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It is a great honour to be invited to give thiglee this evening in the name of India's
Independence Prime Minister, without doubt onéhefdreatest men of a dark century. Some
others are remembered for slaughter and tyranmyaldarlal Nehru is revered for setting his newly
independent country on a democratic path - fremylaeand plural. It is a country that | have
visited many times over the last two decades, attpwhose history is intertwined through no
choice of its own with Britain's What we shard@h dense and sensitive, including a language
born here but enriched, as India's Prime Ministerearemarked, by Indian tongues and usage. |
hope that the things we hold in common, the valweshare, will strengthen our partnership as
India helps shape - as it surely will - the centilnat lies ahead.

These days, the case for democracy lies largelgrmegrgument. To the cliche about motherhood
and apple pie, | guess we should add democraayadtnot ever thus. In Athens, where we
commonly believe that democracy was first hatcldato argued that it made the citizens "idle,
cowardly, loquacious and greedy". Moreover, theyodeed those like Pericles who had in the first
place given them democracy along with the assatite architecture, drama and philosophy that
still mould western civilisation. In the Renaissandemocracy got a bad press. It led allegedly to
endless turbulence.

In the days of the American Enlightenment whenRbending Fathers of the fledgling republic
created their United States, it was feared thatodeacy would lead to the equalisation of property.
The French Revolution infused the debate on demgdral9th Century Britain. How could one
prevent rule by the people descending into chamaptete with tumbrils and guillotines?

But today, the debate about democracy in mucheoWbrld is a no-brainer. The promotion of
democracy is an explicit objective of Western dipézy and development policy. In pursuing this
aim, Europeans rely mostly on rhetoric and ratladi-learted attempts at conditionality, as we can
see when examining, for example, the EU's polimesrds its Mediterranean partners on that sea's
southern shore. Americans have been less squeaniisimeo-conservatives advocating a more
muscular approach. Democracy should follow the #lag the tank, though the results in Irag have
not suggested that this neo-conservative appraafdreaign policy will win over many disciples in
future on the grounds of its proven efficacy. Muwer, the pursuit of democracy and public
intolerance of those who decline to embrace iteh@oduced rather too many embarrassing
examples of double standards. Where exactly lmtwéest Asia and Central Asia does
transatlantic enthusiasm for democracy begin toe®arWWhy are we so forceful about democracy
in Iraq, but turn a blind eye to the lack of itfrakistan? Is it partly because the calamitouy full

our adventure in Iraq has made the allegedly ckrsaigport of generals in Rawalpindi's cantonment
all the more important in the struggle to contairdrism?

Yet for all this, most of us remain convinced ttie democratic system of governance, the ability
to remove our government and install another pedlgethrough the wishes of the people, confers
a higher quality of life, and helps sustain a hrgstandard of living. So the result is seen to did b
morally superior and economically more efficiehtke every other human effort at creating
institutions, democracy is imperfect. But as Wins@hurchill famously said, at the very least it is
the worst form of government save all the others.

The growing link between democracy and the asswgned governance that it supports, on the one
hand, and economic freedom and success on the bdgeregularly been adduced. Margaret
Thatcher once said in reply to questions in Beijimaf it did not matter whether you started with
economic freedom or political freedom, sooner terlgou would have both. And with that



marriage, as others have said, would come thehyepéditter of growing GDP figures.

Back in the early years of this century, it seeirsagly an age ago, a panel of Arab policy makers,
academics, journalists and legislators, broughtttoey under the aegis of the UNDP, tried to
fathom why their region - broadly speaking the daes of the Arab League - had done so badly
economically in comparison with most other partshefworld despite its energy resources. They
came to three conclusions - the education syst&urihination against women, and the lack of
democracy and good - that is, open and account@gbteernment. They took it as given that
democracy would improve their economic prospeatsgh they sensibly and provocatively (so far
as the United States was concerned) concludedi¢émadcracy could not be brought in on the tip of
precision guided munitions.

The argument about democracy and economic wellgbdesis however, become more serpentine
and less straight forward than its Arab suppoteggested. While | wholly agree with Margaret
Thatcher's conclusion, there are a number of coxt@s, confusions and contradictions on the
way. Let me try to unpack a few of them.

