20 years of reform-XIME

Weaknesses

Forget the present global crisis, some months ago and again soon, we will be very proud about how India is doing as an economy. For the world, India is the flavour of the Century, along with China. And now many people are saying India may even overtake China by the end of the Century because of its democracy, because of the innovative and entrepreneurial ability of its people, because of the Culture of India which places great value on knowledge, its demographics, a free economy, and so on.  All this is of course is because we showed high and consistent economic growth, far beyond what we have seen in earlier years or is occurring anywhere else in the World. . 

Resilience: 

When the NDA Government exploded the nuclear bomb and the Americans imposed severe sanctions on India, there were forebodings of disaster but we have overcame the sanctions and continued to prosper. We were able to withstand them. We overcame the results of the recent worldwide recession of 2008 which today is making it very difficult for many European countries and is taking a long time for the US to come out of. But our economy was hurt only for a few months. Thus, India has shown enormous resilience as an economy and as a society.  I remember that in the 1960’s, there used to be books about whether India would survive or not as a nation. Nobody talks like that anymore, despite the Kashmir problem, the Maoists, the problems in the North East, agitations for smaller states, etc.. I think we can all be very proud of where India is today.  India may not be shining for everybody but India is certainly is very, very bright.  It is a star which is rising.  

Weaknesses:

But I would like to look at this differently. We need to constantly remind ourselves that while many of us are doing well, many parts of India are doing very well, there are very many people in India and very large populations in different parts of India who are doing extremely badly. 

· For example, 500 million people of our population of 1.2 billion are not connected to electricity. 

· They do not have access to commercial power. They use dry twigs, dry branches, awfully designed chulhas that emit much smoke, live  in cramped and basic hutments with no ventilation, all of which have the most adverse effects on the health and well-being of women and children. It is not surprising that Inida has the highest incidence of tuberculosis in the world.  

· Our literacy levels are still low compared to most countries in Southeast Africa.  Our mortality figures for infants and mothers during child birth are higher than most South East Asian countries and certainly much higher than China. I could reel off many other figures to show how we lag behind our neighbours, many of whom were hardly thirty years ago far behind us. India has not been kind to a very large number of her people. Let us constantly remind ourselves that we have a long way to go before India can be really shining for every Indian. 

·     Many of us have heard and proudly talked about India’s demographic dividend. It describes how the Indian population in the next 30 year, will have  the largest number of young people –working age population- between the ages of 15 and 35 and 15 and60, than any other country in the world. Indeed, this youthful part of the population in China is stabilizing and will start declining as percentage of the total in the coming years..  India has the advantage of this very large and growing youthful population for the next 30 years.  A youthful population means energy. Youthful population means demand for goods and services. Youthful population means the economy can grow.  But that dividend from demography cannot be earned unless we invest to improve the quality of  that population in skills, education and health. 

· We do not have adequate and good quality education facilities at any level from primary school to the most advanced PhDs. We do not have adequate and high quality facilities for training in all kinds of skills-carpenters, electricians, welders, etc. Those of us who  live  in large cities know that even to get a good electrician, plumber, or carpenter is very difficult. Leave aside things like welders and more skilled labourers.  We have a serious shortage of educational facilities and for skills development and until that is corrected the demographic dividend from our population will be absent. What will happen will be disaster.  We will a have large population that  is untrained, which will be good only for unskilled jobs, which is earning very little, and that has very bad implications for national pride, strength and ability to compete. 

· 60% of the Indian population depends on Agriculture.  We have the lowest productivity when compared to China in almost every single crop, whether its Cotton or Rice or sugar.  India has low agricultural productivity and productivity has been declining. And yet 60% of our population depends on Agriculture.  Unless we are able to do something for Agriculture by introducing new technologies, by better use of water and nutrients, and thereby improving productivity and production, the condition of a large number of people in India is not going to improve.  Some will move to other occupations but without training they will not be doing better. 

Of course, there are developments like genetically modified seeds. They may have many risks. We need to assess them rationally and objectively and weigh the cost to the benefit. We must remember that for the last 25 years, the American population has been eating genetically modified corn and soya with no visible adverse consequences.   I am not a scientist and I am not able to decide on this controversy. But I think we need a neutral, objective, quick and speedy evaluation so that we can do everything possible to improve productive in agriculture, and hence to improve the conditions for people who live on agriculture.

Internal Security:

Let us move to other roadblocks in our way to being a more prosperous nation. Take internal security. The Prime Minister of India says that the biggest single challenge for India is internal security in the coming years. Not external security but internal security, terrorism by the Naxalite-Maoists. 

