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Secretary (Posts), Mr. Gopinath, ladies and gentlemen, I am beginning by thanking you for having invited me.  

The topic that was given to me was “Growth and Poverty Alleviation”, without necessarily mentioning ‘India’.  However, given the nature of the audience, given our interest in the area, I will presume that what is meant is ‘India’.  Because you would appreciate that I could have also spoken about growth and poverty alleviation in a completely global context. But that is not what I will do. I will interpret growth and poverty alleviation in the Indian context. The programme does not actually specify whether I am supposed to speak till 4:50, then the vote of thanks or whether there is supposed to be an interaction. Again I will interpret that in the following sense, that I will speak for about half an hour or so. That gives us about ten minutes for questions and answers.


Let me begin with growth. That really is the starting point and the poverty part will come later. So, how well is the Indian economy doing?  Today, to those of you who have been familiar with what has been happening economically or who are familiar with what business papers report, I do not have to state this. But I would presume that everyone is not exactly up-to-date about what has been happening in the Indian Economy on the Great Story.  The Great Story stated very, very simply is something like the following.

Till the middle of the 1970s, on an average every year the Indian Economy grew by about 3.5 % a year.  It never seemed to do better than that. As a result of which, (Late) Professor of Economics, Raj Krishna, coined an expression for this - “the Hindu Rate of Growth” suggesting, almost intriguingly tongue-in-cheek, that there was something sacred about this rate of growth of 3.5%, as a result of which we never seemed to do better.  That was overall growth. If the rate of population growth is, let us say 2%, then if you take away 2% from 3.5% you are left with a per capita growth of 1.5% or so. Obviously, with a rate of growth of 1.5% you cannot really expect to make a dent in any significant fashion on poverty.  This trend of 3.5% was broken in the second half of the 1970s. From the second half of the 1970s to the end of the 80s the Indian Economy grew at an average of about 5.5%.  So from 3.5% it went up to 5.5%.  And then we move on to the reforms decade of 1990s. Since 1991 fairly significant economic reforms have been introduced in India, the rate of growth has gone up to about 6.5%. So it began at 3.5%, went up to 5.5% and in the decade of 1990s went up to 6.5%.  Finally we come to the last 3-4 years. In the last 3 or 4 years, the Indian Economy has grown by about 8% a year. 3.5, 5.5, 6.5 and now 8%. 

The question to ask is, “What is the best and the most lasting way to make an impact on poverty?” And there are two kinds of answers: One kind of answer is that if you have to make a lasting impact on poverty, you need to have growth so that the size of the cake increases. A significant kind of answer is that the size of the cake increasing alone is not enough, because there are people who are disadvantaged, because there are people who are deprived.  To address those kind of people, we need, in addition, direct anti-poverty programmes.  Growth, which is a necessary condition, is not necessarily sufficient. You need something more also. And world over the lesson has been that if you have growth, poverty reduction follows. 

The next obvious statement is: India is a very large country; India is a very heterogeneous country. And there are enormous amounts of regional differences in India. There are different ways of looking at it.  One way of looking at it is in terms of states.  If I look at states - historically India’s worst states have been referred to as “BIMARU” states.  It is a pun on the world “BIMARU” which in its expanded form stood for Bihar (undivided Bihar), MP (undivided MP), Rajasthan and UP (undivided UP).  Let me not go back too much in time, but if I look at the growth story today in terms of the states, the problem states are MP, Chattisgarh, Bihar, Jharkhand and Orissa.  These are the states that are not growing fast enough.  These states also tend to be states, which have a high rate of population growth.  So the disparity in terms of per capita income, in fact, is even more than in absolute terms. You will have noticed that I have not mentioned UP. The reason that I have not mentioned UP is that UP is also a very heterogeneous State.  What is true of western UP is not true of the eastern part of UP.  The eastern parts of UP are as bad as Bihar whereas the western parts are almost like Haryana. 

