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India: down but not out
The economy is resilient and the future looks bright if decisive action is taken
By TAN KHEE GIAP, LINDA LOW
and KARTIK RAO

A

S INDIA faces significant uncertainty over
its short and medium-term economic
prospects, several
predictions
pronouncing the end of
the Indian growth story are beginning to appear.
India’s gross development product
growth rate has slowed down to 4.4
per cent in the quarter ending June
2013, its lowest in the last four years.
Moreover, there is an unmistakable
sense of policy paralysis, with the impending 16th general election due in
early 2014.
However, it would be unwise to ignore the tremendous resilience which
was displayed by the Indian economy
during the recent global downturn.
The economy grew at an average annual growth rate of 8 per cent during
the period 2000-2010. According to
the latest data released by the World
Bank, India is the 10th largest economy in the world by total nominal GDP
(US$1.8 trillion) and third largest in
the world (US$4.7 trillion) adjusted
for purchasing power parity (PPP).
Undoubtedly, the long-term prospects for the country remain positive.
With the Indian economy at this
crucial juncture, the Asia Competitiveness Institute (ACI), Lee Kuan Yew
School of Public Policy at the National
University of Singapore, has recently
concluded its latest study to analyse
the competitiveness of the 35 states
and federal territories of India. In this
study, Maharashtra emerges as the
top-ranked state, followed by Delhi,
Tamil Nadu, Karnataka and Gujarat
in the rest of the top five positions.
A distinct pattern is noticed as the
western and southern states outperform the rest of the states in the country. The western states of Maharashtra and Gujarat, buoyed by their entrepreneurial and pro-business environment, have successfully developed
niche industrial clusters aided by a
strong institutional framework. It is
no surprise that the two states account for almost half of the exports
from the country.
The southern states of Tamil Nadu
and Karnataka also register a strong
performance with their highly skilled
workforce, which is driving growth in
knowledge-based industries such as
information technology and biotechnology.
Paradoxically, the mineral-rich
states in eastern India – Odisha
(ranked 26th), Chhattisgarh (33rd)
and Jharkhand (35th) – ranked
among the bottom 10. Despite accounting for over 60 per cent of the
coal and iron ore production in the
country, these states have seen meagre investments for the development
of downstream industries. These east-

ern states also experience frequent social unrest as their large tribal population has been unable to realise any
benefit from India’s socioeconomic
development.
A similar geographic concentration emerges in the north-eastern
states of Manipur (ranked 28th), Nagaland (30th), Meghalaya (31st), Assam (32nd) and Tripura (34th), which
also appeared in the bottom 10 positions. Difficult topography, poor transport infrastructure and an unstable
political environment have rendered
the region backward. However, more
recently, there have been new opportunities being presented, with nearby
Myanmar opening up to the international community. Thus, India needs
to explore the potential to renew and
boost cross-border historical trade
links with Myanmar and enhance India-Asean relations.
In the study, the overall socioeconomic development of states and federal territories of India was ranked by
77 unique indicators based on four
broad environments: macroeconomic
stability; finance, businesses and
manpower conditions; government
and institutional setting; and quality
of life and infrastructure development.
India is clearly an agrarian economy with over half its population relying on agriculture for their livelihood.
The primary sector is characterised
by marginal land holdings, poor productivity, low coverage of irrigation
and declining yields. With an ever
growing population, it is imperative
for the government to invest in research and development to improve
yields. An equally crucial matter is
the initiation of land reforms which
could resolve the issue of marginal
ownership and facilitate mechanisation for productivity improvement.

Infrastructure overhaul
Another challenge is to bring about institutional changes for an effective reorientation from a largely domesticdemand-driven economy to greater
reliance on manufacturing and exports. Valuable foreign exchange
from exports can help address the raging issue of India’s current account
deficit. It can also fund the much needed infrastructure overhaul to ease India’s production bottlenecks.
The debate between “growing the
economic pie first and dealing with
distribution and sharing later” and
“engaging on rules and regulations
for sharing the economic pie first before growing it bigger” is also intensifying. While the latter as inclusive
growth seems to be socially and politically correct, empirical evidence of
successful economic growth and development is in favour of the former.
Otherwise, it will remain an idealistic
income distribution model, which is
not quite enough to elevate the stand-
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ard of living of the large population.
With a GDP per capita (PPP-adjusted) of US$3,876 in 2012, India ranks
115th in the world – compared to China’s US$9,233, ranked 83rd. However, India’s large proportion of a young
population holds significant advantage, with the average age expected
to be just 29 years by 2020 compared
to 37 years in China. Emphasis on
generating employment opportunities and promoting suitable skills will
be decisive factors to realise the benefits of this “demographic dividend”.
Furthermore, investing in education, healthcare and public utilities is
also particularly important, as it can
alleviate India’s poverty. However,
the government needs to tread carefully, as directing investment into welfare schemes is not a panacea. The
success of such measures will hinge
on effective implementation and the
political will to follow through on
these reforms.
Dynastic politics is playing an increasingly dominant role in the Indian electoral process with a large proportion of leaders coming from political families. It tends to create an environment which could potentially value patronage over performance, and
family connections over ability. However, notwithstanding this reality
which is pervasive in Asian state political economies, the paramount issue
is the ability to govern, formulate and
execute public policies beneficial and
inclusive to the majority of the citizens.
Discipline is the key before democracy, which will come in time even for

