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URING 1980-81' 'when the
Government of India was
seeking a loan from the In-
ternational Monetary Fund, several
economists got togethcr to record
their opposition to the mow.- in a
letter to the Press. At a t‘:ocktall
party | was identified as one of the
signatories and cormered. Tell us
why it is such a bad move, they
demanded. Well, | said, consider
the case of a weak character, a
spendthrift and an occasional gam-
bler whose good intentions have
short lives. If one finds this person
trying to raise a large loan what is
one’s first reaction? Borrowing is
not . bad in itself; a'serious young
man trying to expand an already
thriving business would ‘have our
support for his attempts to borrow
money. A spot -of caution re: the
small print, but O.K. in principle.
Now, ladies and gentlemen,. you
know our Government: What do
you think? - - - '
Even though the first IMF loan
did not lead to immediate disaster
it did nothing to:reform the profli-
gate. In 1991 the balance: of ‘pay-
ments position plus the depletion’
of our foreign exchange ‘reserves
forced the Governmentito'approach
the IMF once again. This time the
dimensions of. the ‘crisis’ left no'
other choice. However, it ‘was
necessary to give an undertaking to'
institute a throughgoing  reform:
programme virtually dictated by
the creditors. Apart from devdlua-
- tion of the rupee, our Government
- had to promise fiscal and monetary:
- discipline to contain:inflation: But
- this was merely symptomatic treat-,
ment; the disease itself-called for,
| the Structural Mjustnmxt rPro-

¥

-

LY e Thoal.wE r - .

gramme (SAP] of the World Bank.
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but claimed that the resul-
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telligent person whosé interest in.

. the matter and intelléctual stamina
far exceed thosc of people making
casual inquiries’ at cocktails. It
“does’ dn excellént job in clearly
shomng that liberalization was a
crlslq—drwtn responsc undertaken
“without sériqus debate within the
"country. “The correct thing to do
‘would have been to separate the
objecum of such crlsla-manage
“ment from the long-te develop-
,ment prlorltles which concern the
ordmary people of Indla. Instead,
the archltccts of economic ‘lberali
‘zation, pretended that these re-
‘forms jnduced by the néeds of the
1mmedlate crlsls-manpgement are
‘also t.he reforms needed for dc
velopment™. =
- Bhaduri and Nayyar qucstlon the
IMF,  stabilization design which
works mmugh the ctlon of
aggregate ‘demand. e reduced
.demand may simply lead to'lower
‘production as thc sizé of the' mar-
ket, shrinks. The. ‘result would be
Jower output and falling émploy-
ment without any sustainable im-
provement in the balance of pay-
thefits or on the prices front. It is
also lmportantt o recall that reduc-
ing the size of the deficits alone
cannot suffice in the longer run. It
is theé productive use in relation to
the cost of borrowing (for ﬂnanctng

‘the deficits).that matters”.

But Bh&duriandNayyarﬂrecven
‘more sceptical of the benefits of the
SAP _This is supposed to lead us
away from the stagnation of the
past 1o, a bright future {n which
India will take its rightful position
asanlmpor!ant player {n the global
¢¢0n0ITIIl¢ game We .have to pro-
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duce mﬁm exportables rather than
.cling - to: old ways -of import-sub-

stitution. . The . cheaper rupee

should help. Our producers in the
“private sector require some incen-

tives, but what they need more ur-
gently is the removal of shackles.
Deregulation by the Government

follows ‘logically, as does the aban-
‘"donment of most of our public sec-

tor units which embody the worst
of the Government's meddling into
productive activity. Again, if we
have to' éngage in the continuing
battle to increase our exports we

need to have easy access to the best

inputs and the latest techniques.

Hence the course of external trade
must not have hurdles for our pro-
ducers. For the price mechanism to

'work, even.in our international de-
-alings the over-priced rupee must

go and the "natural” level must pre-

vail in'the foreign exchange mar-

ket. But, if'tmports cost more in

rupees how is that going to help

..n'i- g

‘with our balance of payments? The
“natural™ level for the rupee plus

full convertibility will attract fore-
ign investment, thus at once solv-
ing our external balance problems
in the short tun and the problem.of

-re-tooling :the 'economy for: high-

tech :production in the long run.
We must also reform the financial
sector 8o - that the chariot of
economic- progress -has its axles
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It all sounds so easy. And it does
have a strong appeal for the ordi-
nary citizen whose experience in
dealing with the Government (at
every level) is that of harassment.
Reducing the powers of the state
strikes .a responsive chord in al-
most every heart even when people

go on complaining about the fai-

lure of the Government to provide
this or that facility. that they ur-
gently need. There is no contradic-
tion here: the functionaries of the
state are downright offensive in

their dealings with the ordinary

citizen; they are also inefficient,
obstructive, malicious and dishon-
est. At the same time the provision
of social and economic infrastruc-
ture. is the responsibility of the
state, and the condition of the in-
frastructure which exists “simply
cannot provide the population with
facilities. that would be a bare
minimum elsewhere. The roads are
full of potholes. Rural roads are
even worse, for they are submerged
or washed away in the monsoons.
Public transport on the roads is

unreliable, unsafe and inadequate.
There is not enough room in the

trains and reservations must be

smade : months_ in advance”. The
supply of electricity, the telephone
system, the postal services all are

TE = 3 is

unable to meet the requirements.
Sanitation, housing, drinking wa-

_ter, health care — think of any-
thing, and it is generally unavail-

able. Surely, the state must earn its
marbles by providing a decent level
of all these facilities before its min-
lons can look the ordinary citizen
in the eye. Down with state regula-
tion of our lives and up with

liberalization!