So one way to decompose the growth story is in terms of states. An even better way of breaking it up is in terms of districts we have, 593 districts if you want to be precise. Out of the 593 districts, there are around 125 districts where the growth story has not happened.  And if I had a map of India in front of me, here today, I would show you that these 125 districts where the growth story has not happened are almost geographically contiguous.  Except some in the North East, they are geographically contiguous.  And they are not necessarily in the   BIMARU states.  I would be able to identify such districts in Andhra, in Kerala, in Maharashtra so on and so forth. What is particularly worrisome is that these are also the districts, which are associated with significant violent kind of movement, the Naxalite movement. 

The final way I can decompose the growth story - not in terms of states, not in terms of districts, but in terms of villages.  And India - in the Postal Department everyone knows - we have about 600,000 villages.  And about one third of these, are villages where there has been no growth impact whatsoever.

Let me move on to poverty. And poverty means all kinds of different things to different people. The simplest understanding of poverty is to look at per capita income. Because it is an average kind of indicator of how well we are or how prosperous we are. In 1991, when the reforms in India started, India’s per capita income was $ 310. But most things in life are relative. Is $ 310 good, bad, indifferent? In 1991 the richest country in the world had a per capita income of $ 45,000. Today, India’s per capita income is around $ 750 and the richest country in the world has per capita income of $ 60,000. There is a huge gap still. 

But there is another notion of poverty. And that notion of poverty, economists refer to as the Poverty Line. There is an international poverty line, which I will not talk about, but there is also a domestic poverty line. And that domestic poverty line is worked out essentially by the Planning Commission, on the basis of primarily physical requirements of food to survive – namely, number of calories required. Obviously, whether I am male, whether I am female, whether I am an infant, whether I am an adult, whether I am old, whether I am in rural areas or whether I am in urban areas I need certain quantity of calories. On the basis of all this, a Poverty Line is constructed, and an exercise is done to find out to get that number of calories how much of monthly expenditure do I need per capita.  So 80% of India’s poverty line is based on food and 20% is based on others. So I have got this Poverty Line. Now I need data. To sit down and find what different people’s expenditure actually is, because otherwise how on earth do I find out, how many people are above Poverty Line.  And how many people are below that line.  This data collection is done by the National Sample Survey Organization. The only problem is that the NSS does not undertake such surveys every year. The reliable surveys are undertaken once every five years. I just have the results of the NSS survey that was done in 2004-05. What do they show? The percentage of population in India that is below the poverty line is 22%. There is a minor issue which I am just mentioning; I won’t get into that - there is a huge debate going on among economists about the quality of the NSS data, but let me ignore it. So the percentage of the population below the poverty line is 22%.  Now to understand this perspective, in 1951 the percentage of population in India below the poverty line was 50%.  In 1980 it was still 50%.  1951 – 50%, 1980 – 50%, 2006 - 22%.  So obviously growth has made an impact on poverty reduction.  And if I extrapolate the growth that is likely to happen in the next 10 years or so, the percentage of population below the poverty line in India will become something like 15% by about 2015 and something like 10%, by about 2020. However, remember these poverty declines have happened in the states that have grown fast. If a region, if a state is not growing fast, then how on earth do you expect the poverty reduction to happen? Now it is not that the percentage of population below the poverty line in Bihar has gone up.  It has also declined. It is not that percentage of population below the poverty line among SCs and STs has gone up. It has also come down. But proportionately the decline has been far higher among certain geographical areas, among certain segments of the population and gender. So the relative decline has been more for certain segments and less for certain segments. How unequal is our society? You might not know that India in terms of income distributions is a remarkably equal society. The equality in India is higher than the equality in say China, United States, Russia and a whole range of other countries.


So far, what we have talked about is, what is referred to as income poverty. But there are other forms of poverty also, such as access to education, access to health. These are also forms of poverty. They may be correlated with income poverty; but they are a different measure. And some of you may know that the UN has adopted certain goals known as the Millennium Development Goals.   These were targets that developing countries were supposed to attain by 2015. The world as a whole is a long away from attaining these MDGs.  That is almost entirely because of what is happening in Africa.  So far as India is concerned, so far China is concerned, on most of these MDGs, we are well on track.

