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Why do farmers commit
suicide? It's lack of
control over the business.
Nobody has asked what is
the unsubsidised rate...
We have producer,
transit, and consumer
subsidies. The business
model is destroyed"

AANCHAL MAGAZINE: You have said
that India is headed towards a middle-
income trap.Canyou elaborate?

Whenyoulookatwhat Bombay (Mum-
bai) likes to look at as its indicators, these
arediagnosingafardeeper structural prob-
lem in the economy. It has nothing to do
with the last five or 10 years, but it has
everything to do with what has been the
engine of growth since 1991.The leading
indicators for Bombay are automobile,
two-wheelers, air conditioners, refrigera-
tor sales... What do all Indians consume?
There are five things — food, clothing,one
house minimum in our lifetime, health-
care and education.If that is so,how come
these are not indicators in Bombay?

Since 1991, there hasbeena conscious
attempttoensure thatthe principal engine
of growth is the consumption by the top
100-120 million (people)... When I was a
kid in 1988, everything in my life was
rationed. My food, drinks, railway and air
tickets, car, were rationed. Today we have
norationing. Nowtakeanindividual earn-
ingminimumwagein 1988.Has the price
of food, clothing, shelter, health and edu-
cation moved in such a way that this indi-
vidual has a better life today? The answer
wouldbenotsogood.This means that per-
son hasnot contributed to growth theway
we did. But that’s fine and India is a big
country.And people like us are 100-120
million.Thatis thesize of the German mar-
ket. So in terms of a market, we must be
very happy. But when you all have bought
your cars and houses, what will you con-
sumenext? Youwillwant togoforholidays
abroad, have your healthcare done in Sin-
gapore, you will want your children to
study abroad, and that is what is happen-
ing now. This additional discretionary
demand this 100 million is generating is
increasingly moving to things that India
doesn’t produce...Ifyoulook at the import
bills for foreign holidaysand education, itis
going up by hundreds of percent a year for
the last six-seven years. So domestic con-
sumptionis plateauing fora structural rea-
son.And here if you tinker and say add fis-
cal policy, itislike I havea fractureand you
aregivingmeamassage.Thatgameisover.

SANDEEP SINGH: This is where the
debate over jobs comes in. We have not
been able to create jobs.

You can’t create jobs. Activities create
jobs.The question is,will the activities used
forthe consumption of the top 100 million
create more jobs? No.Therefore, what we
need to have noware policy measures that
gobeyond government.Wehavetoaskthe
tough question — how come we are not
able to meet the demand for more food,
clothing, housing, health, education, at
affordable prices? The key pointhereis this:
You can subsidise for 90% of the popula-
tion,but somebody earning the minimum
wage or above should be able to afford
those five things without subsidy. The
structural problem is that they cannot.

Also, the solutions to this are very dif-
ferent. Let me start with agriculture. The
objective function of Indian agriculture
has been to grow more food. We have sub-
sidised and cross-subsidised that sectorto
such an extent that today as an economist
I find it impossible to calculate the non-
subsidised cost of anutritional mealatany
location in India. What kind of business
model does that give a farmer? Why do
farmers commit suicide? A farmer com-
mits suicide because of the lack of control
over the business process. Nobody has
asked what is the unsubsidised rate in an
agriculturalbusinesswhere the farmerwill
earn a 15% rate of return. We have pro-
ducer subsidies, transit subsidies and con-
sumer subsidies. The business model has
been destroyed.Thatiswhyyouare not get-
ting‘activities’in theagriculture sector that
areprofitable,and thereby create purchas-
ing power.Thenyou say okay, if agriculture
is able to work at 15%, then there is over-
supply of labour, then thatlabourneeds to
participatein non-farmactivities,then the
income earned will enable those families
and communities tomigrate toacity...Not
like todayasasupplicate,as somebodywho
is treated with no dignity in Gurgaon, in
Bombay, etc.

Inthe otherscenario, people comingin
from UP, Bihar (to cities) will be migrants
with capabilities to search forjobs.That will
transform the quality ofjobs that one gets...
Policy should focus on setting up manu-
facturing capacity where the majority of
the country lives, instead of condemning
them to a permanent journey to Dubai,
Bombay, Bengaluru, Gurgaon, Noida or
Chennai,and then feeling good about the
fact that they are getting jobs there as
watchmen,waiters and drivers.

Also,we have to produce (things)which
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2019 that warned of 'slight’
economic slowdown in 2018-
19. The director of the
National Institute of Public
Finance and Policy, an
autonomous research
institution under the Finance
Ministry, argues that the
demand generated by the
top 100 million, which has
been driving India’'s growth
so far, has started to plateau

"Somebody imposes the
tariff, somebody does
something else... If you
can justify in public the
tariff, and consequences
from it, then | am for it
although | may disagree
with the principle. But
that is not done

Can't run world’s fastest growing economy on
employment support... Must create employment

Dr Rathin Roy, member of PM’s Economic Advisory Council, blames ‘structural problems’ lasting years for plateauing domestic consumption,
believes smart policy and not expensive schemes will help meet targets, and explains why he thinks railways and smaller cities are collapsing
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all Indians consume, and that which all
Indianswant to consume.Thatyouhaveto
subsidise to help somebody purchase the
five basic things is absurd. Something is
wrongwith that model. You have torecog-
nise and change that.

