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Our invitation to readers to & life-
time association with Freedom First
has met with an encourading,
though modest response.

Printed alongside are the names
of readers who have sent in their life
subscriplions.

May we request those of you who
have not responded to consider a
lifetime subscription of Rs. 300?

As we menlioned in our invitation
printed on this page in the last few
issues of our journal. it may not
make rmuch financial sense to you,
for what we are in effect offering
amounts to a 15-year subscription.

But the benefits to the cause of
promoting the ideals of a free and
liberal society are immense. Your
lifeime contribution will help us to
place the joumal on a reasonably
firm financial position.

Please complete the form below
and return it to us with your cheque.

P.S. For overseas readers the life-

time association would mean
a one-time payment of ¥ 100
or & 60.

Lifetime Association

| would like to respond to your appeal for my lifetime subscription.

| enclose my cheque for Rs/%/%

NAME

ADDRESS

POSTAL CODE

SEND PAYMENT TO: Freednm First. 4th floor. Maneckji Wadia Building,
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. WITH MANY VOICES.

“The deep moans round with many voices, Come, my friends
Tis not toa late o seek a newer tworld”™ — Tennyson

When .., George Fernandes sets out to prove a point
with statistics, truth has no other go, except to keep
out of the way and seek a safe hiding place.

Cho Ramaswamy, Telegraph, January 21

MNot since Adi Shankara have we produced as clear
thinking a philosopher as Acharya Rajneesh.
Khushwant Singh, Express Magazine, December 25

This is the third tirne in three weeks that the prime
rninister has visited Bombay, and his presence has not
been really required on any of the three occasions ...
To avoid further inconvenience to the citizens .. (he}
should be advised to visit only on Sundays.

The Afternoon Despatch & Courier, February 16

We have been rnuzzled for so long that we have
forgotten how to bark, let alone bite. Wagging our tails
is the only way to show any feeling,

A Congressman, /ndia Today, February 15

Aren't Tibetans justified in fighting for their rights just
as Palestinians and Mamibians?
Tenzin Mamdhak Taklha, india Today, February 28

First Japan exported cars. Now it's exporting car
plants,
The Times of India, February 13

Given the frequency of our restless PM's chakhkars
around India and abroad, it does seem ridiculous to
have senior politicians cooling their heels in a
receplion lin€ waiting for God.

Shobha De, The Sunday Observer, February 19

| can wreck the Janata Dal by just calling a simple
press conference.
Chandrashekar, The Times of India. February 26

... IAS officers are nuts. They do not do anything. They
merely sign on the papers prepared by their clerks,
Their contribution is nil
Mr. M. Manikatao, a former Andhra Minister, Indian
Express,March 2

We keep on tackling breezily fifty year problems with
five year plans, staffed by two-year officials, working
with one year appropriations, fondly hoping that
somehow the laws of economics will be suspended
because we are Indians.
Mr. M. A, Palkhivala at the Annual General Meeting of the
Associated Cement Companies, Decermber 12, 1988
{Contributed by Mr. J, Vekieswaran)

The only genuine socialists these days are intellectuals
in the West who are enjoying a comfortable and even
luxurious living within the supposed bastions of
capitalism.

Murray M. Rothbard, The Free Market, October 1988

Money and adultery could be considered the Delhi
elite's two favourite occupations.
Ravi Rikhye, Iflustrated Weekly of india. January 15

When in power, Congressmen bicker. Qut of power
they battle,
Buroshiva Dasgupta. The Ecoriomic Times. Janvary 23

In Politics, more so in Indian paolitics, two and two
rarely add up to four.
Ditip Bobb, India Today, February 15

We know that people would prefer Karunanidhi to Rajiv
because he was the son of the soil and didn't wear a
bullet-proof jacket.

Murasoli Maran, India Today, February 15

Islam does not recognize unlimited freedom of
expression. Most muslims are prepared to be
broadminded about most things but never about
anything that even remotely touches on their faith,

Mr. Amir Tahere, an Iranian journalist. Time, February 27
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Aust We Live Beyond Our Means ?
\ perspective on the Indian Economy

Jiban K. Mukhopadhyay

‘he present fiscal situation therefore impties that we are over-consuming, that is living beyond

Jr means. [t appears that the Government has absorbed well the dictum of the ancient Indian

age Charvoka who exhorted, “borrow money and enjoy the good life and happily live a long
life”. But alas, in redt life it is nat all that rosy!

A most dangerous and potentially ex-
asive situation is facing the nation to-
1y. It is the fiscal mess in which we find
irselves. Simply put, the Govern-
ent's non-plan expenditure {eg. de-
nce, subsidies, welfare measures,
Iministrative expenses etc: Rs. 54,347
ores in 1989-90) has far exceeded the
tal revenue receipts (Rs.52,630 in
189-90). The total revenue receipts
i not only expected to entirely meet
e non-plan expenditure but also leave
sizable arnount for plan expenditure.
1t the total revenue receipts at present
i only finance about 97% of the non-
an expenditure, let alone financing the
an expenditure. To get over this prob-
m Government resorls to deficit
1ancing and massive borrowing. Both
ese two sources have already been
rer-exploited to a great extent. Regard-
q borrowing, very scon a time may
)me when interest repayment obliga-
M in a year may surpass new loans
curred in that year, leading to what
:onomists call the internal debt trap.
1is is how we are living beyond our
eans.

eficit Financing

Before proceeding further, a iook at
e magnitude of our deficit financing
1d a quick review of how Government
anls to "contain” it will be pertinent.
1e deficit on revenue account which
as Rs.7.776 crores in 1986-87 rose 1o
5.11,030 crores in the revised estimate
'E) and was “shown” to decline to
5.7,012 crares in 1989-90. Similarty.
e deficit on capital account which was
1.485 crores in 1986-87 rose 1o a sur-
us of Rs.3.090 crores in 1988-89 (RE}
15 again shown a deficit of Rs.325
ore in the 1989-90 budget The over-
| deficit wncreased from RsB 261
ores in 1986-87 to Rs.7,940 crores in
388-89 (RE) and was shown to come
»wn 1o Rs.7,337 crores in 1989-90.

The Reserve Bank of India's credit to
the Government. Rs.7,337 crores {net)
in 1989-90, also needs to be included
while accounting the overall deficit. But
this is not done for the sake of showing
a smaller deficit

The “Trick™ to contain Deficit
Financing

It has been claimed in the Budget
1989-20 that the averall deficit has de-
clined and the high capitat surplus has
been rnade into a smaller deficit Both
welcome, if only they were genuine, But
a rising revenue account deficit and a
capital account surplus are bad indica-
tors of a country's fiscal health. They
ultimately reflect the non-availability of
investible surplus as well as the expend-
iture of borrowed money on non-plan
expenditure.

In the face of serious criticism from
many quarters, the Budget 1989-50 felt
the need ta "contain” the overail and
revenue deficits and reduce the capital
account surplus. This was done, largely
by a statistica! transfer, that is. by the
transfer of Rs.2 300 crares in §989-90
from the Qit Development Fund, (which
is actually meant for developing the oil
sector) not to the capital receipls side,
which should have been the normal
practice, but o the revenue receipls
side. At the same time, additional im-
posts of Rs.1.287 crores {Rs.903 crores
net) have been made.

Thus, by this artificial transfer
mechanism the Budget 1989-90 was
“shown" to discipline the fiscal mess! Il
the traditional praclice was used then
the revenue account would have shown
a deficit Rs.9,312 crores with a surplus
of Rs.1.975 crores in the rapitat
accountl. The implication is that the rea
life situation continues to be grim.

Besides high deficit financing, Gov-
ernment is borrowing money at the very

high interest of about 2%, while the
return from investments from State
Owned Enterprises {SOEs)} is meagre
— less than 4%. [f the astronomical
sums of money invested in 5QEs (over
Rs.71.300 crores in 1987-88 in com-
mercial SOEs run by the Central Gav-
ernment) in a resource-scarce country
dees not bring in a reascnable return
and need to be supported by budgetary
measures and ever-increasing adminis-
tered prices, is there any wonder thal we
are in the present fiscal mess?

Bomrowing

The total outstanding liability (net)
comprising of bath internal and exter-
nal debts of the Government of India
will be as high as Rs.2.6 lakh crores at
the end of March 1989-90. This will re-
quire total interest payrments alone of
Rs.17,000 crores in 1989-90. This is
equivalent to about 77% of capital re-
ceipls, and may be around Rs.24,000
crores in 1990-91, These are rmind-
baggling figures.

Implications

To meet the increasing plan and
non-plan expenditure additional taxes
were imposed year aler year. When
sufficient resources were not in sight,
increased deficit financing and borrow-
ing were restored to. Increasing ltaxes
ted to increasing cost, which again justi-
fied increases in administered prices,
which led to a even higher cost of the
economy necessitating higher revenue
from yet higher taxes, barrowings and
deficit financing. Tlus has been the vi-
cinus circle of Indian fiscal profligacy.

Therefore, the plan expenditure is
now to be funded by ever increasimeg
detic i linancing and borrowang These
boriowings now come more from
domestic sources aned lesy fram exter
nal sources, since the tlow of conces

Poo we ot b d



sional assistance has been drying up.

Large investible funds will be re-
quired for the plan expenditure in the
immediate future. The Eighth Plan is to
begin next year. But sufficient resources
are not in sight. One reason is that the
savings rate, at 20.2% of GDP in 1987-
88, among the highest in the third
world, has refused to grow further. This
is understandable. In a situation of high
taxes and inflation it cannot grow. Be-
sides, non-plan expenditure has been
growing in an explosive manner to gob-
ble up massive resources.

Mo less a person than the Chairman
of the Ninth Finance Cormmission re-
cently warned that revenue deficits of
the Union and State Governments may
come close to Rs.50,000 crores and
Rs.12,000 crores respectively by 1989-
90; and if this vend is not reversed
soon, the country will reach a state of
“fiscal collapse™ by 1995,

The present fiscal situation therefore
implies that we are over-consuming,
that is living beyond our means. [t
appears that the Govermnment has
absorbed well the dictum of the ancient
Indian sage Charvaka who exhorted,
“borrow money and enjoy the goad life
and happily live a long life”. But alas, in
real life it is not all that rosy!

A country's financial situation s not
fully identical with that of an individual,
who will go bankrupt if he cannot pay
off his outstahdings even by selling off
all his silver. But when a nation lives
beyond its means and resorts to exces-
sive borrowing and high deficit financ-
ing, it has to face many negative con-
sequences, A high rate of inflation is
one such consequence.

The average rate of inflation which
was 7.6% during 1965-80 increased to
7.8% during 1980-86, Inflationary
pressure is very much in evidence at
present as the wholesale price index, on
an average basis, was up 7.3% during
the period April 1988-January 1989
and the all India consumer price index
rose by 33%. This is in addition to the
price increases of previous years. This
year's Budget proposails accompanied
by a high dose of deficit financing will
only fuel further inflationary pressures.

Conventional wisdom will take some
comfort by comparing our situation
with some Latin American countries.
But it needs to be remermbered that the
real impact of price rise in India is not
properly refleclted by our indices. A
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large number of articles of consump-
lion in urban areas are not included in
the index number, The wholesale price
index, which is more oRten used, is not a
correct barometer of the accelarating
pace of inflation. The vast rural eco-
nomy is aiso not yet adequately mone-
tised. Distribution of foodgrains
through fair price shops is subsidised at
& cost to the nation as a whole, without
which, again, inflation figures would
have been higher. True, the Latin Amer-
ican high inflation syndrome (egq. infla-
tion in Brazi! was 1,000% in 1988) has
not come Lo India, But the cancer virus
is there in the body; only. it has not be-
come critical yeb

Hard Measures MNeeded

With the value of money going down
sharply (Re.l of 1960 is worth only
12.22 paise today), the amount repaid
will, in any case, be much less in terms
of real purchasing power. Besides,
there also could be serious problemns
with respect to repayments of internal
loans as was experienced in many other
countries. This has to be avoided. That
is why, it is time to do something posi-
tive, structurally as well as fundamental-
ly, in disciplining our fiscal imprudence.

A beginning could be made by
adopting what the eminent jurist Mr. [N,
A_Palkhivala has suggested: "The time
has come for Parliament to prescribe by
law under Article 292 of the Constitu-
tion the limits within which the Execu-
tive should be allowed to borrow upon
the security of the Consolidated Fund
of India.” This may put a psychological
check on Government's on-going bot-
rowing.

At the same time fiscal prudence de-
mands a timming of expenditure, parti-
cularly non-plan expenditure (some
gestures have been made this year by
freezing defence expenditure) and by
raising revenues in non-conventional
ways. One way to raise revenue is, of
course, privatisaton. At least minority
shares (i.e. less than 49% ) of selected
profitable public seclor units can be
sold. In fact the inefficient operation of
public sector units, which need to be
supported by government funding and
rising administered prices has been one
of the major causes for the present fis-
cal mess. The remedy ghould start with
them. Side by side, fresh thinking is re-
quired regarding the need to encourage
the growth of industries by making
thermn cost and fuality efficient, since it

is industry that gives Government the
lion's share of the revenue. Indian agri-
culture is very revenue inefficient, a
situation which should not be allowed
to continue for long. A restructuring of
policy is required for increasing the pro-
ductivity of Indian industry and agricul-
ture. This can only be done by adopting
a liberal policy.

It is also important to make India’s
exports grow in a more dynamic and
gainful way so as to pay for our growing
impoits and foreign debt repayment
obligations. According to Government
the total external debt on medium and
long term foreign loans is Rs.55,000
crores at the end of April 1988. But
according to foreign expert banking
sources, it is Rs.75,000 crores. The fi-
gure is higher because of the inclusion
of both shon term loans and non-
resident deposits in foreign currencies
etc. The debt services ratio is 24% of
currenl receipts as per Government cal-
culations but over 30% according to
others. However, the debt service ratio
has been gradually declining after
reaching a peak in 1987-88. Though an
external debt trap is not in close sight,
we rnay also walk into this trap by our
traditional habit of over consumption,
for example by utilising foreign ex-
change resources in projecls not re-
quiring any foreign exchange at all. The
temptation can increase as foreign
commercial banks are only too eager to
tend money to India. The management
of the external sector therefore requires
extreme prudence.

While export promotion strategies
may be helpful in the medium term for
gainful and dynamic growth, exports
have to be competitive in terms of cost
and quality. This cannot happen unless
the high cost nature of the economy is
changed.

And herein conmes the need for a
continuing policy of economic liber-
alization for restructuring the Indian
economy in a fundarmental way.

Meed For A Liberal Policy

It is imperative that the political, so-
cial and cultural aspirations of a nation
need to be strongly supperted by grow-
ing economic prosperity.  However,
even aller almost four decades of con-
tratized planming, the ppomused rapgd
economic development is nowhere in
sight. India in 1986 is the 26th poorest



wntry in the world, measured from
- bottom in terms of per capita in-
me. For about 40% of India’s popula-
m, [reedom from acute material de-
ivation and ignorance remains a mis-
able reality. Though official figures
e not available it has been estimated
a{ about 40 million Indians are unem-
oyed. Population continues to grow at
fast pace and we shail come close to
ae billion by the turn of the century, of
hich at least about 530 mn. will be
«erates, We would then have the high-
t stock of illiterate human beings in
e world.
Why it has to happen this way is not
together unknown, though ofien it is
ot frankly admitted. Apologists with
nventional wisdom would like us to
slieve that it was not so easy to resolve
| these problems in the first place and
hatever has been achieved is quite
stounding. In fact, in recent months,
rere has been a deluge of conventional
~nomic literature to highlight our
_nievements after forty years of
eedom.

While the achievernenls are certainly
at to be scoffed at, it must be realised
. the same time that much more could
ave been achieved, if we had critically
raluated the difficult situation and
nanged from the conventional path.

Many with conventional wisdom, are
Imost scandalised if told that Fabian
ycialism everywhere (other than [ndia)
as long since been in a state of rigor
tortis and is a lesson on how not to
ursue economic development, But
onventionalists in India will not accept
iis.

The process of economic liberalisa-
on began rather haltingly in the early
980s because of sheer compulsion.
he pace accelerated in the mid-1980s.
here has been in fact, some condition-
{, albeit substantial, relaxation of India’s
wriad controls and regulations, what
sjaji aply called the “Licence Permit
wota Raj’. But many conventionalists
owned at some of these pragmatic
1easures.

Their wrath was particularly directed
jainst the liberalisation of import poli-
¢ in the name of balance of payments
oblem. They did not appreciate that
sing back to restrictive and time con-
1ming import requlations would dis-
ipt domestic production as well as ex-
sits. Ironically, even after long years of
arsuing import-substitution, the Indian

economy in  general and impon-
substituted units in particular remain
highly import-intensive. It has been esti-
mated that for every one per cent of real
growih of Lhe economy, about }.5%
growih in imports is required. More im-
portant, the liberalisation of impors was
only procedural in nature with off and
on changes according to the needs of
the time; it was not “liberalisation” in a
fundamental sense. “India today prob-
ably has the most highly protective
trade regime among major trading na-
tions in the world, with a mean nominal
tariff of over 120 per cent (after
accounting for major exemptions) as
compared with 90 per cent for China,
Bangladesh and Pakistan and between
20 and 40 per cent in most other coun-
kiies”, 50 says no less an expert on Indi-
a’'s Foreign trade than Mr, Abid Hussain.

On the whole, Lhe economy re-
sponded favourably to the liberalisation
process and its rate of growth im-
proved. For example, the so-catled long
terrn Hindu rate of growth of 3.5% per
annum has at last crossed this barrier to
what we may now like to call the neo-
Hindu growth rate of 5% per year.

Thanks to liberal policies, the rate of
growth in industrial production im-
proved spectacularly during the last
four years. Despite a serious drought, a
3.5% economic growth was achieved in
1987-88 and a high 9% to 10% growth
is expected in the current year (1988-
89). Agricultural production improved
after the drought, thanks mainly lo a
good monsoon in 1988, as did exports
in recent years. The crawling Hindu rate
of growth was the product of obscuran-
tist policies of the past, while the re-
latively higher growth materialised after
liberal policies were adopted.

The economy urgently needs to be
given atleast a wide-angled {-turn to-
wards the path of economic liberalisa-
tion. Unfortunately, conventional wis-
dom does riot approve of il. In the name
of achieving equality, which has not
come off markedly from our traditional
emphasis on “growth with equity”, they
would love to engage themselves in
meticulous discussion on the hypothe-
tical effects of marginally hrgher econo-
mic growih distancing “India” trom
“Bharat”. They would not even like to
consider. what ought 10 be pure com-
tnonsense, that unless \here 1s substan-
tially higher growth what is there to
actually percolate down, or to be distri-
buted? So they would love to have the

eighth plan “approach” to be as cen-
tralised as before without the least re-
gard to the plurality of market forces
and competition.

The relevance and suitability of car-
rying on with the rigours of a highly
centralised planning juggernaut under
the supremacy of an omnipotert and
omniscient State, introduced to achieve
the objeclives of a so-called egalitarian
society in such a multi-ethnic, mult-
lingual, muiti-cultural and even mutt-
agro-climatic, vastly populated. con-
tinertal-sized country, are thus re-
ligiously accepted by the protagonists
of conventlional wisdom as something
divine.

Happily, however, there is a small
section of Indian intelligentsia who, with
more courage, are propagating uncon-
ventional wisdom. They strongly feel
the need for liberating the Indian eco-
nomy from the shackles of controls.
Mercifully, some prominent former gov-
emment experts have also jumped the
fence in favour of a policy of liberalisa-
tion. And, miracle of miracles, there are
even a small number of eminent per-
sons with unconventional wisdom who
are advocaling it from within the Gov-
ernment Hope for the country lies in
this sensible unconventional thinking
and policy-actions based on it

It is also pertinent to realise that the
time has come to ook al Indian econo-
mic liberalisation policy from a theore-
tical angle. The liberalisation that has
taken place was more out of compul-
sion than conviction. lts implementa-
tion was also attempted to be blocked
by an unwilling bureaucracy, which
together with poiiticians have a vested
interest in controls and regulations. For
example, when the licensing policy was
liberalised. many other controls. like
pricing control, for example. remained.
As a result, liberalisation was not effec-
tve in all cases.

A wholistic view, rather than a
piecerneal and ad foc policy of liber-
alisation, is needed. Sudden changes of
policy in mid-stream {eg. electronics
and autornobiles) not only created
problems. but also led to a loss of confi-
dence. Once the greun signal is given
for the first phase, the next round
should be kept under amber, and so on
l iberalisation that comess from convic
tion, considered thinking and 1s sup-
ported by political will, should produce

better results.
®






*he Internal Debt Trap — Too Close For

omfort

D. R. Pendse

the ‘infernal Debt Trap’ is a situation when the interest burden in any given year itself exceeds
all the new loans obtained in that year. In other words, all that is borrowed is spent in paying
the interest. In the following year, interest on the loans taken during the current year has 1o be
ndded; and the gap becomes wider and wider. Trap is thus the correct word — ance in it it is

When Shakespeare’s Polonius de-
lared in Hamlet 'And borrowing dulls
e edge of husbandry’, little would he
ave realised that the Budgets of the
iovernment of India merrily marching
> enter an internal debt trap by 1992
ould prove how dull the edge could
ecome.

tie Debt

This ‘Intemal Debt’ refers collectively
» all that our Central Governrment bor-
»ws from within the country. There are
fee main parts:

(i} Market loans and bonds, flo-
ated by the Government and
traded in the stock market
("11.5 Government of India
Loan 2015" and ali that).
These are mostly subscribed
by banks and other institutions.