Let me now turn to education. There is a revolution that has happened in education which most people are still not aware of. There is one phenomenon that all of you are probably aware of, which is that literacy rate in India increased from 52% in 1991 Census to 65% in 2001 Census. This is one of the steepest increases in literacy.  In fact, this is the sharpest increase in literacy we have witnessed ever in our history. But in this literacy rate, you must remember that there is a significant chunk of adult illiteracy. If adult illiteracy is out of the pipeline, the literacy rate in India will be around 85%. This you probably know.

The revolution you may not know about is the revolution that has happened in school enrolment, meaning primary school. Most of you know that we have a 10th Five Year Plan from 2002 to 2007. In 2002 the number of children who were not in school was 50 million. How many children are not in school today? Five million. From 50 million in 2002 to 5 million in 2006 is almost a revolution. It has happened in other countries, but those countries have not typically been democracies. Again, don’t get me wrong. All we are doing today is getting those children in school. There are still problems with their staying there. There are still problems with their retention. Nonetheless, the fact that today they are in school is a remarkable phenomenon. I will not get into the reasons as to why this has happened. 

Unfortunately, what I have described for education has still not happened in health. All the health indicators are improving, but very, very gradually. There are no dramatic changes. At the back of one’s mind there is always this issue of what the government should do? What is it that you want the government to do – if you want the government to do twenty different things, it will do none of those probably. If you want the government to make bicycles, scooters, cement, steel and so on, then obviously it won’t deliver education or health properly. 

So what do you want the government to do? Most people would say, “We want the government to ensure law and order; we want the government to ensure speedy justice delivery; we want the government to ensure some parts of education and some parts of physical infrastructure. The rest of it can be taken care of differently.” To state it differently in journalistic jargon, “We don’t want the government to do roti, kapda, makaan; we want the government to do bijli, sadak, pani.” 

I again want to bring to your attention, another remarkable development which is again almost a mini revolution. When we talk about infrastructure, the outstanding success of infrastructure is in telecom. The outstanding failure of infrastructure is in power. If I extrapolate today’s trends, it will take 624 years for all of Bihar to be electrified. 85% of Gujarat’s villages are electrified; 85% of Bihar’s villages are not electrified. 

But the mini revolution I was talking about is through the National Highway Development Programme (NHDP) and the Pradhan Mantri Gram Sadak Yojana (PMGSY). The former largely because of the NDA; the latter largely because of the UPA. We still need the feeder roads that will have to be built by the state governments. That hasn’t happened. But the NHDP is happening; the PMGSY is happening. That is a mini revolution that is happening. 

So far everything that I have talked about is almost entirely based on the Growth area. In passing I have mentioned earlier about the direct anti poverty programmes. And in direct anti poverty programmes, which can take all kinds of different forms, there is a perennial issue of targeting. If you have to deliver subsidies, how much do I know who is below the poverty line? How much do I know that A, B, C item is getting to the targeted beneficiary? And there are CAG reports after CAG reports which document the kinds of leakage and inefficiency and corruption that happen.

I am nearing the end of my initial allotment of time. I want to provoke you and just say a couple of sentences more and stop. I don’t have to state the obvious. I live in Delhi. Delhi is a very anonymous kind of place. You don’t know your neighbour typically. Your neighbour typically does not know you. Is there any person in our entire locality who knows everyone? I can think of three people: One is the fellow who provides the cable TV connection; second is the fellow who delivers newspapers and third is the postman.

 I am deliberately trying to provoke you – all my useful mail comes through the courier services. All the junk mail comes through the Postal Department; but that’s aside the issue. If I want direct subsidies anywhere, what are the best instruments I have? The cable TV fellow – and mind you, the number of Indian homes with cable TV connection is shooting up; maybe not the newspaper vendor; but the postman. And for many of these anti poverty programmes, in terms of the network, I think we have an answer and I also think that is not being used or not being used sufficiently. 

 Thank you very much.

Interaction:

Q1: How do we compare our growth with that achieved in some of the countries in South East Asia? Did not that model work better? It appears we are still not clear about what we want.