I am reminded of a study in 1994 when I was Director General of the NCAER in Delhi.  It used a sample population of 35000 people around the country. We were looking at the human development indicators in different states of India. It was the first major study ever done to look at the comparative status on health, mortality, literacy, ownership of assets, etc, in India. We also asked questions in each state to look at the status of the majority religion and the majority-minority religion. For example in UP we studied, along with the majority, namely Hindus, also Muslims as the majority-minority religion. In Kerala, we looked at Hindus and Christians. So we had a very unique data set.  We found that the worst off people in India were not the Scheduled Castes, were not the Muslims, ( of course both are badly off) but they are no worse off than each other.  The worst off were the 10% of Indian population who are called scheduled Tribes.  These are people who live in forests, who live in the hills (for example the Billiranga hills near Bangalore).  India has a Tribal population which is very large almost 10% of the population.  This Tribal population is everywhere exploited by the plainsmen who take away their forests, take any their land, it is exploited by miners who are looking for coal, iron-ore and other minerals. They take away from the tribals their forests, their sacred groves, and sacred hills and mountains. .

Development for Scheduled Tribes:

I remember in 1956, a very famous anthropologist Dr Verrier Elwin, was the tribal advisor to Jawararlal Nehru. He wrote a book “A Philosophy for NEFA-the North East  Frontier Agency”, which is now Arunachal Pradesh.  And he said let us not make these people feel inferior by sending all these sophisticated plainsman up into those places and making them feel bad.  Let us give them access to good health but not interfere with their traditional ways of living.  It worked; even today, the civil servants who go to Arunachal Pradesh are trained to respect these people and their ways.  We don’t  have this in the rest of the Country.  And it is in the tribal areas that internal security has become a problem. Not necessarily because of the tribals themselves but because of the compassion of your and my children belonging to the affluent classes in the big cities with good education, good background, who feel bad about the way these people live. They are fighting for them and in the process bringing terror to the country.  Obviously they should not do it like that, killing people, and trying to destabilize the state. But the fact is that WE are responsible for what is happening today in tribal lands. Unless along with the gun, our government does a great deal more for these people,  internal Security  will continue to remain a major problem in the coming years.  

Weak Administrative Delivery systems:

Let us take one more challenge for India which makes it difficult for us to reach our potential. If I can be politically incorrect, most Indians think that Indians are very bright, with a genetic heritage of scholarship, of Entrepreneurship, of ingenuity, but there are things that are holding us back. These are health, education, nutrition, sanitation, safe drinking water, good roads, in rural areas. These are delivered by government but the   administrative system in India is not able to deliver and even to spend the money allocated, a lot of which is stolen. Every single social program, though well-meaning, has  not been effective. The National Rural Employment Guarantee scheme is a good example.   In my states, only a fraction of the money actually reaches the people who are supposed to get Rs.100 a day for 100 days of the year. 

In many states, few people actually get to benefit from it.  The same applies to all government expenditures on social programmes and infrastructure. Roads are dug up and left in that condition; building flyovers starts you never finishes. This is so with all our cities, let alone rural areas. Our administrative system, however good the people may be, is unable to deliver fully the value for the money that is being spent in the Country. There is a lot of leakage-i.e. corruption. There is a lot of waste because of inefficiency. And that is something that needs to be dealt with.

Communal Divide: 

We have a major communal divide.  God us been good to us for the last 2 years we have had no Hindu-Muslim riots in India. But we had many. . 

I remember the writings of an eminenet Indian Political scientist in Brown University, Rhode Island, USA, Asutosh Varshney (also a visiting professor at the Institute for Social and Economic Change).  Varshney studied communal riots in India over the 50/60 years and he has established very clearly that in places where there is an equation between the leadership of the communities there are no communal riots but where there is a divide the Hindus and Muslims are not able to meet,  That is something which affects us as Industry, as managers as people who want to build India. 

External Security:

Take our external security. I think Dr. Manmohan Singh despite every possible obstacle both from Pakistan and from Indian Politicians has persisted in doing what I think is right which is to talk to them and try to bring them into a situation where we can’t have a neighbour that is so hostile. But the results are not going to come easily. Pakistan will be our hostile neighbour for long and is siding with China.

