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   This column has for many years argued as follows: Reforms to stimulate growth and
> ensure that government expenditures on physical and social infrastructures
> are spent efficiently and honestly. Growth that impacts adversely on the poor, for example by stimulating galloping food inflation, must be corrected. Inflation’s effects must be moderated and alleviated. The unleashing of private enterprise that began with Rajiv Gandhi introducing “broad banding “of industrial licensing in the mid-1980s changed India. Government should rely on markets even to get cheap food, kerosene, health, education, etc, to the poor, than rely on
> inefficient and wasteful physical deliveries by government agencies. The reform of our administrative services, good governance and independent regulation are fundamental to high, consistent and inclusive economic growth in India.
>
>     However, a recent and ongoing debate in an internet forum presents two nuanced positions appearing to pit social welfare schemes against economic growth. Economic growth is said to  reduce the numbers in poverty. Growth improves government revenues through greater tax and non-tax revenues, and enables much larger expenditures on education, health, nutrition and other social services especially for the poor. Without high levels of economic growth, government revenues are limited and so is its ability to spend on welfare. Many economists agree
> and feel that India should emphasize policies and reform measures that will
> enable sustained and high economic growth, providing the resources for
> governments to improve capabilities and opportunities for betterment of the
> living standards of the poor. If there is inflation or high current account deficits or volatile foreign exchange inflows, or even high government deficits, they must be closely monitored but not panic government into moderating policies oriented to growth.
>

>    The proponents of this view do not sufficiently recognize the present inability of government
> administration to spend such resources, to do so efficiently, and with minimal theft. Another and more sophisticated version of the argument asks for less dependence
> on government - even for social welfare schemes- and greater reliance on the market,
> through cash disbursements, vouchers, coupons, etc, that individual
> households can spend on education, health, etc at their choice. This argument neglects the
> difficulties in identifying and targeting the households that must benefit. It can lead as with physical distribution, to undeserving people getting them. The Unique Identity Project called “Aadhar” is an attractive way to improve identification and targeting of beneficiaries.
>
>    The “spend on welfare first” school includes the many Indians who have been brought up under 30 years of the “socialistic pattern of society” to believe that governments must at all costs first invest in improving the capability of the poor and raise the resources from the better-off and the rich. There is no faith in the “trickle-down” argument-that growth will trickle down to
> benefit the masses of the poor even while it improves incomes and wealth of
> the rich and the middle classes. But data from the National Sample Surveys and the market surveys of NCAER show that the high growth years of the last two decades were accompanied by declining percentages of the very poor in the population and increasing purchases of
> manufactured goods by the relatively poor. (However, the rural poor did not
> benefit in this way and they are a significant number).
>
>    Lack of faith in “trickle-down” led to the programmes of subsidies on
> food grains, kerosene, fertilizers, petrol, diesel, liquefied petroleum gas
> cylinders, electricity, etc. Many but not all were meant either
> for the very poor, vulnerable or large voting groups.  Suppliers under these schemes give goods
> and services at below-cost tariffs and to make up most of their losses through cross-subsidies, that is, by charging extra from other consumers. If this is inadequate, government is to make up the difference through cash disbursement to the suppliers. In fact, governments are slow in
> disbursing, there are large arrears, and suppliers are squeezed for 
> liquidity. Further, subsidies and cross-subsidies lead to distortions in the
> markets, demand and prices. Suppliers often cook their accounts to claim high
> reimbursements. Beneficiaries sell the subsidized products in the market.
> For example, over 40% of the subsidized kerosene is estimated to be used for
> adulteration of diesel and sold to truck operators.
>
>     Despite high economic growth and the large subsidy programmes for the
> poor, inequalities in Indian society have been widening. An increasing
> proportion of incomes and wealth is controlled by the very rich.
> Inequalities by themselves may not matter so much for welfare because
> poverty levels are falling and human development indicators of the
> population as a whole are rising. The poor should then have had access to more
> food and nutrition as well as services of health and education. As they
> improve their capability to take on better jobs, they become an important
> part of the growing consumer classes.
>
>    However among the very poor, the rural poor have been the least benefited.
> Their employment opportunities are limited, wages are low and government
> services in health and education are of low quality if available. The poor
> spend far more of their meager incomes on availing of these services from
> private providers than the others. Of course the new social welfare
> programmes like free mid-day school meals, national rural employment
> guarantee scheme, education for all, and others, make some difference to the
> well-being of the poor. But reforms to legislation and policies for labour,
> investment, better infrastructure, and administration, have lagged far
> behind the need for them. Alternate employment opportunities and government services for improved living have avoided the rural poor.
>
>    Growth and social welfare schemes are not conflicting objectives. Growth does enable substantial resources for welfare, and more suppliers bring competition. It can result in lower tariffs, better quality of service and supplies. These are, however, not automatic results of growth or from withdrawing government and letting private enterprise grow. It demands transparency, so that information is freely available to all, and exploitation of the consumer is minimized. This
> requires open government decisions through public hearings, consultation of all interests, reasoned and public decisions, and the means to ensure that rules laid down for the market are followed, on pain of severe penalties.
>
>    Our administrative services at all levels have demonstrated their
> incapacity to manage the spending of vast government funds on physical and
> social infrastructures, efficiently, effectively and honestly. Our
> governance through the legislative, executive and the judiciary, have also
> been inefficient and slow. “Crony capitalism”-the favouring of crony industrialists by government, is rising. There is little provision for monitoring by institutions closest to the users, like panchayats in villages, ward committees in urban areas and independent regulators and consumer groups elsewhere. Even where there is provision there is no functioning capacity built into these institutions. The Fourth Estate (Media) has been only spasmodically effective in unearthing abuse and misuse.
    We must have a wholesale top-to-bottom reform of
> administration if the fruits of growth are to rapidly reach everybody. Unfortunately the terms of the debate have been confined to growth versus
> social welfare and not the nitty-gritty of how both can be achieved
> effectively. (1256)