(ii) Other borrowings, like the va-
rious small savings schemes,
the Provident Funds etc, These
are not traded, and largely the
lenders are individuals,

(iti) Deficit inancing. Technically this
is borrowing from the Reserve
Bank by means of treasury bills
which results in printing curren-
cy notes and is a traditional mea-
sure of deficit financing.

Government's  borrowings  from

road — known as extemal debt —
re naturally not included in these inter-
ial borrowing figures but the two
~gether would give what is officiaily
nown as ‘Total Net Liabilities of the
jovernment of India’, Needless to say,
worrowings by the State Goverments,
unicipal or other quasi-official bodies
e not included either,

Looked at from any angle — the evi-
wnce of the edge of husbandry being
illed is all over:

mighty difficult o get out of it.

‘Internal Debt' of Government of India

{1} Market Loans & Bonds
{2} Onher Loans

[Small savings, P.F.s etci
{3) Loans from RBI

[Treasury Bills or ‘Deficits|
Total Intemal Debt
[{1 + (2} + )L
Add, External Debt
Total Debt

(Rs, crores)

195Q-51 1989-90
1,664 62,360
551 00,934
358 61,450
2,533 224,451
32 34978

2565 259,429

First, each of the three elements of
internal debt has been growing very fast
indeed as is shown in this Table

The debt has grown out of all propor-
tion to the growth in the GNP. For every
Rs. 100 of GNP at the dawn of the 20th
century, our borrowing, roughly, was a
mere eight annas. By 1950-51, it was
Rs. 27; now it is over Rs. 60.

As happens with a compulsive bor-
rower, the average interest rate offered
by Government on its market borrow-
ings has increased to 11.4% from a
mere 6,75 % less than a decade ago.

Government prohibits the private
sector from paying to the public more
than 14% as interest on deposits or on
non-convertibles, but itself offers a
higher interest — 14.8% on its Indira
Vikas Patras; and the VPs are per-
manently open for subscriptions!

Many reputed and successful busi-
ness concerns have shown that what
matters 15 not so much the size of the
debt, or the rate of interest. but rather
the capacity to service debt. Govern:
ment's internal debt is a problem more
because of Government's inability to

senvice it. As a past Finance Minister
reportedly said, “We borrow at over
12% and invest to yield 4%."

The Trap

The ‘Internal Debt Trap’ is a situation
when the interest burden in any given
year itself exceeds all the new loans
obtained in that year. In other words, all
that is bomrowed is spent in paying the
interest. In the following year, interest
on the loans taken during the current
year has to be added; and the gap be-
comes wider and wider. Trap is thus the
correct word — once in it, it is mighty
difficult to get out of it. This road does
not go very far before it leads to the
slopes of mounting deficits — because
that remains about the only ‘in-house’
method for Government to continue its
borrowing spree — and the consequent
hyper-infation.

We are already close to it. In 1988-90,
total interest payments on internal loans
would be Rs. 15,552 cr, and the totai of
the internal loans will increase by Rs.
27.947 cv Thus, 56% of our fresh inter-
nal borrowing will be used in just paying
the interest on total internal borrowing.
FFrom an analysis published by two

Freee o v






erest and tax. Exclude the all sector,
4 the rest is mostly a splash of red

which, far from generating sur-
wses for the Budget, is a continued
ain on the Budget.

Far more competent authorities than
vself like the Planning Commission,
- Ninth Finance Cofnmission, and
e Conlroller & Auditor General, have
»w pointed out the dangers implicit in
ese trends, but with little effect. The
2t result is that our Five Year Plans are
w being financed totally on borrow-
7s and deficits. A very high Govemn-
nt official in a key economic policy
aking position said recently in a can-
d article on the debt problem (alas,
ter his retirement) “... Against this
ickground, the planning exercise is at
:st an exercise in futility and at worst
1 elaborate hoax on an unsuspecting
iblic,”

arting it Qut

The problem is of our own making,
! we have to sort it out ourselves.
e diagnosis, more dithering, and

oking for soft options will not bring us

1y nearer to a remedy. Only hard op-
ns and drastic actions can see us out,

though | see no sense of urgency at all
among the policymakers:

On the contrary, we see Ministers
proclaim far too often in the context of
several causes, whose nobility is not in
doubt, that ‘resources will not stand in
the way'. | am puzzled: [n the absence of
decisions to make a malching cut
somewhere else, from where will we get
these resources? Do we not have to be
obsessed by the need to cut expendi-
ture and to raise revenue?

One soft option popular among the
policymakers, is to borrow abroad, for
local needs. Hundreds of crores of
rupees are being borrowed in foreign
exchange for projects like highway de-
velopment and drainage of metropoli-
tan cities, when there is neither an
appropriate foreign exchange compo-
nent in their cost, nor a prospect of
eaming more foreign exchange on their
completion. This option only brings us
nearer to the external debt trap, We
need to avoid this deceptive option,

Instead, it is time Govemment
appreciated the fact that more than
75% of Government's revenue comes
from industry, including the corporation

Revised from an earfier article

tax and the applicable excises and cus-
toms. The best bet for a practical Gov-
ernment in search of resources is to do
everything possible to accelerate in-
dustrial growth. Are we reatly daing it?

Similarly, as families in acute finan-
cial distress have occasionally to sell
some family silver to tide over a crisis,
Government should also be willing to
sell upto 49% of the shares of sorme of
their profitable and prosperous com-
mercial enterprises. Government will
get a good price and significanl re-
venue which can be used for other high
priority purposes — reducing the inter-
nal debt itself being one of them. Yet,
Government will continue to retain full
control over their management and the
enterprises  will become more truly
public.

Indeed, it is by no means beyond our
collective ingenuity to get this dreadfui
intemal debt trap out of our way. We
need the will to act. And as the first step,
we need the courage to accept that a
dangerous trap looms large which de-
serves to be avoided with all our might

Mr. D.R. Pendse is Economic Adviser, Tata In-
dustries Limited, Bombay.

Much of the voluminous data published In the various Budget documents s dull and difficull to
comprehend more so this year because significant changes in classification re. debt data seem to
have been introduced. Figures used In this article are based on my own understanding and
Interpretation. ! conslder them reasconable, but would be happy Lo be cormected.
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"3e Union Budget — 1989-90

.1 Exercise in Political Symbolism

N.A. Palkhivala

"1 Mam A Palihvala, an emunent junst, 1ax expert, former indian Ambassador to the United States, Chairman of the Associated Cernent
smpanies and Disector. Tata Sons L1d.. 1s @ legend in tss hfe brme. His annual analysis of the Union Budget eapiained i a manner which the
nmon man can undersiand, atracls an audience of over 50,000 people in Bormbay — an annual even without parallel. Since no audtorium can
cornmodate such a2 mammuoth gathering. his budget speeches are now held at the Brabourne Siadium He also delivers his budget speeches in

her melropolitan cities.

A aist of his speech (spread over ninety minutes) defivered in Bombay on March 3 1s published helow.

Unfortunately, the last Budget of the
present Government is purely an exer-
cise mn pefiical symbolism, It takes the
form of election rhetoric and party man-
oeuvre. There is no policy underlying the
Budget it merely bears out the criticism
of a perceptive thinker that India indulges
in gestures rather than policies.

On the contrary, the Budge! goes
against the four major planks of the poli-
cy with which the Gove,nment slarted in
1985 — (i) low rates of tax, {ii} simplifica-
uon, (i} stability, and liberalization.

The impasition of 8 per cent sut-
charge is patently wiong, and its consti-
tutional validity is not free from doubt

First, it virtually increases the tax by 4
per cenlL ceversing the avowed and
proven policy of the Government to col-
lect higher revenues by lowering tax rates
and avoiding the incentive to tax evasion.

Secondly. it means that the whole
amount of Rs. 500 crores collected as
surcharge would be kept by the Centre,
whereas three-fourths would have gone
to the States if it was a straight increase
of 4 per cent in the 1ax rate.

Thirdly, the proposal to use the
moneyg to finance a rural employment
pregramme would establish a danger-
ous, unethical convention which would
result in further degradation of our public
life. In plain terms. it would mean that
while there is no State financing of
general eleclions in our country, the sur-
charge would be used for financing the
ruling party at the next general election,

Fourthly, it would mean the creation
of one more govemment organization
and one more channel of corruption and
waste of public funds. It would be so
much wiser to followthe example of Bri-
tan and Brazil where the government
gives a direct labour subsidy, for a speci-
fied period. known as the Regional Em-
pioyment Premium (REP), lor every man
employed in an ndustrial unit in a back-
ward area,

The Budget should have removed
three crying injustices—

() It should have allowed banks to
compete with one another in
paying higher rates of interest
on deposits and savings
accounts. Such freedom is avail-
able in all free countries.

{ii} 1t should have abolished or re-
duced the tax on dividends re-
ceived by shareholders from the
company's taxed profits, as is the
systern in the UK, France, Ger-
many. Japan and other coun-
tries,

(iii) It should have increased the
threshold of tax exemplion from
Rs. 18,000 to Rs. 25,000 or above.
The minimum taxable fimit of Rs.
15,000, fixed in 1981, corres-
ponds to Rs. 28,740 today; while
that of Rs. 18,000, fixed in 1985,
coiresponds to Rs. 24,790 today.

The Government's total lack of a sense
of public justice is proved by the fact that
while rates of specific excise duties are
increased to lake care of inflation, the
laxpayers are not thought worthy of any
similar equitable consideration,

Simplification and stability are so
wholly foreign to the culture of the Fi-
nance Ministry that perhaps the mistake
was on the part of those who expected
such qualilies in the Budget, if taxpayers
were dogs, the officials of the Finance
Ministry would beyond doubt be con-
victed under the Prevention of Cruelty to
Animals Act

With  eleven new Programmes,
Schemes and Funds envisaged in the Fi-
nance Minister's speech, the bureaucra-
cy wilt be larger and imore intrusive than
ever befare,

Education and family planning which
deserve the highest priority, are nowhere
in the lisL Even in 1989-90 we shall con-
tinue the unforgivable blunder of spend-
ing less than half of one per cent of the
Gross Domestic Product (GDP) on
eduration, and less than a quarter of one
percent of GDP on family planning.

Woe still look upon gold as a dangetnus

— Guest Editowr

problemn like drugs when, in fact. it can
be a solution and a cure for many of our
economic and social ills.

The revenue deficit would have been
Rs. 9312 crores but for the facl that Rs.
2,300 crores has been taken from the oil
sector on revenue account, depariing
from the past pracuce without a word in
the Budget Speech to justify the change.

in 1985-90, the Government expendi-
ture will further increase by 8 per cent
over the previous year to Rs. B2,161
crores, and the total Government liabili-
ties would increase by 13.7 per cent 1o
the astronomical sum of Rs. 259,729
crores — the largesl figure anywhere
mertioned in the Budget documents —
while the Govemment's interest burden
will increase to Rs. 17,000 crores. We are
moving dangerously close to the “debt
trap’.

Article 292 of the Constitution enables
Parliament to prescribe by law the limits
within which the execulive can borrow
upon the security of the Consolidated
Fund of India. The fiting of such limits
on the borrowing power of the Union
Government was suggested by the Chak-
ravarty Committee appointed to review
the working of the monetary system. It
was also recommended by the Public
Accoums Committees in their Ninth Re-
port  {1962-63), Thiny-Sidh Report
(1964-65), Fifty-Second Report (1965-
66), and Sixty-Fourth Report (1968-69).
The Comptroller and Auditor General
has made the same recommendation in
his Reporl published last year.

The people must put strong and sus-
tained pressure on their MPs to ensure
that such limits on borrowing powers are
fixed by Parliament The good sense of
the Government has proved to be a non-
existent subslitute for legal compulsion

[ will nol cut my conscience to fit this year s
fazhinns
Arthur Miller
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An Economy In Dire Straits

Y. Sivaji

4 perestroika or restructuring of our public sector enterprises is urgently needed. A lot of dead
wood which has accumulated in this area aver the years is draining our resaurces. Each unit
must be made accountable for its profitability and consistently losing units must be shut down

An officially induced view currently
1aking the rounds is that despite the
resses and the strains it has been sub-
cted to, the Indian economy has ac-
uitted itself creditably in 1988-89, It is
aimed, for example, that the gross
omestic product is likely to increase by
J percent during the year, that indust-
3l output will go up by about 10 per
-nt and that in agriculture, the produc-
an of both foodgrains and oilseeds is
sised to make a breakthrough.

However on closer scrutiny one notes

iat the growth in gross domestic pro-
Ict, for instance, is apparently calcu-
ted with reference to the unsatisfac-
ry performance in  the drought
fected base year. Similarly, the in-
-eased industrial output is accounted
v largely by the electronic and the
itomobile segments of the economy.
s such, the reported growth is unba-
nced and lopsided when considered
r the industrial sector as a whole.

As for agriculture, there is no evi-
ance that the current year's produc-
an is a result of any significant gains in
‘oductivity or in the total area sown.
he base year also is subnormal. In the
rcumstances the enhanced agricultu-
1 out-turn for the current year can be
tributed only to a favourable mon-
»on and not to anything eise.
Thus while we have nothing to be
retly happy about the performance of
e economy in 1988-89, there is a
x0d deal in the fiscal and monetary
eas that causes considerable alarm.
1e overall picture one obtains here is
mass poverty coupled with financial
discipline and a predilection to live
vond our means. As a result of unre-
ved inflationary pressuses, the real in-
ymes of the large mass of our people
e being constanty eroded. This is
ore so in the case of small and mar-

for good.

ginal farmers who are groaning under
the heavy burdens imposed by adverse
weather lhat restrict the size of their
crops and even more adverse market
forces that deprive them of remunera-
live prices for their produce.

The plight of the farmers is made far
worse by the patently discriminatory
policies of the government, which is
overprotective of the comparatively bet-
ter off urban population as well as big
business. For example, it is being
assumed now by many in the urban
sector that all would be well with the
farmers because of the current year's
normal monsoon. The presumption
here is that the farmer would secure a
larger income on a satisfactory yield.
Mo thought whatever is given in this
connection to his cost of produciion,
which has been constantly increasing
on account of unabated inflation. No
consideration is also shown to the
prices he is obtaining for his produce as
such prices are meticulously pegged
down to neutralise the effects of the in-
Matonary forces on the non-farm
sector.

Therefore, it is a matter of great con-
cern that the government is doing vir-
tually nothing to curb inflation as such
and pave the way for better distribution
of incomes, It is on the other hand busy
siphaning off real incomes from the ru-
ral sector to pamper other favoured
areas of the economy.

Speaking of inflation. we are at once
confronted with the chronic problem of
the financial profligacy of the govern-
ment. Qur avowed aim is growth with
social justice, But what we witness these
davs is an unchecked growth in paper
money with neither social nor any other
justice. [n our quest for a quick econo-
mic and social transformation we are

wielding such double-edged weapons
as deficit financing irresponsibly and
achieving statistical goals of dubious
worth. Mo wonder the rich are getting
richer and more powerful and the poor,
poorer and more helpless.

The menace of uncontrolled revenue
expenditure is the hallmark of this gov-
emment’s inability to curb inflation. Re-
venue expenditure escalated from Rs.
55,165 crores in the revised estimate of
1988-89 1o Rs. 59,642 crores in the
budqget 1989-90. an increase of 10 per
cent in one year.

What is even more alarming, against
the total expenditure of Rs. 82,161
crores in 1989-90, as much as 66% is
for non-plan expenditure. This is a col-
ossal drin on the scarce resources of
the country, leave alone its potential for
inflationary mischief. This is something
a developing country like ours can
hardly bear for any length of time. Yet
deficit financing. open market loans
and hikes in administered prices are
being indiscriminately resorted to sup-
port this unsupportable level of expend-
iture.

Economists fear that we are on the
threshold, § not already in the middle,
of a deadly debt trap with all its vicious
repercussions. For instance, the interest
liability on the total borrowings of the
government will be Rs. 17,000 crores in
1989-90. A recent study by some offi-
cials of the Reserve Bank of India has
indicated that if the this liability in-
creases at the current rate, by 1991-92
our annual borrowings would not be
enough even to pay off the interest in
that year. Also, in respect of external
borrowings the debt servicing 1atia is at
a high of 26 per cent and by 1992 it is
likety to be & highly critical 3G per cent.
This fact underlines how we are living
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on borrowed money being repaid by
mere and more of borrowings.

Our external trade displays an equally
dismal picture. The deficit in trade has
increased from Rs 99 crores in 1970-71
to Rs. 6,658 crores in 1987-88. It is esli-
mated that in the current year it would
be around Rs. 8,500 crores. The fraili-
ties that continue to plague our eco-
nomy are perhaps nowehere reflected
more glaringly than in the pathetic per-
formance of the rupee against all major
currencies. This is another face of the
intemal inflationary pressures on our
currency apart from the impact on it of
external factors. During the two year
period February 1988 and February
1989 the rupee has gone down against
the U.S. dollar by 14 per cent, against
the Pound Sterling by 154 per cent,
and against the Japanese Yen by 17%.
And indications are that it would con-
tinue to depreciate more as less at this
rate annually in the next few years.

In such a desperate situation, what
should Government be doing to reverse
the rake's progress towards financial in-
solvency? The following suggestions
are worth considering:

1. Strict ongoing check should be ex-
ercised over revenue expenditure at all
stages to keep it to the bare minimum.
If deemed necessary, an inter-
ministerial watchdog committee be
appointed for the purpose to secure the
co-operation and the united effort of all
ministries in this regard.

2. There should be a moratorium on
new employment in the government for
a specified period and subsidies must
be cut down as most of them are not
serving the ends for which they were
intended anyway. Borrowings by the
govemment should be restricted to fi-
nance plan outlays. And ways explored
to minimise the impact of interest on
such borrowings.

The Swatantra Party believes that the
free choice of the producer, the investor,
the worker and the consumer must be
given due place and imporance. The
Party believes in the incentives for higher
produclion and expansion inherent in
competitive enterprise, with adequate
safeguards for the protection of labour
and against unreasonable profits, prices
and dividends in Lhose cases where there
is no competition or where competition
is not adequate to secure the necessary
corrective.

While the Party believes in a mixed
economy where State and free enterprise
work side by side in Lhe service of the
community, it stands for the restriction of
State enterprise to such heavy industries
as are necessary to supplement private
enterprise in that field, such national ser-
vices as railways, and the starting of new
enterprises which are difficult for private
capital and initiative to establish, The Par-
by is opposed to the State entering the
field of rade and disturbing free distribu-
tion and inlreducing controls and official
management and monopoly which lead
to the inefficiency, waste and corruption
of an ever-expanding official army.

To Prosperity
Through Freedom

Wherever the State enters the held of
industry of business, the Swatantra Party
is of the view that it should not be given a
monopolistic position but should show
resulls facing competition on equal
terms.

The Party would regard such govem-
ment ownership of induslry as has been
underlaken as only a transitional and li-
mited device and it would not hesitate,
wherever necessary, to undo such harm-
ful measures.

in paricular, the Swatantra Party will
aim at reducing laxes and loans by giving
up many State enterprises which are
neither essential nor remunerative. This
will also have the effect of reducing the
present high prices which are inflated by
govemment levies and loans. To the ex-
tent private enterprise relieves State en-
terprise, the burden of fnance will be
properly transferred from the common
people who are not qualified o bear it to
the enterprising rich who are willing 1o
bear it

From The Swalanlra Parly's statemenl ol
policy adopted in March 1960

Free coam Frst gl

3. A closer review of defence alloca-
tions and related expenditure examined
and controlled carefully. That defence
expenditure has been frozen at Rs,
13,000 crores in 1989-90 is indeed wel-
come. The prime importance of de-
fence should not blind us to the need
for the best spread of scarce resources
in this vital area;

4. A perestroika or restructuring of
our public sector enterprises is urgently
needed. A lot of dead wood which has
accumulated in this area over the years
is draining our resources. Each unit
must be made accountable for its pro-
fitability and consistently losing units
must be shut down for good.

5. Wherever possible, in external eco-
nomic relations, joint ventures must be
encouraged to replace capital borrow-
ing and avoid the interest thereon.

6. The rupee's market or real value
internationally must be reflected in its
official value.

7. In line with other major exporting
countries in Asia preferential bank cre-
dit should be offered to exporters at 3
per cent to boost exports. The Reserve
Bank of India should also liberalise fore-
ign exchange allotment to exporters for
market development abroad.

8. To ensure equity and justice all de-
velopmental expenditure between rural
and urban sectors should be based on
population.

9. The practice of administered
prices must be given up.

10. The exemption limit for income
tax purposes be increased to Rs. 25,000
to reflect the present real value of the
rupee. Recovery of taxes should be
streamlined and made more efficient.