Pricing decisions by government: 

Take another example. The Supreme Court of India recently ruled on gas. They have gone far beyond what was the policy of the Government of India in the NELP-exploration policy. Policy of the Government of India and the nation is that all minerals in India underground belong to the nation. And government gives them out on contract, on lease, to people who pay money for it, and pay royalty on what is extracted. When it comes out of the ground, it is for the Lessor to sell it at a price that he decides in the market and the price and quantity that he wants to give  to different buyers. Supreme Court has now said all this will now be decided by the Government. What this means for us as Managers is that if we are to get into minerals extraction, we have to depend on the Government  and Government will decide what price, what quantity we can sell and to whom. The size of money that is involved is so big in such transactions that you can be sure that it is not going to done in a straight forward kind of fashion and it is also going to put off Investors. 

Take other pricing decisions. It is only recently that finally the Government of India came out with the policy on the pricing of natural gas. The Supreme Court of India and the Government of India have now said it is to be $. 4.20 for gas.  The gas from ONGC was sold at dollar 1.34. Why should we have this kind of differential pricing? You should have a single pricing policy. Pricing should be set in the market.  It is being talked about now for oil and gas. One hopes its going to happen for many other sectors as well. 

Let me give you some more examples of the kinds of problems that we face. Years ago, I brought out that the Government of India had a sovereign treaty with the Government of Mauritius. What the treaty says is that any Investment coming into India from Mauritius would be free of short term capital gains tax. You and I pay 20% short term capital gain tax. If you buy shares in the market and sell them in the same year, you pay 20%.  But anybody bringing money from Mauritius and now there are other countries with similar agreements ( like Cyprus  in it), are free of that short term capital gain tax. One result- the largest investing country in India is not the US, not  UK; it is Mauritius. 

Volatility of Rupee and Stock Markets: 

If you look at data for the last many years, the largest foreign investment has come from Mauritius. Why? Because every single company going into Maurtius, is putting a name plate, using a solicitor and routing the money through Mauritius. It comes into the shock market. That raises the prices, the share value goes up. When the share values are  high enough, they sell. The market collapses. They send the money out and they come back all over again. 

In the last few years, you may remember, the volatility in the Indian stock market has been extraordinary. It has been going up and down by many hundreds of points.  The other effect of that has also been in the value of the Rupee because money has been pouring into India and has also been pouring out and that has made Rupee value also very volatile.  You may remember around two years ago, the Indian Rupee to the Dollar had gone to Rs 40. It went up soon to Rs 51. Now it is 46. How can you do business when you have a volatile stock market, when you have such a volatile rupee? Let us also remember that Mauritius money is not just Foreign, a lot of Indian money is going through the hawala market and coming in, being laundered, cleaned in the stock market, earn a profit on short term capital gains. No tax but now that is clean money that is now sent back. We as managers have to be prepared for such volatility which under the accounting rules affect our results because we have to take the notional profit or loss on account of foreign exchange variation into our books even if they are in the books and not actually transacted. 

Energy and Climate Change: 

  Our major energy source is coal. We have got gas but there is not enough of it. We do have oil and our nuclear is very slow. We hardly have 5000 MW of nuclear generation capacity. Apart from that, nuclear energy is very expensive. We depend on Indian coal and imported coal. Coal has been identified now as a single major problem as far as carbon emissions and global warming is concerned. So we have been saying for many years that India did not cause global warming. The developed world did by burning a lot of coal, bringing a lot of carbon dioxide into the atmosphere, polluting the environment, bringing about global warming. So the stock of carbon di oxide in the environment is because of the rich world. India is only now adding small quantities to it. And we have not added any thing like what the US is still doing. But the pressure is now on us to cut down on the carbon emissions which means cut down on burning coal which means cut down on the power that we need if our industry is to grow. So the pressure is on us as managers to find alternatives, improve energy efficiency, and conserve energy. 

 The pressure is on us as managers to be able to reduce our energy requirements, to be able to find alternative energy, to be able to improve the efficiency of using energy, to conserve the energy that we use. These are all pressures on us as Managers and therefore when we talk about new ideas and new technologies this is the kind of challenge that we are looking at.  We are looking at all these issues and we have to handle them as managers. 

Inclusive Growth: 

You have heard Ms. Sonia Gandhi, Manmohan Singh and all others talking about inclusive growth.  It is not just a phrase.  It is a fundamental requirement for India that growth should not be only for you and me and for our families and friends, it must be for everybody in India. So inclusion is essential. If we don’t have social inclusion, in the next 20/30 years we will be all in trouble as individuals,  in terms of the work that we get, in terms of earnings that we have, in terms of safety and security with which we live. 