The collapse of communism and of Russia's Europagpire led to immediate calls inside and
outside that country for elections and capitaliRussia got both, and its economy was wrecked -
by the theft and pillage of state assets, by tliesdtshement of central government, by gangsterism
and every sort of rascality. You can point to threrght of the problems stored up in the Communist
era that helped to capsize the new successor egomunsome of the weaknesses undoubtedly
first sprouted in the early democratic years. Ris$ailure did, some said, result from the faettt

it put political freedom ahead of economic growthd stability. Now, they argue, under Mr. Putin,
the Russians have (and prefer) less freedom innrédu more economic stability and success.
Perhaps these commentators underestimate the effiéha oil and gas price on Russia's
turnaround. Perhaps they exaggerate the extématoimprovement. Perhaps they take too little
account also of Russia's yearning for the smadkrof(albeit ex-KGB) government, after the
humiliating and not-so-jolly Yeltsin years. Whagewthe reasons, Russia has looked a pretty bad
advertisement for the economic benefits of demgcrac

The rise of east and south east Asia also raisestigns about democracy. Had not South Korea
and Taiwan begun their economic ascent under atahan regimes? Was not growth here and in
the small tiger economies of Singapore and Honggkiorlarge measure the result of investment in
people, and in their health and education, as agthose communities' enthusiasm for selling into
an increasingly open world market. The evidencgHese propositions seemed to be confirmed by
the tables of statistics in successive annual tedithe Asian Development Bank. What about
Hong Kong? It was not democratic, but ratheolartal territory ruled by benign foreign
autocrats? Or consider, for that matter, Singgpehere democracy was at the very least guided or
socially engineered? Singapore was what so masipéssmen, impatient with the apparent
vulgarities, see-saw controversies, and sheeteclattdemocratic politics, appeared to like as a
destination for their investments and their regi@ifices. It was clean, neat and white-shirted;
people queued and followed unquestioningly the@awof their stern guide and mentor. If only, |
have heard European and American businessmen sayeme more like that at home. And look at
the sky-scrapers, the land reclamation and the f&iiRes. It works, absent the rough and tumble
of pluralism and democratic politics.

But it is the rise of China that more noisily clealjes the alleged relationship between prosperity
and democracy. We know the remarkable story - fimmmne and the cultural revolution to the
status of workshop of the world in four decadesar Whatever else has triggered this economic
revolution, it has not been democracy and pluralSiina remains Communist at least in its
political institutions. The party still rules, damating the state and policing the infrastructure
within which a sort of capitalism, distorted by thaliticisation of credit, creates growing national
and individual wealth. Itis, indeed, glorioush® rich, so the cat, to borrow from Deng Xiaoping,
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may be black or it may be white. Who knows oesawrhat colour it is? It certainly catches mice.
Is this Socialism with Chinese characteristics?ithishcapitalism? Milton Friedman's economics
as painted by Jackson Pollack - on a truly spetaasgale? Whatever, you call it, democracy it
ain't; and yet - or should it be, "and therefor€hina grows and grows, with many of its citizens
benefiting for the first time in over 150 yearsrfra "feel good" factor, and with the world too
gaining from the deflationary boom that China hakpéd to unleash. So Walmart customers are
winners with lower consumer costs. American homeew benefit through lower interest rates.
The Chinese engine just goes on thumping awayrabxss of its government's refusal to accept the
advice of foreign liberals that Sun Yat Sen goight about democracy a century ago.

This is where, to its modest embarrassment, Inelia drawn into the debate. India now booms,
secular, democratic and not so socialist as ongast Long forgotten are the constraints of a so-
called "Hindu rate of growth". Demographers prethdia's overhaul of China before mid-century
in terms both of overall population and of the emoically active proportion of that population.
The service sector attracts jobs and investment &lb over the world. What has happened to
services will surely one day affect retail, distition and manufacturing too. Indian soft-ware
engineers are the front-line troops in its econamsurgence. Indian entrepreneurs build branded,
multinational manufacturing firms from telecommuations to steel, from pharmaceuticals to
vehicle construction. India still confronts hudealtenges - not least of human and physical
infrastructure. But it is unquestionably on therama And, Hallelujah, it is democratic.

