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THE STATE OF THE ECONOMY by S. L. RAO.

This article does not presume to judge the performance of the Finance Minister. Our system of government allows any Minister or Secretary to avoid responsibility. No individual Ministry has the authority to instruct another. Since almost every issue has to be considered by more than one Ministry, decisions are delayed because each examines the issues de novo. But no Finance Minister has ever refrained in a Budget speech from announcing policies that go far beyond his Ministry and to encroach into the responsibility of others. There is a false pretence to   omniscience. The present Finance Minister has been no different. His Budget speech for the current year was given a ‘perfect’ score by CII obviously because of all its right noises (in many areas in which the Finance Minister had no authority, such as labour law reform, disinvestments, industrial restructuring, etc.). It is right that the Finance Minister in his Budget speeches attempts a comprehensive review of the economic situation. It is opportune to then state the policies proposed to accelerate economic growth, keep inflation under control, remove bottlenecks in the way of growth of different sectors, and promote human development. The difficulty is that different Ministries do not move in unison in implementation. Coordination is sometimes provided by the Prime Minister’s Office, but that depends on having the right officials.

The Budget cannot anticipate all events, but it is the job of the Finance Ministry to adjust policies so that the major economic goals set out in the Budget are met. Kargil, increased terrorist activity, droughts, floods and earthquake, could not have been foreseen. They put pressure on government expenditures and increased the deficit that will surely, despite the Budget’s annual financial jugglery, go well beyond the budgeted 4.7% of GDP. The average annual GDP growth from 1994-95 to 1996-97 was 7.08% and from 1997-98 to 2000-01, 5.72%. It is likely to fall in the current year to below 5%. Since this government took office, average economic growth has fallen sharply. Wholesale price rise over 12 months was 2.4%, the lowest in the last ten years. Declining demand for non-food primary articles and manufactured products drove low prices. The highest increases were in prices of primary food articles and of fuel, power, light and lubricants. In recent months primary food articles have fallen, driven mainly by a glut of cereals and pulses. The accumulations of food stocks and the continuous increases in procurement prices have led to market prices that are below ration prices. The low levels of inflation despite high deficits actually hide poor growth of demand and production. Most sectors of industrial production have been hit by poor demand, and many show negative growth. Capital formation remains unsatisfactory in all sectors. Savings were further hit by lower interest rates, volatile stock markets and the UTI debacle. Lower interest rates did nothing to stimulate the economy, as many had warned that they would not. They reduced government borrowing costs; hurt the small investor and particularly the retired middle class. Volatile stock markets in which investors had lost confidence, led to poor equity issues and consequently poor investment. 

The regulatory regime that should have improved confidence was inadequate and poorly supervised by the Ministry. The Ministry did not monitor implementation of the Deepak Parikh recommendations and made UTI an even more serious problem than before. The ham-handed treatment of its top management including the arrest of its Chairman did not help investor confidence. Government expenditures continue to grow despite the excellent recommendations of the Expenditure Reforms Committee that were not implemented, even within the Finance Ministry. Tax revenues are down not only due to poor economic growth, but also because of a leaky collection system that the Ministry is yet to repair. The painfully slow pace of disinvestments is another sign of poor coordination. Record foreign exchange reserves do not signify new capital assets as much as the buying up of domestic equity holdings. The sellers have by and large sat on the money, not created new capital assets. Muddled policies, poor coordination between Ministries and poor implementation within each Ministry are major hurdles to growth. The absence of a committed team has weakened the Finance Ministry of the NDA government that has changed it every year.

The state of the economy cannot be blamed on slowing down overseas or even on various domestic calamities. Our governmental system is indecisive, substituting rhetoric for action, without coordination and speedily implementation. Mere tinkering with numbers and tax rates in the Budget will not solve this. Nor will “feel-good” statements and “perfect” Budget speeches. Unless there is a fundamental reorganization of government there is little hope that we will ever be on the path to sustainable growth.   (790)  

