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The Problem of Changing Expectations by S L Rao

People in their daily lives are influenced by immediate events and their expectations   change with them. These expectations have significant influence on the ultimate outcomes. Expectations of some political and economic opinion makers, businessmen, and stock markets in India seem to be immediately influenced by short-term events. 

Until a year ago many said that the Indian economy had promise but little performance. The Gujarat carnages put a question mark about the stability of India. Savings rates and capital formation had remained static for seven years. The monsoon had failed for three years and sales of fast moving consumer goods were static or in decline. Banks were swamped with funds, with few borrowers. There were few new production capacities being set up. New primary issues had almost come to a halt for many years because of the repeated cheating of small investors who had lost a great deal of money by investing in them earlier. Poor public and particularly economic and corporate governance had damaged the credibility of markets and managements. There was sluggish growth of industrial production and particularly of manufactured goods. The power situation remained dismal. The American invasion of Iraq had put more pressure on prices of petroleum products and inflation seemed to be coming back. The only bright spot was the inflow of foreign exchange and the rising reserves.  

Then came the end of the Iraq war and the onset of a good monsoon except in Karnataka. Euphoria set in. NCAER’s business confidence index was at the highest level it had been for many years. Industry associations, political and economic commentators and others now said that nothing could stop Indian economic growth. But many of the institutional and systemic weaknesses remained as they were. Yet there were dreams of overtaking China. Share prices boomed. The rising foreign exchange reserves, the eclipse of the Chinese invasion of India with cheap manufactured goods, the strengthening Rupee, rising exports, the successful passage of the path breaking Electricity Act 2003 that was expected to quickly transform the electricity system, the success of the Maruti disinvestment and the prospects of others to come, the global recognition of India as a ‘brainy’ country, the prospects of a peace with Pakistan, the cozying up to the USA, were now touted as signs of events that had transformed India’s place in the world and in the global economy. India was on a roll.

Then came the Supreme Court judgment on the privatization of the oil companies. The stock market suffered a brief but severe setback. Ministers lamented the severe adverse consequences to follow. Some suggested that this judgment could lead to earlier disinvestments being reversed. The surge in export growth slowed for a couple of months. The Rupee seemed to weaken. After the brief euphoria we seemed to be sinking again into the slough of despond.

And yet little has changed. The Indian market is as large and growing as it ever was.  SEBI has announced stiffer listing requirements than the Companies Act for governance but has to demonstrate ability to quickly act and punish severely. Other weaknesses continue. Foreign exchange reserves keep setting new records. The Supreme Court on oil disinvestment has questioned only the privatization of oil companies that had been nationalized by Acts of Parliament without going back for its approval. The monsoon has been good. Rural demand is picking up. Steel and other basic goods are showing good increases. So are many other manufactured products. Public investment is rising. Many new primary issues are in the offing after years. The stock market is back on the rise. Manufacturing is again growing. The setback to export growth may not signify a trend. The dollar will decline because of the burgeoning U.S. deficit, the attractiveness of investment in the growing Indian market and the improving quality of Indian manufactures. Our global position is certainly improved after 9/11. Inflation has not shot up despite the rising oil prices. Government deficits remain high but with faster GDP growth and declining interest rates may not be the same cause for anxiety as in 1990.

India’s economic expectations, policies and growth have been on a “drunkard’s walk”, stumbling, falling back, staggering sideways but getting better. But volatile short-term expectations might have adverse effects on the long-term growth trajectory. We must be more composed in our reactions to short-term events and keep our eye on the fundamentals and the long-term. This applies to a company as much as to the country.

Declining interest rates, continuing emphasis by industry on quality and cost improvement, firm and speedy regulation of financial markets, increasingly successful primary issues, breaking out of the Pakistan fixation of our past foreign policies, as appropriate and objective government appointments as the recent change in the RBI, are some factors that we must use to determine our economic expectations. We should not worry about short-term setbacks. We should focus on improving our legislative framework for growth, improve government efficiencies and the performance of corporate managements.  
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