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With the United Progressive Alliance government, the ‘dream team’ of economists, led by Manmohan Singh, was to ensure that reforms delivered stable economic growth. This team is still there, albeit with changed portfolios. An assorted group of politicians, bureaucrats and economists formed the supporting cast then, and since, some have gone and new ones have joined. The interim period of the National Democratic Alliance government followed the earlier initiatives. In 20 years, the Indian economy has been transformed: the 3 per cent annual ‘Hindu rate of growth’ is history; direct and indirect taxation have been rationalized, and, despite lower rates, tax revenues have boomed, growth and higher tax revenues allowed much greater social welfare expenditure, and exports are booming. India’s economy has gained a stature in the world.

Policies were always shackled by the legacy of earlier mindsets. Today’s policymakers are those who executed the command and controlled the economy in the 1970s and 1980s. They are yet to deliver painless, consistent, and balanced growth. They have been unable to discard the old mindsets. They added a new fixation — to match China’s high economic growth, but without a coordinated set of policies to achieve a stable macro economy — that is, consistently low inflation, especially of food items, stable growth, export growth, increased manufacturing share in the gross domestic product, a balanced external current account, declining government debt and deficits.

The legacy mindset includes:

i) A predilection for government ownership of key infrastructure, manufacturing sectors and many services with an inability to distance ministers and bureaucracies from the management of government-owned enterprises, price preference for State enterprises, inefficient and technologically backward government enterprises — such as Bhel, Coal India and so on.

ii) A poor understanding of the need to change the economic structure if the country were to emerge as a major exporter (eliminating reservations for small-scale sector, encouraging labour-intensive industries to go for scale, providing special benefits to sectors with large export potential). 

iii) An attitude of over-protectiveness to organized industrial labour, resulting in more contract employment, with organized labour getting excessive wages and benefits.

iv) A reluctance to allow foreign investment and a preference, instead, for foreign shareholdings without management control (the result — institutional investments used to launder illegal earnings and volatile foreign fund inflows).

v) A capture by the bureaucracy of most influential positions in government and independent regulatory bodies (reluctance to initiate change).

vi) High levels of corruption at every level of government and an unwillingness to close the policy loopholes that enable these.

vii) Time-consuming and expensive procedures adversely affecting industries.

viii) A preference for government over businessmen and entrepreneurs for advice on policy. 

ix) Little understanding of incentives for boosting agricultural production.

x) Huge increases in social and infrastructure expenditures with little attempt at targeting beneficiaries and efficiency.

The reforms in 1991 began with measures to reduce the fiscal deficit, open the economy, rationalize taxation and liberalize controls. Deficits today are as high as they were then. No attempt exists to improve efficiency in expenditures, to introduce standard procedures for awarding projects and procurement so that there is no room for individual discretion, eliminate wasteful subsidies, and increase non-tax revenues. Instead, in the early years, expenditures on infrastructure were cut, those on social welfare frozen, and there was no reduction in government employment.

The privatization of State-owned enterprises was, and is still, not seriously on the agenda. It would have added substantial non-tax revenues, eliminated government support to inefficient undertakings and improved the overall efficiency in the economy as these inefficient enterprises were sold to motivated, efficient private owners, added to GDP, employment and tax revenues. For example, inefficiently run state electricity boards (though Constitutionally under the states), could have been privatized with incentives from the Centre. Bhel could have long ago made power equipment with better coal efficiency; monopolistic Bhel did not. Coal India could have introduced more efficient mining techniques to get more coal out at lower costs. Government ownership has also cost the country because of the corruption in purchases and procurement that afflicts almost all public enterprises.

Instead, the government discovered ‘disinvestment’ in public enterprises, bringing in funds from private shareholders but continuing control and interference with management. India suffers from excessive numbers dependent on agriculture. Moving them to manufacturing and other industries requires policies that encourage industry in rural areas. Infrastructure, energy availability and labour laws are unfavourable. Little attempt was made to change them. China has become the largest manufacturing nation in the world, whose exports have driven its economic growth and made it the largest creditor to the United States of America. China does not have the limitations that India has retained — which have prevented manufacturing from growing.

In recent years, especially after the Left withdrew its support, the UPA government targeted high levels of economic growth, ignoring other problems. Double-digit inflation, especially of food products, was given less importance for two years and the consequent raising of interest rates, large volatile foreign fund inflows, the resultant swings in share prices and the external value of the rupee, large illegal fund outflows, and other issues affected the macroeconomic balance. Inclusive growth for the aam admi was a mere slogan.

Government debt to GDP has been falling, but at 78 per cent, it is high. With domestic debt dominating, high interest rates mean interest payments are around 35 per cent of revenue receipts, limiting scope for expenditures on welfare and infrastructure. Social welfare expenditures have ballooned, along with massive waste and theft, poor quality of work and non-inclusion of many deserving people in social benefits. Schemes appear designed to enable vast siphoning off of funds. Instead of appropriate targeting and letting beneficiaries pay and be reimbursed for benefits, we continue to procure and deliver benefits physically.

India, unlike China, has been unable to focus on labour-intensive industries since any sizeable employment is subject to stringent labour laws that make the industries uncompetitive. Nor has it, unlike China, encouraged foreign investment in assembly industries with a small local value added; in China ultimately these became advanced technology oriented industries. The preference shown for foreign institutional investment and the tax loopholes allowed to them have resulted in massive inflows and outflows in stock markets and high volatility in share values and the foreign exchange value of the rupee, and limitations on the Reserve Bank of India’s ability to control inflation.

Agricultural productivity is lower in India for almost all produce compared to most Asian countries. The policies on procurement, exports, prices, public distribution, fragmentation of land holdings, contract farming, conserving ground water, utilizing and pricing irrigation waters are some major areas demanding correctives. India is smothered in red tape, the slowest bureaucratic approval systems, time-consuming procedures and multitudes of reporting and inspections for almost every economic activity.

The bureaucracy is not accountable and has captured the key levers in government, including those of investigation and regulation. India’s growth remains erratic. Inflation is a constant worry. Inequalities are rising fast. Agriculture is in dire straits and manufacturing is not growing to take more agricultural labour. Corruption is endemic. Most ministers have used office to accumulate personal wealth.

We need a transformation in the mindsets of those in government. The aged should give way to the young. We must have strong institutional mechanisms for individual accountability. We need a younger and more politically savvy prime minister to lead India into a new world.

(The author is former director general, National Council for Applied Economic Research)