11. Farmers should be extended
cash credit for farm financing by the
banks as in the case of industries and
trade.

12, The following developmental me-
asures to be introduced:

a) Atleast |Q per cent of bank lending
must be earmarked for housing.

b) Measures taken to make Family
Planning more effective.

Dr. ¥. Sivaji is @ Telugu Desam Member of the
Rajya Sabha.



Jeficit Financing

€. Rajagopalachari

o stop prices from rising, we must restore the balance between the flow of production and the
flow of money. Infiation and excessive State interference are the two evils of the Indicn
aconomy of fodoy. If and only when these two evils are removed, can we expect to be saved

In all low income countries, expan-
ion of money put in circulation results
vickly in price nises. Inflation is the
vord used when we look at the cause
nd discuss the situation in terms of
aoney, Price rise is the phrase used
then we speak from the point of view of
ommodities. If the expansion of
noney, whatever be the motive or
zason for such expansion, outpaces
1e physical volume of output of com-
nodities, we have a state of inflation
nd prices rise as a result.

The Ministry of Commerce' pub-
shes the average of wholesale prices.
rom the hand-outs of the Reserve
Yank of India we can obtain information
bout money supply. There has been a
ontinual rise in the general index of
wices. We see also that money supply
1as considerably expanded, faster than
1e output of national products.

With 1938-39 as base, the general in-
tex of prices in August 1960 was 478, a
ise of nearly five imes. The present
‘hange-aver of the base from 1938-39
5> 1952-53 obscures the enormous
nagnitude of the price rise?,

vhat is Deficit Financing?

Government collects funds from the
weople by taxation, loan issues, small
avings and profits of public sector
indertakings.

From these funds disbursements are
nade for administrative expenditure,
epayment of past ioans, and Plan in-
estment outlay. When these and other
‘ems of disbursements exceed the total
eceipts, what is called budget deficit
rises. These deficils are covered by

' articte, brithant 10 s simpficity of stule

s covithory by Rajaii afrnost heee docades aege
Septemnber 24, 1960} its message 5 st e
want in todays ndia — 0 fact evenn more so

from rising prices.

notes printed at the Government Secur-
ity Press at Nasik. This is called deficit
financing.

This expansion of money is followed
by what is called secondary expansion
through credits given by commercial
banks. For every Rs. 100 crores of addi-
tional Masik money, there is usually
another Rs. 100 crores of credit crea-
tion.

Infation that now prevails in India be-
gan in 1955-56. Budget deficils rose
from Rs. 87 crores in 54-55 to Rs. 225
crores in 55-56. In 57-58 the Plan out-
lay was so.great that, with additional de-
fence expenditure, the budget deficit
that year reached a peak of 495 crores.
These yearly deficils have a cumulative
action®,

The rise in prices due to inflation re-
duces the value of money and life be-
comes unhappy for people living on
wages and fixed incomes. Their real in-
come is reduced, and some of them
would have to draw on past savings for
current expenditure.

The rise in price corrodes all savings.
This leads in the case of the betier
placed classes to the transfer of their
savings to urban property. to gold and
to concealed exports of capital. Spe-
culative transaclions acquire additional
attractian. Hoarding of goods is encour-
aged, eating into savings. For a time
production may be deceptively stimu-
lated on account of higher prices, but
soon it gels retarded on account of in-
creased costs. Foreign purchasers of
our goods will move to other markets.
Imported goods rise in price, giving
windfall profits to importess and smug-
glers.

As a result ot inflation. income shiits
from the masses to upper income
groups. The middle classes are mast
hit. The strike ot the Union Government

employees was a symptom of this suf-
fering. Industrialists and their labour
force, who are able to extract a share in
the receipts, do not suffer much but the
condition of the vastly larger nurnber of
farm hands is worsened.

Inflation must be followed by price
controls and import restrictions. These
produce a great deal of economic and
social disorder and injustice. The ¢on-
trols over steel, coal, cernent, sugar,
fubber, fenilizers and food-grains have
cast a gloom over the life of the people.

Who Benefits From Control?

Far from equalzing incomes, the
policy of controls makes the rich richer.
The stagnant per capita consumption
of cloth and of foodgrains is the best
evidence of the condition of the people,
and this has resulted from the mis-
guided policies of the present adminis-
tration. In the case of all imported
goods including gold, there is a great
gap between landed cost and market
price, ranging from 30 per cent to 500
per cent, depending on the nature of
the commaodity. The difference between
the landed cost of gold and the market
price is seventy rupees per tola. The im-
port markels are illegal and the gap be-
tween cost and market price 1s officially
ignored but this does not nullify the
reality. The benefit of all the gaps in cost
of imports and market price goes to im-
porters and smugglers. Excluding gov-
ernment imports where the difference
may be treated as a concealed tax,
according to a reliable estimate, the ill-
golten gains on impons during two
vears would be of the order of Rs. 1,000
crores. This amount has several co-
sharers — corrupt officials who handle
the issue of licences, the recipients of
the licences, induding both those who
just sell them in the black market and
real imporiers. The accounts of cost are
falsified by inter-sales and the like. so as
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te bring the declared cost to near the
market price, and so as also to replen-
ish the importers for their paymenits for
the purchase of the licences and for
corrupt transactions with officials and
go-betweens. All these incomes are tax-
free, being iflicit in nature. It is these
earnings that enable some people to
give large political donations to the rul-
ing party and also to other groups for
purchasing peace. The beneficiaries of
the illegal gain, on account of import
controls, are the upper income groups
and the money is obtained from those
who consume the imported commod-
iies or articles into the production of
which such imported materials go. The
total anti-social money that goes thus
from consumers’ pockels to upper in-
come groups has been estimated as
being of the order of Rs, 300 crores per
year. Inflation, import restrictions and
other controls have affected the moral
standards of the nation, and have led to
the emergence of a new undesirable
profession engaged in touting for
obtaining licences, permits and con-
tracts, in illicit trafficking in import -
cences, and in smuggling gold, di-
amonds, watches, cigarettes, fountain
pens, razor blades, photographic acces-
sories, etc. The talent for enterprise
tends to gravitate around officialdom
and to practices to become rich quickly
without spending energy.

In the absence of inflation and con-
wrols, the talent and rescurces would be
aclively engaged in adding to national
wealth under the free play of competi-
tion, the normal road to progress. Infla-
tion and controls discourage efficiency
and progress and honesty.

Easy money being available to some
under controls and inflation, they favour
continued ‘planning’ which to them
means continued inflation and controls
which provide them opportunities to
amass money. Political parties in power
also favour controls, as these give an
opportunity for the exercise of power
and for acquiring personal and political
gains, Conscience pricks are quelied by
the thought that it is all done in the
national interests, and the gains are
only an incidental by-product,

Mever were the interests of the anti-
social elements so well looked afler as
under the present administration.
These centrols must go or the Govern-
ment should change. if the country is to
be extricated from the morass it has got
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It was deficit spending that was the ex-
plicit centerpiece of Kenynesian fiscal
policy. In place of the traditional virtue of
financing government spending on a
pay-as-you-go basis, Keynesian econc-
mics made a virtue of budget deficits that
would leave it to future generations to
pay those costs. Early Keynesians
argued that those costs were not real be-
cause, as they said, we only owe the
national debt to ourselves. We now rec-
ognize that is wrong. Because of past
budget deficits, we now have a smaller
capital stock, lower productivity, and low-
er real incomes, We and our children will
pay the very real costs of past deficits.
Moreaver, just paying the interest on the
nalicnal debt now requires 40 percent of
all personal Lax revenues; without that in-
herited obligation, our tax rates would be
40 percent lower today and the incen-
tives of aftertax compensalion that
much more favourable.

Unforlunately, several decades of
Keynesian instruction on the virtues of
budget deficits have left the public and
our political leaders confused about the
costs of running persistent deficits.
Keynes once wrote, in an often quoted
passage, that: “Practical men, who be-
lieve thernselves o be quite exemnpl from
any intetiectual influences, are usually the
staves of some defunct economist. Mad-
men in authorly, who hear volces in the
air, are distilling their frenzy from some
academic scribbler of a few years back.”
Keynies has been that influential defunct
scribbler for the past generation. But who
would ever have thought that the politi-

Keynesian Deficit Financing

Martin Feldstein

cian hearing Keynes's voice i the air
mighl be Ronald Reagan?

The use of deficit spending to reduce
unemnployment led inevitably to the idea
that governmeni could manage the eco-
nomy to eliminate the business cycle.
The experience in attempting to do that
in the 60's and "70s has demonstrated
clearly the inherent inabiity of econom-
ists ta provide the kind of information
that would be necessary to farecast and
fine-tune the economy in this way. [t is a
useful bit of humility, but we paid a high
price for it

One final word about fiscal policy. f be-
lieve that the apparent legitimacy that
Keynesian economics gave 10 the idea of
an activist fiscal policy aimed at reducing
unemployment also encouraged the
growth of other types of activist and
counter-productve government interfer-
ence with the market economy. The Un-
ited States was cerainly not alone in
going down that route. Mow, decades la-
ter, econormists and govermments
around the world are waking up to what
George Schultz has described as the
understanding that the “structural rigidi-
ties imposed by governments are the
main obstacles to economic growth,”

Martin Feldstein, Professor of Economics,
Harvard Unbversity

{Exiracted from Keynesian Economics and
Harvard, Challenge, July-August 1988

stuck in. It is not true, as is argued
sometimes, that rising prices and con-
trols and import restrictions and ex-
change controls are inherent in a de-
veloping economy, The experience of
other countijes — Canada, Belgium,
West Germany, Mexico, Japan, ltaly and
France — have demonstrated the un-
truth of this plea,

High Prices — Why?

It is not true, as is sometimes stated,
that prices all over the world have risen.
West German national income rose in
real terms at i3 per cent per year in
each year of the period 195} to 1958,
But prices rose there by less than one
per cent per year, 5 per cent only in all
seven years. And West Germany was in
the forefront to remove restriclions on

imports and on paymenls abroad. In
ever so rmany counlries price stability
and surplus in balance of payments,
and abolition of restrictions on imports
and payments, have gone together with
rapid economic growth.

Since 1955, Indian price-rise stands
out almost alone, Prices in May 1960 in
India were 33 per cent higher than in
1954, In France and ltaly prices de-
clined during that period. In Germany,
Belgium and Japan and other countries
the annual price rise was ! per cent of
at most 2 per cent’

{ here 1» & notion thal curailing hank
cre fit sl e einflaton, Bank eredis
is so closely related to deficit financing
that keeping the latter going and reduc-
ing intlation by conlral oves Credil is a



tility. il only adds to the confusion, To
strict credit against foodgrains and
:rtain other commodities would raise
e cost of banking services generally,
1d in parlicular the cost of credit to the
ade in those commoadities, which are
isential for the economic life of the
ymmunity. Naturally, such policies en-
wurage advances against assets out-
de the banned list and drive the busi-
2ss of credit from scheduled banks to
hers which are not under control, The
Jlicy of credit controls has demonsts-
sly failed. Tampering with the credit-
achinery wili not achieve anything as
ng as deflicit financing is conlinuing.

The fact is that the attempt to ‘invest’
an-available resources — which is
hat deficit financing amounts to — is
wrong and futile policy. Mo plan can
2 larger than the resources available
T investmment, be it internal or that
stained from generous outsiders,
ven as water is no substitute for milk,
flation is no real resource. The fallacy
‘oduces high prices and distress. A
.an based on inflatton will retard prog-
55 instead of accelerating it.

The Third Plan is tremendously infla-
nary. The overl deficit financing of
is Plan is Rs. 550 crores. This is mis-
ading. Without totalitarian and physic-
suppression of consumplion, in order
» mop up people’s money by reducing
snsumption, the amount of supposed
railability of savings estimated at Rs.

200 crores is an over-estimate, The
ver-estimate is at least of the order of
$.1.300 crores.

Thus what the Plan requires by way of
weign  aid, (over and above the
mount required for repayments due) is
ot Rs. 2,700 crores but Rs. 5350
rores. The deficit financing therefore
ill not be only Rs. 550 crores as plan-
ed but six limes that figure. [f the fore-
jn aid does not arrive according to the
me table, whatever the causes may be,
e gap will be much greater. And there
re good reasons for apprehending
\s.

We know that deficit financing to the
xtent of Rs, 367 crores during the five
ears ending 59-60 led to a price rise of
2 per cent. The deficit {inancing inhe-
:nt in the Third Plan will certainly in-
olve ‘runaway inflation’, like the one
at swepl over Germany after the fiest
Jorld War. During the five months en-
ing August | 960, prices have been ris-
1g at g rate computed at 14.2 per cent

per annum. This is an indication to take
note of. Deficit financing has aiready
gane too far. Foreign aid and drafis on
currency reserves, cannot go on inde-
finitely. Holding the price line, which is
continually promised, would be just
King Canute’s command to the waves
of the sea.

The High Cost of Inflation

it is pathelically argued that inflation
will be stopped by increase in produc-
tion. Inflation retards production, It
drives up costs and the commodities
manufactured must be sold at higher
prices. Prices and cosis rise simul-
taneously with inflation, and will con-
tinue to rise with continuing inflation.
Inflation is the disease and the prices
only indicate the temperature, There is
no good attempting to reduce the
symptomn while keeping the disease
going. Fair price shops of any kind or
number cannct achieve control of
prices. Even if buffer stocks released for
sale depress food prices antificially, this
will shift agriculture to other than food-
crops, and render the food position
worse. Any commaodity distribution at
arbitrary prices will fail, because the
stocks will be bought up as soon as
they are put on the markel, and go to
feed the black market. The cost of any
remedy put in action by way of sub-
sidies will ultimately fall on the shoul-
ders of the tax-payers. The net result, so
far as the price level is concerned, will
be nil. The price problem resulting from
inflaion cannot be corrected by a
change in the machinery of distribution.
The diagnosis must be kept in mind
when treatments are attempted. The
money let loose being the cause, re-
medies other than reducing the money
flow will not avail.

The favourite notion that prices result
from traders’ conspiracies is stupid.
Such conspiracies are impossibte. The
prevailing price rise is not the putcome
of either monopolies or impossible
conspiracies but ef deficit financing,
Prices have risen despite bumper crops
and heavy annual impon of food-grains
of three million tons for four years.

To stop prices from rising. we must
restore the balance between the flow of
production and the flow of money. Infla-
tion and excessive State interference
are the two evils of the Indian econamy
ol today. If and only when these two
evils are removed, can we expect to be
saved from rising prices.

I At present, the Office uf the Economic Adviser,
Mirusiry of Industry publishes these figures,
With |970-71 as base year (ig 19717
100) the wholesale price index was 48 in
1950-51, 550 19R0-61, 405w 1987-88 and
over 434 in December 1988, the latest figure
available., This means a 9-fold increase in the
whaolesale pnce index in 37 years.

3. The overall budgel deficit rose from Rs.5816
crores in 19768-BB8 to Rs.7,940 crores in 1988-
89 {revised estimate and Rs.7337 crores in
the Budgel 1988-90. Il is not difficult to im-
agine how Rajaji would have reacted 1o the
present Government's fiscal mismanagement!

4, According to the repont of the Mational nsti-
wite of Publc Finance and Policy on Black
Money in India. black money geheration was
alleast Rs30.786 crores in 1983-84, about
21% of Gross Domestic Product (Tactor cost at
current prices). Expeits tell us that this is an
under-estimation.

¥

5. Average annual rales ol inflation of these
countries during 196%-80 and 1980-86 were:

1965-80  1980-86
West Germany 5.2 3.0
Ialy 1.2 132
France 8.0 88
Belgium 6.6 5.7
Japan 7.8 16
India 76 7.8
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A Tale of Two Deficits

Does a big budget deficit lead to a
big trade deficit? In some countries, like
the USA, it may. In others, like Japan, it
may not. In India's case, neither eco-
nomists nor govemment planners have
usually seen any direct link between the
two deficits. After all, the two have
sometimes moved in opposite direc-
tions. However, with the liberalisation of
the economy, it now appears that the
two have become linked. That is bad
news for the Government and the pub-
lic. For years politicians have been
printing notes mertily to finance ex-
penditure, confident that this will not
create balance of payments problems.
They need to think twice now.

Any deficit is a sign of over-
consumption. A budget deficit means
that 2 Government is spending maore
than it gets through revenue. A trade
deficit means that a country is consum-
ing more than it produces. Are the two
sorts of over-consumption directly link-
ed? Mot necessarily. The Japanese are
a thrifty lot, saving up to 30 per cent of
GMP. Such massive savings are enough
to finance all domestic investments as
well as the budget deficit. So there is no
over-consumption at the national level,
and hence no trade deficit.

Thingg are very different in the USA.
Americans have increasingly become
spendthrift. and now save less than five
per cent of disposable household in-
come. This is insufficient to finance
domestic investment as well as the
budget deficit So they are consuming
too much, and have to finance this
over-consumption by borrowing cash
to buy goods from abroad

What about India? Indians are fairly
thrifty — our savings rate has varicd
from 2] per cent to 24 per cent in re-
cent years. However, the Government
has become terribly spendthrift. Back in
the 1960s and 1970s it had a revenue
surplus, & positive contribution to the
country’s savings. But in the 1980s this
has given way to a revenue deficit,
which means dis-saving {which eats
into the namonal Kitty of savings). -~

over

The implications of our

Foovnmn s -

consumption are ominous, We are hav-
ing to rely increasingly on foreign
money and foreign goods to meet our
over-consumption. This canpnot con-
tinue long. It will, if unchecked, lead us
straight into an external debt trap.

The Government has depreciated the
rupee considerably in the last few years
to promote exports. The policy has
yielded results — exports have risen 24
per cent this year. But impornts have also
shot up by something like 27 per cent.
This has been a puzzle. Devaluation
usually means a fall in imports because
of higher import prices. Why then are
impons nsing s0 fast in India? One
answer is, simply, over-consumption.
Deficit financing is pumping so much
demand into the economy that Lthe de-
mand for impons is rising fast despite
the higher import prices.

Any deficit is a sign of over
consumption, A budget
deficit means that a
Government is spending
more than it gets through
revenue. A trade deficit
means that a country is
consuming more than it
produces,

Every undergraduate learns at col-
lege that a trade gap caused by over-
consumption cannot be corrected by
devaluation aione — this musl be
accompanied by a shrinkage in the
Government's deficit. Only such a
shrinkage can correct the underlying
problemn of over-consumption. In India,
the Govemment has consistently
ignored this undergraduate lesson.

One answer lies in import controls. In
the 1960s and early 1970s. imporns
were very strictly controlled because
foreign exchange was even scarcer
than today (There was no hotrpwing
from Tofeign banks in those days) So
even if more purchasing power was
pumped into the economy by deficit

Swaminathan S. Ankiesaria Aiyar

financing. this led to inflation rather
than a surge in impors. Secondly, in
the 1960s and early 1970s. the growth
of GNP was modest. and this also
checked import growth.

In the 1980s bolh factors have
changed GNP growth has become dis-
unctly faster, and tends to suck in more
imports. And the gradual easing of im-
port barriers means that a surge in de-
mand is more likely to lead to a surge in
imports too. In the other words, liber-
alisation has created a link between the
two deficits, a link which was cloaked
earlier by stringent import controls.

Some observers have blamed the im-
ports boom on large imports of compo-
nents for luxury items like automobiles,
A look at the detailed import figures
shows that the problerr lies elsewhere,
In the first ive months of 1988-89, im-
ports of transport equipment actually
fell by Rs 31 crores, and overall imports
of machinery rose by only Rs 68.8
crores. On the other hand bulk imports
— such as petroleurn. steel, cereals,
edible oils, fertilisers — shot up by Rs
991 crores. Project imports rose by Rs
251 crores. Imports of “other items” —
a wide miscellany — rose by another Rs
569.4 crores. This suggests that im-
ports are surging because of a general
rise in dermand. not just because of cars
or electronics. The increase in imports
is spread over an extraordinarily wide
range of items,

What is the way out? Some econom-
ists want to ctamp stringent controls on
imports again. That will certainly cut im-
ports, but the excess demand will then
spilt over” into much higher inflation.
The proper answer is not to tackle the
symptom (import growth) but the dis-
ease {(over-consumptlion) by slashing
deficit financing. The Centre is fond of
tecturing the States on financial prof-
ligacy but is guilty of gross profligacy
itseli. It must curb its over-
consumption, Otherwise the peaple will
have 1o pay a great price for it

COURTESY: Financial Express, March 1. Mi.

Swaminathan S. Anklesaria Alyar is Editor of
the Flnancial Express.



r'hose Honourable Men and their Planning

Machine

Jay Dubashi

The same Establishment men will bring out © new plan this yeor, as they have been doing
regulorly every five yeors or so since 1950. And when the plon is over, someone among them
will get up and say thot the poor ore increasing, the slums are growing, ond the debt trop is

:losing upon us. The plans and the economists who drew them up were supposed to provide o
solution fo our problems. Now, they hove themselves become the problem.

