CONVOCATION ADDRESS BY THE FINANCE MINISTER
AT THE INDIAN INSTITUTE OF MANAGEMENT, ARMEDABAD
ON SATURDAY THE 2ND APRIL, 1994,

I'am happy to be with yvou all today-,

I feel Ereatls honoured that vour Institute has
thought it g4 to invite me to deliver fhe Annual
Canvoratjon arlriress, ITM. Ahmedabad IS one of the
leading institutes in our country that are engadged in
impariing managerial sicils and education to young
Deopje, These are the peinle who are going to be
builders of fomorrow's Ind.g. It therefore gives me
great pleasure fo share wity You some of my thoughts
on the challenges facing our country in our cjuest for
faster and equitable development, the Jogic of the
process of economic reforms that we have Undertaken

since July 1991 and the tasks that confront our
country,

As you know the 'pre.'-:rt-'nt century has seen more
scientific disrovery., te-chnical innovation and
technological developments than the entire previous
history of man. Science and techno!og,l' and human
knowledee have emergeod a8 - ma.jor determinant of the
nPovwer and wealth af nafione, The new information
fechnolgje s have hrought alvt revolutionarsy changes
mn the fr.'nr‘tinningf ef monex ad capital markets all over
the world, Both capita) anc Aechnology are now muich
merve mobile than evep hefore  The dramatic reduction
In taritfs and other barrjrpg ' International trade hasg
ereated ey opportunities for vro with for countries with
efficient ceononie structires.

As a cumuiative resgulit. the nature of

markels and institutions, Industrial organisation and
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structure, and social relations ofF production are being
transiformed dramatically, There are immense
opportunitircs for the late cowers in the race for
econamic development to catch up provided they can
evolve institutions and policy: instruments which will
enahle principal economic actors to respond with speed
and flexibility: to fast changing social and economic
conditions.

. | Rapid chande imposes a grealer burden on
us to learn, absorh and adapt our thoughts and actions.
Wisdom today lies in learning both from our past
mista.-kes and from the successes of others, especially
our neighbours in East and South-FEast Asia. There i’s,
of course, no guarantee that everything we are doing
today will turn out to be én unqualified success.
However. 1 am _convinced that, given a strong
commitment I the promotion of a value system
conducive fo the pursuit of excellence as well as
concern for social equity, and refashioning and
redesigning of our institutions and policy instruments
so ag to reward creativity, innovation and enterprfse.

India has all the ingredients of emerging as a major

" player on the global economic scene.  This is the vision

which provides the main inspiration for our economic

reforms,

I'n the rifties and sivties it was widely believed
that the State had a dominant role to play in each and
every m:f,ivéf}a. This. belief was based more on the
neext to cateh up with the advanced countries of the
West, The State was viewed as a promoter. owner and
reg‘ulat_of of industry and emnierprise. Its role was
sanctified by the doctrine of “market failure’. “"Market
failure” was perceived as the inability of markets to

allocate optimally  resources over time. In actuoal




practice,  the outecome  of policies which sought fto
re~tifv mearhet fzilure toened out fo be mEEe vastly
different from the intended one. Industrial produntion
wvas diversified buf  at high-rcost and this could not
withstand external bompetr’tion. Industrial policies.
arvorded excessivels high protection -to industry and
fhereby discouraged exports, The excessive and
indiscriminate protection for industry constituted a
mas=ive  discrimination against agriculfure, widening
inconie disparities hefween raral and urban areas. The
sy=tem of detailed, discretionary investment licensing
and many other econtrols on industry preserved the
monopoly of those who had licenses, stifled industrial -
dynamism, and fostered an uncompetitive, bureaucratic,
license/permit - seeking cullure. Public enterprises
whirh were intepded (o e jnsirument of resource
mobilisation and income re—distiribution, instead drained
away resource. In our quest for capturing the
commanding heights of the economy, large resources
were pumped into far from profitable public enterprises
while negiecting such vital sectors as elementary
education and primaryv healih care. The syslem we
evolved coreated In our people an acute feeling of
inferiority that we Indians were inherently incapable of
having an internationally competitive economy. It also
gFave rise 1o a psychologs of evcessive dependence on
{he .S‘faa‘r-‘-erppm'atu.c for dealing with issues of social and
rw,‘nnmuir‘. tlevelopments, I the procese, 1t greatls
werkened the neentive and inducement for self-heip
A =l relinnee among the people. d wrong belief came
ty be widelv held that Government had some magic wand
to remove poverty and the npeople were passive agents
in the process of social cheange. The losers were the
Indian eonzumer, exports. employment, equity, efficiency