HARISH DAMODARAN: But if you look
at the rural wage growth, it has been in
doubledigits.Soincomeshave definitely
been growing. The structural problem
seemstobe of thelastfiveyears,because
of demonetisation, the Goods and Ser-
vices Tax etc.

I disagree. There has been only one
three-year period between 2005 and
2008, and I may be wrong on the years,
when the consumption of the bottom
2009% grewfasterthan thatof thetop 20%.
Soit’s not about the last five years. Before
thelast fiveyears, thelast milewas helping,
and there was a period when agricultural
wages grew. But I’'m afraid these grew
because of the subsidy called MGNREGA.
It was not a bad subsidy because it forced
the rural living wages to go up by creating
demand. But, you cannot run the fastest
growing economy in the world and then
provide an employment support pro-
gramme.The fastest growing economyhas
to create employment on the strength of
its own performance. The boost was tem-
porary, as will happen with every fiscal
stimulus you give, everywelfare and com-
pensatory handoutyou give.

ANIL SASI: One of the trends that we
have seen in the last five years is the
repeated fallback on tariff hikes to pro-
tect the domestic industry. There are a
number of sectors, such as telecom,
where duties have been hiked primarily
to address grievances of the domestic
industry, mostly seen as protectionism.
Isn’t that essentially pushing us further
down theroad,theroad you mentioned
weshould avoid toget out of this middle
income trap?

Tariffs can do two things. They defi-
nitelymakelife more expensive for people
or they make people not consume what
they were consuming before...If thereisa
2,000% tax onairtravel,alot of uswill stop
flying. You will have to go back to the rail-
ways.Then,youwill get mad at the services
— delays,food etc. Then wewill start invest-
ing in the improvement of the railways.
That’s one good way to go.

Now, if your tariffs are involved in
industries, where the demand is inelastic,
thenyouwillnot consumelessbutyouwill
pay higher prices. If I'm able to produce a
mobile phoneat eight,and the tariff means
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that I will sell the mobile phone at 10...so
prices will go up for the consumer... That
cost benefit calculation has to be done
commodity by commodity and it is hard
work.Australia has the Australian Produc-
tivity Commission. It’s a constitutional
body and it estimates your productivity
and the elasticity of demand and supply for
every commodity in Australia. That infor-
mationis presented to the parliament,and
on thatbasis,economic policydecisionsare
taken. But we don’t do this hard work.
Somebody imposes the tariff, somebody
does something else. In that sense, I'm
against it (tariff)... Ifyouare able tojustifyin
public why you are doing the tariff and
what the consequences will be — which is
never done — then I am for it, although I
may disagreewith the principle.But thatis
not done,so I don’tlikeit.

LIZMATHEW: Doyou think theschemes
implemented by the government to
yield growth, like the skill development
scheme,did not meet their target?

This again is a problem. It’s very inter-
esting that the discourse that we have in
this countryisabout schemesand targets.
It happened in Communist countries,
right? When the Prime Minister said that
hewants to double farmers’incomes byX,
hewas actually making a paradigm shift.I
think that paradigm shift wasbipartisan...
The objective of agricultureistomake sure
itisaviable business model. That’s a para-
digm shift.Thereisnoschemethere.There
isan attempt to reassess the kind of inter-
ventionswemakeinagriculturewith these
objective functions in mind.

The second is low-cost housing. The
idea that we should provide housing at
affordable prices to people earning the
minimum wage and above,and doitinan
un-rationed fashion,is nowpart of the mis-
sion of the government... But that is not
what people focusonanymore.In contrast,
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we are using the word ‘scheme’ every-
where.We are not adopting the economic
logic and analytical hard work required to
make our big policy proposals succeed.

I shuddered when I saw that the entire
schemesinitiative hasbeenreduced to cre-
atinganewministry.Formethatisthekiss
of death.If we say India needs skills, set up
a skills ministry, then the whole thing col-
lapsesintowhatI call proto-Communism,
where you are setting up institutions and
hiring people.It doesn’t work that way.

We are a two trillion dollar economy
and such crude approacheswill not work.
We will need to do the hard work of pin-
pointing what exactly is it that we want
to do.It’s not about spending moneyj, it’s
about doing things smartly and chang-
ing policies. It’s not expensive; schemes
are expensive.

SUNNYVERMA: The EconomicAdvisory
Council tothe PMwas constituted aftera
sharp slowdownin theeconomy.Hasthe
council been able to advise the PM on
economicissuesordid it takeaback seat
because of the politics, elections etc?

That would be best answered by the
Chairman (PMEAC).

ANILSASI: Buthasthe governmentbeen
receptive to the PMEAC’s suggestions?