A lot of programs are there at the national level, For example, the National Rural Employment Guarantee scheme is a tremendous and amazing scheme. In states like Rajasthan and Andhra Pradesh it has worked extremely well. Karnataka is not so good.  But there are many challenges.  What does it do and you have seen this.  Those of you who are marketing people know that the NREGS has brought about a huge amount of additional Income into the rural market. Rural Markets have been extremely important for us.

The Right to Education Act which has been passed is going to make a very big difference. Another change in the offing is in banking. Bankers are talking about using biometric identification scheme, using little machines where you put your finger and that finger print and your eye picture goes to a central sever which identifies you.  And I can then put Rs. 500 and give it to the Banking correspondent, an Individual who represents the Bank. He takes it and then informs the Banks that the money has been deposited. So we are going to get an explosion in banking because of this kind of ingenuity and innovation. . 

UID:

What Mr. Nandan Nilakeni is  heading, the AADHAR project or the Unique Identity Agency will help individuals identify themselves wherever they are in India.  You can move about and people will know who you are because you have a clear defined identity. The effect of that on all kinds of situations, whether it is banking, Marketing or rationing, is going to be quite tremendous. 

This is going to have an enormous effect on the growth of Information technology in the domestic markets. So far IT has been an export Item. But in the coming years, we are on the ground floor of seeing IT taking off in a fantastic kind of way domestically.  Indicus Analytics In Delhi has studied the market for high end servers and competition for high end servers, now dominated by IBM all over the world, followed by HP and Fugitsu. India now has an advantage.  We are new. So we don’t have to make the mistakes the others did. To get maximum benefit, Indian Companies can take actions now. 

A Single Indian Market:

Take one more change that has taken  place. The Indian Tax system has changed dramatically.  Direct taxes now account for the major part of taxation in India. Hardly 10 years ago it was sales tax, Excise duty, custom duty  that brought most of the tax revenues. But we have now changed  and it is going to get better and better with the change from ST to VAT to what is coming, the GST, or the goods and services tax (GST). We are at last going to see India as a common market where you can sell the products across the country. I remember when I first introduced Chiclets  in India in 1971, I was looking to sell it at  a single price everywhere in the Country.  I had to have five starting prices so that I could take care of Sales Tax and Octroi between states and yet have Common retail margins and a common end price. You will not have to do this kind of thing anymore because we will have a single taxation system. 

The Poor as a Vast market: 

Another study that I did years ago published as “Indian consumer Markets Demographics” showed that the poor were a huge market.  Many of the poor were the ones who were buying  Cassette type recorders, mono cassette recorders, transistor radio and the example that I love is that of Velvette shampoo which sold T Rs. 1 per shampoo sachet. It  exploded the shampoo market  from being confined to urban westernised people in big cities to everybody all over the country who were able to buy shampoo because now it was available at Rs. 1 per Shampoo sachet. 

The Idea of the Market of the poor, or the poor as a market, has been expanded. CK Prahalad’s book, ‘The bottom of the Pyramid” illustrates the idea I had first written about from NCAER data. I had shown how over the years the Pyramid was changing from having  being a large bottom with a large number of poor, and very narrow top with a few well to do, into what I call a fat lady (could be a fat man as well!) where the middle= the consuming class was much larger, the poor are declining, and the rich are growing fast.  

Independent Regulation: 

Another idea is the idea of independent regulation as a new system of Governance.  Governance in India has not been transparent.  You don’t  know what decision is being taken by whom and why. No reasons are given to you and vast sums of money are at stake. Independent regulation  gives you the ability to participate in those government decisions, to know what went into that decision and also to be consulted. The number of independent regulatory commissions has grown and  more are likely to come. 

Changing Technologies and Lifestyles:  I did a study in 1991/92 when Sam Pitroda  had started  the C-Dot which is a Rural Telephony and even in those days we could see the effect of having a village telephone on the ability of  the Village producer to make better money. The penetration of cell phones in India is changing the country and its habits. Managers must prepare for this. 
Carbon Emissions and Climate Change
Countries like India that have to give their millions of poor a better life, must burn coal to get the electricity that is needed. This will add to the stock of carbom in the atmosphere and to global warming and climate change. The rich countries got their present lifestyles by spewing vast quantities of carbon and damaging the atmosphere. They have to cut emissions sharply to allow us to produce more electricity. We must at the same time adapt and mitigate the climate change effects. This means again a change in lifestyles, by burning less coal, improving efficiencies, using renewable energy and so on. It requires that we persuade our people not to emulate the West in our buildings, use of air conditioners, personal transportation, etc. 
Transforming India

The electoral and legislative systems must be modified to bar convicted offenders, ensure transparent elections within political parties, punish attendance below a minimum level by legislators, open up meetings of committees of the legislatures, disqualify candidates who falsify electoral  expenses or do not submit them. Disruption of legislative work should automatically result in expelling the concerned legislator. 