We stand at the threshold, | predict, of the groefth cottage industry in articles, books and
lectures that seek to answer the question for EBae@nd American businessmen and others about
where to place their bets, India or China! Whiffers the best long term prospects? Should we
count on rumbustious India democracy or focussaddske authoritarianism! | suspect the Chinese
are just starting to hear echoes of the debateinaimdlia it is certainly noted - and disapproved i
equal measure, for reasons that | understand.

India has to share, as well as shape, the wonldiisd with China. India should not want that
relationship to be portrayed from the outset agmapetition, or a contest in the making. So India
should naturally welcome President Hu Jintao tchDelork for a good bi-lateral relationship and
discourage democratic triumphalism on the partesfWestern friends. There is a particular danger
here that India, as an Asian democracy, may be mai® be American’s pluralist poster-boy, a
counter weight to China, a chess piece on thattgdegic board where some (but happily not all)
Americans think the coming century will be played,@s a struggle between existing American
hegemony and nascent Chinese hegemony. This is not view again a game anyone should
want to play, least of all India.

Nevertheless, the argument about the relationsttiywd®en politics and economics is not going to
fizzle out. Nor should it. We should be ableeoammend and promote better ways of sustaining
and promoting economic growth, including politicales. Good governance is in every citizen's
interest, in every investor's interest, in evemgign minister's interest. So without dwelling to
embarrassingly on India and China, where doesalanbe of the argument lie?

The first thing to note is that the economic besedf democracy, assuming that they exist, should
not be taken as the principal point in democradgvseur. Democratic values are part of a broader
set of ethical assumptions about the right relatigm between the state and its citizens. These
values are universally valid. They are not exelelsi Western, nor do they all originate in the
West. India was preaching and practising politrnaderation when European societies still
believed in the Divine Right of Kings to do to theubjects pretty well whatever they wanted.
Treating others as you would want to be treatedasgitiis both a Confucian and a New Testament
instruction that touches on the rights and reslitees of governments. Despite Hobbes, the
state is not the master, the citizen the slaveeryegitizen is entitled to fair treatment -due @ss -
under agreed law. Every citizen should be abkxjgect that his government will explain its



actions and account for its mistakes. Every citizas the right not to be tortured.

India demonstrates some of its strengths when testements are tested against history. There
was no gulag in India. There has been - as Am&#yahas argued - no famine, made either by the
Gods or man. Legal breakdowns and the allegetteatsnent of suspects by the police and
security forces have led to open enquiry, debatieractification. Are these standards always
perfectly observed in democracies? Alas, theyhate They were not as scrupulously followed as
they should have been in this country during theryef Irish terrorism. In America in the last few
years we have heard a shameful debate about wiiyeerkeeping a man's head under water, for
example - is not really torture at all. So denacgrdoes not always deliver these values as it
should, but it is more likely to do so than anyestBystem. And the main reason for this is the
openness of the democratic system which is alsd gmosustained economic growth.

Transparency is the hand-maiden of accountabidiyh politically and economically. We believe
in its political virtues since it helps the govedrte judge their governors, and it can also hefis¢h
governors to make better decisions since, as ttiein @he full light of publicity, they should need
to be more careful about weighing the merits of poljcy before implementing it. That this does
not always happen is the fault of political leadsos of the system itself. Transparency in the
political community is not very different from tilsame quality in the economic or commercial
sphere. Will a wise investor risk his money unllesknows broadly speaking the market
conditions he is likely to encounter? How can hawe proper corporate governance without
openness. Enron was a reminder of the perils fafschtion. What price share-holder power
without transparency and accountability? How cam gpply international standards of
accountancy without transparency?

The importance of transparency in a functioningneenically successful democracy, should
remind us that democracy covers a lot more thabtiseness of voting. We have too often acted as
though the mere act of dropping a piece of markaggkpin a voting box, or punching a preference
into a voting machine, is what democracy is esabytll about. Drop your own Athenian pebble
into the pot and all will be well. We should know tow that it is not that easy. As Fareed Zakaria
has argued, to define democracy almost exclusineigrms of casting a ballot can lead to some
distinctly illiberal consequences. Majoritarianis rule by the majority — is not the same as
democracy, though the ability to choose who witiresent your interests in a legislative body is
certainly an essential part of democracy. M#oianism can produce some unpleasant results.
The majority may pillory the minority, arguing thatdo so is sanctioned by popular support. So
you can elect pretty nasty populist governmenth aiithoritarian and deeply nationalist tendencies
who will secure public acceptance by identifyingl dinen persecuting a minority. This is more or
less what happened in parts of the Balkans afeedigmemberment of Yugoslavia. The majority's
behaviour has to be constrained by rules and uistits that promote community tolerance.