Over two hundred economists and
lanners met in New Delhi in February
1is year to discuss, as an official re-
:ase put it, the planning strateqy, de-
elopment process and methodology
f planning adopted in the country over
1e past forty years. The purpose was to
lentity the future course of action in
1e country's planning process and to
uggest alternative planning models.
o far, so good, but what did they do?
ve shall probably have to wait for the
apers — which will no doubt be pub-
shed in extenso in due course, for that
i generally the main purpose behind
1ese meetings — to find out what ex-
ctly was achieved during the confer-
nce, but we have an inkling of the likely
utcome in a report filed by a reponer
tho covered the conference.

The peoor fellow must have been con-
1sed at the end of it all, for the repon
2ads like the final paragraph -—— which
as not changed in all these forty years
— of the annual economic survey the
overnment brings out religiously be-
e the budget Implementation is as
nportant as planning, agriculture
hould receive priority in plan projec-
ons, there should be more stress on
fiiciency in the use of resources, scien-
e and technotogy should not be over-
cked and the public sector should
oncentrate on infrastructural areas.
nd, yes, there is a parting kick, which
wust be a high water mark of the con-
rence: chief executives in the public
ector underakings should be given
10re autonomy, whatever that means.

Hagnoses but No Prescription

As Macaulay's schoolboy would have
aid, we have heard it all before. You
ight wonder whether it was realiy
ecessary for two hundred able-bodied

men to have come all the way from
London, Cambridge and Oxford —
where planning economists proliferate,
though Mrs Thatcher's government
does not care for them — not to speak
of the usual crowd from umpteen gov-
ernment departments at home, just to
list the above well-wom cliches in
alphabetical order, without a single
down-to-earth prescription for our cur-
rent ills. Do these platiludes add up to
an alternative planning model? What
exactly is meant by priority to agricul-
ture, which is almost entirely in the pri-
vate sector? Does it mean higher or
lower prices for farm commodities?
And who is responsibile for the present
resource constraint, not just in the pub-
lic sector but all along the line, and of
which poverly is the most visible
symbal?

We all know what is wrong with us.
Even the Sarkari economists, men who
have been very close to the Establish-
ment all these years, are slowly begin-
ning to realise that things are not what
they shouid be, and even more impor-
tant, what they could be. Yet our eco-

nomists, usually a loquacious lot when
it comes to holding forth on what is
wrong with the economy, are suddenly
struck dumb when it comes to prescrib-
ing a cure for the ailment. Books after
books, research papers upon research
papers, semninars after seminars tell us
what ills afflict the Indian economy, but
not a pip about how to tackle themn,

Take the question of poverty. The
subject has been done to death, not
poverty, only the subject. | am told that
it is impossible for anyone in the world
to write about poverty — not universal
poverty but poverty in his own country
— without a reference to the abund-
ance of literature on the subject by Indi-
an economists, some of whom have
done very well for themselves, not in
India but abroad, where it really matters.
A lew years ago, a friend attended a
setminar on poverty at Berkeley, Calitor-
nia, the most uniikely place for such a
depressing topic, but he and his fellow
paniicipants enjoved it. For three full
days, they discussed, after an Indian ex-
pert had showed his computerised
print-outs, whether the percentage of
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€ poor In India was 345667 or
15776 per cent, a matler of cansider-
{e imponance apparently when deal-
g with poverty, When you deal with
imputers, even the fourth decimal
ace matlers. And after the seminar ev-
y day, there were fush meals and
nes under a balmy California sky, and
ey all went home, including the Indian
pert, pteased as punch at the success
their deliberations.

ur Establishment Economists

A day or so after the Delhi confer-
1ce, a Delhi econamist wha has been
th the Planning Commission for years
id still heads a body that is supposed
advise the prime minister. said that
rerafisation — which was obviously in-
>duced against his advice and which
: does not fancy — would perpetuate
e two Indias — ane called Bharat and
e other called India — though he did
it explain how the two Indias were cre-
ed in the first place. For years, another
‘onomist, now a veteran in the field,
of. VK.RY. Rao, an establishment
‘onomist who has worked with the
wernment in nearly every capacity it is
sssible for an economist to do, has
en going round saying that Lhe plans
- in the preparation and implementa-
in of some of thern he has had a hand
- had done nothing to remaove poverty
distribute wealth, though to an out-
er like myself, this would appear to
: implicit in the kind of top-heavy
ans Prof. Rao and his colleagues in
zlhi Schoel have not only supported
it done everything to promote over
e years. The top-heavy model was an
dian version of the Stalin model
inus the terror — a kind of a vegeta-
in version of the Soviet model —
ough a quarter century after the first
an, the terror bit did show up during
e Emergency. | do not know what
of. Rao and others were up to during
e Emergency and whether they were
er able to make out the link between
- two — their own highly centralised
anning madels and the tyranny of the
nergency that followed them as
tturally as night followed day.

The critics of the Indian economy are
ten the very same people who have
:en advising the government year af-
r year, but who suddenly turn upon
her critics if they too join the chorus.
rery year at the time of the budget
ey ask the government to cut down

on the budget deficit, without realising
that their planning model with the stress
on large government spending is itself
responsible for the growing deficits,
They want exports 1o be stepped up,
even by devaluing the rupee if neces-
sary, conveniently fargetting that the
rupee has been devaiued year after year
since 1980 and will continue to lose its
value as long as present policies con-
tinue. But they do not relate the deficit
with the inefficiency of the public sector
which, for some reason, remains in-
violate.

Have the establishment economists
developed cold feet? Because the over-
all effect of the kind of planning mode!
we have adopted is so depressing —
India is still among the poorest coun-
tries of the world and accounts for near-
ly the bulk of the world's poor — that |
suspect that these economists and
planners are slowly distancing them-
selves from the entire planning process.
They are interested or pretend to be in-
terested in the technical aspects of
planning but not in its functioning as a
practical organic model, like a mecha-
nic tinkering with an engine but with no
intention of putting it into a car and
make it run. And just as the mechanic
periodically tears the engine apart and
examines individual parts, these men
analyse and study the economy in
parts, someone dealing with poverty,
another with budgets, a third one with
income distribution and so on, but no
one prepared to take responsibility for
the whole. When cornered, they can al-
ways turn round and say, ] was dealing
with poverty and had nothing to do with
GNP growth or exports. This is intellec-
tual cowardice, if not dishonesty, but
while success has many fathers, failure
has none,

All this would no! have mattered if
these people would anly tell the govern-
ment — and if not the government,
their own colleagues — what should be
done to put things right, rather than tell
us what is wrong. We all know what is
wrong. We know there are too many
poor people, far more than there should
be. We know that we are not growing as
fast as we should, while those who have
no hang-ups about planning maodels
are racing ahead of us at twice our
speed. It matters litle whether the per-
centage of the poor is 30 or 25 or 35, it
is stll very large. What matters or
should matter is how to bring it down to
1G or 15 per cent Everything else is

On Public Sector {ndertakings

“Academniclans have atiributed several

traditional strengths to the Public Seclor.

They primarily are

— ability 10 survive without profit

— State ownership gives them imniortality,

— Wages and high Bonuses can be paid
even by conbnuously incurring losses,

— Government ownership gives full benefits
of a monopoly.”

Vasant Sathe in his book Restructuring of
Public Sector in India.

irrelevant, though it might help our eco-
nomists to get jobs at Berkeley and
Cambridge — and remave their own
poveny!

Solutions Meeded, Not Problems

There is little point in studying a dis-
ease unless you want lo eradicate it
There is no point in studying weaknes-
ses in the economy — poverty, low
GNP growth rates, slums, corruption —
unless you want to overcome them. We
need solutions, not problemns, We need
cures, not diagnosis. We know what is
wrong with us, just as other countries
know what is wrong with them. India is
like any other country: there is nothing
special about it or its problems. If we
can borrow technology from others,
why can’t we borrow economic technol-
ogy — the know-how necessary to im-
prove the economy? Other countries
have found solutions to their problems
and pushed ahead. Even communists
who for the last three-quarters of a cen-
tury — long enough time, one should
think — believed they had the keys to
the kingdem. have suddenly realised
they were wrong about mast things and
are prepared to make amends. For the
last three years, Mikhail Gorbachev has
been busy standing Marx and Stalin on
their heads, and by lhe time he is
through, these worthies may be con-
signed to the dustbins of histroy where
they belong. Gorbachev has gone
beyond anatysing his country’s failures.
He is leasing out land to the descen-
dants of the very same Auidaks his pre-
decessors had put Lo death, He is open-
ing up the economy. slowly but unim-
istakably so. And he is prepared to
accept foreign capital and technology,
not on his terms but theirs,
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The Chinese communists go even
further. They have concluded that com-
munism rs dead but still have the prob-
lem of arranging a decent burial. The
biggest dilficulty, as the Economist
{London) wrote recently {February 17,
§989), is that the two main weaknesses
of the systern — state ownership and
distorted prices — worsen each other.
No reformers have been bold enough
to tackle both at the same time. But
things are now changing:

Three economists at the Chinese
Academy of Social Sciences make
the strongest case for a reform based
on atlacking state ownership, The
main one, Mr Hua Sheng, a few years
ago backed the present 'dual-tack’
policy of half free, half contolled
prices as the way towards reform. He
now thinks price reform witl not work
without a huge divestiture of state en-
terprises — because this is essential
to stop politicizns interfering with
business, and because inflation wilt
otherwise be uncontrollable.

Mr Hua and- his colieagues have
come up with a clever plan for priva-
tising China. It is clever, partly be-
cause it deals one of the main obsta-
cles to privatisation, the lack of even a
rudimentary capital market in China.
It also plays to one of China's
strengths — the diffusion of political
power among provincial and local
bodies — as a way of attacking one
of the economy’s crippling liabilities:
the strong role of local politics in
firms’ decision-making, It does
something else which, as good com-
munists, Mr Hua and his colleagues
would deny: it inroduces capitalism
in a gradual way that can pass aimost
unnoticed.

Our Swadeshi Stalinist

While Chinese economists are enag-
aged in ‘introducing capitalissm’ our
own economists are busy defending the
Stalin model of Soviet planning. This is
what Sukharmoy Chakravarty, a former
member of the planning commission
and at one lime a leading member of
Indira Gandhi's think tank, told a New
Delhi audience recently :

Speaking at a seminar on political
and economic transformation of In-
dia orgenised by the Krishna Menon
Sociery, Professor Chakravarty said
that the Russian model of planning
worked well during the first three live-
year plans He also said thot a politic-

al consensus was needed to accom-
plish growth with equity, the motive
behind planned development.
tThe Statesrman February 19 1oty

Comment is superflluous. Why is it so
hard for Establishment economists to
own up to what the communists are
doing in their countries? Why are they
so shy at prescribing cures for allments
they have been examining all these
years? One, they may not have any pre-
scriptions. Second, the prescriptions
that will work are almost cerainly the
exact opposite ot what these econom-
isls have been proposing all these years
— less centralised planning, less con-
trols and taxes, smaller public sector, in
other words, less of government in-
tervenlion at every level, instead of
more, Start with the public sector — as
even the Chinese economists are sug-
gesting — and go on from there. Over a
five-year period, a huge amount of over
Rs 70.000 crores would be released
from the dead clutches of the govern-
ment and their flunkeys, and it will cre-
ate enough waves to bring the rest of
the bloated edifice crashing down. This
is what Margaret Thatcher did in Britain
— and even Francois Mitterand, a com-
mitted socialist, in France. In fact, this is
what Gorbachev himself is trying to do
in the Soviet Union, against heavy odds
and against the opposition of entren-
ched Stalinists inside the regime.

And, what do our planners propose?
They want more autonomy for chief ex-
ecutives. ARer two days of speech-
making in New Delhi all they want is a
new set of drivers for an engine that has
all but come to a hall. In fact, this auton-
omy business is a brainwave of the
polilicians, and the economists are re-
pealing it because that is what they be-
lieve the politicians would like to hear.
Do not change the engine, they say; do
not change the car; all you have to do is
get a new driver and do away with back-
seat driving. The engine and the car be-
long to the politicians, so do not mess
about with it The driver can be hired
and fired, and no matter who drives the
car, the vehicle itself will be firmly in the
control of the politicians.

At a time when industries — and
much else — are undergoing a thor-
ough overhaul all over the world, all that
our own Establishment economists and
planners can suggest, with due apolo-
gies to the politicians present, is & new
face at the wheel. They do not want Lo
overhaul the engine for there is pnthineg

wrung with il. There is. in fact, nothing
wrong with anything, only & screw loose
here and a nut to be tightened there,
Thatcher, Mitterand and Gorbachey are
fools. Il only Lhey hired our economists.
there would be no need for Perestroika
or Llasnost, no need for fresh trade un-
1on legislation or for the Big Bang at the
stock exchange.

The same Establishment men will
bring out a new plan this year, as they
have been doing reguiarly every five
years or so since 1950. And when the
plan is over. someone among them will
get up and say that the poor are in-
creasing, the siums are growing, and
the debl trap is closing upon us. The
plans and the economists who drew
thern up were supposed to provide a
solution to our problerns. Now. they
have themselves become the problem.

Mr. Jay Dubashi is an eminent economist
and commentator on economic affairs.
L 4

Social Injustice

All in all, the Budget has something to
offer for everybody one way or the other
Even tiny groups (for example, gold-
smiths, pensioners freedom fighters)
have not been left out of the Chavan
largesse. While this is doubtless a neal
exercise in public relations, all the
structural weaknesses of our public fi-
nance remain. A very heavy oullay on de-
fence, increasing outlays on subsidies
{Rs. 7472 crores as against Rs. 684!
crores last year) and interest payments
{Rs. 17000 crares as against Rs. 14,150
crores) a lax systemn skewed in favour of
raising revenue through indirect taxes, all
continue. Mo serious attempt to identify
and curb unnecessary and wasteful ex-
penditure is in view. Neither is any sus-
lained efforl visible to gel the best out of
every Rupee spent by the Government

If the Budget achieves its real aim of
pleasing the voters, the Ruling Party may
hope 1o return to power. But that is about
all. One shoutd noL after all, wake the Fi-
nance Minister senously when he claimns
that fns Budget marks: "a qualilatively
new slage in our conlinuing quest for so-
cial jusice” Alas! if anything. the Budget
will have Lhe opposite effect of Increasing
sucidl injusuce through more mequality.
In the sor of high cost economy to which
this Government 1s locking the country
in there ¢ an be nether developiment nar
s¥nl ushce

5. Ambirajan
Thie Hinedii, March 7




The High Cost, Protected Market Syndrome

K.S. Ramachandran

We need fo dismantle the high cast regime but this cannot be done through indiscriminate
imports and revenue sacrifices by Government. Apart from the manufacturers, tabour has a
maijor responsibility. The regime of high wage costs and low productivity must end before we
can launch a successful assault on the high cost, protected market syndrome.

The intended goal of various mea-
sures of liberalisation is the growth of a
:ampetitive environment — a goal jus-
lied by a general want of competitive-
vess. quality and cost-wise, of Indian
nanufactures. A regime of liberal im-
sorts has, inter alia, been introduced
.0 as 'o make available inpuls at inter-
ational prices and o expose final pro-
lucers to overseas competition.

It is perhaps premature to evaluate
he effects of the liberalisation drive
aunched in 1985 But so lar in the
seventh Plan period, although the liber-
d imponr regime has got reflected in a
aurge in imports, evidence is wanting of
he latter contributing to export growth,

In the Seventh Pian, the annual
olume of growth of exports and im-
wrts originally envisaged was 6.8 per
-ent and 5.8 per cent respectively and
he aggregate current account balance
¥ payment deficit was projected at 1.6
er cent of the gross domestic product
wer the Plan period.

But. in its mid-term appraisal made
wblic in January 1288, the Planning
~ommission revised the export down to
1 per cent and the import growth to 7.5
ver cent and the current account ba-
ance ol payments deficit upto 1.9 per
ent of gross domestic product

From the mid-term appraisal, it
merged thal while exports during
985-90 were to be ol the order of Rs.
0,700 crores they would now be Rs.
5,900 crores. As for imports, against
1e earlier projection of Rs. 95,400
rores the Planning Commission ex-
ected these to teach Rs, 99300
rores, Bulk imports were scaled down
'om Rs 47,400 crores to Rs. 46,300
rores, but non-bulk imports were re-
ised up to Rs. 53,000 crores from Rs,
8.000 crores.

A significart admission the mid-term
ppraisal made in respect of engineer-
g goods and chemicals, was a pointer
) the inadequate contribution of the

liberal import regime to export perform-
ance, The Planning Commission docu-
ment made specitic mention of a
“small share of exports and Hexibility of
preduction made passible by input im-
ports”, in respect of the engineering
goods and chemicals sectors.

Clearly, the beneficiaries of liberal im-
ports of inpuls were using these to ex-
ploit the protected market conditions
further, though it is also possible that
cheaper and better quality inputs were
not contributing to the competitive pro-
duction,

f have to refer in this context to a
study released in January 1989. A com-
prehensive critique "Planning and De-
velopment in india” by Dr S.P. Cupta,
Director of the Indian Council for Re-
search on International Economic Reta-
tons {ICRIER) shows that in 1980, in
respect of a number of manufactures
India had a substaniial price disadvan-
lage.

Dr Gupta's book was reviewed by me
in the Financial Fxpress on January
15, 1989. The author has used data re-
lating to four countries in the Asian re-
gion: the Republic of Korea, Japan,
Maiaysia and the Phitippines and three
leading Western economies: West Ger-
many, Great Britain and the United
Siates. Dr Gupta has based his compa-
rative analysis on price differences be-
tween different countries worked out in
the “International comparison of real
gross product” conducted by the statis-
tical office of the United Nations and the
World Bank.

The prices of a large number of in-
dustrial and agriculturat products of the
same quality have been presented both
ir the national currency and in (1.S. dol-
lars for 1970, 1975 and 1980. These
are conceplually inclusive of the full
production cost plus all redevanl taves
and subsidies on the respective com-
modities, Subsequently, these have
been deflated by the respective coun-

Lry s dollar exchange rate to arrive at the
dollar price differences of all goeds,
which Dr Cupla pertinently noted.
"gave an idea of the price competitive-
ness between different countries, given
their present fiscal structure, bui ex-
cluding the respective export laxes or
subsidies.”

The data given in Dr Cupta's study
relate to 1980, 1975 and 1970, but are
by no means irrelavant in the present
context. The predominance aof primary
commodilies and manufactures based
on agricultural inputs in the country's
export effort and the Planning Commis-
sion’s pointed mention m ils mid-term
appraisal of the Seventh Plan of a
“small share of exporis and flexibility of
production made possible by input im-
ports” in respect of engineering goods
and chemical seclors would suggest
that our manufactures have not re-
duced their price disadvantage signifi-
cantly during the eighties,

It emerges from Dr Gupta's study
that in 1980 it was only in respect of
three items of merchandise that India
enjoyed a price advantage, worked out
in relation to the next highest price
country South Korea (which, though,
might have ceased to be so in the years
that tollowed, considering the signifi-
cant advances it has made in diverse
spheres of industrial development), The
price advantage enjoyed by indian sup-
pliers in 1980 was as follows: (i}
Women's garments — 75 per cent, {ii)
Children’s garments — 71 per cent and
(iii) Women's footwear — 53 per cent.

In regard to 24 other items consi-
dered by Dr Gupta. India bad a price
disadvantage. This was guite substan-
tial in respecl of 15 items of manufac-
ture: Men's garments: 59 per cent
Men's footwear: 38 per cent. Children s
footwear 89 por reml, Machine lonts 74
per cenl, Mining equipment 213 per
cent. Other machinery. 60 per cent,
general industrial machinery: 148 pt
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“WE MUST REBUILD
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NOT OF BIRTH OR NOT OF
WEALTH OR EVEN OF
INTELLECT, BUT OF
CHARACTER”
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nt. Motor cars: 177 per cent TV sets:
'2 per cenl, Radios; 116 per cent,
wellery, Watches etc: 129 per cent,
garettes: 48 per cent, Instruments; 42
 cent, Cooking ranges: 77 per cent
d Heaters, Air-conditioners: 66 per
nt.

There is one aspect of Dr Gupta's re-
arch work which needs recalling —
e price disadvantage (aiso advantage)
15 been worked out in relation to the
wt priced country. Over the last few
ars, in view of the steady drop in the
ternal value of the U.S. dollar begin-
1g with the Plaza accord of Septem-
r 22, 1985 among member countries
the group of five and gains of the
panese Yen and South Korean Won,
e price disadvantage of Indian manu-
ctures should not have increased any
rther. But the fact that India's adverse
wde balance with both Japan and
>uth Korea has risen and even more
2, that the global rade surplus of these
‘0 countries has remained quite large
- though both have complained bitter-
about the adverse effects of the
spreciation of their domestic curren-
es against the {.5. Dollar — empha-
ses the magnitude of India’'s own cost
sadvantage,
The failure on our par to take any
ade advantage of the sharp gains of
e Japanese Yen and the South Ko-
an Won is duly reflected in the small
are of manufactures in the overall ex-
ort effort.

