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TEN YEARS OF ‘REFORM’   by S L Rao

On July 24, it will be ten years since Dr Manmohan Singh introduced his first Budget. Until then, he was not known for radical ideas for reforming and restructuring the Indian economy. He had headed various branches of the administrative apparatus that had helped create the command economy.  A paper supposedly emanating from the PMO, and purported to have been written by Montek Singh Ahluwalia, had been printed in the Press a year or so earlier. It set out a blueprint for economic reforms. They were so radical for India that nobody believed that any of them would be implemented. The precursor to this paper was the set of reports prepared by Mr. L K Jha.

For a few years, the Manmohan Singh Budget of 1991 and its successors changed the face of economic policies. Industrial licensing was abandoned; the huge superstructure of export incentives and assistances was abolished; tax reform was promised, and much of it was delivered in reduced rates and slabs, and simplification of procedures; foreign investment was freed to enter; the stock markets were also opened to foreign investment; the SEBI was created with powers to reform the stock markets; infrastructure was opened to private investment; the rupee was, in steps, made convertible on current account, and to an extent on capital account; imports were liberalized. This is only a short list of the many things that were done.

It was no longer treacherous, and “selling the country to business and foreigners” to talk of greater liberalization, and a smaller role for government in the economy. It was now possible to talk of dismantling the public sector, and to expect state owned enterprises to make decent returns on investment, without policy supports from government. A group of politicians, academics, journalists and even some administrators began together  to develop comprehensive reform programmes. Businessmen were no longer enemies to be kept at a distance from policy making. They were increasingly invited to participate.

The policy changes freed Indian enterprises to do their best for achieving efficiency and growth. As the ‘Economist’ put it, the Indian tiger was uncaged. But as Abid Hussein responded, “the tiger was afraid to come out of the cage”. Even today, the majority of companies in the organized and unorganized sectors are not prepared for competition. They have not engaged in the internal reforms that were an obvious response to macro economic reforms.

Government showed its crass ignorance of private industrial decision-making. Opening the power sector to private investment was expected to immediately attract it. But nothing was done to make such investment viable in cash flows. Public investment was reduced in order to meet macro economic targets for reduced government deficits. Little attempt was made to cut wasteful expenditures on revenue account. It was not recognized that ten years of declining real investments in infrastructure and agriculture, would severely damage the economy as they have. Shortages of power, poor roads, inefficient railways, and high turnaround time in ports, lack of investment in irrigation projects, or rural storage or rural roads, have inhibited demand, as well as productivity. 

Poor understanding of financial markets and how they work has led to repeated scams, loss of confidence in equity and now even in corporate debt, and to poor corporate growth because of inadequate equity. Banks and other lenders have become sick because of excessive commercial long term lending to poor risk companies.

The continuing dependence for economic administration on a generalist bureaucracy has compounded the problem. A mindset that places continued employment above efficiency has led to overstaffing in government and industry. Antique labour laws make adjustment difficult, but the old mindset prevails.

No doubt we have changed. Recalling the economic policies of the pre-1990 now is almost amusing. It was grim at the time. But the present is not at all satisfactory. We seem now to have replaced policy changes with talk about them. Every budget promises major changes but cannot deliver in practice. Ten years later, our 2001 Budget still promises disinvestments, efficient public enterprises, improved and more efficient tax administration, and more public investment. Promises have yet to see implementation.

In 1991 there was a team of politicians, administrators, academics, corporate leaders and other advisors, who worked together to plan change and to implement it. Such a committed group does not seem to exist any more. No wonder that we stumble from one statement to another, without being able to give effect to any. Ten years after we started, we seem to be back in the original talk syndrome that is our peculiarly Indian affliction.   (775) 
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