COPY FOR ‘ECOPINION’ IN E.T. OF 11TH February 2002.
Between A Rock And A Hard Place by S L Rao

The chickens of poor management of the economy in the 1990’s are coming home to roost. It is not just this NDA government but also its predecessors who took the easy ways out. They were thwarted by the lack of interest of many of the Prime Ministers and their PMO’s (including the present one) in imposing coordination between different Ministries. Finance Ministers made bold Budget speeches that were invariably lauded by Chambers of Commerce. In the event, most of the promises were not implemented because other Ministries did not move. Neither the Finance Ministry nor the others could  implement the programmes on which the moneys were to be spent. This is true in the current year as well.

We can now see the unfolding of the Greek tragedy that is the Indian economy. Despite all the promise and the praise, our unreliable statistics (remember the Indian economists who trashed Chinese growth statistics?) have reduced growth figures for last year to the lowest levels of the decade. The current year is likely to be even worse. But many indicators are favourable. Inflation is at record low levels, food prices have been falling, the country has 61 million tonnes of food grains (of uncertain quality) in stock, and foreign exchange reserves have crossed $50 billion. These figure hide the reality of declining demand and low levels of investment especially in modernization and building new capacities. 

The sins of the past that are now reaping their expected rewards have been many. A big one is the low rate of public investment particularly in agriculture and the mess that has been made of agricultural (especially food grains) pricing. The latest ICRA Bulletin shows that “this heavy-handed and uncoordinated intervention has completely distorted prices between alternative agricultural activities, in the pattern of land use and in the consumption of natural and purchased inputs”. Weak and inadequate financial sector regulation has led to high levels of non-performing assets, collapse in primary equity issues, and unwillingness of banks and financial institutions to invest or lend to most industries. Our supervision over audit firms, merchant banks, stock exchanges and brokers, foreign institutional investors and companies has been very lax, resulting in a huge loss of confidence in most of them. Reservation for small scale has made our markets vulnerable to easy takeovers by foreign products. And yet we lag behind China in exports of the same labour intensive products in which China rules world markets. Power is in short supply and expensive (when paid for) in commercial use. Investment in railways and power is poor because of unviable user charges and inefficiencies. Inefficient fertilizer units continue to produce because of government price support. A huge bureaucracy invents work for itself through excessive and complex procedures. Corruption is almost universal in government activities. These and other ills of the economy could not be corrected for years because of the mindsets of politicians developed in the Indira Gandhi years of  “socialism” and their inability to agree on national economic priorities and policies.

What must the Budget do? It must dismantle the existing public distribution system and instead, offer financial support to the needy. It must set a ceiling for procurement and at prices well below expected market prices. It must substantially raise public investment in agriculture. It must impose a market system at least for bulk purchasers of electricity. It must force the Railways to corporatize and demand a minimum return, compelling disinvestments where possible and closure where necessary, rate rationalization, staff reductions, and a competitive approach to the transportation market. Weak banks must be sold, amalgamated or closed. False and misleading company accounts must be made criminal offences with penalties also on the auditors, as must be insider trading. Independent regulation in a comprehensive manner, of auditors, merchant banks and other agencies servicing the financial markets, must be introduced. The VRS for government servants promised in earlier Budgets and now announced, must be actually  implemented. Drastic pruning must take place of government departments and ministries, with amalgamation of those dealing with closely related subjects. Economic statistics must be handed over as proposed by the Rangarajan Commission to a completely independent agency.

But we all know that this government like its predecessors will do the easy and not the tough things that will affect large vested interests in the national economy. These interests will resist and build obstacles. Elections in some place or the other will postpone the hard decisions.

The Budget may tinker with tax rates, import duty reductions, reintroduction of investment allowances, modest reductions in some subsidies (with substantial roll backs to follow soon), etc., as before. Truly is every government in India caught between the rock of national good and the hard place of expediency.  (800)      