A study by the National Council of
>plied Economic Research (NCAER)
ad revealed that neither FERA com-
anies nor the large domestic enter-
iises were conlributing any more than
sidually to the export drive. Things
ave not improved very much and the
nion Commerce Ministry and the In-

dustry Ministry rightly have warned of a
dilution of the liberal import regime and
a review of the present liberal approach
to the MRTP Act and industrial licencing
generally in the event of manufactures
not demanstraling a resoive o improve
their export performance in a big way.

Now, an obvious reason why the lar-
ger industrial undertakings in the coun-
try are inward-looking and are not very
keen to venture overseas is the high
cost, protected mmarket here, The
NCAER researchers noted that the
general inclination was to use imported
inputs to cater to domestic needs and
exploit the craze for goods based on
such inputs. Producers with an assured
domestic demand do not have to seek
foreign outlets. One can blame the
Government for not being generous on
export subsidies to neutralise the high
costs, but basically it is the safety of the
protected domestic market which
keeps the manufactures tied lo the in-
digenous consumer,

As for the high cost regime itself, an
important factor is that basic inputs are
not competitively priced. For this, the
operational shoricaomings of public sec-
tor suppliers are an obvious explana-
tion. The discussion paper on adminis-
tered prices circulated by the Union Fi-
nance Ministry conceded this, The pap-
er suggested a policy of normative pric-
ing as a remedy. But while this is good
in theory, it demands a level of oper-
ational efficiency that the public sector
generally is not capable of.

The liberal import regime and
rationalisation of custormns as well as ex-
cise duties are the right answer to this
situation. The long term fiscal policy
formulated in December, 1985 envis-
aged a differential system of customs
duties with raw materials bearing lower

levies than components and parts and
the latter in turn attracting reduced im-
posts than intermediate goods. Under
the scheme proposed by the policy, fin-
al products were to bear the heaviest
levies. As for Modval. the goal was to
reduce the cascading effect of fiscal
levies on inputs,

But, the rationalisation of customs
duties has not been aliowed to go the
full distance because of problems faced
by domestic producers. Even the more
efficient pubiic sector underiakings
such as Bharat Heavy Electricals and
Hindustan Machine Tools were having
problems coping with the threat of
cheaper imports. Similarly, in the case
of excise duties, Modvat could not be
allowed to provide set offs tor the inci-
dence of all levies on inputs because of
fears of a decline in revenue, From the
start, Government committed itself to
the principle of Modvat being revenue
neutral.

The solution to this state of affairs is
not easy to find. We need to dismantle
the high cost regime but this cannot be
done through indiscriminate imports
and revenue sacrifices by Government.
Efficiency must be promoted all round
and in this every one must play a part,
Apart from the manufacturers, labour
has a major responsibility. A system of
wage and bonus payment quite un-
refated to productivity is no way to
promote a competitive environment,
The regime of high wage costs and low
productivity must end before we can
launch a successful assault on the high
cost, protected market syndrome.

Mr. K.5. Ramachandran 1s Senlor
Assistant Editor, Financial Express

Deficit Financing is

Counterfeiting

On top of deficit finance amounting to
Rs 26,339 crores during the last four
years, this year another Rs 7337 crores of
fabricated money is o be added to the
money in circulation in the country. If you
or | were to fabricate a ten rupee cuiren-
cy note, we would have 1o serve a sent-
ence of rigorous imprisonment in jail. In
my opinion, the Prime Minister and the
Finance Minister should both be 1n piis-
on because they aie proposing to print
Rs 7337 crores of bogus currency notes
in the Nasik Government Printing Press

and put this counterfeit currency in the
hands of honest citizens. The resul
would be that the rupee. which has
already become pretty worthless, will be-
come even more worthless. This is the
way in which the Union Govemment dis-
honestly took money out of the pockets
of the poor cilizens without even saying
50,

It all starled in the days of Pandit Jawa-
harlal Nehiu. When some time in 1961
complained in Parliament about the in-
lavon being created by his Government,
the Prime Minister remarked in his reply
"l don’t know why Mr. Masani is so agi-
tated because a little inflation is a good

thing™. To this, in my nexl speech in the
Lok Sabha | referred to a story about a
war time price administrator in USA. He
was visited by a friend whose knowledge
of Economics was as limited as that of
Pandit Nehru, who asked the adminisira-
tor why he was so concemed about a
littte inflation. The administrator’s reply
was "you see John, the trouble is that a
lile inflation 1s like a litlle pregenancy. It
keeps growing”.

Minoco Masani
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Poverty In India

Poverty can be defined absolutely or
relatively. The absolute approach de-
fines some minimum necessities for
survival. Hence it is also called the
biological approach. Starvation is the
most telling aspect of poverty and it
should not be surprising that most stu-
dies on poverty in India and in other less
developed countries {LDCs) [ollow the
bioicgical approach. In the developed
countries {DCs) absolute poverty has
been largely abolished but though no
orne may be starving, there would be
some who would not be able to buy the
goods and services considered cus-
tomary by the society, Poverty becomes
the tail end of income distribution.

Difficulties of the Biologicat Approach

The biological approach though
more refevant to us as a poor country,
raises many problems. Firstly, the con-
cept of minimum nutrition required for
survival is itself rather vague. People are
known to have survived at very low
levels of nutrition and expectation of life
seems to improve continuously with ev-
ery improvement in diet. Accepting any
one level as the minimum tends to be
arbitrary. Secondly the minimum nutei-
tional requirement needs to be trans-
lated into’ the minimum food require-
ment. A large number of items of food
such as rice, wheat, fruit, vegetables,
milk, eggs, fish, meat etc. can meet the
nutritional needs of the human body.
We have to select a combination that
costs the least. Experts can and very
often do determine the minimum cost
diet. Though incredibly cheap, the mini-
murn cost combination turns out to be
“monumentally boring”. Thirdly spe-
cifying a minimum for survival in re-
spect of clothing and housing tends to
be far more arbitrary and questionable
than specifying minimum nutrition.

The Poverty Line in India

It goes to the credit of the Planning
Commission in India that it appointed a
sub-committee to estimate the extent of
poverty in India as early as the late [ifties
when poverty was being rediscovered in
the DCs, The study group consisting of
such stalwarts as  Piamber  Pant,

. Abridged from a paper on Poverty in india.
Spece contraints prevent us from pubhishing the
text 1n full.

oo Bt

There is substantial
agreement amaong
econcomists that antfi-poverty
pregramimes are
inadequate; not only
because little is provided
but alse because not all
that Is provided goes to the
target groups. There is many
a slip between the cup and
the lip.

V.K.R.V. Rao, D.R. Gadgil among others
estimated the poverty line at Rs.20 at
prices prevailing in 1950-61. The mini-
mum calorie norm underlying the spe-
cific poverty line was not known for a
long time but is now believed to be
2250 k. calories. Later researchers like
Pranab Bardhan, Dandekar and Rath
and P.D. Ojha adopted this norm, The
FAO/ESCAP recommended in 1973
2300 k. calories per person per day as
the minimum for this region, Prof.
Sukhatme disagrees with this norm. He
argues that undernutrition starts at
much lower levels of calories consump-
ton. He relies on experiments which
have proved that the calories intake of
an individual often varies from day to
day without affecting his efficiency at
work, Hence he argues that the lower
limit of the range of variation around
the norm of 2300 k. calories should be
accepted as the poverty line. This view
has not been accepted so far.

Barring the Planning Commission's
first attempt, other studies specify the
minimum norm as well as the set of
prices — used to transiate the mini-
mum into its monetary equivalence —
as the poverty line. They distinguish be-
tween rural and urban India and evalu-
ate the norm separately because prices
in urban areas are usually higher. In
doing the conversions, scholars use the
set of prices most relevant to the poor
e.g. the consumer price index for agri-

L. K. Deshpande

cultural labour in rural India and that for
the industrial workers in urban India. In
a continental country such as ours, we
need to calculate the poverty line separ-
ately for each state but such studies are
rare. This brief account may explain
why estimates of poverty differ from
one researcher to another. The noms
differ, the prices differ and the year to
which the estimates refer, also differ.
However once the poverty line is deter-
mined it is easy to measure the extent
of poverty,

Index of Poverty

The index most commonly used is
called the head count index because it
counts the number of persons below a
specific poverty line and expresses this
number as a percent of total popula-
tian. This index does not take into
account the margin by which people fall
below the poverty line. If, as a result of
the anti-poverty programmes of the
government, the standard of living of
the poor improves from 50 percent be-
low to say & percent below the poverty
line, the head count index would show
no fall in poverty but maost of us would
agree that poverty would be reduced in
this case. The index that takes into
account the changes in the distribution
of poverty is called the Sen Index after
its inventor Amartya Sen.

A few comments are necessary be-
fore | turn to the estimates of poverty in
India. Firstly neither hunger nor ine-
quality is coterminous with poverty
though both are closely related to it
Secondly, to be poor is to be deprived.
The poor go without food, they are ill-
clothed and ill-housed if at all. These
are conditions of poverty; what is more
impartant is the feeling of deprivation.
Eccnomists fail to take this aspect into
account in their studies and have a lot
to learn from sociologists who, | am
told, do so.

Extent of Poverty in India

Perhaps more important than the ex-
ten! of poverty in a specific year is the
direction of change in it over time.
Howiwver, on his, hindings ol eaperls
vary. For example the Planning Com-
mission concluded that the extent of
poverty has gone down considerably in



ecent years while M. Ahluwalia main-
ained that the dala did not show any
iend increase or decrease. On the
ither hand V.M. Dandekar forcelully
wgued that poverty has increased.

Broadly speaking most of the studies
in poverty are based wholly or partly on
he consumer expenditure surveys con-
fucted by the National Sample Survey
Jrganization {NSSQ). When not based
vholly, they draw on the Central Statis-
ical Organization’s (CS0) estimates of
onsumer expenditure, It is known that
ne latter source overstates and the for-
ner understates the rmnovements in the
verage consumplion expenditure.
ihluwaiia and Dandekar depend wholly
in the NSSO while the Pianning Com-
nission depends on both, A
'aidyanathan suggests that the differ-
nces in the conclusions may be ex-
lained by the biases of the basic
ources,

On the whole the economic profes-
jon is a bit sceptical of the Planning
ommission’s claim though it finds
upport from the National Council of
pplied Economic Research. Professor
.M. Khusro, ex-member of the Plan-
ing Commission was very critical of
1e profession’s "poverty of thinking on
overty”, He looked upon poverty as
aving many facets and considered it
Tong to emphasize nutrition to the ex-
lusion of others. He argued that ser-
ices like educaucn, health, transport
tc. provided by the state have in-
reased substantially since the sixties
nd to say that poverty has increased in
1e context of a fall in mortality and an
wcreased expectation of life at binh is
uite misleading. If the criticism implies
1at what we need is an index of quality
f life even at the minimum level of fiv-
1g, the point is well taken but if it
eans that one could trade off educa-
sn for hunger, a lot of eyebrows would
e raised.

{Inable to clinch the issue, some wri-
r5 look for supportive evidence. Those
ho claim that poverty has increased,
rm to the evidence relating to agri-
tural/rural  labour. Two  enquiries
nducted in 1965 and 1975 respec-
wely show that the share of labour
suseholds as against rural households
15 increased; a labourer was em-
oyed on fewes days in 1975 than in
365 and the real wages of these work-
s were lower in 1975 than in 1965.
anab Bardhan has shown that the

percentage poor among rural labourers
has increased from 52 percent to 56
percent between 1963-64 and 1977-
78. We may conclude that the extent of
poverty is unlikely to have changed over
the planning period.

Poverty — Functional or Class
Based?

Poverty is seen as arising from gross
inequality and since inequality is inevit-
able in most societies, poverty too is
inevitable. The sheer survival of any
society depends upon some rare skills
rather than others. Hence those who
have these, earn more and those that
have common skills comparatively little.
You can do little about inequality and
poverty. We need the large mass of the
poor to make society ticking economii-
cally.

In the rural areas the third of the
populalion that owns no land and the
slum dwellers in the urban areas are
those that form the bulk of the wretched
poor. Here poverty is to be seen in its
terrifying dimensions, infant mortality,
high levels of illiteracy, disease etc.

Looking at economic development, it
has been argued that inequality and
poverty are primarily functional and in-
evilable. They stoke the [ires of econo-
mic development, and provide incen-
tive for betterment for the hard-working.
With the development of the economy,
poverty will gradually disappear — this
is the price of economic development.
This comfortable doctrine has been
challenged —

a} rapid rates of economic growth have
been achieved in countries that have
both fow as well as high incidence
of inequality.

b) countries simifar to India in terms of
rate of growth have functioned with
much less poverty or at least much
less starvation. For instance, China,

The better known argument is that, in
ryral India the rich and the poor form
distinct classes and the better-off scak
the poor. All the benefits of government
activities, and the economy flow to
them and the poor stay low and dry,
Every political game is indulged in
which benefits them,

Perpetuation of poverty arises also
from conditions which make it impossi-
ble to escape its rigours through educa-
tion {formal or informal). The culture of
poverty as weil as the environment
make for a fatalistic acceptance of the
in fol. Discrimination against the sche-

duled castes and women constitutes a
distinct form of wreichedness and

poverty,

Anti-poverty Programme in [ndia

A revolutionary move whose signifi-
cance has yet to be fully seen is the
anti-poverty programmes of the gov-
ernmenL In the late sixties and the early
seventies study after study showed that
growth in per capital income was
accompanied by growing poverty and
unemployment. This experience led to
the formulation of specific programmes
addressed to the target groups, the
weaker secttons which over time have
come to include small and marginal
farmers, landless labourers, scheduled
castes and scheduled tribes, womer,
and the physically handicapped. Cur-
rently there are three major program-
mes in operation namely: the Integrated
Rural Development Programme (I[RDP),
the National Rural Employment Prog-
ramme (NREP} and the Rural Landless
Employment Guarantee Programme
(RLEGP) for the marginal holders of
land and the landless who make up the
bulk of the poor. It has been recently
decided to merger NREP and RLEG as
their operations are identical to some
extent. The merger has been made also
for more effective monitoring of the
employment generating schemes, A
fourth one, announced recently by the
Finance Minister in his budget speech
this year, is on the anvil,

During the Sixth Five Year Plan the
government spent Rs.37000 million on
the IRDP, NREP and RLEGP taken
together. Prof. Dandekar estimates that
this amounts to barely 2,15 percent of
the net national income of the unorga-
nized sector including agriculture where
the poor are concentrated. He esti-
mates that in 1985/86 and 1986/87, the
expenditure on anti-poverly program-
mes formed 1.43% and 1.59 percent
respectively of the relevant net national
product Going further, Prof. Dandekar
estimated the expenditure required to
raise all but the last decile to be raised
upto the poverty line in 1986-87. He ex-
cluded the last decile because he
thought that it would include the physi-
cally handicapped and the aged. in
short, unemployable destitutes who
wauld nat be able to benefit from these
schemes. According to his estimates,
the expenditure required to achieve this
goal was three times as large as the
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actual expenditure incurred. The inade-
quacy of the eapenditure explains why
despite there being enough food
around to provide minimum nutrition
for all. actual consumption is much
less.

There is substantial agreement
among economists that ant-poverty
pregrammes are inadeguate; not only
because little is provided bul also be-
cause nol ail that is provided goes to
Lthe target groups. There is many a slip
between the cup and the hp and the
Seventh Five Year Plan referring to eva-
juations done by Prof. Rath and others,
puts the leakages al bes! at 45 percent
of the provisions. For one thing, they
could be reduced and for another, our
fiscal policy cannot rob enough from
Peter to pay all the Pauls in our eco-
nomy. Hence the Planning Commission
is not convinced that poverty alleviation
preagramme should be abandoned’in
favour of an alternative that promotes
growth as well as equity.

Does such an alterative exist?
According to some it does. The altema-
tive consists primarily of promoting
growth based on relative factor endow-
ments. Broadly the proponents of this
altemative would want investment o be
shifted to agriculture because agricul-
ture is more labour-intensive and em-
ploys a disproportionately large labour
foce. They would advise giving up the
import-substitution policy  which
according to thermn has made India a
high cost, inefficient country producing
goods of indifferent quality she cannot
sell at home and much less abroad.
They suggest that since labour is plenti-
ful and capital scarce, all policies that
taise the price of labour and lower that
of capital should be abandoned. In
short, if the market were allowed a
much greater say in determining prices
and allocations of investments, and the
government adopted appropriate mac-
ro-economic  policies, employment
would grow mwch faster and the poorer
sections would profit more than they
have done in the past This does not
mean a retum to laissez faire but an
active pursuit of a policy that puts the
interesls of the poor in the forefront.

L.K. Deshpande is Prodegsor of Development
Economics, Depanment of Economics,
{Uwniversity of Bombay,

*You eannot bring about prosperity
by discouraging thrift.
You cannot strengthen the weak
by weakening the strong.
You cannoct help the poor
by destroying the rich,
You cannot establish sound security
on borrowed money.
You cannot keep out trouble
by spending more than you earn.
You cannot build character and
courage by taking away man's
initiative and independence.
You cannot help men perman.
ently by doing for them
what they could do for themselves.”
Abroham Lincoln.

llustrations: {Late} Efic Francis




Attracting Foreign Investment
- Are We Doing Enough?

Ramu Pandit

It is apparent that India lags far behind its other Asian partners in mobilising such funds
(as attracted by countries such as South Koreq, Thailand, Indonesia etc.) through
collaboration ventures. Despite significant liberalisation and recasting of policy the
country has achieved little success in this direction.

An increasingly flexible approach in
bhe Government's policy for attracting
oreign investment in the last couple of
tears has resulted in marked improve-
nent in the flow of foreign investment
nto India which increased sharply in
1988 to Rs.2,380 million {mn) more
han wwice the level of Rs.1,077 mn. in
1987. During this period the number of
agreements between India and foreign
irms for technological collaboration
and equity participation also increased
2y a littde over 10 per cent from 853 in
1987 to 926 in 1988. The trend, un-
doubtedly, is a reflection of an im-
proved investment climate in the coun-
ry and a growing interest evinced by
foreign investors -— particularly those in
the US, Germany, Britain and Japan.

The (1.S. continues to lead foreign in-
vestment in India with an investment of
Rs 971 mn. in 1988 compared to
Rs.295 mn. in 1987, signifying a three-
fold rise. US companies entered into
262 te-up agreements with Indian
counterparnts, of which 191 involved
transfer of technology and 57 equity
paricipation. Since (981, US com-
panies have signed as many as 1,250
agreements for technological col-
laboration and 372 cases involving
-quity participation. West Germany fol-
iows with 1374 agreements since
1981, of which 225 were signed in
1988. Of these, 178 were for transfer of
technology and 47 for financial pani-
cipation. Total West German invest-
menl in 1988 was Rs310 mn. as
against an amount of Rs.99 mn. in
1987, registering a rise of 32 per cent.
Japan's total investment in 1988 was
Rs.174 mn. and is regarded to be
among the fastest growing of all.
Japanese concerns signed 112 agree-
ments last year of which 36 were for

technological collaboration and 16 in-
volved financial investment.

British investment, which at one time
enjoyed top ranking, has been moder-
ate compared to the US, Germany and
Japan, but is still substantial. In 1988,
British investments totalled Rs.139 mn,
the fourth largest. In 1987 such invest-
ments were of the order of Rs.B5 mn.
170 agreements were signed between
British firms and their Indian counter-
parts of which 134 were for transfer of
technology and 36 involved equity par-
ticipation.

Under the government's present in-
vestment policy, foreign equity parti-
cipation is allowed where it is accompa-
nied by transfer of technology needed
by the country and also in export-
oriented ventures, While a ceiling of 40
per cent has been fixed, the govern-
ment does permit a higher share of in-
vestment by the foreign partner in prior-
ity industries provided the technology is
sophisticated and not available in the
country or if the venture is primarily ex-
port-oriented. Even 100 per cent fore-
ign equity is considered in respect of
wholly expon-oriented units. Foreign
capital should normally be contributed

by way of cash without being linked to
tied imports of machinery and equip-
ment or payments for knowhow and
trade.

Despite this apparently bright picture,
the flow of investments into the country
has not really been substantive when
compared to foreign direct investment
in several other Asian nations. The fol-
lowing table would interest readers:

It is apparent that India lags far be-
hind its other Asian partners in mobilis-
ing such funds through collaboration
ventures, Despite significant liberalisa-
tion and recasting of policy the country
has achieved little success in this direc-
tion.

Several initiatives have been taken by
the government in recent months to
further streamline the policy guidelines
and procedures to facilitate and expe-
dite the approval and implementation
of foreign investment projects. Recendy
a high-powered commiittee under the
Chairmanship of the Finance Secretary
and with representatives of the Indian
Investment Centre, the Reserve Bank of
India, Banks and Finance [nstitutions as
members has been constituted for the
pupose of monitoring and reviewing

Foreign Direct Investment in Select Asian Developing Countries.

