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The National Rural Employment Guarantee Bill, 2004, and the Right to Information Bill, 2004 were tabled in quick succession, on 21 and 23 December in the winter session of the Parliament. They could have been a cause for celebration for the poor in India. And, an exemplary case of the deepening of our democracy with two very important promises made and kept by the UPA government in its Common Minimum Programme. These hopes have turned out to be mere illusions.  

 Indeed, on reading these two bills in their present watered down version, one is reminded of an old rhyme: 

“He who is convinced against his will

  Is of the same opinion still”.  How sadly true this sounds in the present context!  

The verdict in the last general election might have convinced the UPA government that high growth, a booming stock market, or higher rating by bodies like the IMF, and the World Bank are just not good enough for winning elections in a country of so many desperately poor and marginalized people. The verdict showed that they have now acquired a voice, at least in times of elections. And yet, for our policy makers in power, and their economic advisors trained in IMF style economic management, it is business as usual. They go on like an old gramophone record, stuck on playing the same tune irrespective of the occasion! Convinced against their will, they indeed seem to be of the same opinion still! But the challenge is clearly written on the wall of Indian democracy: if economics has to be relevant and governments have to survive, both must be more people-  rather than market- friendly in today’s  India. This means we have to get out of those old habits of thinking. And, it must begin here and now, precisely with these two bills.

 Let me pose clearly the central issue without jargon. There are two underlying   models of economic development, in contest for the shaping our economic future. The first one invokes the power and virtues of globalization, WTO, free trade, foreign investment, and playing largely by the rules set by the rich OECD countries. Its economic bottom line is simple. Since globalization increases the relative importance of the external vis-à-vis the internal market, a case is made for focusing on the external market, and greater international cost competitiveness by  measures like wage restraint, and higher labour productivity through downsizing, privatization etc. Interestingly, according to this line of reasoning, higher productivity is not considered a desirable goal in itself for producing more goods and services for the population; instead, it becomes mainly an instrument for achieving higher international competitiveness. The basic logic is analogous to that of corporate management, but applied to the whole of the Indian economy. Like a single corporation, the economy is meant to increase its international market share by cutting costs. With little variations, this is also the reasoning of  the  IMF, as evidenced in its typical ‘conditionalities’ package to developing countries in balance of payments difficulties. The flaw in this reasoning, when applied in general is obvious. It overlooks that all countries cannot be  winners at the same time in this zero-sum game of competitive cost-cutting for producing an export surplus. The policy must fail in many instances, because the export surplus of some countries  must have as their accounting counter-part import surplus of other countries. Since most developing countries tend to produce a similar range of exports, the competition among them would be more acute, and many of the losers would also be among the developing countries. But a predictable general outcome of this policy would be  a ‘race to the bottom’ among developing countries acting in isolation, and making various concessions to the multinationals, at WTO negotiations etc, resulting in deteriorating  living conditions of the ordinary working people, but a better life usually for the urban middle and upper classes. It is in short the  story of ‘shining India’ rejected in the last general election. 

     There is, however a more potent hidden script in this story, seldom spelt out to the public. In a way, the present phase of globalization began only around the middle of 1970s with the deregulation of the major capital markets in the world by the rich industrial nations. As a result, today the volume of private trade in foreign exchanges, facilitated vastly by fast  electronic transfers, is a staggering daily volume of some 1.2 trillon (i.e. million million) dollars. Less than two percent of this is needed at best for financing export and import, and even less for direct foreign investment, while the entire reserve of all the central banks of the world put together would hardly exceed one day’s  private trade in the foreign exchange market. As a matter of fact, no where else in the entire episode of current globalisation the victory of private over public economic interest has been more complete than in the international capital market. As a result, the government feels vulnerable. Almost any day, a relatively small stock market or a relatively soft currency like ours, can be set in an uncontrollable downward spiral due to capital flights triggered off by the speculation of a few important private traders. In this game of cross-border, cross-country money transfer under opaque rules, no one quite knows how it is going to be played. But national governments fear that the sentiments of the traders in the capital markets might turn against them if, for instance they have larger fiscal deficit or raise corporate taxes or impose a tax on the volume of transactions in the stock market. Naturally, in these circumstances the voices many, politicians, economists and media commentators unite to claim that the stock market, and the ability to attract inflow of capital if necessary by selling off even profit- making public enterprises are the most critical barometers for judging the health of the economy. Naturally, they have the full support of agencies like the IMF, the World Bank.    

