DeVelopmeNt DrIVe

INDIA INClUSIVe

29

Seduced
By Statistics?
rAhUl BhASIN
is managing partner,
Baring private equity partners india,
and a senior partner and global board
member of Baring private equity
partners (Bpep) international.

That 9% growth rate can happen
on auto pilot. What’s needed is some
pro-active policy-making to unleash
the real growth potential

A

fter recovering from the economic yoke of
colonialism, followed by the Mahalanobis model of
central planning, and then the debt-driven era of
the eighties, it is only in the last two decades that the Indian
economic engine has begun to chug along with a strong
savings and investment cycle and some demographic push.
But none of this should lull us or our policy-makers into a
dangerous mood of complacence. A 10 per cent GDP growth
rate adds only $130 billion to our economy, which is far
less than what a 2% growth rate in America would yield:
a $280 billion rise in output. On a per capita basis, what
this implies is that in this era of a ‘booming’ India, we are
actually annually adding on to per capita income less than
one-eighth of the addition accruing in a waning US. It’s
clearly time to stop taking comfort in convenient statistics
and measure our output against what it can be.
As has been repeatedly pointed out, we have to move
on from the rules-, authorities-, and privileges-oriented
governance system to a solutions-oriented one. We urgently
need to define the outcomes and timeframes we desire
and create governance structures that will facilitate and
support these. If we can make this change, the investment
opportunities are limitless.

Invest in urban solutions

URBAN DRAW: 350 million more people will need to be accommodated in cities over 20 years

India today has 250 million people living in urban areas,
which is likely to reach 600 million in the next two decades.
Setting a policy framework that works for solutions to
accommodate 350 million Indians (and the 75 million living
sans urban infrastructure) will create one of the world’s most
attractive investment themes. The policy framework must
work on conversion of land for urban development and for
allowing taller buildings and higher FSI. To facilitate this, we
require institutions that deliver public goods and services on
a massive scale. Services include water supply, sewage and
garbage disposal, parks and sporting facilities, policing and
security, judicial extensions, energy supply (electricity and
gas), urban transport, education, fire-fighting, medicine
and first-aid, logistics, and communications.
The scale of the requirement is both a managerial challenge
as well as a massive opportunity. It will need urban planning
bodies to be charged with execution and delivery while fiscal
support comes from public-private partnerships. Putting
a standard 50% surrender rate for converting land use
entitlement and putting a significant tax on all land in urban
areas (to prevent land hoarding) will help both finance this
build-out as well as prevent land speculation.
The sheer scale of delivery of this urban solution will

allow India to redefine industries and allow its economic
institutions to attain world-dominating scale and
standards.

The opportunities
Providing water on this scale can only be from ground
water, thus making it compulsory for everybody in urban
areas to have soak pits (especially true in a country with
significant annual precipitation). This will throw up
massive opportunities for small and medium companies to
deliver cost-effective solutions. Recycling is another huge
economic opportunity, and an appropriate policy change
in the building code as well as technological innovations
can ensure this. A standard code for sewage treatment
and garbage recycling will throw open the sector to water
treatment companies globally and allow architects to plan
accordingly.

A ‘booming’ India is annually
adding on a per capita income
that’s less than one-eighth of
that accruing in a ‘waning’ US
Buildings and their outfitting will give a fillip to the
construction industry and its entire value chain, including
areas such as cement, steel, electrical fittings, or plumbing.
The key facilitating regulation here is the establishment of a
body that protects consumers who today have an inequitable
negotiating position vis-à-vis builders. Similarly, creating
sporting facilities and recreational areas; or biometric
security networked solutions offer vast opportunities.
Urban transportation for over 80 Indian cities will
include underground railways, flyovers, roads and water
channels, airport and bus depot expansions, and much
more. Education and skills training are areas that need hard
and soft infrastructure. The scale of the opportunity should
be exploited to bring in innovation in the multiple use of
infrastructure as well as in the use of technology for remote
delivery, and to open up a whole industry for testing,
modularisation and standardisation.
The absolute increase in energy consumption is likely
to be the highest in India in the next 20 years. From
energy-efficient appliances to green buildings to localised
micro-green energy solutions to compulsory waste heat
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POWER HUNGRY: Increase in absolute energy consumption will be highest in India

recovery, the area is opening up wide. Besides which, the
entire conventional hydrocarbon value chain of extraction,
transportation, storage, processing, distribution and
cleaning can absorb vast amounts of the latest global
innovations.
Providing viable and affordable healthcare solutions will
involve companies innovating in diagnostics through flexible
methodologies. Automation of diagnosis and standardisation
of healthcare to allow delivery by far lower skilled personnel
is going to be the path forward. As far as pharmaceutical
synthesis and manufacture goes, it is a white space that
can be easily captured by Indian companies. Government
policy, collaboration among research institutions globally,
and the creation of cluster infrastructure may dictate how
this opportunity pans out for India.
Providing access to communication pipelines for the
average citizen is already well underway. This can now
get further enhanced to deliver cheap banking solutions
to the two-third of Indians who are unbanked, to provide
entertainment solutions to the newly affluent, to provide
cost- and time-effective ways of consuming goods, and
even to interface with the government. Likewise, meeting
the food and nutrition needs of the vast populace will
involve creating governance frameworks that can increase
agricultural productivity and processing, and companies in
this area are bound to smell the coffee.

Beyond urban
Beyond the scope of urban development, there are several
other governance challenges that need to be met to ensure
that economic transformation is not waylaid. The multitude
of economic scams needs to be addressed firmly in a manner
that discourages repetition. Equally crucial is the reiteration
of the country’s secular credentials and a zero tolerance
policy towards all those who use anachronistic religious
ideology to propagate violence or any form of social or
economic discrimination. In addition, India needs to
seriously reform its military apparatus to stave off potentially
hostile neighbours.
On the economic front, reforms are needed to lower the
cost of capital by offering higher protection to minority
shareholders, especially from related party transactions.
The government also needs to create a liquid secondary
debt market to enable infrastructure funding. An online
and transparent land registry system would also remove
significant bottlenecks to growth.
What would happen if all these seemingly simple
governance reforms are not undertaken and we keep
stumbling along with the present clumsy policy frameworks?
Well, with a savings rate of 36% and an incremental capitaloutput ratio of 4, a 9% growth is almost a given. Impressive
for the statistically minded, yes, but a far cry from what it
can be. 