{in millions of dallars}

Countries 1986 1987 1981-87
South Karea 354 1060 2667
Taiwan 705 1223 4159
Singapore B43 830 4162
Thaitand 333 [IEEY] ARG
Malaysia 209 314 1287
Indonesia 826 1457 9916
India 85 a3 5015
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issues and cases relating to foreign NRI
investment. Important matters such as
taxation, capital issues, bank loans, ex-
change control, clearances, term toans,
etc. will be considered by this Commit-
tee. In @ major shift, the government
has now decided to allow foreign invest-
ment in existing Indian companies.
However, such allowance is subject to
participation only in high-technology
areas and would be approved by the
Foreign Investment Board (FIB) on a
case by case basis. Also such invest-
ment may be permitted by the FIB upto
the monetary limit of Rs.100 mn. ar 40
per cent of the paid-up capital of the
Indian company, whichever is less.

Foreign investors often complain ab-
out [ndia’s bureaucratic controls and in-
ordinate delays in the clearance of pro-
jects. In a bid to remove some of the
bureaucratic hurdles impeding the free
flow of foreign equity funds, the govern-
ment has simplified the procedures for
approving projects with phased manu-
facturing programmes (PMP). Detailed
scrutiny of indigenisation plans will no
longer be needed in cases where im-
ports are only 30 per cent of project

costs initially. A sirnilar approach wiil be
taken n cases where the foreign ex-
change required is refatively low for the
entire period of the indigenisation prog-
ramme. Thus the Foreign Investment
Board will now simultaneously give
approval for the PMP as well as the [ore-
ign collaboration of the project in these
cases.

The existing PMP palicy has attracted
considerable criticism of foreign col-
laborators, Foreign companies en-
gaged in such projects have often
pointed out that quality becoms a
casualty while trying to achieve quicker
indigenisation. The PMP level is fixed as
high as 90 per cent for some industries
and even lower than 70 per cent for
other industries. Further liberatisation in
the government's policies with regard
to foreign equity participation. royalty
payments and PMP Scheme are being
pressed by the captains of industry and
trade. According to them practicaliy ev-
ery proposal involving foreign invest-
ment is delayed due to "negotiations”
which take place in the matter of the
phased manufacturing programme
(PMP} requirement, exports obligations,
royalty, equity and others,

In the case of royalties, the Indian
corporate sector would like a more
liberal approach instead of the present
bianket limit of five per cent. Royalties
offered need to be appropriate to the
level of sophisticalion of technology. It
was irrational to treat all technologies
on par and make them eligible for the
maximum five per cent royalty, they
contend.

it is encouraging to know that the {n-
ion Government may soon liberalise the
technology import policy governing
foreign collaborations. The Industries
and Finance Ministries are currently
studying a proposal to revise upwards
the royalty rates allowed on foreign col-
laborations in high technology areas
like electronics. petro-chemicals, synth-
etic fibres and pollution reducing equip-
ment. This is a welcome development.

Another area which has been causing
a lot of hardship to Indian business is
the element of foreign exchange risk
which has become pronounced in view
of the sharp increase in the value of the
Yen, Pound and D.Mark in the last three
years. Hence. financial institutions
should devise a scheme to minimise
the losses already incurred and to pro-

LEADERS SINCE ALONG TIME
CONSOLIDATED COFFEE LIMITED
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e a cover aganst exchange risk in
Hture. Also with the reform and reduc-
on of tax rates in countries like the
ISA and the UK, taxation of profits, di-
idends and royalties remitted abroad
as to be reviewed.

Mo one will fail to recognise the need
> eliminating the delays involved in
iving approvals to foreign collabora-
on proposals. The 'Fast Track’ system
wroduced by the Government for ex-
editious disposal of foreign investment
pplications is significant in this con-
mt. The move has already had the de-
Ired impact as is established from the
1ct that such collaborations during this
=ar have recorded impressive growth
1 particular with Japan and West Ger-
wany with whom we are operating a
15t track system.

Under the present circumstances, it
fould be relevant to consider the apin-
m expressed by Mr. John Bohn, Chair-
1an of the Export-lmport Bank of the
Inited Slates. According to Mr. Bohn,
alicies that encourage investment that
re clear, that are as precise and trans-
arent as possible and which produce
n atmosphere where the investor be-
eves that the rules goveming the in-
estment programme at the time of en-
2ring into a deal, will be the same rules
jovening during the course of the in-
estment, provide the best kind of in-
estment climate. The most important
iing an investor looks for is a reason-
ble opponunity to make a profit. Thus

is the clarity and the consistency of
1e rules — far more important than
ny short-term ineentives — that will
overn the investor's decision.

During his recent visit to Mew Delhi,
dr William Ryrie, Chief Executive Offic-
r of the International Finance Corpora-
on (IFC), is reported to have said that,
fith a more welcoming attitude on the
art of our Government, India could be
flractihg more than %500 million
2s.750 crores} in investment in a year
wstead of a meagre %150 million
25225 crores) or so. Sir William did
oncede the de-regulation and de-
cencing process that had taken place
1 India in recent months, but fell that
1dia continued to be "a pretty heavily
:gulated economy”. According to him,
¥ private sector could contribute
nuch more if it were given more hree-
lom. These temarks, coming as they
W lrom a senior official of the IFC,
/ich has been sieadfastly promatine)

private investment in the developing
countries over the years, are important,

While a balanced policy is a pre-
requisite to motivating and enthusing
the foreign investor, the role of the
corporate sector is no less important.
Each corporate unit wanting to atiract a
foreign partner into a proposed venutre
needs 1o take up elaborate preparatory
work and operate within a clearly de-
fined strategy. It is not uncommon for
foreign corporations holding reputed
technologies to receive hundreds of en-
quiries from interested Indian com-
panies. In the absence of adequate
knowledge about these candidates,
some do not respond to any of them. In
order to get a foreign company in-
terested in a project, it is necessary that
the potential Indian partners should im-
press the foreign company concemed
about their seriousness (by way of de-
tailed and elegant project profiles/re-
ports}, advanced status (through a letter
of intent that may have been issued by
the govemment for the project), re-
sources and resourcefulness (from
corporate brochures, annual reports,
audio visuals, video cassetles, etc.).
Even the extent of perserverance is
taken by foreign companies to be a
yardstick of the degree of commitment.
India’s foreign investment policy is by
and large well received and rational. We
cannot afford to open our doors to alien
capilal indiscriminately. The policy
needs to be selective in approach with
foreign equity participation permitted in
industries  with highly sophisticated
technology, export-oriented units and
import substitution enterprises. At the
same time, unless Indian industry
makes a serious effon to absorb, adapt
and improve upon the high technolo-
gies imported from developed coun-
tries, it cannot hope to sustain interna-
tional competitiveness of its products
on a long-term basis,

This is a challenging phase for India
when it finds herself in the midst of stiff
competition from several Asian as well
as non-Asian nations, which have set off
with a forceful drive to restructure their
economies. The tempo of industrial de-
velopment in or country in the coming
decade would, therefore, either make
up for the lost ground or force the
country te resign itself to the grim situa-
tion of being surpassed by these dyna-
nic  nations
Mr. Ramu Pandil is Secretary-General of the
indian Merchants Chamber
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lhe Good, And The Bad News On The Economy

Tanmay Datta

I am confident that in our own lifetime we will see the lesson in the bad news and the good
ews being received loud and ciear by most of our people. True, some of aur infellectuals may
require sar-frumpets; same will remain the dinasaurs in a world of brilliant evolving economic

First the good news. The people have
two-thousand year tradition of enter-
eneurship in agriculture, small indus-
es and trade. They are profoundly
faplable to innovation and change :
tness the quick adjustment by the
iterate to the decimalisation of the
srrency, the weights and the mea-
wes, and also their blind acceptance
' the propaganda on the radio, ubi-
sitous posters, cinema, and even birth
ntrol. Under pressure, they have the
wring of the Vikings. Long before the
an-resident Indian became a corpo-
te cult figure, our people have gone
s bonded labour to Africa, Southeast
sia, the West Indies to build, within
ree generations, solidly affluent
Asinesses. In the London telephone
rectory, the Patels — most of who Red
min’s (ganda only about twenty years
ack with just what they could carry on
eir persons — are already half as
Jmerous as the Smiths, the com-
ionest British surname. The people
ave the industry of ants : go to any
wom-and-pop farm, retailer or work-
10p and you will {ind them slaving
vay twelve hours a day. seven days a
gek. Nobody perhaps works so hard in
ie whole world as India's landiess
age-labour does,

he Blind Leading the Sighted

Time now for the bad news. The eco-
smy peopled, as above, runs to the
ctates of the State. The State of
>urse means a few peaple who,
owever bright and well-intentioned
1d dedicated to their paid government
bs or careers in politics, have a mere
arsory knowledge of the businesses
ey dictate to. The lack is due to no
il of theirs. They have a job to do, the
b calls tor dictating to hundreds of
dally unrelated businesses and since
ley get transferied every two or three
sars, it 1s not even the same bundreds
ey dictate to vear to year. The most
snscientious among them are people

MAammais.

who have taken a correspondence
course in swimming and are thrust into
careers of disciplining those who, daily.
batte the waves.

There is worse news. This economy
of the well-intentioned blind leading the
sighted has in the course of its warped
growth during the last thirty five years
got entwined with the hearl of our poli-
tics. To talk of decontro! is to put your-
self on the side of the rapacious rich,
Decontrol is unpopular, it loses your
votes, power, pelf. So even if we are
mired in its manure, Control is a sacred
cow. Devotion o it unites our far right
and our far lefl. Motwithstanding the
garrulous Mr Vasant Sathe, the debate
is foreclosed. As even the marxist world
fumbles down uncharted waters to find
fresh answers to social and economic
problems, we feed on. and add to,
soiled cliches. We are at a dead-end
and we do not know it; never in civilised
history, have so wise a people so ill-
deserved its elite.

MNow, for a close look at the cliches.
The more vibrant. larger pan of our
economy is beyond the reach of the
Control Regime — our agriculture. One
would not think from the talk of our
planners and economists that the big-
ger, better sector of the economy is get-
ting along quite nicely without any be-
nefit of their big-think.

The Two Keystones of Siate Planning

The development and growth of the
industrial and service sectors of the
economy are planned. The convention-
al wisdom of the planners is that the
State will reserve to itself ceptain
selected areas. the commanding
heights (une has never undersiood the
relevance of this military-sounding ex-
pression to economics, Is the state al
war with the governed that it has to
trundle up its anilleries 1o zero in on the
ground from the top?). Action down on

the field will be conducted by private
citizens on tracks laid down — laid, up-
rooted, changed, shut-off, thrown open
according to the decisions of the rulers
of the day — by the State. The State will
decide which industry. how much of it
the nation needs and which of the appli-
cants will be allowed the opporunity of
s0 serving the nation. 3o you will have a
public sector swivelling its guns around
Lo discipline the rest of the non-
agricultural economy and a cowed-
down private industrial and service sec-
tor sternly guided by the State along
desirable channels. These are the two
keystones of state planning. Hundreds
of thousands of highly thoughtful gifted
indians have been employed by the
State for the last four decades to build a
growth economy on these two keys-
tones.

When Controls were Necessary

It is usefu)l — and an antidote against
ideological posturing — to remember
that if something got started by com-
mon consent, perhaps there was some
goad reasons for it. Whatever might
have been the rationale of the Industrial
Policy Resolution of 1956, it largely put
down as policy what was a fait accormn-
pli. Ventures that were to force the eco-
nomic pace required huge capital, were
technologically complex and promised
uncertain returns, These were not likely
to be started by private businessmen:
there were not many Jamshediis
around. So the State became the
pioneerng  entrepreneur  investng
money in quick and huge doses in
tong-gestation, basic, infrastructural in-
dustries that would in time put wind in
the sails of a growth econemy, The im-
plementation of the plan was often bad.
delayed, botched. But an enonmous
number ol productive assels was cre
ated which, left to private imtiative,
wiuld cerlamiy have bl created miie
econornically and fruitfully bul inevil-
ably over a much longer time The re-
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shoddy. Consumer interest was the last
priority. Even labour relations were bit-
ter. In the private industriat-service eco-
nomy, growth often came not by mus-
cle in the market place but by fancy
footwork in Delhi.

There is no arrogance like the arro-
gance of good intentions. The answer
to the failure of planning was found in
far closer bureaucratic-political control
of the implementation i.e. more plan-
ning. The people at the top in the public
sector were kept on short leash, without
tenure, subject to periodic bawling.
People are survivors, they will protect
their careers. Producing well, cutting
costs, bringing up quality, building a
teamn and morale take time, and long
nose-to-the-grindstone  labour. Not
given time, subject to snap judgements
by bureaucrals and politicians who
have the most fleeting stake in such
judgements, nailed to am archaic proce-
dure-bound management style, the
public sector manager has survived by
wrifing creative accounts, putting deals
in the way of powers-that-be, by suck-
ing up to the formal-informal power
centres. It is the survivors who man the
top today: the fighters have been long
ejected by the system. One should
laugh at their cry for autonomy. They
have come to be where they are by the
grace of the bureaucracy and poiitics:
they will die if the grace is withdrawn
and autonomy is given. It is not merely
that the public sector units are not mak-
ing adequate profits or none at all. More
significanly, they belong to a profound
subculture of mismanagement. The
managers, being survivors, are mutants
of this subculture. They — chief execu-
lives, managers, workers know,
rightly, that any fundamental reform
can only affect them adversely. So all
propasals for reform of the public sec-
tor are really proposals for the personal
betterment of its existing clients.

The Vested Interest in Controls

Private business also acquires an
equally intimate vested interest in the
regime of controls. Large businesses
had been born and grown feeding on
political and bureaucratic legerdemein.
But what favoured one business inevit-
ably harmed another; the control that
protected one put fetters on another. As
business begged for freedom, one par
of it also begged for control, its suste-
nance, The bureaucrat was happy to
umpire this sordid cross-lobbying: it
added to his power and he also had the

wvdowrr Fioat e

pieasure of feeling contempt for the
brazenly lying cross-lobbyists. The
populist appeal of the public sector and
ontrols was always there. The thing
that rose to meet this appeal and quick-
ly grew squalid had now a growth-
dynamic of its own.

Enter Rajiv Gandhi, typically one of
the affluent members of the video-
generation, with no deep conviction —
as it gradually became clear -— under-
pinning the fascination for electronic
geegaws, He was all for freeing the eco-
nomy tll he found out what a vote-
getting thing this public sector and the
permit-licence raj were. So, in Delhi. it is
now all wink and nudge: like pandering
to Hindu or Muslim fundamentatism,
like caste-based electoral politics, like
collecling hot money for the elections, it
is terrible, but — a wink here, a nudge
there — necessary, you know, inevit-
able. The wink and the nudge cut
across party lines. All politicians speak
vociferously for more of the same plan-
ning we have practised for the last forty
years. Rajagopalachari, the most presci-
ent Indian politician was alse the last
one to ask for votes on a platform of
repudiating this catastrophic nonsense.
He and his party were, you will recall,
taken to the cleaners by the electorate.

The Success of Indian Agriculture

Back to the good news. This horrible
scenario is true only of the smaller part
of our economy. The great silent
powerhouse of Indian agricuiture is nip-
ping along all by itself. its profound suc-
cess — in twenty years the npation
proudly moving from begging bowis ta
bursting silos with the democratic fabric
intact — is one of the momentous eco-
nomic landmarks in recorded history.
The success is gravely flawed, the
vaunted self-sufficiency cohabils with
widepread malnutrition. The lot of the
landless remains bleak. It is neverthe-
less a great economic success and
came aboutl only because of the terri-
fied abstinence of the big-thinking
babus. My God, how the. clerks must
have itched to make rules! But they
were allowed to try only once and were
quickly ordered to scutile their grand
design. Remember the food grains
wholesale trade nationalisation and its
practically instant rescinding, the only
case of de-nationalisation in India. Held
on leash (due 1o overriding political
compulsions), they practised the wisest
of economics bringing science and ex-
tension services to the door step of the

farmer, assuring him ol the inputs at
reasonable prices, a fair price for his
harvest, roads down which his produce
could move to the market, guarranteed
buying, low-interest loans, a low rate of
taxation on his profits. The political and
bureaucratic masters replayed the his-
toric protector role of the State from a
distance. The racial memory of the
State as the benefactor and an im-
mensely more ancient tradition of en-
trepreneurship helped the farmer, when
left to himself, to perform the miracle of
self-sufficiency in food.

1 am confident that in cur own life-
time we will see the lesson in the bad
news and the good news being received
loud and clear by maost of our people,
True, some of our intellectuals may re-
quire eat-trumpets; some will bitterly
ptay deaf. They will remain the odd
dinosaurs in a world of brilliantly evolv-

ing economic mammals,
®

Incumbent poiiticians, government
officials, and the public-sector unions in
general would vigorously oppose any re-
duction in government intervention in
the economy for fear of losing the tents
and sinecures of the stalus quo. Indeed,
professional politicians in general could
be expected to be averse to any lessen-
ing of the politicisation of economic life.

In other countries, a political party
proposing such a reduction in govem-
ment intervention would usually enjoy
the backing of private industry. In India,
however, private industry in  general
would probably see it in its own interest
to support only the reduction of internal
controls, whilst vigorously opposing re-
ductions in the neo-mercantilist extemnal
controls. In July 1981, for example, |
asked a prominent industrialist to im-
agine first a free-market regime at home:
‘That would be very welcome indeed’, he
replied enthusiastically. | then asked him
to imagine a policy of free trade: That
would wipe us out’, be replied gravely.
His answers indicale very well what is
perhaps the single most impaortant fea-
ture of the equilibrium that has emerged
in India: by accepting without significant
protest the constrainis and costs im-
posed upon it by the government and its
‘planners’, the private corporate seclor
has traded the freedom of enterprise for
mercantiist monopoty profits in  the
home market

Subrato Rov, Pricing, Fiutning arud
Poliths, Cuoasional-Paper 65-Fe Lsiiute
of Economic Alfairs, London, 1984.



festament to Young India

Almost half a century separates the
wo books by Minoo Masani, “Qur In-
lia” that was published in September
940 and the book under review, “We
ndians” January 1989, It is tempting to
xclaim, “What a difference!” The
opes, dreams, attitudes that were pro-
ected in the first book that drew a pic-
ure of a young and vibrant India free
rom the colonial bonds that still held it
iown, when seen in the context of what
tas actually happened, recalls Ezra
‘ound's lines, "And all the rest of her a
hifting change/ A broken bundie of
nirrors...!”

Yet the mood is not one of despair,
wen if the situation around us might be
e to cause anguish. If the piciure was
‘haotic when Masani first underiook the
dea of taking stock of the still-to-be-
@ country, the situation is no less
-onfused now. If in the first book, he
vas both the maker of the map and the
sromoter {amongst others of course) of
he expedition to discover the source of
1 new India, he is no less a guide in the
mesent circumstance. A wiser, sadder,
juide perhaps, but ane who still per-
reives with all the fiery enthusiasms and
)ersuasiveness at his command, the
1eed to search for the ideal of a truly
ree and great country. More than at any
sther time there is a need for plain
ipeaking.

In both cases, what is immediately
wppealing is the size of the book, The
atest book has the friendly quality and
sright liveliness of one of Enid Biyton's
‘Noddy” series, so one hopes that it will
ippeal to the young audience for which
t is intended. Whereas the drawings in
he earlier book by C.H.G. Moorhouse
vere more powerful and were interes-
ingly full of graphic devices that de-
sicted the country's natural resources,
tie drawings here, are full of Laxman's
vell known quirky charm. Laxman is
rarticularly good in deftly depicting the
@arious ethnic types that makes up the
wdinary Indian, without managing to
vound or insult

Geeta Doctor

An Qlustratdon by R.K. LaxmanTin Minco Masani’s book ‘WE INDIANS’

This is just as well. For whereas in the
first book Masani is almast lyrical, when
he says, “Mow the land and the moun-
lains and the rivers and the climate of a
country are its face, while its men and
women are its mind and soul,” here he
cannot but ask, "Can we really say that
our behaviour today lives up to our
heritage? Most of us would be honest
enough to say that it is not so and the
picture we present today as a nation is
not an altogether pretty one.” Present-
ing a picture of the Indian mind and
soul, while sticking to the need to be
honest and yet not geting cynical or
negative is a daunting task. Yet Masani
piunges straight in, with Laxman pro-
viding the necessary visual support, that
makes it seern like fun. Though the
book under review stands quite well on
its own, it is even more salutary to read
it as a companion to "Qur India”.

The first chapters deal with the Indian
heritage, the mixlure of races. religion,
traditions and ideas that has produced
Lhe rich brew in lhe Indian melling pot,
or should that read cauldron, The man-
ner in which Masani very swiftly sepa-
rates, examines and explains each of

the different religions, demonslrates his
gift for clear thinking and the clarity of
expression that is the hallmark of a true
prose style. While simplifying the basic
tenets of the different religious sects, he
never becomes simplistic. Nor does he
fall into the trap of taking sides either by
sounding mildly embarrassed or super-
ior, or worse by becoming unduly sen-
timental. He begins with Will Durant's
quotation, "In no other country is reli-
gion so powerful and important as in
India” and then traces the path of its
strengths.

Having taken the broadest possible
overview, Masani then swiftly takes into
stride the lesser units of the Indian so-
cial organization, beginning with the
Family and progressing beyond it to the
village, the city and into kingdoms and
republics as the chaplers are named.