     Nevertheless, that micro-logic applicable to a single corporation, despite all the support it receives from ‘high places’ often involves a serious macro fallacy. Not only there must be some loser in the zero-sum game of international trade mentioned above, and the poor would be bearing a disproportionately large share burden even if it succeeds, this model of development driven by global capitalism is bound to run into a further serious economic difficulty, especially in a large country like India. Cutting costs through wage restraintand downsizing the labour force would reduce purchasing power and the size of the internal market. There is no economic logic to the claim often made that this decrease in purchasing power would be compensated by a corresponding increase in export surplus or higher investment. As a matter of fact, because investment and export have a lower weight in national income compared to consumption, simple arithmetic suggests that this is less likely. And, the more costs are reduced this way, the more one might be aggravating the problem of  slackening demand  facing domestic producers. 

   It is a misfortune for both the theory and practice of economic policy in India that, we have not yet worked out a coherent scheme about how to take advantage of an expanding domestic market involving the poor  and the marginalized of our country in this era of globalization. This must be the starting point of   the other model of development. No doubt, at the moment it does not enjoy much support, not even by the so-called left politics in India, or Chinese style socialism , or the  social democrats of Europe or America. But the majority poor people in large developing countries like India would  support it from their experience of living because, it might be their only way to a more decent living.  We must have the courage to imagine and apply this alternative model of development     

    In essence, it requires emphasizing the relative importance of the internal  over the external market. As a result, instead of obsession with cost cutting and wage restraint to improve international competitiveness, stimulating employment and demand in the home market, if necessary through temporarily large budget  deficit, should be at the core of this policy. In order to manage external accounts, at least to start with tight restrictions on the capital account and a transaction tax on securities might be needed. . The obvious fact that day to day fluctuations of the stock market or inflow or outflow of short term foreign capital cannot be an indicator of the health of the economy, or of the economic conditions of the poor, should be borne in mind in devising these policies.  However, this is neither a plea for import substitution nor autarky. As we should have learnt from experience, a purely state-led model of industrialization has not worked satisfactorily, not in India, not in China, nor in the former Soviet Union. The thinking of the traditional left of all shades appears confused from the pronouncement that they make on  economic policy. They now know what did not work, but they also know that the other model would largely be an extension of global capitalism dictated by the interests of the richer countries. The way out, I believe, lies in a clever mixture of rapid expansion in the domestic purchasing power of the poor people with with expansion of productive capacity through decentralization, reaching the lowest level of elected local governments, e.g. the Panchayats. The expansion in purchasing power would come from public works financed initially, if necessary, through deficits of Central and State budgets. But without going in for the ‘giantism’ of large, high-tech projects, they would by and large finance manageable decentralized projects of rural communication, warehouse, school buildings , health centres, minor irrigation schemes etc. The Panchayats must have the full financial authority to design, and implement these projects.  Transparency and right to information at all levels is not primarily a moral issue in this context; it is not even an issue of deepening our political democracy. The best way would be to see it as the mechanism through which  our political democracy is brought closer to our as yet grossly distorted economic democracy. “(S)he who benefits should largely pay” would be the guide line of this kind of decentralized public works, and they would be time-bound programme  without creating the blackhole an indefinite  income transfer to the Panchayats from the state. It would differ from short term Keynesian style demand management, in so far as the investment would not be financed over the medium term from utilization of the excess capacity, but from capacity created and utilized through these decentralized work. But in order to break new ground, the government at the Centre and at the State level  should not be afraid of deficit financing, or over-respecting the sentiments of the stock markets.  

  The tragedy of the current Employment Guarantee Bill, 2004 is that it is a deliberate bureaucratic dodge which is almost bound to discredit itself. There is almost no scope for local initiative at the Panchayat level. The ‘’poor households” will not self-select themselves at the local level, but some difficult –to –operationalise bureaucratic norm would decide it for them. The employment guarantee schemes to be initiated at the  state level that can anytime be modified by the notification of the Central government. Even the wages to be paid are not the statutory minimum. Worst still, the Bill almost divorces the Employment Guatantee schemes from unhindered access to information to the concerned public by stating that  relevant documents (e.g. like muster rolls) would be available only “after paying  such fee as may be specified in the scheme”. A neat scheme indeed for price-rationing out of the poor working on the projects.  

The pathetic state of  affairs of our developmental politics becomes all the more clear when we consider it in the light of the Right to Information Bill 2004. The Bill actually is retrogressive in withdrawing access given in the earlier Act to information available with the State  governments, district or local level administration. And, to my knowledge, no state has objected. They neither want to share the financial burden for a wider Employment Guarantee scheme, nor do they want to be open to public accountability, or share power genuinely with the Panchayats. It is path of least resistance for the powers that be, no matter what they preach to the electorate.  But this arrangement of convenience would be short lived, if justice is not done to the poor by this government. By next election, they would again mete out justice to a government that refused to be just to them.    

