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“PAINS OF A GROWING NATION” by S L Rao
  All governments intervene in their economies and change the functioning of market forces. This happens for many reasons: because markets are not functioning; are dominated by a few; there is an attempt to bring about social equality and inclusiveness; to plan the economy’s path in directions government wants it to take; regulation on production and consumption, as well as technology for reasons of national economic security; scarce resources compelling controls on international trade; fear of foreign domination resulting in controls on foreign investment; etc. The USA for example, claiming to be a market based economy, has kept energy prices low in relation to most other countries; has encouraged spending on consumption by offering so much social security that household savings neared zero. India since independence has for all the reasons mentioned (and more), never gave complete freedom to market forces. It was only in 1991 that some odious restrictions on investment and production, distribution, international trade and investment, were removed. The removal of these restraints on market forces led to a blossoming of entrepreneurial imitative and a significant growth in the Indian economy. 

The USA has been for over two centuries a highly innovative and productive economy, with many hard working and thrifty people. In the last few years, generous government social security has made hard work anathema to many, and especially in public services like school education.  Over-protected and overpaid workers in the automobile industries led to its decline. Generous social security probably created the desire among many to move out of blue collar to white collar work. This has led to the migration of manufacturing to low cost producing countries in Asia, or highly efficient ones like Germany. Government’s desire to show constant growth led to poor oversight of financial markets and institutions that created high risk credit instruments. It also led to low interest rates and easy borrowings. Consumption became the beacon for all households. This has created a nation of highly indebted households. The arrogance of America’s lone superpower status made it take on the role of the world’s policeman, forgetful of the cost of that role, leading to the nation also becoming highly indebted. Today many of its companies are rich but the government is not. 

  Opening up of Indian markets to international competition and investment, and removing restrictions on Indian entrepreneurs led to scale in production, innovative industries, increasing productivity and competitiveness. New industries like information technology, business process outsourcing, mobile telephony, entertainment electronics, computer equipment, and others have grown rapidly. Professional education (in management, computers and software, biotechnology, etc) has become extremely popular among the youth.  

But the ‘real’ economy of goods from manufacturing and agriculture has been the slow coach in this growth train. This is largely due to the slow movement forward in providing more and better infrastructure in power, roads, railways, sanitation and safe drinking water for all, decent housing in urban and rural India, storage for agricultural produce, improved earnings for farmers, among others. 

  Some industrial sectors remain reserved for small scale producers. Many remain in chemicals, fertilizers, pesticides and pharmaceuticals, which have been growing fast and where we have advantages. They have been polluters, and with considerable adulteration and fake goods, damaging people, crops and farmer incomes. The Janata government introduced reservation for over 800 products for small-scale in 1977. This resulted in many small units that are inefficient and make products of poor quality. Consequently their industrial users become uncompetitive. This distortion was caused by the misguided lack of faith in enterprise and the belief that small units must get preferential treatment in entry into some manufactures.

Another distortion was caused by the admiration for central planning as practiced in the Soviet Union. This led to control over resources, a mindset that has still not left politicians and bureaucrats who implemented it for over thirty years. One recent result was the loot of the nation by many of them in allowing the exploitation of natural resources owned by the nation like minerals, telecom spectrum, etc. The allocations were done arbitrarily and in a non-transparent manner instead of straight forward and open auctions to the highest bidders. The result has been the loss according to the CAG of Rs 176000 crores on spectrum allocations. Similarly, there has been substantial loss to the nation because of illegal mining permitted by corrupt bureaucrats, widespread pollution, illegal exports, and substantial loss of tax revenues. 

 Indian economic policies have had a strong urban bias due to the origins of India’s founding fathers-urban, middle or upper classes, English educated, mostly in England, usually lawyers, and being nationalistic, much influenced by the then apparent success of the Soviet Union driven by Marxist thought. Many led by Jawaharlal Nehru firmly believed that transformative change in Indian society would come through an organized industrial working class, central planning, control and direction over all resources. Social policies like cheap food grains, cheap cloth, cheap fuels and electricity, and many others, were their effort at distributive justice by dividing existing national produce more equitably between all. These were introduced to look after the interests of the urban poor and over time of the rural poor. There was not a concurrent attempt to encourage enterprise and production, with  incentives for influencing economic behavior. The economy stagnated for decades as a result except for a dominant, inefficient and many times corrupt state owned sector in industry and some service sectors. It also neglected the interests of the farmers who inevitably earned lower prices. Even today international prices for many crops are higher but exports are calibrated by the central government in the interests of lower prices for the (mainly) urban consumers. 

We must not forget the rigid labour markets created by the legislations in favour of the industrial working class and resulting in India despite an abundance of labor, moving increasingly to capital intensive industries.  

These are only some instances of the severe distortions introduced by an ideology that neglected the individual. Its baneful influences still remain in many sectors. Thus governments still sell electricity below costs, preventing necessary investments in physical and social infrastructure and agriculture. Coal is a nationalized sector and Coal India has the highest capitalization in the stock markets. This is only due to the monopoly it enjoys, not efficiency or productivity or quality. Indeed, for the fourth largest coal resource endowed country, India is short of coal and increasingly dependent on the vagaries of international suppliers.       

“Inclusive growth” is the new ideology. Guaranteed employment at a minimum wage, with no real work, and enormous sums stolen by the bureaucracy, is diverting labour away from productive sectors but there is even talk of extending the NREGA to urban India. The old saw about teaching people to catch fish than giving them free food has been forgotten. The role of the state must be to invest in improving people’s potential through universal health services and quality education and training. This is not happening and both these sectors are seeing growing private entry and high costs of service. The poor now spend substantially and much more as proporrtion of their income on these services, than the rich.

We can pride ourselves after 64 years of independence on many things. But until we clean up our policies to focus on the individual and developing his and her capabilities, our growth will not have the content that many of us would like to see in it. 
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