This brings him to the kernel of the
book with a chapter entitled, "A Con-
trast and a Balance sheet” wherein he
lists all the positive traits of the Indian
way of lte as against the negalive re-
sults that have manifested themselves.
If in the first book he spoke of the free-
dom arcund Lthe corner. here he talks of
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Tamil Nadu — The return of the prodigal?

Cne of the most remarkable political
developments which will be noticed as
significant by future chroniclers of indi-
an politics is the re-emergence of Mr. M,
Karunanidhi and the knockout blow
that the Prime Minister received in the
recent Tamil Madu elections. Never was
Governor's rule used more sedulously
than that of Mr. Alexander to cultivate
the public and give a good account of
itself. The cynical Tamil knew that the
administration was a showpiece to con-
vince the people.cf how much good
was in store for them. if they voted for
the Congress {{). The many visits of the
Prime Minister 10 the State and the
calculated. courting of Tamil votes gave
a sense of euphoria to the Congress.

Karunanidhi was in the political
wilderness for thirteen long years. His
fast administration was a by-word for
corruption and the DMK cadres were
not known either for political restraint or
for the niceties of civic politics. Very
often they engaged in cheap demago-
guery and were totally mindless when it
came to programmes of policies. The
bankruptcy in ideas or innovations in
the State were well-known. The only
thing that mattered was spectacle and
drum-beating on ancient Tamil cuitural
values. But such exhibitions did little to
pravide employment or to open oppor-
tunities for the down-trodden. Con-
cealed arm-twisting of dissent was not
unknown whether it be of independent
rade unions or of dissenting newspap-
ers and journals.

Clever Political Skills

These were not political virtues calcu-
lated to endear the former Chief Minis-
ter to the electorate. But the years in
political exiie seemed to have chas-
tened him. There must be some un-
known magnetism in him to inspire the
rank and file 1o be loyal to a man who,
when oul of office, could do little by way
of rewards. He had no great political
past to fall back upon. He played no
part in the freedom movement; had
bren to prisen for briel periods in inde
pendent India, but had clever pelitical
skilis. Yet, he kept the rank and file un-
ited and behind him — a unique record

which cannot but elicit admiration. To
keep oneself in the limelight sans pow-
er and not allowing oneself to be forgot-
ten is remarkable. This is particularly
important because M.G.Ramachandran
would fain not tet anyone steal the stage
and brooked no political rival.

What were the factors that contri-
buted to the victory of Karunanidhi?
First of course, was the absence of
MGR and the resultant bickerings
among the members of the two fac-
tions of the AIADMK — a clear demon-
stration that the ‘leaders’ were keen on
the pickings than on anything else. That
they were corrupt was a well-known
fact. Also, a great deal was tolerated be-
cause of the MGR charisma. The peo-
ple around him did not matter; that they
were worthless was known. The party
was divided into two factions, with
MGR's wife as & puppet, manipulated
from behind and a prima donna whose
unpredicability might be becoming in a
film star but was certainiy not calculated
to produce any confidence.

The Congress Worthies

The Congress camp too was not free
of bickering, Their infighting; the walk-
ing out of Shivaji Ganesan and the
muted rivalry within the state leadership
had its reverberations in the whispering
gallery that is Tamil politics. The people
who seemed to mater in the Congress
included a fading film star past her
prime, another who was notorious for
enormous land holdings and not parti-
cularly known for rectitude; and a Har-
vard graduate with little or no gras-
sroots. To make matters worse they

Traditional areas
antagonistic to the Party, as
in the deep south, have
returned the DMK In more
ways than one, the DMK
can now claim to represent
the whole of Tamil Nadu.

R. Sriruvasan

were not united but rivals. The grand-
daughter of a former chief minister too
ijoined these 'leaders’ adding further to
the confusion. Mone of these worthies
could stand on their own but leaned
totally on Mr, Rajiv Gandhi for supporl.

Other  parties  like the Mushm
Leaguels) and the Leflist parties could
only help to splinter the vote and could
survive only if they aligned with one or
the other of the dominant parties.

In contrast, Karunanidhi had an im-
age of being a good administrator
quick to grasp and firm in decisions. He
had a reputation for corruption but in
the 1980's this did not seem to matter.
In our dear land is there any leader free
from corruption? Compared to Bofors,
the DMK corruption was but an ant hill,
{Under the MUR dispensation the people
lived under no administration worth the
name for years on end.

The Elections

Initially, everyone envisaged a four-
cornered contest in every constituency
and there was apprehension that none
would emerge victorious and Presi-
dent's Rule would continue for some
more months, However, as the day of
polling drew near it was clearly evident
that the DMK had an edge and the Hin-
du survey revealed Lhat the Party would
romp home with 35% of the votes and
a clear maijority of the seats. It was also
argued that a 30% polling would be
enough for a decisive victory. Its predic-
tions turned cul to be surprisingly close,

it was a matter tor surprise that the
elections were held at all, tur the Vann-
iar community — a power to be reck-
nned with and influential in the northern
districts of the state had boycotted the
elections. Their agitation to protest
against government’s indifference Lo
their demands had. a two months ear-
lter, totally disrupted all civic life for a
tew days But voting in the Vannior
dorainagted districts was poor in the ru
ral aeas thongh ot was qood in The
LN ey owmlens
farising trom the Vanniars call for a
tioycott of the elections) did not meter-
nalimee,
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Empire in Glass:

The Vitrum Glass division,
in collaboration with
Owens Hlinois Glass Inc,
USA, is the largest
manufacturer of amber
glass containess for the
pharmaceutical industry

in India,

Empire in Cranes: §
The Garlick Engineering
division, in collaboration
with Noel GmBH, W,
Germany, is the largest
manufacrurer of cranes in
the countey with a wide
range of applications.

Empire in Finance:
The Empire Finance Co.
Led., fully backed by
Empire Industries, is a
leading finance conipany

bills discounting, merchant
banking and financial
advisory services as its
core activities.
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with hire purchase, leasing,

The growing strengths of
Empire Industries

Empire in Machine Tools:

The Empire Machine Tools
division is an acknowledpged
leader in the marketing and
servicing of sophisticated
machine tools manufactured
in W. Germany,
Switzerland, Japan and the
USA.

L)

Empire in Instrumentation:
The Empire

Instrumentation division
brings to India medical,
defence, pollution-
monitoring, analytical,

test and measuring, clinical
and process control
instruments from
international leaders in
Europe, Japan and the USA.

. - L ] L »
Empire in Speciality Fabrics:
The Empire Speciality
Fabrics division
manufactures high tech
{abrics for use in tyre,
canveyor belt, jackening,
abrasive, Footwenr and
defence industries.
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libet — The Second Betrayal

So Rajiv Gandhi'svisit to Peking has
sroved to be an unmitigated flop. Not
hat anything good was to be expected
rom it. The Chinese are astute nego-
iators and could be expected to make
nincemeat of the Indian Prime Minister,

Mr. Gandhi's insistence on a time
rame for the settlement of the border
ssue has been coolly ignored by Mr,
Jeng. Instead there is the inane propos-
Il of a working group to discuss not the
worder issue but the boundary issue,
vhich is something else.

All this could have been ignored but
or the cruel betrayal of Tibet, which has
iappened now for the second time at
he hands of the Delhi government. The
irst was in 1950 when Prime Minister,
lawaharlal Mehru betrayed our peaceful
wighbours of Tibet by making the Indi-
i representative in the (United Nations
D oppose any intervention by the UN
in behalf of Tibet. In other words,
lehri became an accessory to the
‘hinese aggression in Tibet Mow his
yrandson has gone one step further.
lontrary to Jawaharlal Nehru's insist-
mnice that Tibet should enjoy autonomy,
he Indian Prime Minister, instead of de-
nanding such autosomy and the with-
Irawal of Chinese troops and nuclear
wases from Tibet, has accepted the
arce that Tibet already enjoys such
wtonomy. No wonder Tibetan groups
1 Indiaa gave protested against the In-
lian Prime Minister's disgraceful sur-
ender.

In 4950 Prime Minister
Jawaharlal Nehru betrayed
Tibet by making the Indian
representative in the United

Nations oppose any
intervention by the UN. on

behalf of Tibet. But he at
least insisted that Tibet
should enjay autonomy.
Now his grondson has gone
one step further. He has
accepted the farce that
Tibet already enjoys such
autonomy,

The Tibetan Youth Congress have
severely criticised Mr, Rajiv Gandhi for
remarking while in Beijing that “India
halds Tibet to be an autonomous re-
gion of China”, and held that "“this
amounts to a political knowtowing to
his Chinese hosts”.

Lama Ghospel Zatsoa, President of
the Himalayan Committee on Action on
Tibet, and Mr. Tashi Phuntsok, Joint
Secretary of the Tibetan Youth Con-
gress have said in a statement: "While
this does not come as a surprise — af-
ter all how can anyone expect him to
differ with the grandfather on such an
important issue at a time when Nehru is
being glorified in the year of his birth
centenary — it brings deep sorrow to

MIiNnoO Masani

millions of Tibetans and to people all
along the Himalayan region. "What is
more”, the statement said, “in an effort
to outdo his grandfather, Mr. Gandhi
has added that India would not allow
any political activity directed against
China on Indian soil, and that whatever
happens in Tibet is on internal affair of
China”

The statement continues: "l would
appear that Mr. Gandhi is more con-
cerned about China’s interests than in
furthering lndia’s long term interest. It is
obvious to all that there can be no last-
ing settlement of India’s border and
security problems without a satisfactory
solution to the prablem of Tibet".

Deputies of the Tibetan Pecple's

Dated 13th March 1989

H.E. Javier Parez de Cueller,
Sacretary General,

United Nations Organization,
New York, New York — 10017
TIA

Your Excellency,

Ir\&\& :\‘gr\%«u% a\gﬂq

ASSEMBLY OF TIBETAN PEOPLE’'S DEPUTIES

Since March 5, 1880, non-violent Tibetan demonstrations agalnst
the Chinese rule in Tibet have led to the unfortunate Imposition of
Martial Law In Lhags, the capital of Tibet. The brutal suppression of
the non-violent Tibetan freedom movement by the Chinese authorities
1s ageinat all norme of international law, The renewsd Chinese
suppression and represgsion of the Tibetan people which colncides
with the 30th Anniversary of the Tibetan People's Nauonal Uprising
against the Chinese occupation of Tibet compelled us to appreach Your
Excellency to intervenie on behalf of the Tibetan people and condemn
Chinese state Lerrorism against the Tibetan people.

It is naive on the part of the Chinese authorities to charge that the
non-violent demonstrations which hawve left hundreds of Tibetan
freedom flghters dead, thousands seriously wounded and many
thousands errested, were staged by a few ‘Separatists’. We assure you
that the ongoing independence demonstrations and rallies in Tibat
represent ths aspirations of the entire six million Tibetans whose
trrepressible urge for truth and justice have once agein been brought
homse to the Chinese. It also highlighte the measure of an ever
inereasing alienation between the Chinese and the Tibetans.

We are deeply concerned al the imposition of Martiy) Law which hag
been closely monitored by the intsrnational media. The violent
crackdown in Lhasa is a clear indigation that China has no intention




1) lift Mertial Law immediately;

Tibetan political activists.

in Tibet;

request.”

whataoever of respecting even the most basic human rights of the
Tibetan people, let alone restoring the normalcy that is sa important
to the preservation of human dignity. The imposition of Martial Law
enforced by an additional 60,000 para-milltary forces alrlifted into
Lhasa city as well as the expulsion of forelgners from Tibet will enable
the Chinese Governmerit to unleash a reign of terror agalnst the
Tibetans, unchecked and unreported

Tims and agaln the Chinese have thwarted peace initiativea from
H.H. the Dalai Lama which shows the lack of confidence and
nervousnesag on the part of the Chinese. We are determined to abide by
non-violent methods to achieve cur goal. If, however, such methods
fail to receive recognition and support from the rest of the world, the
Tibetan people may be compelled to look far an alternate course of
action. We harbour no il feelings or hatred towards any person.
peopile, or country inciuding the Chinese peopla, All that we want is
the restoration of Tibet's rightful piace 1n the comity of nations so
that the Tibetan people can llve In peace, dignity and freedom.

We have great faith in the World body as & harbinger of peace in our
troubled world, and the recent major breakthroughs achleved by it
have become a source of encouragement to us.

We, therefors, urge Your Excellency to address yourself to the
Tibetan erisis by calling upon the Chinese leadership to:

1) release all political prisoners including those arrested earller;
i) restore basic human righta 1o the Tibetan people;
iv) halt the arrest, Intimidation, imprisonment and execution of

We also appeal to the ON to kindly:
1} send a UN sponsgored tribunal to Investigate the Chinese atrocities

i} send Amnesty International & other human rights organizations
to Investigats the gross violation of human rights in Tibet;

1ii) enfores the Implementation of the three UN resolutions of 1868,
1981 and 1966 passed on Tibet,

We request Your Excellency’s urgent consideration of the matter,

in a similar letter addressed to Mr. Rajiv Gandh: the Chatrman of the
Asgembly of Tibetan People’s Deputiss pleads:

‘“We, therefore, iook to you to reconeider your government's position
on the Tibet 1sgue and take a strong stand againat this biatant
manifestation of Chinese imperialism, which we feel wouild have a
catalyzing effect on humanitarian reasoning in the global comimunity.

It is our earnast hope that Your Excellency and the government of
great India take this appeal with utmost urgency and waste no time in
using your good offices for the Immedlate realization of the above

Youra sincerely,
CN. Gyataa
CHAIRMAN

Assembly have said: "When a quarter of
China’s nuclear arsenal is located in
Tibet, it cannot be China's internal
affair. It concerns the whole of Asia ...
China has sacriliced nothing to get
such a public statement from India. In-
dia h\as sacrificed lee_t' .

The Indian Prime Minister got a tefl-
handed coinpliment tor his betrayal of
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Tibet in the form of a pat on the back
from Peking. "China expressed its
admiration for the Indian Government's
principal positien on Tibet”. (Stales-
man. 30.12.88).

According to the Chinese MNews
Agency Xinhua, "Mr, Li Peng Wik this to
Mr, Rajiv Gandhi during their first formal
meeting on December 197 “The
Chinese Govemment is noted, Mr. Li

said, all India Governments” have stuck
on the following positions on the Tibe-
tan issue:
(1) Tibetis a pant of China and India
will not interfere in China's inter-
nal affairs.

Mor will it allow “Tibetan separat-
ists” in Indis to gonduct political
activities aimed at splitting China
up.

All this is a gratuitous loss to India's
naticnal interest. There was no need for
the indian Prime Minister to visit Com-
munist China at this stage, He went
without any invitation. China said on
12th November 1988 that the Decem-
ber visit of Rajiv Gandhi was taking
place at his own initiative,

In other words, the whole visit was
entirely unnecessary and uncalled for
and India and the world would have
been spared by any further humiliation
if this visit had never taken place.

So, we are back to the idiotic days of
'Hindi Chini bhai bhai'. There is an okd
proverb ‘once bit, twice shy’, but
evidently it does not apply to the stupid
men in Delhi. They went to go through
the same disastrous mistake a second
time. Shall we never learn?

(2)

.

The Dalai Lama’s
Five-Point Peace Plan

1. Transformation of the whole of
Tibet into a zone of peace;

2. Abandonment of China’s popula-
tion wansfer policy which
threatens the very existence of the
Tibetans as a people.

3. Respec! for the Tibetan people's
fundamental buman rnghts and
democratic freedoms;

4, Restoration and protection of
Tibet's natural environment and
the abandonment of China's use
of Tibet for the production of
nuclear weapons and dumping
of nuctear wast=:

5. Commencement of earnesl nego-
tiations on the tuture status ol
Iibet and of reiations bebween the
Tileelan aned © tppiree | ooapes






astery of onu sort or another. For exam-
ples we have to ook no further than the
experience of Nigeria or Zimbabwe.
Such disasters have probably been due
to the customs of the people at the time
that they adopled their new constitu-
tions. Tocquevile had long since
peinted out the importance of customs
in political and social life:

The customs of the Americans of the
United States are, then, the peculiar
cause which renders thal people the
only one of the American nations
{meaning the nations of the Western
Hemisphere - RGK) that is able to sup-
port a democratic government; it is the
influence of customs that produces the
different degrees of order and prosper-
ity which may be distinguished in the
several Anglo-American democracies...
Too much importance is attributed to
legislation, toe litle to customs.” {pages
332-334, Vol.|, Vintage Books edition,
1954, Democracy in America)

To further confuse matters, "demo-
cracy’ has been tried among people
who did not have a substantial number
of educated, cultured people. In neither

ol the African countries was there a
middle class. Moreover the people did
not accept or practice essential moral
codes and basic norality. Tocqueville
considered these so essential that he
has a sub-chapter headed “Religion
Considered as a Palitical Insttution
which Powerdully Contributes to the
Maintenance of a Democratic Republic
among the Americans” and another
“Indirect Influence of Religious Opin-
ions upon Politicat Society in the United
States”. One of the most significant
passages argues;

But the revolutionists of America are
obliged to profess an ostensible respect
for Christian morality and equity, which
does not permit them 1o violate wanton-
ly the laws that opposc their designs;
nor would they find it easy to surmount
the scruples of their partisans even if
they were able to get over their own,
Hitherto no one in the United States has
dared to advance the maxim that every-
thing is permissible for the interests of
society, an impious adage which seems
to have been invented in an age of free-
dom to shelter all future tyrants. Thus,

while the law permils Americans to do
what they please, religion prevenls
lhem from conceiving, and forbids
themn o cormmmit, what is rash and un-
just. {¥ol. I, p.316}

Tocqueville also commented:”lt may
be asseried, then. that in the United
States no religious doctrine displays the
slightest hostility 1o democratic and re-
publican institutions.” (Vol.1, p.312)

How shall we define "democracy™
Part of the definition must, of course,
include some form of representation for
the people. But the founders of the Un-
ited States did not stress this, even
though there now is great emphasis on
“one-man, one-vote”. In the newly
established Alfrican states this phrase
has been modified: “one-man, one-
vote, one-time™. There is no indication
that the men who drafied the U.5. Con-
stitution spent any time worrying about
universal franchise. Even today, in
Swiss Cantonal elections, even though
only men vote, Switzerland is regarded
as a good example of democratic orga-
nlzation.
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ate steps to improve the training of fore-
ign trade personnel. It is highly probable
that highly qualified Soviet siaff will be
sent to advanced Western schools for
further training. Similarly, exchange of
managers will be encouraged, though
whether Western lirms Lake them up is
another matter. (7) The amended law
also exemnpts joint enterprises from
paying tax for two years afler the receipt
of first profits.

Greater Soviet Flexibfity

It can be easily gathered from the
above provisions that the Soviets are
making a genuine attempt lo come to
grips with Western notions of profit,
cost effectiveness and incentives. West-
ern officials report that their Soviet
counterparts are rapidly becoming
more flexible. Over forty joint enter-
prises have been set up since the new
legistation and it is reported that many
more are in the pipeline. What the
Soviets hope to achieve in the short-
terrn is to encourage competition
among Western businesses seeking to
establish segments in the Soviet mar-
ket. Just how serious Soviet intentions
are can be gauged from several recent
indications. The ministry of foreign
trade was ovemight transformed into
the ministry for economic ties. About a
third of its officials were either compul-
sorily retired or sent to enterprises in the
countryside. Visa applications have
been speeded up. information is easier
to obtain as a result of a new consulta-
tion centre that has recently been set up
in Moscow to advice both Soviet and
Western firms on how to set up joint
enterprises. It is now possible to get
through Sowviet custorns in less than ten
minutes. Entire ministries are being re-
located, amalgamated or reconstituted.
Yet a better climate is being established
and in some cases, former working re-
lationships are even being streng-
thened.

Despite these developments howev-
er, some major problems remain unre-
solved. The most important of them is
the problemn of currency convertibility
and repatriation of profits. The Soviet
objective behind the establishment of
joint enterprises is to transform the
(3SR from an exporter of raw materiats
and spender of hard currency into a net
exporter of finished manufactured
goods and eamer ©f hard currency.
Such an objective is not necessarily
suitable to Western businesses which

Poseddorn st o0

do not want more competition in ex-
isting markets,

Given Soviet objectives, the problem
of repatriation of profits is being dealt
with in ingenious ways. The Soviet sug-
gestion consists in creating an internal
hard currency market. State enterprises
endowed with foreign trading rights
would purchase the output of joint en-
terprises for hard currency through
their exports to the West. But this
assumes that there is a ready market for
goods that are oflen shoddy. Another
possibility is total rouble convertibility or
the formation of special economic
zones such as that occurred in China.
Several possibilities exist and as of now
there is no saying which option the
Soviets will eventually favour.

Interest in Management Education

Last but not the least is managerment
education which still remains one of the
most formidable obstacles to the imple-
mentation of reforms in the foreign
trade sector. The Soviets intend to ac-
quire management expertise through
the operation of joint enterprises. But
the latler cannot become fully operative
until the Soviet partner is fully cognisant
of the fundamentals of economic man-
agermnent. Soviet managers are not well
conversant with the importance of the
profit motive, price formation and em-
ployment policy. While a large part of
these problems can be confronted with
reforms being initiated in other sectors
of the economy, the fruits of education
in the skills and techniques of modemn
management cannot be restricted to an
elite of chosen technocrats, but must at
some point be able to filter down to
other levels in order that the entire pro-
cess be meaningful and productive. In
the Saviet context, this might involve an
inordinately long time, long enough at
any rate to be disqguieting.

