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The mutual fund magnate John Temple-
ton traveled around the world during
the 1930s, noting in particular the
extreme poverty in two Asian nations

under British control, India and Hong Kong.
Forty years later, in the 1970s, Templeton
returned. Once again he witnessed the
incredible poverty in India. But Hong Kong
had changed tremendously. “The standard
of living in Hong Kong had multiplied more
than tenfold in forty years, while the stan-
dard of living in Calcutta has improved
hardly at all.”2

Today neither country is under British
rule, but the contrast is even more clear.
Hong Kong enjoys the greatest concentra-
tion of wealth in the world. India suffers 
the greatest concentration of poverty in the
world.3

Twenty years ago, development economist
P.T. Bauer wrote a famous little essay in
which he pondered, “How would you rate
the economic prospects of an Asian country
which has very little land (and only eroded
hillsides at that), and which is indeed the
most densely populated country in the world;

whose population has grown rapidly, both
through natural increase and large-scale
immigration; which imports all of its oil and
raw materials, and even most of its water;
whose government is not engaged in devel-
opment planning and operates no exchange
controls or restrictions on capital exports
and imports; and which is the only remaining
Western colony of any significance?”4

Indeed, the prospects for Hong Kong were
dismal. Yet by making cheap products for
export to the faraway West, it managed to
become the powerhouse of Southeast Asia.
Today its citizens’ incomes rival the Japan-
ese, despite its teeming seven million people
crowded into 400 square miles. What broke
the vicious cycle of poverty? According to
Bauer, Hong Kong’s economic miracle did
not depend on having money, natural
resources, foreign aid, or even formal educa-
tion, but rather on the “industry, enterprise,
thrift and ability . . . of highly motivated
people.”5 Hong Kong’s “overpopulation”
turned out to be an asset, not a liability.

Equally important, Britain did not inter-
fere in private decision-making. It adopted a
laissez-faire economic policy, except in the
area of subsidized housing and education.
Communist China has pursued a largely non-
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“The government of India regulates nearly everything, so 
there’s very little progress; whereas in Hong Kong the
government keeps its hands off . . . and the standard 

of living has multiplied.”
—JOHN TEMPLETON1



interventionist approach since it took over in
1997. Hong Kong continues to flourish with
a stable currency, free port, and low taxes.
Its maximum income tax rate is 18 percent,
and it imposes no capital-gains tax. In its
economic freedom index, the Fraser Institute
has always ranked Hong Kong number one
in the world.6

Tragic India
India is an entirely different story. Its pop-

ulation of one billion remains relatively
poor. Unlike Hong Kong, India has valuable
natural resources—forests, fish, oil, iron ore,
coal, and agricultural products, among 
others. It has achieved self-sufficiency in
food since independence in 1947, yet deep
poverty persists.

Many pundits blame India’s anti-capitalist
culture, its fatalistic caste system, its over-
population problem, and its hot and humid
climate (it reached 117 degrees when we 
visited the Taj Mahal last June). But Mil-
ton Friedman identified the real culprit when
he wrote, “The correct explanation is . . . not
to be found in its religious or social atti-
tudes, or in the quality of its people, but
rather in the economic policy that India has
adopted.”7

Indeed, in the decade after independence,
Nehru and other Indian leaders were heavily
influenced by Harold Laski of the London
School of Economics and his fellow Fabians,
who advocated central planning along Sovi-
et lines. India adopted five-year plans,
nationalized heavy industries, and imposed
import-substitution laws. Worse, they per-
petuated the British civil-service tradition of
exercising controls over foreign exchange
and requiring licenses to start businesses.

Even today, India is a bureaucratic 
nightmare.8 Parth Shah, an economist and
head of the Centre for Civil Society (www.
ccsindia.org),9 describes how he recently
returned to India and toiled to find an apart-
ment in New Delhi (thanks to rent controls),
then spent half a day standing in line to pay

his first telephone bill and another half a day
to pay his electricity bill. “Corruption has
become the standard among those who are
in public service at every level,” reports Gita
Mehta, a well-known Indian writer.10 India
has ranked around number 100 over the
years on the Fraser Institute’s index of eco-
nomic freedom.

Yet there is hope. In 1991, facing default
on its foreign debt, India abandoned four
decades of economic isolation and planning,
and freed the nation’s entrepreneurs. It sold
off many of its state companies, cut tariffs
and taxes, and eliminated most price and
exchange controls. As a result, India became
one of the world’s fastest-growing economies
in the 1990s, averaging nearly 10 percent
growth per year. Most important, while the
rich have gotten richer, poverty rates fell
sharply in India.

What can the new prime minister, A. B.
Vajpayee, do now? Can India ever catch up
to Hong Kong? India must cut its govern-
ment deficits (currently 10 percent of GDP);
cut tariffs and taxes further; privatize state
enterprises; eliminate red tape; and restore
honesty in government. It’s a tall order but
the only way to achieve what Adam Smith
called “universal opulence which extends
itself to the lowest ranks of the people.”11�
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