Professor Samuel Finer, the late and distinguishetessor of Politics at Oxford University, wrote
a three volume history of government in which hentified and discussed pretty well every form of
government known to man. He had chapter aftertehap categories of government, one of which
was very slim, a section of his book on societied tvere liberal but not democratic. He could
only think of one society to place in that categoHong Kong. This example admirably makes the
point about the complex and sophisticated natudenfocracies. Hong Kong has all the
institutions of a liberal, pluralist state. Itdhte rule of law (which has been by and largeh yust

a couple of high profile exceptions, accepted sit®®7 by China), independent courts under the
leadership of a distinguished judge, freedom oéspereligion and assembly, a good police
service, an efficient and clean civil service, sg@rofessions and a deep sense of citizenship. |
has, in short, everything a good society needspgxepresentative government, though hundreds
of thousands of its citizens openly campaign fat.tft50 Hong Kong is a free and plural
community but it is not democratic in the narrowense.



It is intriguing that Hong Kong has all the institunal attributes whose creation has often been
ignored when societies have escaped authoritanearmnl embraced democracy. We often
scramble to promote these liberal features of ggmarnment, but they are usually more tricky to
establish than an electoral law and voting listagis have voted, very bravely, twice but they do
not alas enjoy as citizens the rule of law. Nohthis argues against the importance of the ballot
box; but voting is not enough - perhaps we shduilaktof it, as the philosophers say, as a necessary
but not sufficient condition for good governmentofdover, those of us who wish to push a
democratic agenda in our relations with the reshefworld would do well to comprehend that
establishing democracy is a complex and demandimgeps that takes time, commitment and
perseverance. Making a democracy is not like ngakicup of instant coffee (and | hope that the
results are better!).

Governance in Hong Kong undoubtedly played a patithé economic success of the territory,
despite the uncertainties about the future thatdgd the skies and despite the lack of any natural
resources there except a magnificent harbour. nfdr&et economy hummed away for over a
generation within a structure that sustained swscctgormed public opinion kept the government
on its toes. The courts gave business the assddra level playing field. The professions,
journalists, and share-holders prevented capitatdistariorating into jungle law. The civil service
did not exact a corruption tax on business andadteof the community. Would Hong Kong have
been as successfiil economically if the press lehlmmuzzled, the courts in the government's
pocket, the professions only professional in thesedghat we describe a foul on a football field an
the police and civil service weighed down by braamvelopes filled with the local currency? No
prizes for the answer.

It was arguably the lack of the sort of institusahat | have described in Hong Kong's liberal but
not democratic society that caused chaos in Rassldrought Milosevic and Tudjman to power in
the Balkans. Filling out the definition of libédemocracy, as | have done, also enables us to see
much more clearly some of the reasons for theblerfailures in so much of Africa in the post-
colonial period.

Naturally, some of the problems rampant in pmdbnial Africa are the result of coloniAlfrica.
Others are the result of geography, that politycaitorrect subject that shows how much tougher it
is to survive and prosper in some parts of the avibrén in others. On the whole, proximity to the
equator does not do much for your health or yoonemic performance. You can also denounce
the inadequacy of aid flows from rich to poor coigs, though as an ex-Development Minister |
think we would be well-advised to be more intelledly honest at times and admit that
development assistance has a pretty abysmal rectftihg growth rates and raising the indigent
out of poverty.