A1: I can’t give you a very satisfactory answer to this question. But I’ll take you back even further and I’ll look at the early 1960s – before 1962. If I look at all the indicators before ’62, per capita income, literacy, health indicators, we have been better than most of these countries we talk about today - Thailand, Philippines, Malaysia, Indonesia, South Korea. But I think the answer has to be seen in the context.  It is not the case that in 1991 reforms were introduced without any debate. Well, in a way they were – but the debate had already happened in the 1970s. The debate was reflected and articulated in a number of government committee reports. The Dagley Committee, two Alexander Committees, the Abid Hussain Committee – I can go on and on. And today, if you go back and read the report of the Dagley Committee in 1978, you will find that everything the World Bank or even the IMF says, was there in the Dagley Committee report. The language may be a little different, the jargon may be a little different; but it was all there. Everything that Mr Kamal Nath says today, you will find in the report of the Gorwala Committee that was submitted in 1949. 

To come back to your question, in all reforms there are gainers; there are losers. In the net, the country gains. There are always losers. Let us not pretend that there are no losers. Gainers tend to be much more diffused. Losers tend to have very vocal lobbies. Getting reforms introduced in a democracy is a little bit more difficult. So you tend to do it when there is a crisis. And in 1991 effectively there was a crisis. We came extremely close to defaulting on our external debt obligations. We had to pledge gold in London to raise money so that we didn’t actually default. That is the somewhat unsatisfactory answer that if one waited for the crisis, it was almost as if someone was holding a gun at your head, and once the crisis was over, well, the reforms are progressing gradually.

Q2: Sir, we are talking about poverty alleviation and growth. At the same time there is this sad scenario of suicides by farmers. How can this be eradicated? What can be the best path?

A2: 72% of our population lives in rural areas. This does not mean that all of that 72% are living on agriculture. The percentage of population that actually earns a living from agriculture is about 57%. It is coming down, but not coming down sufficiently fast. I can draw a long list of pending reforms and in the long list of pending reforms, right at the top will be agriculture and the rural sector. I said that the poverty ratio in India has dropped to 22%. The question to ask is “why hasn’t it dropped faster? Why hasn’t it dropped to the 5% that is in China?” The main reason for that - not just the growth, but the composition of the growth, because in a country like India or China, the largest drop in poverty comes, when the agriculture and the rural sector takes off. But that is in the nature of preliminaries.

If you look at the suicides – there are two or three facts that have to be very clear. Firstly, the people who are committing suicides are land-holders. They are not generally wage labourers. Remember, there are agricultural wage labourers also. So the people who are committing suicides are primarily land-holders. And they are small land-holders – less than one hectare. One of the questions to ask is, “Is a land-holding that is less than one hectare at all commercially viable, especially if it is unirrigated?” Remember, only 40% of India’s area is irrigated. There is a second factor you must remember, that as long as I tried to grow rice and wheat, and sold it to the Food Corporation of India, if I could, then there is very little of uncertainty, except for what the procurement price is going to be. But now, people have begun to diversify. The moment you diversify, you are automatically exposing yourself to greater risk. You need instruments to cushion yourself against that greater risk through insurance. Has that happened? It hasn’t. Added to this is the fact that as a result of the reforms there was a squeeze on public expenditure at the Centre and also at the level of the States. The extension services have completely collapsed. The regulatory structures have completely collapsed. So you have seeds floating around with promises of high yield; you have fertilizers and other chemicals floating around. The simple answer is this.

The wage rate of the agricultural workers has gone up throughout the country, which is why I said those are not the people who are committing suicides. But if I look at land-holders, the costs, primarily the wage part of it has gone up; the prices of the output have not gone up and I’m being squeezed in between. The answer is not to prevent commercialization and diversification. But the answer is to have those risk mitigation instruments; the answer is to cushion against uncertainty by introducing things like contract farming.

Q3: (a) Being a vibrant democracy, why is it that 72% of our population is either neglected or not represented effectively?

        (b) Why has the Consumer Price Index increased two and a half times the Wholesale Price Index?

