makingsure thatthereisin-
novation and competition,
that firms are not protected
in a way that allows them to
be inefficient, that there is
enough competition domes-
tically. Labour is another
advantage for India because
of the demographic divi-

in global markets. Integra-
ting the Indian economy in-
to a single market will be a
huge benefit. On top of that,
you can push exports of ser-
vices by training a large
number of skilled Indian
workers in STEM, compu-
ter science.

How to create more jobs?
There’s a bit of afalse di-
chotomy. At the end of the
day, productivity always
creates jobs. Initially, vou
may for instance, think abo-
ut improving productivity
inthe farmingsector. It’s ve-
ry likely that productivity

India can continue to

grow around 6.5% in
medium term... It's much
easier for a smaller
country to generate
high growth, but for an
economy of India’s size,
it is pretty impressive
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& One dimension is exposure
of jobs to Al, which is low...
Second is when you look at

N, those that are exposed,
question is if Al is going
to replace them or Al is
going to enhance what
they're doing?
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dend. A first order task is
making sure the educatio-
nal system, vocational trai-
ning are at scale so that you
can bring a lot of workers
who are not in the labour
force and yvou can reduce in-
formality.  Digitalisation
will also be helpful.

Ondebate over manufac-
turing or services...

Why do vou have to choo-
se? I understand you have a
budget for doing wvarious
things, dovoudo production-
linked incentives or somet-
hing else. There is room for
merchandise exports to
grow as India is fairly low on
that front. It is important to
make sure that you have
firms that are competing
and are able to come down
the cost curve. Here, the role
of the domestic market is ve-
ry important. China imple-
mented an export-oriented
strategy but was in part dri-
ven by a very high level of
competition in the domestic
market, which to some ex-
tent was protected from
abroad. Fierce competition
between Chinese firms for-
ced them to improve and be-
come better and then engage

gainsare goingtoreleasela-
bour into other sectors of
the economy. That’s somet-
hing that should be welco-
med. The question is more
aboutensuringsocial safety
nets and dealing with retra-
ining, giving pathways to
the young to get them jobs
that have higher earning po-
tential.

How seriousis Al threat?
Indiaisoneof the countri-
es we looked at using micro
data. One dimension is expo-
sure of jobs to Al, which is
low. It reflects the high share
of farming in employment.
The second dimension is
when vou look at those that
are exposed, thequestion isif
Al is going to replace them or
Al is going to enhance what
they're doing? Al is not an op-
portunity for enough people
in India, but for those who are
exposed to Al, more of them
are in the good category. To
build on that you would want
deployment of AI, develop-
ment of Al and training as a
lot of workers in that space
can benefit. This points to op-
portunities. The danger is if
Al moves faster than India
getting ready to embrace it.



