The government must pull out all the stops for the economy to gather speed as quickly as possible

From Emotion to Motion

t is imperative that the Indian
economy growsatafaster pace
in the current year The new
numbers on national income
broughtsome cheer; even thou-
gh analysts continue to be sceptical
about the veracity of the numbers.
Thereare, however, signs that invest-
ment ‘sentiment’ ispickingup. Tosu-
stain itand convert ‘intensions’ into
‘actuals’, a rise in growth rate beco-
mes essential. Only then willa virtu-
ous cycle of higher growth and inve-
stment be set inmotion.
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The government’s focus must be on
actions bringing about an immedia-
te recovery. There are medium-term
challenges. We need to raise the sav-
ings and investment rate, along with
improving the productivity of capit-
al. Sectorally, agricultureand infras-
tructure need special attention. Aft-
er several years of high inflation, we
have achieved a degree of price sta-
bility now. The current account bal-
ance is also under control helped by
thedecline in the price of crudeoil.

On fiscal consolidation, the gov-
ernment ismoving in therightdirec-
tion, even though the pace may have
to be quickened. In the drive for gro-
wth, weshould notsacrificestability
concerns. This is the lesson we have
to learn from our own experience in
thelate 1980s.

There are three things on which

the government should focus. First,
the easiest way to achieve a higher
growth rate in the short run is to see
that projects underway are complet-
ed in time and output begins to flow
out of them. While the investment
rate has fallen from the peak it had
reached in 200708, it is still high eno-
ughtogiveusarateof growth higher
than what we had seen in 2012-13and
2013-14. Onereason for the rise in the
incremental capital output ratiocan
bethedelay incompletionof various
projects. Recognising this, the earli-
er government had set up a Cabinet
Committee on Investment to speed-
ily clear projects.

The Economic Survey provides
detailed analysis of ‘stalled’ pro-
jects. It estimates the stock of stalled
projectsasa percentage of GDPtobe
around 7%. It also estimates the
number of stalled projects in the gov-
ernment and private sectors to be at
161 and 585 respectively. The Survey
mentions that clearing the top 100
projects by value willaddress 83% of
the problem of stalled projects.

Thegovernment mustaddress im-
mediately the problems being faced
by the stalled projects in the govern-
ment sector to ensure immediate be-
nefit. For medium-term growth, we
must raise the investment rate and
more new projects must come on-st-
ream. An RBI study finds that the to-
tal project costof new investmentsin
the corporate sector has fallen from
5,563 billion in 2009-10 to 1,340 bil-
lion in 2013-14. So, there is a compell-
ing need to step up the investment
rate in the economy. However, in the
short run, the answer to raising the
growth rate lies in the speedy com-
pletionof projects in progress.

When private investment ‘senti-
ment’ is weak, the standard prescrip-
tion is toenhance public investment.
Perhaps this approach has validity

Our performance between 2005-06 and 2007-08 Shows
that we have the potential to grow inasustained way at
9%. We should quickly get back to that phase of growth

Let's get on the virtuous cycle of higher growth and Investment

in the Indian context today. Some of
the key infrastructure segments,
such as coal, power, roads and rail-
ways, lie largely in the public doma-
in. A major thrust in these areas in
termsof public investment will have
asalutary effecton the economy.

Solution: PublicInvestment

The Budget recognises this. It men-
tions that an additional investment
of 270,000 crore will be made from the
central funds and resources of cent-
ral public sector enterprises. A clear
statement indicating the extent of in-
vestment to be made by the public
sector enterprises and ministries is
needed. This should be monitored
periodically and that report made
public. This will serve two purposes:
one, to make the different entitiesac-
countable; two, to inspire confidence
in investors that public investment
ismovingaccording to schedule.
The third area that requires atten-
tion is governance. Good governan-
ce hasmany dimensions suchasace-
ountability, transparency and effici-
ency. The immediate focus could be
on improving the delivery system.
The various programmes announc-

ed in Budget 2015 must be implemen-
ted withina fixed timeframe. Failure
to do so will lead not only todisench-
antment butalso to weakening of in-
vestment sentiment.

According to the acceleration
principle, it is the positive change in
output that induces investment.
That is why to sustain the climate for
investment, the economy must keep
moving fast. Our performance bet-
ween 2005-06 and 200708 clearly indi-
cates that we have the potential to
grow inasustained way at9% . Wesh-
ould get back as quickly as possible
to that phase of high growth.

There are key areas in which stru-
ctural changes are needed. Reforms
areacontinuingprocess. Basicrefor-
ms are accepted and they succeed
when the economy is in adeep crisis
orwhenitisbooming. Wearenotina
crisis as we were in the early 1990s.
Reforms now willsucceed only when
the economy achieves a high growth
and isinaposition to take careof any
dislocations caused by reforms.

Thefocus now mustbetolet theec-
onomy gather speed as quickly as po-
ssible, eschewingall controversies.
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