and probity in public administration,
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The Indian regime of controls created a A\f&&t
constituency cutling scross diverse groups. It created
a business class that enjoyed super profits behind
high tariff- walls with virtuallyv no competiiion. The
regime of conirecls and permils vested enormous
discretionary powers in those who controlled the levers
of decision making in lhe Government. This yielded
huge rents which were‘ shared by organised capital,
labour and conirol bureaucracy.

Such a system not only bred inefficiency in the
economy but also led to mal-allocation of human skills
and talents. Jobs which required dispensing and
administering controls became most sought after. As a
result. institutions of higher Iéarning‘, research and
even Government departments concerned with
management of human resources and social seétors could
rarely attract the very bést. These were precisely the
areas where deployment of best talents could have
yielded very high social‘ rates of return. In a capital
scarce economy, there was need to encourage
Iabour—intensive growth. Economic policies., on the
other hand, stimulated capital intensity in Indian
industry. The need of the hour is to reverse this
trend and promote 8 pattern of industrialisation which
is bolth more efficient in terms of international
‘competitiveness, enhances self reliance through

increased exports and is also more empioyment oriented.

The Indian econcmy Iis at a critical juncture
today. During the last thirty three months, we have
brought about a decisive change in the economic policy
framework. Our industry has been freed from the
shackles of extensive Dhureaucratic contrel and
regulations. The new ec.-onbmio policy framework seeks
to strengthen the role of competition a:l'!d of market

forces in the process of rescurce allocation, To make
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the Indian Industry cost—effective and efficient,
guantitative import restrictions as well tariffs have been
progressively reduced, Cohditions for the entry of
foreign investors have been significantly improved,
Barriers to foreign Iinvesiment and technology flows
have been largely eliminated. Overall. the government

is earnest in its resolve to create an economic

.environment conducive to the growth of enterprise.

Wide ranging reforms of the financial svstem covering
capital markeis and the banking system are now in
progress. A far reaching programme of tax reforms is
also under implementation. Its principal objective is to
modernise our tax syslem so as to promote savings,
investment and efficient resource allocation. A
programme for the restructuring of sick public
enterprises and sale of .a part of equity of profitable
enterprises to the public has begun to take off.
Perhaps most important is the fact that a decisive
change is now evident in the mind set of the Indian
peaple in terms of basic approaches to the development
of our economy. There is a broad national consensus
that instead of .giebasy individual initiative and
creativity, the State should primarily seek to empower
our people fto help themselves so as to realise their full

polential and lead a.life of dignity and seif respect.

l;'fth the dismantling of exchange controls,
quanti.tative trade restrictions and the rapid strides in
the information technology . our economic frontiers have
become porous. Today Indian industry has fairly wide
cheice to import inputs and technology. Besides, inflow
of private capital has become fairly easy. In such an
environment, making right decisions and choices become
crucial for the growth and survival of business. Firms
have to redefine their strategies to cope with the

emerging environment. Competition and diversification
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expose firms to new risks and cpportunities. How much
to produce, how to produce and what to produce sare
best left to the Judgement of entrepreneurs. These
decisions will be increasingls shouldered by management

professionals,

The Central ob Jective of economic reforms ag
conceived was to initiate a process of fast sustainable
labour intensive growth which would directly benefit
the mase of un-organised lahour jn agriculture and
small industry., This required that, both private and
public sectors be forced to compete domestically and
- internationaily. That all subsidies going to either Ssector
be carefully regulated so that the economy would
generate more sai-‘ings for productive investment, and
for supporting the truly needs. It required the
removal of the bias towards the large capital ;’ntensive
organised sector and its workers., It required the
‘opening of the economy to new ideas, technology,
expertise, skills and capital, so that Indian industry
could have access fo the best. It required a
redefinition of the creative role of enterprise in
‘moderm*;mg our economy ~ a new vision which looked
bevond the interests of jits sharﬁholders and recognised
its wider social responsibilities to all the stakeholders -
Including consumer, workers and the unborn
Eeneration, It required a new  commitment o
environmental protection and research and development