I am resisting saying this... There is no
cause or effect between the two. Some of
the initiatives that were taken are consis-
tentwith some of theideas (of the PMEAC).
The doubling of farmers’ income and
affordable housing for all... These are the
levels at which this happens. Say, thereisa
personlivingin one of the poorestdistricts
in India.If Iimpose tariffs,or I don’t,will it
make any difference to that guy? If yes,
thenshouldIgetout of thebusinessof tar-
iff making? So that kind of medium-term
thing you cannot ask in the short term.In
the medium term, you can do it because

There is no reason to
doubt the intrinsic
credibility of the GDP, or
other statistics... As for
how the government
could have dealt with this
better... It would have
been well advised to
have professionals
comment on these

you have the equipment,and youhave the
desire and the political ambition to tran-
scend present-day constraints and work
towards that situation... This I think all
sides of the political house lack. There are
no social movements to push us towards
this medium-term objective,and so it will
have to come from political statesman-
ship... By nature bureaucratic and techni-
cal people like me, our bread and butter is
talkingabout thelongterm.If I havetosell
myservicesasan economist,mybestbetis
to predict the interest rate in October. My
best bet is not to talk about the person in
the poorest district and how policy will
change hislife.And that’swhat people pay
you for, for the short term. Dhandha short
term main chalta hai (Our work is for the
shortterm).But politics,development,and
economy should be for medium term.

PVAIDYANATHAN IYER: Your observa-
tionsabout the structural weaknesses of
the economy show that on the one hand
we are not able to provide services —
which arebeingimported — fortherich,
and on the other we are not creating
affordable services for the poor either.
Thatis nothowIwill describeit.First of
all I am not speaking of the poor. I am
speaking of the non-poor who is not rich.
In India,the economicsis not difficult,but
the whole political sociology is what
imposes major economic constraints. A
consequence of this is the unevenness of
opportunity and participation in deliver-
ing growth.I will give three examples —
railways, higher education and urban ser-
vices. When the elite abandoned the rail-
ways, the railways collapsed in terms of ser-
vice and quality. Same for higher
education.Forexample,many of you must
be migrants to Delhi. You were not born
here.In the older days, if you finished your
career in Delhi, it didn’t mean that you
would retire in Delhi. You would retire in
Bhubaneswar,Sambhalpur,etc.Theadvan-
tagewasthatwhen someonelikeyouwent
back,and somethingin the urban services
didn’twork,you called up the district mag-
istrate and they would take notice. Those
communitieswould bebuilt.But the com-
munity relations break when there is
unequal growth. It has broken in the rail-
ways, higher education etc. How many of
you are going back to the small town you
were born in? And whywould you goback?
The quality of lifeand income are somuch
better here. There’s a consequence of that
for every small town, for every train, for
every higher education institution in the
country.Soitisnottherich-poordivide,it’s
about those who benefited and those who

A\ EXCHANGE

EH OF AN IDEA EXPRESSED

9

AMIT MEHRA

didn’t. What decision did the beneficiaries
take and the consequences for those who
were left behind... that is the challenge we
are facing.

AANCHAL MAGAZINE: You mentioned
structuralissues,markets notleading to
perfect outcomes, uneven distribution
etc.Insuchasituation,ifthe government
has to spend to spur growth,how does it
thenachieve its fiscal targets?

If you have a structural problem, the
solution is not spending money. It is to
increase productivity, make government
interventions more effective... If you wish
to improve the quality of agricultural
extensionsin India,thenyoudon’t have to
spend as much moneyastwoairports.Iam
pleased that the government is fiscally
restrained.Thejob of the governmentisto
make smart policy interventions and not
spend money.I am here talking primarily
aboutthe Central government,butit’salso
for state governments. Also, the responsi-
bility of addressing this constraint cannot
be put on the government alone. Private
sectorand societywill both have tochange.
We need a national conversation.

BANIKINKAR PATTANAYAK: There have
been questions over the new methodol-
ogy of GDP calculation. Where did the
government gowrong?

I don’t have a clue.I am not a statisti-
cian.Asan economist I knowthatallnum-
bers are estimates. Now which estimate is
good or bad, ask a statistician. But as for
howthe government could have dealtwith
thisbetter...Itwould have beenwell advised
to have professionals comment on these
matters, whether positively or adversely,
and then fostera conclusion, through pro-
fessionals, statisticians and consumers of
datawhowerefound credible.The business
of civil service (officers) and others making
these pronouncements is an unfortunate
one.It’s got nothing to do with a political
party, it has been happening for over 20
years.Itiswrongbecause the Indian statis-
tical systemisacredible one.The taxnum-
bers that we put out may be volatile but
theyare credible.

It could have been far better managed,
yes, but there is no reason to doubt the
intrinsic credibility of the GDP,or other sta-
tistics. There is good cause for competent
peopletolockthemselves upinaroomand
arguethematterout,aswasthe casebefore
Facebookand Twitter.Thatluxuryhasbeen
taken away and we need to take it back.
Doing your research, keeping your mouth
shut...It may take a few months butwill be
beneficialin thelong run.



