‘COMMENTARAO’ in ”THE TELEGRAPH” OF DECEMBER 12 2011
Our Present Crisis-Deliberate or Incompetence? By S L RAO

Economic policy in India especially in the last two years has been
unfocused on the real issues and instead has diverted attention to
more peripheral ones. The separation of political power from the
Leader of the government has made things much worse. The National
Advisory Council (NAC) is the ultimate policy-maker particularly on
all domestic economic policy issues, not the Cabinet; the Leader of
the Congress Party, not the Prime Minister. The NAC is composed of
many extraordinary and compassionate people, with sympathy for the
poor and vulnerable, but little capability for thinking through the
mechanics for their implementation. They designed very thoughtful
programmes that have despite being poorly implemented, benefited many
millions of the very poor.


However the UPA government’s official economic policymakers have not
quite grasped the implications of the phrase “inclusive growth”, or
concern for the “aam aadmi”. The NAC is all for inclusion. That led to
the national rural employment guarantee scheme, the national rural
health mission, education for all, and food for all. These were unique
programmes in India and where they reached the targeted populations,
they were of great benefit to them. Because the NAC is headed by the
Congress President, more powerful than the Prime Minister, NAC
programmes were launched nationally, speedily, no testing  and with
few budget constraints.

But government mandarins, namely the Prime minister, Deputy Chairman
of the Planning Commission, and former Finance Minister Chidamabaram,
were fixated on GDP growth. (The present F.M. may be more nuanced). At
one time they dreamt and talked of 10 % GDP growth but were later
satisfied with 9%. They were not worried about the composition of the
growth by sectors or geographies. The Prime Minister, who had spent 5
strenuous years as Finance Minister to satisfy the world that India
had responsible fiscal management and reduced the  fiscal deficits,
allowed the deficit to rise when he was asked to spend on
inclusiveness. His other Advisors were so keen on growth that they saw
any government spending as another way to stimulate growth.
The NAC programmes were not accompanies by a tightening of other
government expenditures. Inflation resulted. The Deputy Chairman of
the Planning Commission (I remember) responded that inflation was bad
but nothing should be done that would adversely affect growth. So for
two years he and the government left the control of inflation to the
Reserve Bank. RBI used monetary policies of higher interest rates and
squeeze on liquidity. Liquidity squeeze was a failure since large
inflows of volatile FII and NRI deposit inflows kept supplementing the
Rupee supply. Interest cuts did not dampen inflation which was driven
by relatively slow growth of supply, not by galloping demand. Industry
suffered because of rising capital costs, and declining demand as
costs of borrowing for housing, Cars, white goods, etc, became very
high. Investment began to suffer. Growth of industrial production fell
sharply.


During the second half of 2010 the world was hit by the financial
crises of many European Union countries. The instability of the Euro
led to a rush to the dollar despite the dire straits of the American
economy. The dollar value rose like a Phoenix. The Rupee fell in
relation to the dollar. Fund inflows into India were hurt by the sense
that India was not in control of its macro economy. The Rupee’s
precipitous fall by 15% within four months raised the Rupee value of
foreign borrowings and interest on debts. Corporate results were hit,
import costs rose, affecting margins and raising product prices, and
industrial production fell sharply. Power shortages due to shortfalls
in coal and gas, and humongous mining scams, hit industrial production
further.  High fiscal deficit, rising national debt, falling corporate
performance, the falling Rupee, a high current account deficit (as
imports stayed high in Rupees), a decline in exports which were
booming only a few months earlier, declining capital investments,
added up to a set of adverse signals that affected investor confidence
in the economy. The indecisiveness of government and the onslaughts of
the Opposition parties added to the perception of instability in
India.


Thus it was not the global economy that was to blame for India’s
present economic plight. It only made it much worse. It was the
inability of government to manage the macro economy. Government would
not recognize that its expenditures were too, as was its deficit, and
trusted its optimistic growth forecasts to add to tax revenues and cut
the deficit. Instead, growth fell as did tax collections. It was also
generally accepted that a good part of government expenditure on
social programmes and on infrastructure was wasted or stolen, but
government was doing little to plug the holes.


This is not a criticism of the social programmes of the NAC. They were
important and to the extent they reached target populations, very
useful. But fiscal management required that the money should have been
spent properly and other cuts made to keep the macroeconomic balance.
There was no attempt to tighten the weak administrative apparatus and
enhance individual accountability of bureaucrats at all levels, who
were responsible for the spending. This was despite a national
revulsion against such corruption, manifested by the Anna Hazare
agitation.

The root causes for our wayward economy go back to the reforms from
1991 when the urge to cut deficits led to cuts in investment in
agriculture that lasted over ten years, and a freeze on social
expenditures, especially on health and education. Reforms also did
nothing to tighten the delivery and the administrative system.
The more immediate failure was in government’s inability to tackle the
fiscal situation that had been behind the persistent inflation. The
Finance Minister who let this happen is most experienced in that
portfolio and is also politically very astute. He and his staff must
have been aware of the consequences of fiscal indiscipline and the
corruption in administration. But he went with the flow, not wanting
the appearance of opposing the party Leader and the NAC and also not
be seen as acting in ways that could  set back ambitious growth
targets of the Prime Minister.

Inflation in double digits, declining production, GDP growth a record
low levels, stock market and Rupee collapse, rising deficits and
rising foreign debts as well as current account deficits, all
happening at the same time, ia unusual for us. At some point soon we
will see restrictions on imports, tax benefits on increased industrial
production, more price controls, more incentives than just freedom
from capital gains taxes and anonymous remittances as presently to
foreign investment, incentives for bringing black money and illegal
foreign holdings back to India, and the many other schemes that we saw
in Mrs. Indira Gandhi’s days as Prime Minister.


With national elections in two years, individual members of the
Congress party must be very worried about an electoral thrashing if
the present situation is not reversed. There is bound to be already a
groundswell against the present Prime Minister and a growing demand
for a strong and astute politician to lead the country and the party.
No member of the Nehru-Gandhi family fits this bill. Could the Finance
Minister have thought this through and is waiting for the call from
the Party?  (1219)