as infegral parls of bhusiness planning,

In the emerging environment, the modern service
sector has to playv a crucial role. This sector can no

longer be viewed as residual or something

unproductive, In fact, the efficiency of certain non

traded services like transport. energv and the

financial system have a profound bearmg ‘on the
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compelitivensss of the economy as a whole. The
management of India's power system is a nations]
disgrace characterised as it is with endemic
inefficiency and mounting financial losses. Energy
conservation is not receiving the attention it deserves. It
Is ﬁhese sectors which require a major turn around in
efficiency. Another area of concern is high-capital
ouvfput ratioc in most of the sectors related to
infrastructure, Making them viable and efficient is one
of the greatest challenges confronting us. No less
urgent is the lask to revamp our management systems
in so far as they relate to such vital seclors as
education and health care. We need delivery systems
for basic social services which promote the cause of
equity énd provide qugli.t_v services at an affordable
cost, Al these areas ‘off‘er exciting challenges and
opportunities for research and for devising viable-

management strategies and operational programmes,

The deepening and widening of capital and money

market js also occurring. Banks and financial

institutions are diversif,;{.ing their activities through
merchant banking, factoring, investment banking etc.
and gearing themselves to participate in the highly
competitive world of international finance. A wide range
of new techniques of financial engineering are being
developed to cope with the considerable increase in risk
and uncertainty which characterised market operations.
International finance as you know is highly information
and A‘riowiedge intensive  activity. This is one area
where our professionais are expected to make their

presence felt at the global level.

Management institutes, have to playv a vital role in
fostering management education and training and

respond to the challenges arising out of competitive
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environment. Management education and training today,
have assumed the role of a "change agent” and are the
harbinger of a ° skills revalulion” in the Indian
EC0NOMmY, We need professional .manag‘ers who are
intellectually alert. well trained to rub shouiders with
the best managers in the world and are at the same
time deepl}-; committed to our nation’s cherished social
and economic goals. There is a constant need to
upgrade human gskills to meet the pew and fast

changing emerging international economic situation

Three years are nol enough to expect substantial
results from the programme of economic reforms
specially in a counlry as complex and large as India.
Distinct signs of improvemént in economic situation are

however clearly  visible. The most dramatic
| improvement has been witnessed in the conditjon of our
external sector which bore the brunt of the crisis in
199-1 " Foreign currency reserves (excluding gold
reserves of about £ 4 billion) which were a littie over
#1 billion in June 1991 are now about $£18 billion. These
are sufficient to finance more than six months of our
imports while at one stagre in 1981 they were barely
sufficient to meet two weeks of imports. Our external
reserves are now )arg'e encugh to enable us to absorb
exogenous shocks such as a drought or an unexpected
increase in import prices, without disrupting the pace
of development, Exports have Increased by 21 per
cent in deollar terms in the first [0 months of {993-84.
The halance of tréde deficit in 1993-94 is expected o
be less than half a billion dollar and there might be a
small surplus in the current account in 1993-94. The
exchange rate of the rupee has remained steady
contrary to what many had feared. Access to foreign
rapital markets has been restored for Indian companies.

There -has been a resurgence of  foreign investors’
) ¢



confidence In the Indian economy. - This is
demonstrated by an infilow of foreign investment of
ahout five billion dollars in 1909-94 as compared to §
148 million for 1991-92 and $ 585 million for 1992-93. I
expect that 1994-95 will see & further consolidation of

the conditions in the external sector.