The administrative system inherited from the British is unsuited for vast development and social spending. We must have fewer generalists and more specialization. Accountability must be of individuals and not departments. For this, each individual must have clear job descriptions, objectives, milestones and tasks. Non-performance must be punished; good performance rewarded. Promotions must be on merit and transfers must be subject to a separate agency, not Ministers. Officers must enjoy minimum tenures of at least 3 years in one position.

 Independent regulatory assignments may be open to all-bureaucrats but candidates from media, academia, business and others must be considered by a selection committee not dominated by current or retired bureaucrats.. A serving bureaucrat who is selected must leave the service. All regulators must be accountable to the higher judiciary for administrative matters and meet the legislature once a year. 

Multiple Ministries and departments must be replaced by focused ones; for example, one Health Ministry that includes immunization, nutrition, maternal and child health,  pharmaceuticals, public health (drinking water, sanitation), medical standards, medical education; or one Energy Ministry that includes Electricity, Atomic Energy, Renewables, Petroleum and Gas, Coal. This must be at central and state levels. Along with this, the size of Cabinets must be more restricted, with a limit also on junior Ministers.  

Institutions and agencies to detect, prosecute and speedily punish must be established, that are outside government interference. Ill-gotten gains must be confiscated. Corruption at any level must lead to loss of jobs and terms in jail. Private sector corruption must be subject to similar treatment. 

Methods to reach support to the poor (food grains, kerosene, health and education services, others) must learn from experience and plug leakages while ensuring that the deserving receive benefits.  The UID or other identification can be delivered in a similar way to counting of all at a Census. Officials at any level, who deny benefits to the deserving or steal all or part of the benefits, should be severely punished. The schemes might be integrated, so that the same beneficiary card is good for all of them.

There must be a mandatory cap on government deficits and debt. The RBI must be statutorily empowered not to allow the cap to be crossed. All new government spending schemes must indicate the monthly programme of expenditure. Independent external auditors must audit projects during and not merely after execution so that proper and foolproof procedures are adopted that avoid waste, delays, cost overruns, and also ensure quality. After all, the private sector does this in executing large projects. State governments must not be permitted to divert central funds given for one purpose, to another. Funds must be earmarked and their use audited in use.

Officially sanctioned havala routes like participatory notes or the treaties with Mauritius and other countries that exempt investments from there from Indian capital gains tax must be revoked.  RbI and Income-tax must be empowered to demand details of all sums held by Indian citizens in foreign banks and they must be tracked for tax evasion. Massive accretions to wealth especially of politicians and serving bureaucrats and their families must be investigated for corruption. Returns of election expenses must be cross-checked by field surveys of actual spending and sources of funds investigated.  Political parties. Charitable societies, other nongovernmental organizations, must be made to file tax returns and their sources of funds and expenditures must be examined. 

   Cumbersome and time-consuming government procedures must be slashed. At the same time the use of construction and other projects to siphon of large funds in both public and private sectors must be kept under watch. 

Agriculture and manufacturing must rise in GDP from the present below 40% to over 50%. To achieve this, bottlenecks like lack of rural roads, adequate storage, exploitative middlemen, interfering factory inspectors out to make quick bucks for themselves, and other such, must be eliminated quickly. 

Media must not be allowed to use their power to make money out of ‘paid news’. Multiple ownership and control over different media channels must be stopped. An independent Media Content Authority must ensure that media content is neither obscene nt false. 

Judiciary must be made accountable and a separate body established for their appointment and scrutiny. Numbers of judges at all levels must be increased so as to better reflect the need. Compensation to judiciary ad police must be increased. Police should be made less liable to interference by politicians. Numbers of police must be increased manifold. Their training must get the best attention.  

CONCLUSION

The past will have little guidance for Indian managers. Experiences of other countries might be more useful. Indi ahas changed dramatically in government policies, consumer attitudes and behaviours, consumer demographics, technologies, and many other ways. Managers must be always observant and study experiences all over the world to handle the new situations of today and future years. 
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