Leave
auctioning
choice to
economists

China. As India stands at the crossroads of change, it needs to strike a
fine balance between greater political
unity and concrete economic reforms,
with good governance and transparency deeply entrenched for public policy formulation.
Projected in the graph above are
the total nominal GDPs of India and
China with dynamic growth rates, between 2012 and 2030, compared
alongside static growth rates for the
developed economies of Germany, Japan and the US. India is seen catching
up with Germany by 2030 and China
surpassing the US by 2027, which
highlights the growing significance of
these two developing economies to
the world.
The outcomes of the study serve as
an important reminder to pursue economic policy planning which is more
decisive and effective. As one of the
largest economies in the world and
with over a billion people, a stable
and prosperous India is critical not
just to Asia but to the whole world.
This article is summarised from the
forthcoming book, ‘Annual
Competitiveness Analysis,
Simulation Studies and Development
Strategies for 35 States and Federal
Territories of India’, to be launched
on Nov 26. The writers are
respectively co-director, senior
research fellow and research
associate at the Asia
Competitiveness Institute, Lee Kuan
Yew School of Public Policy, National
University of Singapore.

Everybody
wants one:
Using the
pay-as-you-bid
system need not
result in lower
COE prices as its
proponents hope.
While the
marginal winning
prices may fall,
the average prices
may in fact
increase.

By NG YEW-KWANG

I

ATTENDED a wrap-up session of the Public
Consultation on Certificates of Entitlement for
Owning Cars (COE) and Car Ownership Issues
on Aug 26 at the Land Transport Authority
(LTA). During the discussion, I realised that
even professional car dealers who routinely bid for
COEs do not know that the existing bidding system
is very efficient. Even after I used simple examples
to explain why the popular pay-as-you-bid system
is inefficient, most people seem to have difficulties
seeing the simple point.
At the end of the session, I had a discussion with
two fellow economists, one from the Nanyang Technological University (NTU) and the other from the
National University of Singapore (NUS). The NTU
economist predicted that the government will soon
(before the next general election) be forced by popular public opinion to use the inefficient
pay-as-you-bid system; he believes that the public
will not be able to see its inefficiency against the
current Vickrey auction (named after a Nobel laureate).
I ended up siding with the NUS economist to bet
$10 each against the NTU economist. I trust that
the Singapore government is wise enough not to
give in completely to incorrect but popular demand.
The Vickrey auction is also called second-price
auction because, for the simple case of a single
item, the winner pays only the second highest bid.
To see why this is most efficient, suppose that there
are only two items of the same type to be auctioned. There are four bidders each willing to pay a
maximum price of $4,000, $3,000, $2,000, and
$1,000 respectively. But each bidder only knows
her own willingness to pay, not those of others.
Under the Vickrey auction, each bidder has the
right incentive to bid her true maximum willingness to pay. After the bids are collected, the two
items are allocated to bidders 1 and 2. However, instead of paying their respective bids of $4,000 and
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$3,000 (as are required under the pay-as-you-bid
system), they pay only the highest missing-out bid
of $2,000 plus $1. The items are allocated to those
who value the items highest. Those missing out are
not willing to pay for the price actually paid
($2,001).
In contrast, if the pay-as-you-bid method is
used, if bidders 1 and 2 still bid their true maximum willingness to pay, they will have to pay
$4,000 and $3,000 respectively. They would not be
gaining anything in “winning” the bids, as they
have to pay the maximum amounts over which
they do not want to get the items.
This will motivate them not to bid their true willingness to pay. As all bidders try to underbid in different proportions, the final outcomes may involve
allocating the items to bidders with lower willingness to pay.
Also, using the pay-as-you-bid system need not
result in lower COE prices as its proponents hope.
While the marginal winning prices may fall, the average prices may in fact increase.
We should also not worry too much about high
COE prices since car ownership is not a necessity in
Singapore; the revenues from COE may also be
used to improve public transportation or to provide
other public goods. In addition, the rich-poor question should be tackled by the general distribution
policies.
Thus, if one really understands the inefficiency
of the pay-as-you-bid system, one should not blame