I wish to emphasise that economic reforms do
not mean abdivation of Government's role in promoting
the goal of equity, be it inter—-personal, regional or
inter—-generational. However, a fresh look is needed at
mo:jaiities and instrumentalities to achieve this ob jective.
The best way of increasing the incomes of the poor is
to generate employment through higher and more
labour- .usi'np’ growlh, This is feasible only it we
remove impediments and biases against increased labour
uge in our economy, These we have un m’f:ting!y
promoted b; blunting competitive pressures and making
capital more attractive vis-a-vis labour by denying
flexibility in employment practices and making use of
‘labour far too expensive in a labour abundant economy.
Some of the policy initiatives undertaken during the
last three years seek to remove certain institutional
. rigidities which will have a bearing on the content of
growth, One such initi:ative is the establishment of
National Renewal Fund to assist in the redeployment
and retraining of surplus labour. However, further
measures are needed to reduce regidities in the labour
market eonditions and for this it is necessary to evolve
a meaningful national consensis. It would be our sincere
resolve to @ pursue adjustment cum structural reforms
wﬁieh. while promoting all round efficiency in the use
of scarce resources. will also ensure improvement in the

conditions of weaker and poorer sections of our society.
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responsibility towards the weaker and vulnerable
sertiong of our society. India is proud of its
democra tic polity and any package ‘of econpmic reforms
which does not pay sufficient heed to the needs of the
poor can give rise to unmailageabfe social, economic and
palitical tensions. In recognition of this fact. we have
sought to increase budgetary allocations for the social
sectors. Thus the Budget for 1994-95 has increased
the allocation for rural development and anti poverty
programmes' by as much as 40 per cent over the
previous year. The outlay pn education has been
incréased by 17.6 per cent and that on health by nearly
20 per cent. These trends will be maintained in future
to ensure that the quest for greater social equity in
the process of development is not compromised in the
process of achieving fiscal stability and implementation
of structuml reforms In -t-'ariods sectors of the

economy,

It i=s essential that the reform process should not
hypass agriculture, a vital gector -of our economy.
Agriculture 1Is perhaps one of the most competitive
sectors in the Indiain economy. The country has a
naltural r‘omparati‘\'e advantage in this sector given the
variety of agro-climatic zones, the fertility of its soil,
the vast gap that eurrent:‘}"exists ‘between potentially
feasible and a;:?tuai vields and availability of a large

rural work force, The realisation of vast untapped

potential will require major reforms in delivery systems

relating to credit, agricultural extension and supply of
inputs. Location specific farming systems strategies
will need to be devised for different agro-climatic
regions., ke need to evolve a8 new approach to rural
industrialisation which is poth more efficient and
equitahble. Surplus inromes In the farm sectbr ought to

bhe planghed pack as investment in off farm activities
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particulariy in agro-processing industries. The
government is now pursuing anp active poifcy of
encouraging growth of agro-processing goltivities,
Modernization of the sgricultural sector is essential to
overcome the dualism which has long characterized the
Indian economy, This will also be the surest means to
ensire that the Jlargest segment of our  population
receives the benefits of the reform process. A dynamic
agricultural sector is perhaps the sine quo non for

ensuring that the twin objective of growth and equity

‘are achieved in coming years.

Much has been accomplished in the Ilast two and
a half years. An unprecedented economic crisis has
been surmounted. An array of long overdue reforms
have been launched. But much more remains to be
done, Growth impulses are still not sufficiently strong
to ensuré that employvment opportunities grbw fast
enough to absorb all the new entrants to the labour
forcee, And there is a clear danger that If the
momentum of economic reforms, is not sustained., the
hard won gains of the recent past could slip away all
too easilv. In  continuing with the process of re{orm
we must he clear about the  basic goals of growth,

equity, self reliance, and modernisation. The

" fundamental objective is to raise the living standards of

India'=s people, especially the poor, in a sustained

manner, Rapid, broad-based growth is the only way
this ran be achieved, To ensure the quickest
alleviation of poverty, growth has to be

labour—-intensive, since labour is the principal. offen the

only, resource that the poor have,
I venture to think that the new polices have

improved very substantially the climate for enterprise,

investment and innovation. The present juncture poses
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a ajor chalienge to all of us, T very much hope that
inany of you will explore new vistass _' and look beyond
Jobs which only reguire testing of marketing skills.
Your creative abilities will grestly influence the pace
of India’s growth and the economic stature of Indis in
the comity of nations.

With these few words, I once again thank your
Director of having given me tﬁe opportunity to share
some of my i&eas with sou today, I wish all of you &
happy and prosperous future.
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