Yet surely we cannot over-look the role of bad goweent in compounding Africa’s ills. Too often
democracy came to mean one citizen, one vote, oeed the other attributes of liberal pluralism
were barely apparent anywhere. | spent three yedin® eighties as a frequent visitor to Afrida.
spent five years in the nineties in Asia. | tihegan revisiting Africa in the new century. It waas
pretty depressing picture. In Asia, | had got useseeing things getting better year by year. In
Africa, they appeared on my second round of visitsave got worse in many places. Kinshasa,
for example, the capital of a continent-sized courith in mineral wealth, had decayed into a
ramshackle slum. The country over which it did piside was torn apart by pillaging neighbours
and local war-lords. Zimbabwe had been impoveddheMr Mugabe's brutal incompetence.
There were bright spots - the triumphant rise aftB@\frica from the ashes of apartheid, for
instance - but not enough of them to provide mumbehfor Africa's immediate economic prospects.
Perhaps things are now getting better. The cdiomebetween good governance and economic
success, as well as social stability, was idetifig some African leaders themselves in the New
African Plan for Economic Development - NEPAD. wis full of good things, of good intentions.
But in a country like Zimbabwe, a state in fred, fdde intentions seemed to melt away, leaving
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only a damp blob of goodwill. Elsewhere | am asduhere are some better stories. | do hope so.

But democracy as a part of good governance halsawba very good run in Africa, a point to which
donors have belatedly woken up. Development asgisthas been increasingly tied to
governmental performance, a link strongly critididgy aid recipients who do not perform well and
who often have flimsy or non-existent credentiaglamocrats. | trust that the emergence of China
as a significant donor and trading partner in Asnall not thwart the efforts of other donors to
continue the encouragement of political reform batler government. China should seek to avoid
some of the mistakes that the traditional donormamty has made in the past. | was struck by
some of the remarks made by African leaders anddheisers at the recent Beijing summit. There
seemed to be an almost audible sigh of reliefgbatl government was off the agenda. | even
noticed one diplomat saying what a pleasure itwdsiild a stadium without the requirement of an
environmental impact assessment first. Without ggmeernment, and | reaffirm what | said about
its relationship to democracy, Africa will not thei economically and will not be stable. Both those
issues matter to China as well as to the rest.of us

China'’s recent extraordinary success - whethenyeasure it in terms of the quality of diplomats’
silk ties, the number of cranes that you can cénamb your hotel window in every Chinese city, the
new roads criss-crossing the country, the investnmemew universities, or the food in every
Chinese bowl - is not the result of socialism, @fud kind of capitalism in which profits and pay
clearly do drive performance. Can that be indedlgisustained? The problem is that, to return to
the famous metaphor, the cats get fat, some ahibe too, but some pretty thin mice get left
behind. Capitalism requires to be disciplineddwy that protects the community's interests and by
share-holders who prevent corporations becominglgimoney-machines for those who run them.
Shareholder power in its turn rests on transparandyon clear principles of corporate governance.
The rule of law and the rule of shareholders ewahttiopple even a fortress of fraudulence like
Enron.

Capitalism unbound, unconstrained by the rulesameduntability of an open society, can easily
lead to growing social inequity. You do not hawde a socialist, or even a Communist, to
sympathise with President Hu's concern that tleer® iautomatic trickle down of wealth from

glitzy Shanghai to the rural west of the countrydow easy is it to construct, within a system that
generates wealth through the raw energy of capitelsome mechanism for making that process of
wealth creation more inclusive? Can you do ittigiotax and redistribution in a system where the
taxpayers have no representation?

Without that, and without cascade-down let aloreklg-down, social gaps become wider, creating
problems of cohesion more intense when there asafedy valves to allow the steam to escape.
No journalists to scourge and denounce the idlg tecuncover corruption, to campaign for the
poor. No parliament anxious to investigate wrongid, to denounce it and to raise Cain. How
can you in these circumstances prevent a growipdgéween an ideology of community and
institutions that fail to make it a reality. A sensf unfairness always furthers grievance, and
grievance is invariably the parent of trouble.

The efficiency with which money is invested in @gonomy may not matter so much when the
scale of the money involved is immense. Chineseedtimsavings are high and the country attracts
more than a billion dollars a week in foreign direwestment. The Chinese growth rate would be
even higher — and GDP growth per head would hasegras fast as in the original Asian tigers -
if all this investment had been better used. loieffit allocation and the over-hang of bad debts ar
a result of decisions on credit being taken prityann political not commercial grounds. What
would happen if this were to change in China? r@hkeas an interesting subterranean debate this
summer, concluded through the columns of the Conmshpapers in Hong Kong, between hard-
line Communist party economists and reform-mindaakiers. If the party loses its grip on

banking and the economy, said the former groupillitsoon lose its grip on the state. But unless
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we loosen our control of the banks, respondedeafgmers, we will lose investment, job-creation
will plummet and the party will certainly lose cowitof the state. It is a difficult dilemma sinde,
the outsider, both arguments appear to be correct.