{This reseaich was assisted by an award for the
Social Science Research Coundil of an Interna-
uonal Fellowship Programme for the develop-
ment of Soviel Studies. The author i3 currently 2
Visiting Research Fellow at the Centre for Russian
and East European Siudies of the University of
Birmingham.)

Truth is not ahways the best basis 1o
happiness .. There ate people whu perish
when ther eyes are upgnmd
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its citizens irrespective of race? On the
contrary, the liberals of today oppose
the “inequal” treatment of blacks on the
ground that it is worse than the treat-
ment meted out to whites, {South Africa
being 2 mixed society some rights of
the whites too have been infringed).
The liberals do not oppose racism per
se, since they are willing to support pre-
ferential treaiment of blacks to promote
“equality” on lhe basis of race alone,

If the Indian experience is any guide
to go by, then the systemn of reservation
on the basis of "caste”, instead of dis-
solving lhe caste divide, has led to its
being strengthened. Notwithstanding
the claim of nen-discrimination on the
basis of age, sex, caste, religion and lan-
guage enshrined in our Constitution,
like the much abused systen of apar-
theid, the system of "reservation” too is
a form of institutionalised “dis¢rimina-
tion”. So if individualism is abalished
and all are equally oppressed by the
state, these liberals will remain satisfied,
“Only absolute slavery is truly “non-
discriminatory”. To them freedom is
“discrirninatory” since it allows each in-
dividual to flourish according to his abil-
ity and the best is free to progress the
farthest.

Despite attempts to distort the real
issues, no practical and just solution
can ever ermnerge unless some of the
fundamental realities are understood;
why is South Alrica the strongest eco-
nomy in sub-Saharan Africa; why is it
that despite the racist system hundreds
of thousands of blacks come to South
Alrica from neighbouring countries in

search of jobs; how is it that Lhe oppo-
nents of apartheid continue to voice
their opposition and are allowed to
travel abroad to propogate their views
by the South Alrican government. while
maost other regimes in the region leave
no stone unturned to silence their
opponents; how is it that South Alrica
continues to be a vibrant pluralistic
society by all accounts, whereas this
cannot be said of any of the "frontline”
states apart from, possibly, Botswana.

No Clear Answers from Mandela

Mandela has not provided any clear
answers lo these issues. He said in
1964: "Today | am attracted by the idea
of a classless society, an attraction
which springs in part from Manxist read-
ing and, in part from my admiration of
the structure and organisation of early
African societies in lthe country, The
land, then the main means of produc-
tion, belonged to the tribe. There were
no rich or poor and there was no ex-
ploitation.” What he innocently ignores
is that these tribal societies were neither
free nor dernocralic. The ‘club’ of the
“chief’, who at best was a benevolent.
at worst a malevolent despot, was the
supreme arbiter. Indeed there was no
“exploitation” as it was the “right” of the
chief to guide his people, by force if
need be, and the people possessed rno
rights other than the right to serve him!
And the history of tribal warlare has sur-
vived the test of time as evident from
the blood letting in so many Alrican
countries today.

The primary focus of the anti-

| was very busy in 1958 with my work
as Secretary, Planning and Panchayati
Raj — a very heavy charge. Brahmananda
Reddy, who was Minister for Local Admi-
nistration, was unhappy with the set-up
and performance of the Corporation of
Hyderabad. Its reputation was stinking
and the unanimous public opinion was
that the Corporation authorities and staff
were corrupt, inefficient, unequal to per-
form the tasks assigned to thern and that
a drastic surgical cure was nrgently cal-
ted for. Brahmananda Reddy wanted that

—rl;A Govem
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apartheid campaigners s “"power-
sharing” and a question of Lhe vote
r ther than “the freedom to exercise in-
dividual rights, including property
rights”. Without first establishing the
most basic of rights, the right to vote is
meaningless. Democracy is not a li-
cence 1o enslave Lhe dissenters, even if
the dissenters constitute Lthe minority. In
the absence of the recognition of the
“inalienable rights” of the individual,
democracy will inevitably lead to the
fragmentation of society inlo warring
pressure groups each manceuvering to
out-flank the other. No amount of bal-
loting can prevent Lthe inevitable slide of
such "democracies” into the abyss
where the baton and the bullet are the
final arbiter. As for proof, withess the
contradictions Lhat are tearing apart so
many alleged “democracies” in the
world today. The much vaunted 'Free-
dom Charter’ of the African Mational
Congress completely ignores this
aspect.

Release Mandela

Nelson Mandela should be released
unconditionally, if for nothing eise than
for the fact that his 25 years in prison is
more than adequate for any “crime” he
rmay have committed. It is plainly self-
defeating for the regime in Pretoria to
continue to hold him. But it is equally
far-fetched for his admirers to claim
that he is the symbol of “freedom” in
the world. Nothing that he or his sup-
porters have so far said provide an
answer to the tragedy in South Africa.

Mr. Barun Mitra js a Calcutta businessman and
edits the Ayn Rand Radicals” Newleller,
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| should make a thorough study of the
functioning of the various depanments
of the Corporation and submit a report to
Government

Since Govemnment were not prepared
to relieve me of my charge as Secretary
to Governmenl, | was to do the Corpaora-
tion werk in addition to my own. | strug-
gled hard for six months and in the light
of my vast experience of municipal admi-
nistration, | gave a very detailed report lor
Goverrmments exarmination end quick
implementation s¢ that the City Corpora-

tion might function as a strong. healthy
and responsive representative public
body.

The only aclion which the Government
took was to print copies of the report and
then lock them up safely in steel shelves.
It was a wonder that they were not sup-
phed even to lhose who were direcly
connected with the Corporation. Thus
nobady except the author knew what the
conbents of e iepons were!

- From C Marasinhan s ‘Where We Failed.
{Couresy; Bfviiuns Joumal)
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national community that has been a
helpless spectator to the destruction of
Tibetan independence by brute force,
The geographical location of Tibet at
the heart of Asia and its close proximity
to the major powers of the continent
make Tibet not only one of the most
strategically placed countries of Asia,
but also the ideal country for neutratiza-
tion. The suggestion of the author that
the high tensions between China and
India and the Soviet Union and China
could be censiderably reduced if Tibet
were permanently neutralized, merits
serious consideration especially in the
light of the present process of norma-
lization of relations.

B.N. Mehrish

Reader in International Law
Department of Politics,
University of Bornabay.

INDIA WINS FREEDOM: The Com-
plete Version by Maulana Abul Kalam
Azad; Orient Longman Paperback:
1988; Pp 282: Rs. 75

More than two thousand years ago,
the Oracle at Delphi proclaimed So-
crates to be ‘the wisest of the living
mortals’. Were Maulana Sahib living
then, Socrates wouid have faced tough
compelition and most prebably would
have lost the titte. The re-publicalion of
the Maulana’s autobiography has been
necessitated because nearly thiry
pages of his manuscript were kept away
fram public gaze for thirty years. This
indeed was a safe period because the
then contemporary controversies have
lost their cutting edge and the contem-
poraries who could have embarassingly
refuted or corrected the Maulana are
now silenced by death,

An autobiography is hardly a proper
vehicle for history but it could certainly
provide a record of contemporary
events as observed or felt by a person,
especially a person of the Maulana’s
calibre, who had the rare privilege of a
ring side seat during the mormentous
drama of the transfer of Power. One
does not expect hundred per cent
accuracy or objectivity from such narra-
tions. An active participant in a power
game or even in a spars event does not
see as much as a referee does or the
cold eye of a camera does. One ought
to be content if the narrative, by and
largye, matches the information avail-
able from other sources. That, however,
is not the case here and the Maulana
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Saheb’s  story. unforfunately suffers
from very wide credibility gaps.

The publishers of President Theo-
dore Roosevelt's autobiography com-
ptained that they had to place with the
type foundry a special order for sup-
plying the alphabet |. Orient Longman
may in future confess to the same pre-
dicament, because the first person
singular overshadows everything else in
the book. Mothing seemed to happen in
Indian politics during the forties without
the Maulana Saheb’s active guidance
and advice. We learn with some asto-
nishment that it was the Maulana and
Maulana alone who singlehandedly car-
ried India from frustration to freedom.
His judgement of events and their con-
sequences is always uncannily accurate
and his predictions come cent per cent
rue everytime. He instinctively knows
when he will be arrested {(1942) and
freed (1945). It is his opinion to which
his Jesser colleagues meekly subscribe
to after being enlightened by the Maula-
na Saheb. He was the real and sole au-
thor of the Cabinet Mission Plan, con-
ceived during a grand vision in search
of the Final Solution to our communal
problem, He surprises and stuns every-
body by his wisdomn and insight during
negotiations. This man, whose com-
mand of the English language was so
poor that he required help in writing his
autobiography, carried on. unaided,
momentous and delicate negotiations
with Sir Stafford Cripps (1942), with
General Lord Wavell (1945) and with
the Cabinet Mission. If these worthies
tatked to other Congress leaders, such
talks were of marginal utility, unworthy
of being noticed in the grand sweep of
events. He drafts several Congress re-
solutions often in impressive — even
majestic — English prose.

His portrayals of his contemporaries
and colleagues makes strange but fas-
cinaling reading. Gandhi is a stupid
bum who obstinately refuses to imbibe
the superior wisdom of the Maulana,
abjures the path of negotiated truce and
embarks on the Quit India movement.
After a series of knockouts, though, he
does improve in his perfermance and
tows the Mautana line It would be an
irritating question to ask why the Maula-
na accepted Gandhi's leadership and
joined the movement. Even during his
fasl Fast, Gandhi does nol know what
exactly are the conditions he should lay
down for ending his fast and tamely

accepted whal he is told 10 do. Jawa-
harlal Mehru is a good boy, a bit sen-
tUmental, perhaps, and rather im-
petuous in handling explosive situa-
tions. But then, he is quite submissive
to the Maulana's admonitions and
advice. Rajendra Prasad, Rajagopa-
lachari and Kripalani hardly exis! except
as flitting shadows and Sardar Patel, of
couise, is a perverl communalist, who
came to hate Gandhi so much that he
allowed him to be murdered by neglect-
ing his security. He blandly asserts that
both Rajendra Prasad and the Sardar
were mere Gandhi creations. overlook-
ing the fact that he himself and many
others aiso fall in the same category.
Maulana Saheb even dares to suggest
that Gandhi's attachment to non-
violence was ephemeral and was
washed out by 1945. Men and matlers
emerge as grotesque figures and are
presented with such brazen cussed-
ness, that the book makes irritating
reading to any one who is even remote-
ly acquainted with the ground realities
of Indian potitics during the period co-
vered in the thirty pages.

All this is not meant to suggest that
Maulana Saheb is deliberately deceiving
readers and distorting facts. He is poss-
ibly the victim of that greatest of decep-
tions, self-deception. The fortuitous cir-
cumstances which prolonged the
period of his Congress Presidency, are
probably the reason which make him
forget his true position in the Congress
hierarchy. He was at the tail end of the
Congress High Command and had k-
mited say in shaping Congress policy.
He himself often deplores the decisions
arrived at. He had neither the masses
nor the classes as a support base and
was, 1o borrow the cruel arrd biting
adjective from Jinnah, a mere show-
boy of the Congress parly.

The enly parl of the book which has a
fring of sincelity is that which narrates
his efforts to oppose Partition and his
failure in preventing it. To point out
numerous errors of facts and chronolo-
gy would hardly serve any purpose, be-
cause nobody who knows India of the
Turties would tahe Maulana Saheb's
word for it. But Lhis exercise in political
autobiography — there is hardly any-
tinng about tus personal life. except the
death of tus wifie whom he does not
even namie — is o valuable Jocument
Fosan bwo digineetne ally opposite angles.
It revials the stufl which went inlo the
making ol the leadership in our public



fe and if this was one of our heights
1en, we need not be unduly perturbed
bout the calibre of our third generation
:aders today. If this opinion appears to
e a bit more harsh than it should be,
't us remember that Maulana Azad was
nfortunately not an exception but the
eneral rule. As Nehru puts it in his pic-
Jresque phrase, ‘We are small persons
tanding in the shadows of giant
vents'. This of course does not apply
2 Nehru but it does to Maulana Saheb.
he second and far more important
ssue is that if we could win our struggle
or independence with such an army,
wr strugale and its fruition needs a re-
ised analysis to put the events in cor-
2ol perspective,

Nagindas Sanghavi

XPLORATIONS IN ECONOMIC
HEORY OF SOCIALISM by Dr.
shrikant Jichkar; Central India Re-
earch Foundation for Socio-
‘conomic and Political Affairs,
fagpus; 1987; Pp 175; Rs. 100

Mr. Jichkar's book is primarily an ex-
Joration in economic theory, as his title
romises. He correctly diagnoses, right
1 the first few essays, that both Keyne-
ianism and Mandsm are going through
neir most trying phases and have been
asund wanting. But, from the fourth
:ssay onwards he takes off into a world
if theoretical abracadabra that has to
se read to be believed.

His initial analysis of the place of the
ecent economic reforms in the Soviet
Inion is theoretically sound. The intro-
luction of competition in the economy,
f autonomous industries, market
rices, profits and the payment of
vages to labourers out of the incomes
sf their respective enterprises have all
eriously challenged the orthodox com-
nunist conceptions. After this he pro-
:eeds to analyse the rut that bedevils
v“iarket systemns. All production, he says,
:an be categorised into production for
srofit and production for living. The for-
ner which is the motor of the capitalist
ystem engenders the artificial large-
scale exploitative regime with its con-
:omitant business cycles and depress-
ons. Hoaver, if the competitive struc-
ure is maintained even during depress-
ons i.e. if the law does not intervene to
sten the falling price-line, these large
srofit centres will collapse. People who

produce only for a living will however
continue to do so, since for them it
would be a guestion of survival. Thus if
the depression is allowed to run its
course, “organisations of profit, will be
transformed into organisations for fiv-
ing” (P 58). Thus ‘free competition
transforms the capitalist economy into
Gandhian economy peacefully’ (P 146).

With this bewildering piece of deduc-
tion, Mr. Jichkar turns to the seclor
which he believes has maximum poten-
tial for the coming social revolution —
the unemployed. In an entire essay on
this class, he argues that Capitalism
with its inevitable labour saving fallout
creates a huge army of unemployed
who are not. in reality, unemployed be-
cause they seek some emnployment
They should hence be categorised as
self-employed, or, better stilt, as family-
labour units. Political and economic
theory have largely ignored this group,
explains Mr. Jichkar, although 57% of
the total non-agricuttural work-force in
Maharashtra is in this category of the
self-employed or family-employed.
Additionally 95% of the farm holdings
have less than ten hectares. These too
fall in the category of family managed
units. When the large capitalist orga-
nisations for profit both in agriculture
and industry whittle under depression,
these family units will continue to sur-
vive, Being non-exploitative, they will be
the ultimate bulwark of the coming
Gandhian order. Eventually. if condi-
tions of competition are allowed to pre-
vail the large sector wil! also disintegrate
into family units.

Mr. Jichkar's strong plea is, therefore,
for more competition and he quotes, in
his suppor, the recent farmers’ agita-
tions for the removal of all privileges to
industry such as_patents, brands and
tariffs. Besides the capitalists, organised
labowr oo has become a privileged
class with its protected tenure and infla-
tion adjusted salaries. This monopolis-
lic element should be abolished, says
Mr. Jichkar, and labour should be ren-
dered perfectly competitive. In the post
depresssion economy, that will com-
prise only of family-centred units, those
rendered surplus by the "Social/gov-
emmental’ sector may always be em-
ployed by their families.

Mr, Jichkar concluded his grand
theory with the thumping assertion that
what is needed to achieve this Gan-
dhian goal is the introduction of the

competitive element in every sphere,
and this, he argues, is precisely what Mr.
Rajiv Gandhi has sought to do with his
liberalisation policies even as his
mother sought to rehabilitate the un-
employed {sorry, self-employed)
through her 20-point programme. Eco-
nomic bliss is thus just round the
comer.

Given the [act that the private corpo-
rate sector is the most organised sector,
economically and politically, one won-
ders, how Mr. Jichkar eapects it to stand
back and “let the depression run its
course’’. Even more difficult is it to im-
agine how a politician with his experi-
ence can glibly 1alk of abolishing the
privileges of organised labour and the
professional classes.

The national political scene today
suffers seriously from want of mission-
ary zeal while the economy suffers from
a poverty of policy. Under the circumst-
ances it would be in the best interests of
all if Mr. Jichkar refrained from confus-
ing the youthful members of his Youth
Congress to whomn these lectures are
supposedly addressed. Last, and by no
means least, Gandhi, Keynes and Marx,
for all their shortcomings, certainly de-
serve a better deal.

Lata Janardhan

ONE MAN'S WORLD: Karan Singh.
Ed. Kishore Gandhi. Allied Publishers
Pvt. Ltd; First published 1986; reprint
1988; Pages xvii, 326; Rs 40

ONE MANS
WORLD

Karan Singh

This is a collection of Dr Karan
Singh's writings over the past three de-
cades. There are in all 38 selections
arranged in three parts — Par | titled

Freedomn First 58



‘New India’: Il 'The Convergence of Sci-
ence and Religion’; and Il *Around the
World', The selections are very readable
and written in excellent and fowing
style.

Dr Karan Singh's advocacy of moral
and spiritual values in life and politics,
commitment to the basic truths of Indi-
an culture; to the eternal principles of
Hinduism and to the urgency of prepar-
ing the spirtual foundations of human
unity and reconciling the claims of sci-
ence and religion, may be regarded as
the common concern of these essays.

His philosophy of life is succinctly
and eloquently stated in the essay enti-
ted ‘| Believe'. This collection can be
read with profit by any one who desires
to have an easy and summary account
of the various aspects of Indian culture
and philosophy. He may gain valuable
insights into the moral predicament
which challenges humanity and realise
the urgency of bringing about a moral
and spiritual revolution which alone can
deliver us from the “moral wasteland”
and ensure a future worthy of man's
higher mission.

The author holds the faith that great
as is man's present achievement, grea-
ter achievements await him in the fu-
ture; that evolution does niot stop with
man and that the goal of evolution is
the realisation of spiritual superman-
hood.

The travelogue, Part lIl, is engaging
and delightful. Karan Singh's versatile
interests and deep spiritual outook
speak through each piece of this collec-
tion.

The essay ‘Books: The life-blood of a
civilisation® is a contrast to the general
tone and quality of the collection. The
reader will not fail to notice the jarring
personal (egoistic?) tone of the essay. It
is marred by grave inaccuracies in the
citation of Milton and in the reference to
Everyman’s Library. This series is neith-
er defunct, as the author would have it,
nor does it carry the lines of Milton
which the author cites inaccurately. The
reference should have been to the
King's Treasuries rather than to Every-
man's Library, both published by
J.M.Dent. The book has no index and
none of the collected pieces bears the
date ol writing.

G.N. Sama

Praf, of Political Science (Retd.) Maralhawada
University
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INTEGRATED HEALING ARTS by

J.M.  Jussawalla; Popular Pra-
kashan; Bombay; 1388; Pp.96;
Rs.25.

Dr.Jehangir Jussawalla is well-known
in his native city of Bombay and outside
it as a practitioner of nature cure of
many years' standing. | know many per-
sons in my family and among friends
who rely entirely on him to deal with
their health problemns.

He has published a number of bocks
on nature cure and health problems
and some of these, which deal with diet
and vegetarianism are invaluable for the
detailed information they give regarding
the caloric value and the vitamin and
mineral content of individual fruits and
vegetables, cereals and other food-
stufls and the beneficial effect of con-
suming them,

The book under review aruges that
the healing arts are to be considered as
a whole. Each system of medicine has
its own contribution to make for our
health and any narrow minded adher-
ence on the pant of medical practition-
ers to any one system is wrong and un-
fair to the patient He quotes Hippo-
crates, the father of medicine: “Use ev-

ery available means necessary for the
particular case. The first aim in the
practice of the healing art is how to
make the patient well and if the patient
can be made weli in more than one
way, choose the least troublesome.”
Against this background Dr. Jussa-
walla examines briefly the different sys-
tems of treatment including some un-
heard of by us even 20 years ago —
invaluable for medical students. He
takes up such treatment as hydro-
therapy, Colonic-therapy, psychology
among the healing systems which
should be used most appropriately. Ex-
ercise, rest, massage and other essen-
tials for good health are also tackled.

In conclusion Dr. Jussawalla discus-
ses the ant of healing and suggests that
the human body has self-curative
forces. “Mature heals and cures — the
physician lends intelligent assistance
and interprets Mature's laws for the pa-
tient.” The true art of medicine is not
only to cure disease but to prevent it by
fortifying the individual so that his
capacity and power of resistance are in-
creased, concludes the author.

Mehra Masanl
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