A3: Let me answer the second question first. What you said is factually not true. It is not the case that the Consumer Price has increased by two and a half times the Wholesale Price Index. It is the case that these are two entirely different index number series. In fact there isn’t one Consumer Price Index, but there are four; the Wholesale Price Index is just one. They are based on different baskets of commodities and based on different weights. So they do show different trends. But the difference is of the order of magnitude of 0.5%; that’s all.

On the other question – the 72% figure I gave you is the percentage of population in rural areas.

You must accept that the nature of Parliament – the composition of Parliament in India has changed over a period of time. In some sense, in the post independence years it was extremely elitist. Today it is more reflective of what the polity in India is like. It should happen in any democracy. If 35% of India is illiterate you would have 35% illiteracy in the Parliament – not that you want to have, but you would expect to have. If 10 % of India consists of criminals, in a representative democracy 10% of Parliament should presumably be criminals. So the Parliament has become much more representative. It is not elitist like post independence years. There is a significant farmer representation in Parliament today. However that farmer representation is of the large farmers, not of the small farmers.  


90% of our holdings are less than 2 hectares; 10% is more than 2 hectares. It is not that the 72% is getting neglected. Had that 72% got neglected, under Congress governments you would not have hikes in procurement prices to benefit Punjab and Haryana. NDA government would not have had hikes in procurement prices to benefit farmers of Andhra. The point that you should be making, and that’s a valid point, is that the poor are relatively neglected.


But as a countervailing argument, let me also mention to you, something that is somewhat unusual and remarkable in India, which is again reflective of democracy, which is the countervailing pressure exerted by civil society. This is something you often tend to ignore and neglect. By that I mean the scrutiny of the media, electronic as well as print; I mean the NGOs and so many government initiatives are actually NGO initiatives which have subsequently resulted in the government changing policy, like the Right to Information Act.  The RTI Act would not have happened had it not been for NGOs. The Consumer Protection Act would not have happened had it not been for the Consumer Organisations. Let us recognize that it’s a pretty strong countervailing pressure. We can still validly make the argument and that every example you are going to give me against this kind of countervailing pressure tends to be :

(a) In certain parts of the country, it will be very difficult for me to think of anything significant.

(b) Normally, things tend to have an urban focus. Let us recognize that also.

Q4: I understand that this year Rs. 65,000 crore was allotted for rural development. If we distribute this amount to all the 6 lakh villages, each village gets around Rs. 10 Lakhs. One year’s allocation is sufficient for providing basic amenities in the villages. How come, even after 50 years of Independence, more than one lakh villages are still without basic amenities? What went wrong with our development process?

A4: Actually I don’t know where you got the Rs. 65,000 crore figure from because the figure I have is Rs. 94,000 crore. Anyway I will accept the Rs. 65,000 crore. In the introduction it was mentioned that I worked for a pretty long time with the Rajiv Gandhi Foundation. And therefore, I should pay my respects and invoke Rajiv Gandhi’s name now. In the 1980s, Rajiv Gandhi made a very off-the-cuff kind of remark. He said that out of every one rupee that is spent on the poor, not more than 15% reaches the target beneficiaries. It was an off-the-cuff remark. Today, in the light of the large number of studies carried out by the Planning Commission, particularly in the 9th Five Year Plan, we know that Rajiv Gandhi was completely wrong, because, with the exception of the Indira Awas Yojana, the right figure is around 6%. It was not 15%. Whoever cites this figure normally thinks that it is corruption and leakage. That’s not quite true. Of course there is corruption. Of course there is leakage. But then a large chunk of loss is because of very high administrative costs of delivering. And that’s really the reason, coupled with the corruption part, why, what you are saying is absolutely true. Had all of this actually resulted in tangible improvements, India would not have been poor. And if you were to invite me five years from now, to come and deliver this talk again, you will probably ask the same question. Only you would say why the Bharat Nirman and the NREGP have not made any impact and the answer is the same.

Q5: As you have stated, rate of growth has increased steeply after second half of the seventies. The steep increase which is shown - whether it is a juggling of statistics or actual figures?