Innovation has always helped drive economic graavith productivity increase. It is arguably more
important than ever in today's global economy wkremwledge and information have enhanced
functions. You can naturally buy in the produdtsiher people's innovation, car engines here,
computing technology there. You can even steahthas Western Europe tried for years to steal
the secret of China's manufacture of porcelainwreet wafer thin but hard. The best way, however,
to innovate is not to purchase or pilfer innovatibat to do it at home, and to accomplish that you
require an open system that encourages fresh tigraad the interchange of ideas. It is no accident
that India is doing so well in the new industridsane constant innovation is required in order to
stay ahead of the competition.

The steady opening up of any economy, using a dlasapitalist ethos to drive growth, gives
more and more citizens the chance to make econtmices. This has led to a real improvement
in the quality as well as the standard of lifele# Chinese. They are much more free than they
were, with greater control over their own lives.yRla-day choices now are constrained mainly by
economic factors. As citizens, the Chinese havesroontrol over where they work and live, over
whether they rent or buy, over whether they sparghee, over whether they buy this brand or that,
over what they insure and how much they put asdestirement. These welcome choices are
augmented by the liberating influence of technolofpfformation and travel are now available, if
more controlled than elsewhere.

How easy is it going to be, | wonder, to draw & Ibetween economic and political choices? If you
wish to save, might you not soon want to know whyeng money is being invested. If you buy
your own house, might you not take a dim view @ingl to build a motorway nearby? If you lose
your job, might you not want to know why? Presidéhnton, no political slouch, readily accepted
the advice that "it's the economy, stupid" thatides elections. | wonder myself exactly where
economic empowerment ends and political empowerimegins. Perhaps there is an evolutionary
symbiosis here - that economic development leagslitical development, rather a Marxist
thought really, and that political development thesomes the condition precedent for further
economic development.

| was thinking about this lecture in an airportrige, wondering quite how | would conclude it,
when a peroration was offered on two plates. Hirsaw in a newspaper that Senator Hilary Clinton
had already raised fifty million dollars for heregumed bid for the Presidency, Her husband had
raised over thirty. So does money buy electidhe?cles would not have approved. But then we
know, as | said at the outset, that no democrabgysnd criticism, most are holed like a Gruyere
cheese with imperfections. Democracy - here, tr@rerywhere - is not all it is cracked up to be.
Yet it is at least some of what it is cracked upéo-and at least | know about the Clinton war thes
because | can read about it in the newspapers.

Secondly, | was talking to a businessmen whomel éikd respect, who himself likes and respects
China as much as | do. He was musing about CHunta'se in terms similar to those | have heard
used by many others - foreign well-wishers and €sgnalike. "This isn't a democracy, of course”,
he said, "but the system suits the country, amerks. One day it will change. You just can't say
when. It will be in their own time".

These are not sentiments that you would hear dhdi#. Indecisive. Corrupt. Bad infrastructure.
Too much bureaucracy. All that you might heaBut no one argues that one day something
systemic will have to change in India. The econawilygrow. Society will change. Yet India does
not face an existential question around the corner.



Maybe China does not either. Perhaps this -this";twhatever you call it - will simply go on,
neither quite one thing nor quite the other. Ifttisaso, why is there not a bit more self-confidenc
about what exactly it is. Why is there a sort cfuasption of inevitable change one day? If it works
so well, and the system has undeniably presidedasveconomic regeneration, why should it ever
need to change? But if change one day, someigneenceded, when will that change happen and
what exactly will this change bring in its train® not the truth around which we all tiptoe thagon
day, maybe because of the economic success thatent and welcome to us all and maybe
because that economic success flags, China wél dacexistential choice, a choice that India -
poorer today than China - has already made.

One thing is for certain. We shall all be farteebdff if China makes that choice smoothly and
without the turbulence that engulfed China so oéted for so long in the past. The world will be
better off with a strong and stable China, and ai#ltrong and still stable India - a point which |
hope will not raise hackles in parts of what we tted Western world. Europe and America have
to face the fact that the two centuries when weidatad the world are over. The next century is
ours to share peacefully and harmoniously with Alsjiast hope we are up to it.