the existing efficient system. On the other hand, if
my NTU colleague is correct that the public will not
understand, should not we regard the issue as a
technical one that should be left to the experts?
We leave the details of bridge construction to
the engineers and the choice of different medicines
to the doctors; should we not leave the choice of different auctioning systems to the economists or auction theorists? Leaving difficult decisions to the experts is especially sensible where the public does
not understand the technicalities and where there
is a virtual consensus among the experts.
The government has moved towards being
more liberal and more responsive to public opinion. This is a healthy trend. However, for the
long-term interest of the people, it should dare to
persist in good policies despite temporary unpopularity. On the issue of COEs, it has already given significant concession to populism by having the category for small cars – though it should further eliminate expensive cars from this category – so as to
lower its COE prices.
It should also impose high taxes on luxury cars
and on petrol on the efficiency grounds of diamond
goods (goods valued for their value) and external
costs. Insistence on the excellent Vickrey auction
system will partly mark a right balance between
elitism and populism, a desirable trait of a true democracy.
The writer is Winsemius Professor, Division of
Economics, Nanyang Technological University
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GRP should clarify
board appointment
ON Sept 3, GRP Ltd announced the appointment of Peter Moe as an independent director. In response to the
questions in the appointment template regarding whether he had been
convicted of, or had judgment entered against him, or had been subjected to criminal or civil proceedings, for certain breaches, the company answered in the affirmative.
The company disclosed that Mr
Moe had been previously disqualified
from acting as a director. The announcement also provided further details about the nature of the alleged
breaches and the outcomes of the
criminal and civil cases against him.
These included a criminal conviction
for breach of duties as a director and
a $5,000 fine (the maximum under
the Companies Act), which also led to
his disqualification as a director for
two years, which was later reduced
to one year upon appeal.
There was also a separate complaint against him to the Law Society
for professional misconduct, which
was dismissed for lack of evidence.
Civil proceedings related to the complaint to the Law Society were also
commenced against him for misrepresentation and misuse of position of
trust and confidence, which were
withdrawn after mediation.
On Sept 9, GRP issued a response
to queries from the Singapore Exchange (SGX) regarding Mr Moe’s appointment. It seems clear that SGX
has concerns about Mr Moe’s suitability as a director, and understandably
so.
In its response, the company defended its decision. It said that, based
on the disclosure by Mr Moe, the
board and nominating committee
(NC) are fully aware of the circumstances surrounding the cases involv-

ing Mr Moe. It said that the board and
NC had examined all the disclosures
intensively and are of the view that
the conviction and proceedings
against Mr Moe are of no concern.
Given the strict confidentiality
which governs the mediation process, it is unclear how the NC could
have properly assessed the case
against Mr Moe, which was resolved
through mediation. It said that the
conviction under the Companies Act
did not involve “moral turpitude”.
One would have thought that moral
turpitude (or the absence of it) should
determine whether a person should
be disqualified, rather than whether
he is qualified, to be a director.
The company went on to say that
the NC was of the view that the conviction “will make Mr Moe a more experienced person” and that he has resolved to be more vigilant. The bar
for qualifying as a director appears to
have been lowered, with legal actions
against a director seemingly considered a positive attribute.
SGX’s appointment template also
requires companies to disclose the
“search and nomination process”. A
search and nomination process
would cover how a director was identified or nominated. The company
did not disclose this, either in its original announcement or in its response
to SGX’s query.
SGX should query GRP further on
how Mr Moe was identified as a candidate, including whether he was nominated by particular shareholders.
This may shed more light on why,
when there is a large pool of independent directors to choose from, Mr
Moe was nevertheless considered a
suitable candidate by the board and
NC.
Mak Yuen Teen
NUS Business School

Leave the markets alone,
let caveat emptor apply
RECENTLY, there have been two
well-publicised short-selling “attacks” on Singapore listed firms. Emotions ran high and tempers flared,
and there was a flurry of letters and
articles in the local press calling for
more regulation by the local regulatory bodies, namely the Monetary Authority of Singapore (MAS) and the
Singapore Exchange (SGX), to control
this aspect of the equities market. In
particular, the Securities Association
of Singapore (SIAS) and the Society of
Remisiers (Singapore) have publicly
called for SGX and/or MAS to intervene. However, cooler heads have
prevailed and a more balanced proposal to look at the bigger picture has
been presented in some articles and
in letters written to The Business
Times and The Straits Times.
Thus, the latest Hock Lock Siew
column, “Disclosure: how much to
tell and when?”(BT, Sept 12) is timely
and appropriate. I fully agree with
the writer that in looking at short-selling issues, one should also look at the
other side of the coin: that of
“long-buying”. If one can accept that
there is nothing wrong with
“long-buying” by a research house before it issues its buy report, why
should one get angry when they short
a stock before issuing a sell report? If
these research houses had not disclosed their short positions, I suppose

SRS and SIAS would not have been
angry with the short sellers Muddy
Waters and Glaucus Research for
making “illicit” and extraordinary
profits at the expense of ordinary
shareholders who had bought Olam
and China Minzhong shares earlier at
higher prices. Or did these research
houses really make so much money?
And did the shareholders really lose a
lot of money?
More regulation is not the answer.
It is always easy to find scapegoats
and blame foreign research houses
for causing panic and causing share
prices to fall. It has always been “caveat emptor” in the financial marketplace. Investors must do their own
homework and not overly rely on reports by research analysts on which
to base their investment decisions. As
the subsequent events showed, those
who remained calm and held on to
their shares did not suffer significant
losses. In fact, when the share prices
tanked, investors who bought could
have been handsomely rewarded
when the prices rebounded.
In conclusion, SGX and MAS
should adopt a laissez-faire attitude
and leave the markets alone. Let the
markets decide; the markets are right
ultimately, although there may be hiccups along the way.
Vincent Khoo
Singapore
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