A5: If you are suggesting whether there has been a deliberate attempt to cook up statistics in India, the answer is no. Amongst developing countries India had one of the best statistical systems in the world and it is sometimes better than even some of the developed countries. There is a time lag. Today if the CSO brings out a GDP growth rate figure for this year, it is not very reliable because they will have the reliable figures only at the end of 18 months. But if you scrutinize the difference, it will be of a decimal place. Instead of 8.4% it will be 8.6%, that kind of thing. So “Is this growth actually happening?” The answer is “Yes”. There are several things in the 1950s about which we had no option. There are several successes in the 1950s, which cannot always be measured in terms of growth. The problem was in persisting with those policies in the second half of the sixties and the seventies when it was becoming clear that the costs of those policies were becoming far more than the benefits. And if we were to list out those policies which subsequently caused problems, most of those would be between 1967 and 1977. That was the period.

Q6: I belong to one of the states that you referred to as not doing well. Father was Chief Minister earlier and now son is Chief Minister. During father’s time there was growth, now there is no growth, since the son is oversensitive to corruption. The demand for that state is one fourth of Gujarat, although population of Gujarat is much less. Whenever funds are not spent,  there is only a passing reference in the CAG Para. Without process reengineering, procedures will impede rate of growth. Do you feel that there is a need for the government to ensure that if targets have been given and not achieved there has to be a stiff penalty for that? It should be construed to be misconduct.

A6: Let me respond to it in this sense; that you are talking about a very broad reform of the Civil Services. There are all kinds of dimensions to this. There are at least 15 different reports that I can think of, going back to Paul Appleby in the 1950s, suggesting what should be done. So far so good. The question to ask is, “Are there states which are implementing some of these recommendations?” In my view the answer is yes – there is Tamil Nadu, Karnataka, Andhra Pradesh, Rajasthan where they are implementing the recommendations. Is the father – son state implementing them? I don’t know what the father – son state is, but the answer is no.

Q7: Even it is not being implemented in case of Government of India.

A7: You see, Government of India, I don’t care, because as a citizen, as a poor citizen, my interface with the Government of India is not much. Typically the interface is with the state government, most of it with the local government. That’s where my problem is.

Q8: (a) My question is drawn from your observation that 90% of farmers own less than 2 hectare of land holding. It is not economical to carry out agricultural activities. Does it spell doom for this country? In urban areas, a shopping mall spells doom for about 100 small shopkeepers. Is it the end of independent individual entrepreneurship?

(b) The topic on growth and poverty alleviation is incomplete without reference to empowerment of women.

  A8: Women; well,  in passing I mentioned that even if I looked at   rates of poverty decline amongst women, it is significant. Unfortunately, in a country like India, the goddess of wealth and the goddess of learning both happen to be women. But women typically get a raw deal on both. And if I think of my worst possible enemy, and if I want him to be cursed in his next birth, I would want him to be born as a Scheduled Tribe woman in one of India’s most deprived states. Having said that, the right question to ask is, “Has the disparity been coming down?” The answer is “Yes”. Certainly among the general population, even among the SCs & STs. Also, on women, there is something I did not mention. There is an enormous amount of empowerment that has happened through elections to Panchayats. Yes, there are problems of Panchayats – there is no need to be particularly euphoric about it – but it has happened. 

On the agricultural land holdings part of it, one needs to be a little bit careful, because it is not the holding per se; quality of land is also important - irrigated vs dry land. What is small in Punjab is not small in Orissa. More importantly, it is also a function of what I am doing with that plot of land. If I am growing rice, the size of the land holding is important, because of economies of scale. If I am diversifying and have now moved to poultry the land holding doesn’t matter. So the land holding is a constraint only if I am thinking of classic agriculture particularly crops. Even if I move to horticulture, floriculture the size of the land doesn’t become that important. The problem is that diversification is happening in certain parts and not in all the states.