HE problem with this view
— and my own gut reac-
_ tions are similar — is that
for liberalization to work, deregula-
tion is never enough. Without a
decent level of infrastructure new

.industries cannot grow; the old

find expansion prohibitively expen-
sive. Without social infrastructure
the quality of the labour force never
attains the minimum levels needed
for adaptation to new modes of pro-

“duction: And not only the question

of inadequate. infrastructures; the
'stdte must also help an indus-
trializing economy make a transi-
tlon from import of technology to
diffusion and innovation. “For this

. purpose, it is necessary to formu-
late a policy regime for the import

-of" technology, allocate resources

for R&D and evolve government
promment policies”. What is

more, there should be protection

‘against dumping at least in:the

carly stages. What we warit is not a
minimalist state, but a state whose

actions are complemeritary to the

liberalization. Also, the benefits of -

liberalization depend cruéially on
competition, on observing the ru-
les of the game. A vigilant state is
‘essential for’ this, not only as an
observer, but often as the framer of

appropriate rules.

'Thatlhavebeenqmtlng

Bhaduri and Nayyar copiously
shows clearly enough that I think
highly not only of their analysis but
also of the clarity of their exposi-
tion. It is all well written, but I like
best their Chapter 5, “The State
and the Market: The Name of the
Game”. There they make out a case
for state intervention for-three dif-
ferent reasons. Functional inter-
vention seeks to: correct market
failures. Institutional intervention
secks to govern the market by set-
ting the rules of the game for the

-players in the market. Strategic in-

tervention secks to guide the mar-
ket. I recommend the interested
young person to read the éntire

book very carefully, paying special

attention to the arguments in

Chapter 5.

‘Does this mean that | agree to
mxy proposition in the volume?
By no means. | have small reserva-
tions ‘throughout. Manmohan

‘Singh's abject surrender was bad

enough; his subsequent preening
about as an apostle of laisséz-faire

‘was even harder to stomach. How-

ever; ‘one can ask: “How much real
choice did he have?” The mess was
not of his making, but he was en-
trusted with the job of ¢tleaning it
up. He had no political' base, his
party did not have a majority in the

Lok ‘Sabha. How much' bargaining

power vis a vis the lMFfWorid Bank
duo did he have? o1

* On another note, the meome-ex
penditure model does’indeed offer
unfavoumble prognoals about the

efficacy of - tight publlc finance,
tight ' moriey polldeeﬂ But how

‘much success’' did ' such ' models

achieve ‘in mgnmﬂ "regimes?
Structural macrotconomsics' might

work iri some ecoriothies for & while
but how sound 'are 'Its:: fourida-
tions? ‘A loriger ‘périod: Is: liléely to
shift ' the struétrural’ parénieters.
Which way? I did not find any'defi-
nite conclusion in this: regurd m
the structrura)ist literatute.

" Bhaduri and Nayyar ‘are’ emmn-
ted' to -democracy whikch- allows
correction ‘of errors; indeed’ often
forces such :correction: A market
.mechanism has a similar eharac-
terl.stlc self-correction of imbalan-

ces. Big players without: scruplcs
can play hell ‘with ‘the - price
‘mechanism. * Similarly ‘' placed
politiclans can and do get away
‘with murder or worse.! Bhaduri
-and Nayyar plead for transparency
‘both in' economic¢ policy and. in
political decision-making as a pre-
condition for sensible policy. They
are¢ right in this, but ‘how and
where .do we look: for - powerful
- politicians who'neither collaborate
with criminals rior are criminals
themselves? The recent spate of
scams of ail descriptions do not
permit easy optimism: = .

Finally, Bhaduri and Nayyarrcfer
to the recent experiences of Japan,
Korea and :Singapore. The state
‘and the private sector worked in
tandem in all these success stories.
I would have appreciated:a refer-
ence to Friedrich List who'ques-
‘tioned the appropriaténess: of the
laissez-fairé” ‘approach for early
~ 19th century Germany. List is the
father of the infant industry argu-
ment; he saw the role of the state as
"the' | promotion" of: *industrial
growth, actlngasaprotector in the
'‘Initial stage. It'is instructive to
‘note 'that List was' greatly con-
‘dérned’ with“«the problem :“of
";iaupermmf A large numbers of
'people who could not‘find a living
i agricultire; 'fiot eﬂtﬂoymtnt in
the buddlngrlndustml uctor



