fthe manysimmering slo-

gans coined by the NDA

government, “Make in In-

dia"is themost im portant

as it promises to make In-
dia an important investment destina-
tion. However, like most other slogans,
it is important to be clear about what
has to be achieved and how. After all,
Jawaharlal Nehru too strived to make
inIndiabyerectinghigh protectivebar-
riers. Thepolicy completely ignored the
interests of the consumers who had to
put up with products of inferiorquality
at high costs. We departed from the
strategy in 1991 because, it wasnotsus-
tainable. Therefore, the slogan should
haveadifferentconnotation notmerely
in terms of the tapestry, but also in
terms of the real content.

Making India an important invest-
ment destination requires asystematic
approach and strategy involving both
policies andinstitutions. Thisrequires
the existing systems and processes to
undergosignificantchanges toremove
the structural rigidities and to create
anaccommodating ecosy stem. The dis-
tributional coalitions that have deeply
entrenched in the system will not easi-
ly allow such structural changes. A
clear understanding on the part of the
policy makersof what needsto be done
tocreate afavourable ecosystemisnec-
essary This requires clarity, appropri-
ate strategy and its communication
with thepeople.

Operationalising of Make-in-India
entails the Indian economy being in-
ternationally competitive, which re-
quirestheefficient use of existingre-
sources and creating a favourable
climate for achieving technological
progress. Creating suchan ecosystem
calls for a combination of reforms to
change the character and quality of
institutions, provide state-of-the-art
infrastructure and get the prices
righttoachieveefficientallocationof
resources. Given the nature of feder-
al polity and the fact that in a number
of areas the states have important
roles to perform, the policy and insti-
tutional changes will have to encom-
pass both the Union and states. The
Union government will have to work
out strategies to carry the states in
thislong journey.

The most important intervention by

Make-in-India

For whom and at what cost?

Quality institutions, state-of-the-art infrastructure and efficient allocation of resources will be crucial

the government is to
change the character and
qualityof institutions. Ad-
mittedly labour laws have
been a binding constraint
inpromoting labour inten-
sive industrialisation and

amdlocallevels arenumer-
ous. Courts do not resolve
disputes within a reason-
able timeperiod andinthe
absence of an effective re-
dressal mechanism, peo-
ple are forced to take sub-
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where bureaucracy is the

most influential interest

group, the tyranny of sta-

tus quo will continue. Ensuring ac-
countability and rewarding perfor-
mance and making appointments on
the basis of competence are the need of
the hour. Bureaucrats never fade; vir-
tually every regulatory system has
been captured by the retired bureau-
crats and competence has not always
been the criterion in these appoint-
ments. The vitiation in the ease of do-
ing business is exemplified by the
functioning of the taxman. Not much
has changed since the NDA govern-
ment hastaken over to change the atti-
tude of tax administration.

Much as we have decriedthelicence-
permit raj, this continues to pose im-
pediments in variouswaysat all levels
of government. The number of bu-
reaucratic clearances required for
every initiative from the Union, state
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ution. Despite several

rounds of reforms based

onbailouts to discoms, po-
litical interference and ineffective reg-
ulation have continued to paralyse the
sector. The promise of recapitalisation
of public sector banks may provide
some financial room, but this is not go-
ing to solve the structural problems in
the financial sector. The most impor-
tant initiative needed is to step up pub-
li¢ investment in infrastructure Al-
though the low volume of budgeted
investment at the Union level is a mat-
ter of concern, the government has
done well to front load capital expendi-
tures. Better revenue collections from
indirect taxes too point towards a pos-
sibility of enhanced investment spend-
ing. Itis important to come out with an
acceptable model concession agree-
ment for PPPs to move forward in this
area. Private investrment clamours for
low interestrate which implies that the
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fiscal deficit should be contained. In
this environment, increase in public
investment is possible only when the
tax-GDP ratio increases. The GST re-
for mpromises much, but withcom pro-
mises and distortions, one is not sure
how much it will deliver. Indeed, it is
necessary to view GST reform as a
process, notabig bangreform.

A major structural problem con-
straining productivity in India is the
control on prices. Even after 24 vears of
liberalisation, prices of many goods
and services are determined through
administered fiat rather than by de-
mand and supply. Controls on prices
have distorted the resource allocation
at macro and micro levels and has pro-
liferated subsidies. Administered in-
terest rate on provident funds places a
floor on the reduction in interest rates.
Pre-empting a large proportion of
household sector’s savings for public
spending distorts the structure of in-
terest rates. Overvalued exchange rate
hurts the export sector. We cannot dis-
tort cane prices, and then increase im-
portdutieson sugar to protect thesugar
lobby and persuade inereased propor-
tion of blending ethanol inpetrol to con-
sume sugarsticks. Subsidising irrigat-
ed water results in the farmers
adopting water intensive crops even
when that is not appropriate. Subsidis-
ing electricity results in depletion of
mderground water. Subsidising urea
results inthe distorted consumption of
fertilisers and soil salinity. The exam-
ples can bemultiplied.

Indeed, manyof theinitiatives relat-
ingtoMake-in-Indiarequirecoordinat-
ed calibration of refor m by both Union
and state governments. It is also impor-
tant that the required reforms get
bi-partisansupport. Forgingconsensus
and securing support cannot be
achieved through confrontationist
strategy. The opposition has nothing to
loseby opposing and it isherethe ruling
partyhas the primary responsibility to
adopt a coneiliatory approach to build
consensus, Building hot and cold will
noteertainly helpthecauseof reformto
Make-in-India.
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