On the shopping malls, I don’t actually think that shopping malls spell a disaster for the small shop owners. Nowhere in the world has that happened. There is no particular reason why it should happen in India also. As a result of any competition there will be some people who will lose and there will be some people who will gain. The question to ask here is, “Are the gainers more than the losers?” There will be some local shops that will close down. There will be others which won’t. I don’t know how often you travel in and around Delhi. If you go to a place like Jaipur or you go to a place like Chandigarh or Ludhiana, you will find that the countryside is getting completely transformed. Delhi-Jaipur is an example. You don’t find any shopping malls as you find in the Mehrauli - Gurgaon road. But you can see the beginnings of what you are suggesting will happen. And what’s happened in the process? There are some of these smaller shops which have got integrated into these larger complexes and there are ones that have disappeared. But as a general proposition it is not true that people lose. One of the things you must remember. Anywhere in the world what is great about these local shops  is they are 24 X 7 and that’s the reason they still survive.

Q9: Why is it that despite having great economists, India’s economic performance has not been great? How do we get over the problem of corruption?

A9: The more economists a country has, the worse off its economic performance generally is. I will also tell you, the more economists a State has, generally the worse its economic performance; West Bengal, for example. 

There is corruption and many kinds of corruption. Some of these forms of corruption are because there is too much of discretion. In customs, it is very important whether a particular ball point pen is made of ‘A’ Stuff or ‘B’ Stuff. The moment I have this discretion, corruption will happen. The more you standardize, this kind of corruption will disappear. 

There is corruption that is associated with shortages and licenses. I still remember the days when we first moved to Delhi and I wanted a telephone connection. We got it after waiting for one year and then the lineman came and I told him, “What about the Directory?” He stretched out his hand. I gave him Rs 10/-. In those days Delhi had two volumes of the telephone directory. He came back and gave me one volume. I said, “What about the other one?” He said that you get only one directory for Rs. 10/-. Today I don’t need it, because the kinds of corruption associated with telephone connection, gas connection, anything that is associated with shortages, has just disappeared. It is gone. There are still shortages, but if you remove those, they may also disappear. But going back to the discretion part of it, a large amount of petty corruption that still remains is because there is too much of discretion; especially in urban areas on land usage. You can do A, B, C, D on discretion. If you remove the discretion, this kind of corruption will disappear. These are all the small items of corruption. 

The really big-ticket corruption is a completely different issue. And that is corruption associated with the government, i.e. ministers - I am using ministers as an example. When you invest your money you would want a decent rate of return. Therefore, if I am spending Rs 1 crore on getting elected, I would want a rate of return on that also. Is it clear, what I am trying to say? There is no point being moralistic about it. If you are spending “X” amount of money, you would want a decent rate of return. So this big-ticket kinds of corruption are intricately linked to the entire electoral system and the entire process of electoral funding. It happens because there is discretion, because I want that discretion. Without the discretion I will not be able to invest the money. Let me take an example that is debated hotly in the newspapers today. Today a Chief Minister decides which particular piece of land will be allotted to which particular SEZ developer. That’s discretion. As a Chief Minister, suppose I were to say, “This is the plot of land I have identified. I will now give it to the highest bidder.” There is no discretion. Is it clear what I am trying to say? And that is the point.

Q10:
Why did Mohamed Yunus win the Nobel Prize for Peace and not Economics? Why was Amartya Sen awarded the Nobel Prize for Economics?

A10:
The way Nobel Prizes for Economics work – barring one person, no one has been awarded the Nobel Prize for Economics, without making a really significant contribution to economic theory. To win a Nobel Prize in Economics, you have to make a really significant contribution to economic theory. Amartya Sen did not win the Nobel Prize for his work in human development. Amartya Sen did not win the Nobel Prize because of his work on famines. He won the Nobel Prize because of very significant contributions he had made, theoretically, in the broad area of Welfare Economics. That’s the way it is. The only exception I can think of is Gunnar Myrdal. 

Given the present decision making criteria there was no way Mohammed Yunus could have won a Nobel Prize in Economics, unless you changed the criteria. And yes, it is a valid argument to make that Mohammed Yunus has done much more for the cause of Development Economics than fifty economists. But until the criteria are changed you cannot do that. 

Why give him the prize for Peace? I think a large part of the answer is particularly post 9/11. The recognition is sinking that for security issues, terrorism kind of issues the root cause is economics. I am not saying this was consciously there in the decision making process, but it is a general kind of idea that is floating around. So, that, presumably is the reason why he was given the Nobel Prize for peace. He could not be given for Economics – given the criteria laid down.

