FOR ‘ECOPINION’ IN ECONOMIC TIMES OF AUGUST 6 2001.

THE ECONOMY-A FAILURE OF GOVERNANCE      by       S L RAO

People say that the bad investment decisions by UTI are paralleled by similar decisions of privately managed funds in India and abroad and we risk an avoidable loss of investor confidence by stressing the failures and attributing dishonest motives to the investment decisions.

It is the rare country in which one mutual fund like UTI, accounts for such a large proportion of the holdings. Despite repeated warnings over the last ten years, the owners, government of India, insisted on continuing with the special position of UTI, allowing it not to regularly publish its NAV, list its investments, and subject itself to regulation by SEBI.  Successive UTI chairmen insisted on continuing this privileged position. They must have had the support of each of the governments over the last ten or so years, from Finance Ministers of different political parties to administrators. It ill-behooves political parties that supported this position when they were in power, who are now making a political issue out of the failures of UTI. Mr. Sinha was not the first Finance Minister to give directions to financial institutions including UTI. The present problems of UTI started over seven years ago under a Congress Finance Minister, when US-64, a fund that was more into equity than debt, reversed its investment strategy to be dominant in equity, not debt. The present government allowed this to continue even after the Parekh Committee had asked for it to change. Earlier governments persuaded UTI to invest heavily in the disinvested shares of public enterprises, and possibly in other shares as well. 

The failure is all-pervasive, over time, by all political parties, by different governments, and despite expert advice.

 There is a persistent failure in our national governance. This extends itself also into corporate governance. This failure can be seen in most functions of government. We do not have coherent policies for agriculture, energy and fuel security, user charges, ground water usage, standards for quality in education, among many other issues.  Parliament and legislatures rarely if ever discuss Budgets in detail before passing them. Policies are announced without exercises to anticipate the hurdles that might delay implementation, and readying alternative courses of action. Ministries and Departments are so structured that they provide the maximum number of positions to politicians and administrators, not to help implementation. As a retired administrator quipped, “if they could split animal husbandry into animals and husbands, they would do so”. Many state governments have multiple positions at the levels of Chief Secretaries and Directors General of Police. One state government has five Finance Secretaries. Criminals are honoured, and become parliamentarians and legislators, even Ministers. The civil servant is taught by experience that he must go along to get along.

The days have passed even for God to come to our rescue with a good monsoon to revive the economy, or a Cold War to enable us to get charity from both sides in the War. The chaos and lack of cohesion in our economic policies makes us truly self-reliant. No bilateral or multilateral aid can save us. We have to stand or fall on the basis of our actions. That we have not fallen despite poor governance is to the credit of the millions of Indians who are farmers, industrialists and other service providers. But even Indian individual ingenuity cannot see us through in the age of the open economy. Governments must do their job in building the physical and social infrastructures, and enabling an environment that is conducive to competition and productivity.     

At the core of our problems of governance is the politicization of all decision-making. This politics is not in the classic sense, the science or art affecting or involving the state or government. It is, instead, the taking of public positions purely to secure a future electoral advantage, even when the positions are against the national interest. 

The position being taken on the UTI imbroglio is typical of such positions. So is the mindless opposition to relocating slums, stopping electricity thefts, raising user charges for services provided by government agencies so that they approach costs of delivery, revamping the public distribution system so that it can at less cost reach those for whom it is intended, getting government out of the running of business, putting the interests of the consumer ahead of vested producer interests in all decisions, etc.

Our lack of proper governance is creating disgust for the democracy of which all of us are so proud. There is no excuse for our erratic economic progress, except the quality of our politicians and so, of our governance.(775)    

