‘ECOPINION’ FOR ECONOMIC TIMES OF SEPTEMBER 3 2001

Some Suggestions For The Prime Minister      by S L Rao

The world economy is in decline. The Indian industrial economy has been declining for some years and the economy as a whole has for almost two years been waiting for a magic wand to be waved by government to revive it. Some saw it in the last Budget, and even in the previous one. But they were more like mantras, mentioning all factors, with neither priority nor enough thrust. Nor was there an attempt to improve the government mechanism to ensure that the Budgets were implemented speedily. The verbal commitment to markets and competition was not practiced. Regulators neither ensured it, nor had adequate powers to regulate markets and players effectively. The country now seems to have little confidence that this government can improve matters. The high score given by CII to the Finance Minister in February is very unlikely to be repeated. How can the Prime Minister retrieve the situation?

His first and foremost action must be with his team. The PMO must induct a reputed practical economist who will push things along between Ministries on behalf of the Prime Minister. Next, the situation of India and the world economy demand a Finance Minister like Chidambaram to restore confidence. He must not be satisfied with half-measures, nor mere talk, but will be persuasive enough to get difficult things accepted. The Finance Ministry must also reassemble a dynamic and cohesive team like Manmohan Singh built around himself.

The Prime Minister must discipline more of his Ministers, many of whom have effectively prevented reform while paying obeisance to it and should include others besides the ones dropped or reshuffled on Saturday, e.g., Civil Aviation, Telecommunications, Industry, Fertilizers, Small-scale, Agriculture, and Petroleum & Chemicals, the most obstreperous ones. His allies like the TDP must be treated similarly. They cannot be allowed to oppose disinvestments, for example in the Vizag Steel Plant, while considering privatizing even of municipal services. The backdoor influences of powerful private parties on key economic decisions as with decisions on Air India, VSNL, and others, must be halted. Central teams should be sent to help States that are not able to implement food-for-work. This can lift the poor while reducing food stocks. Haryana and Punjab must not be allowed to push government into procuring unlimited quantities of food grains. The public distribution system must replace the physical distribution of grains with a coupon of entitlement to grains. 

A VRS for government employees must be announced. This must also apply to officers in the Central Services. Surpluses have already been identified in some cases by the Expenditure Commission, which can do so for the others. The number of Ministries must be reduced, more for reasons of improving efficiency than downsizing. For example, Energy issues are scattered between Power, Petroleum Coal and Non-Conventional Energy; Health between Health, Family Welfare and Chemicals (which deals with pharmaceuticals); Food between Agriculture, Civil Supplies and Rural Development. Recognitions to politicians must not require creating more Ministries and Ministers.

Electricity seems to have become a black hole for state governments. While the only fully “reformed” state (Orissa) is unraveling, the others have made no visible progress in results. The two big foreign investors in electricity, Enron and AES, have said that they want out. Enron must be bought off at the best price, the capital costs reduced for tariff purposes with the loss being repaid by Maharashtra over time, and then the project should be restructured, with the gas facility being separated and debts renegotiated. We cannot have this festering sore in an already decrepit sector. The Orissa reforms were misconceived, with a state wide monopoly giving place to smaller ones, but state governments should not also profit from privatizing a sick and heavily indebted sector. AES has a case and must be bought off. The transmission monopoly of Power Grid and SEB’s over electricity and of GAIL over pipelines must be replaced by open access for investment and for users, subject to regulation. We have wasted almost two years chasing a unified Electricity Bill instead of passing the necessary amendments for immediate effect. We must abandon this mirage and amend the laws where necessary to bring in competition and efficiency.  

This government has hardly a year before its policies will be focused on winning a national election. Already the impending state election in U.P. is affecting decisions. There is little time to waste. This Prime Minister must make a mark on history, not merely in achieving a rapprochement with Pakistan but in putting the economy on a sustained high growth path. (775)       