Q11: I could gather from your lecture that with growth there is some kind of automatic poverty alleviation. In the book “Why Everybody Loves a Good Drought in India” the author explains why the best models of cars are seen in Anantpur District in Andhra Pradesh, despite being a backward and deprived district. You have stated that only 6% of the development funds reach the actual beneficiaries. As an economist what medicines do you suggest, so that at least 50% reaches the target population?

A11:
To give a satisfactory answer to this you will have to invite me here again, because a satisfactory answer to this, will require at least one hour. But if you want sweeping generalizations, then I would state the following obvious points:

(a)
Decentralisation downwards all the way down to Panchayats, despite what I said earlier of the euphoria about the Panchayats being unwarranted. The euphoria about Panchayats is unwarranted because the Panchayats function without the Gram Sabha ever being called. So Gram Sabha should be made mandatory. If nothing else, the decentralisation downwards will eliminate the number of vertical links in the chain, which also account for very high administrative costs – I have also argued that there should be very clear guidelines on how much of that expenditure can be spent on administrative costs. Off hand, I would say not more than 15%, may be 25% certainly not more than 50%. I would advocate a complete listing of menus of what that expenditure can be on. Regardless of the orientation of the economy, meaning whether it is capitalist or socialist, you will find that any country, which has progressed, has done roads, electricity, education, and health in that order. So the menu should include those and nothing else.

(b)
There are issues connected with the Civil Service in the states and one of the problems that arises is a mixing up of the revenue function with the developmental function. This needs to be differentiated, because if you mix the two up then the development function tends to suffer.

(c) 
There are issues related – I think earlier they came up in the father-son context, issues about the tenure of civil servants; minimum tenure and so on.

(d)
There are issues connected with linking expenditure to tangible improvements in outcomes, again something I mentioned earlier and that has links with the entire government budgetary process which is completely outdated – including the artificial distinction between plan and non plan expenditure and revenue and capital expenditure.

(e)
And finally there are issues connected with putting up information to the public. RTI Act, Citizen Charters – but all of these need to be improved because many things have been knocked out of the RTI Act. So a whole spectrum of different issues needs to be considered.

Q12:
In a lighter vein, the Finance Minister may prefer bad roads to promote the tyre industry.

A12:
You see, that is not the issue. Let me give you an example. Some months ago, we had gone to Nimrana. What we have done - very few people do that - is to drive down beyond Nimrana, because there is a very, very old “Bawri” there – not too many people know that, so not too many people go there. The last time I had gone, it was virtually a dirt road, it still more or less is. We went down that road. Suddenly in the middle of nowhere there was about 2 km of tarred road and then the dirt road started again. I was very intrigued that in the middle of nowhere and this is a considerable distance from the highway – in the middle of nowhere, why should I suddenly have this 2 km of tarred road, with dirt roads at either ends. So I decided to go and ask the local MLA. He said the answer is very simple. The money that came out of the PMGSY – we only had money to lay this 2 km and after that the money ran out. The point I am making from this example is, it is never an issue of lack of resources. I don’t think it is. It is fundamentally not an issue of lack of resources. But it is an issue of inefficient public expenditure. Therefore the Finance Minister in managing  deficit  doesn’t have a trade off – but if you are saying that on his agenda bad roads don’t figure prominently, the answer is “Yes”.

Q13: Why isn’t the Centre intervening effectively to ensure uniformity in the development process in all the States?

A13:
Unfortunately – the problem is that there is a Seventh Schedule to the Constitution. Unfortunately, the problem is, most of the things that we want done as per the Seventh Schedule, if not on the State List,  are on the Concurrent List. Therefore it is not very easy for the Centre to incentivise the necessary changes at the level of the states. It is not that it has not been done. It has been attempted for the urban renewal mission; it has been attempted for some areas in agriculture. So it has been attempted, but it is not very easy to do it.      

(The Postal Staff College India is grateful to Shri Bibek Debroy for his permission to print this monograph.)
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