
T
HE Union budget brought about the rural-ur-
ban divide in a sharper focus. Urban India that
expected a bouquet of incentives was dismayed

by the budget. Did the plummeting markets immedi-
ately after the budget really bemoan the 6.8% deficit
and absence of a roadmap for disinvestment and fur-
ther FDI reforms, or was it the displeasure over rural
spending? Perhaps, the budget focus on rural India
was not rightly packaged for urban India.

The government can perhaps rely upon a leveller,
indeed its unique selling proposition (USP), available
in the concept of purchasing power parity (PPP) of ru-
ral India that can help win urban India. Rural PPP is the
anchor of the urban PPP and indeed the overall PPP. 

PPP multiple equates our prices of a given basket of
products and services to those globally. India ranks
twelfth by GDP. But by PPP-adjusted GDP, we are
fourth, only behind the US, China and Japan. And if
our multiple rises a quarter, we can be ahead of
Japan. That is something India savours.

But that is not a big if. Key is to preserve and shore
up this PPP multiple by staying low-cost. And only
deeper commitment to rural economy can make it
happen. Given the UPA government’s general thrust
towards village economy, the rural PPP is the real id-
iom that needs to be developed at this opportune mo-
ment. In fact, a PPP-led approach will lead to benefi-
cial outcomes, including rural demand.

Rural costs of living are at least a third less than that
in urban areas. Rural India has thus a higher PPP mul-
tiple than urban India. Rural economy also supplies ur-
ban India all its sustenance — all food and labour. Fur-
ther, the rural economy’s rise in costs is far slower than
that of urban economy. Rural costs, apart from being
low, are also more adaptable. In fact, the urban econo-
my with a declining PPP multiple adversely affects ru-
ral costs as it sucks out more rural resources. Clearly,
the rural anchorage roots our cost competitiveness.

An analogy from The Economist’s famed McDon-
ald’s Big Mac Burger-based PPP illustrates this well.
This burger is deemed the complete example for PPP
as it has food, labour and all other cost inputs. In the
US, it retails for approximately Rs 173 ($3.6) against
Rs 57 in urban India, giving a PPP multiple of over
3.04. It may cost at least a third less, if made in rural
India, taking up the rural PPP multiple. So logically,
McDonald’s should supply all its Big Mac Burgers
from India or better still from rural India!

So clearly, the national PPP multiple rides on the
rural economy. It is the rural economy that preserves
and can even lower the same. So how do we reinvig-
orate the rural PPP multiple? Only by delivering a rise
in the rural standard of living at lower cost. And the
latest Union budget is at least directionally right. 

The government will have to first make an official
PPP index for rural, semi-urban and urban India. This
index should be made a mandatory barometer to

study how any official schemes, be it for urban India or
rural ones like Bharat Nirman, NREGS, etc., impact
the PPP multiple. This is actually required and will be a
key communication tool for the government. 

Hence, there is a case for deeper seeding of rural
economy for sustaining low-cost rural economy with
this index. India should demand this for Bharat from
the FM. The allocations to rural India remain dispro-
portionately low compared to the real share of rural
economy. Poor governance makes it worse. 

Much is said on the fiscal deficits. A 6.8% deficit is
seen as a threatening number. While the budget has a
promise for bringing it down to 4%, we are clearly miss-
ing the new reality that the global crisis has brought
about. For long IMF and World Bank conditioned lend-
ing to a deficit levels being at 3% of GDP. Rich nations

have completely turned this upside down. The US
deficit is close to 13.2%. The rich nations are likely to
equal their debt levels to their GDPs by 2014. Hence, we
are only going to see unrelenting deficits. Bulk of the
rich nations’ deficits goes in stimulating local demand.
But we have a stronger case to incur bigger deficits to
build rural capacities that add to competitiveness. 

Our rural schemes are laudable but these need to
work with an overarching vision of seeking a higher
PPP multiple. The basic approach has to tilt the
schemes towards capital investment instead of rev-
enue expense. Such an approach will build an endur-
ing higher rural PPP multiple. The singular focus for
rural economy has to be on upgrading the standard
while maintaining or even lowering the cost of living.
A capital approach to these would increase savings,
help capital formation and spruce up our rural econ-
omy — simply because the villagers are a thriftier lot.

So, to shore up the rural PPP, the schemes have to tar-
get building rural assets and capacities. Much of the of-
ficial thinking and policies exist in key areas of employ-
ment generation, housing, education, healthcare, non-
conventional energy and connectivity with underlying
infrastructure. Much has been talked about public dis-
tribution, housing, education and healthcare. But here
much of the expenditure by the government should be
to build capacities. For example, NREGS should recog-
nise constructing a house or digging a bore well for self
use as eligible work under the scheme. Some aggrega-
tion of execution is also possible. An execution model
with economies of available access and scale can be lo-
oked at —  we can club building school infrastructure
with highways. The highway contractors working in
remote areas are well endowed and our educational in-
stitutions are the simplest of buildings to construct. 

The real issue is of ensuring the amounts reach the
rural folk. Urban India should demand a percentage
improvement in implementation success of these
schemes. The government should devote more re-
sources to interim measures like special implementa-
tion task forces, audits by private parties and many
more initiatives to correct governance of these
schemes. The wait for the national unique ID scheme
with due reach will be a longer one. This then is also
the new marketing mantra for government policies
which merit recast with this new idiom. 

(The author is chairman SA & JVs, MGRM
Technologies Inc, USA)

S
UCCESS, according to legendary US
army general George Patton, is how
high you bounce after hitting bot-
tom. Judging by the stunning rally
in global equity markets, it seems

policymakers across the world have been re-
markably successful in engineering a recov-
ery from the depths of last year’s panic.

Several economic and financial market in-
dicators have returned to pre-crisis levels less
than a year after the world apparently
changed on 15 September 2008 — the day
that Lehman Brothers went bust. The pace of
the comeback has been truly stunning.
Emerging market stocks have rallied by 90%
off the lows and are now at exactly the same
level as on 12 September 2008, which was the
last trading day before Lehman’s collapse.
Similarly, investment grade corporate bond
yields, bank credit default swaps and VIX — a
popularly used gauge of fear in the equity
marketplace — have all returned to levels that
prevailed just before the Lehman bankruptcy.

The benchmark US stock market indices
are still 20% below the September 12 levels
but the 50% rally from the March 2009
trough represents the fastest advance for
stocks since 1933. The only other two compa-
rable periods in terms of pace and magnitude
of recovery are 1938 and 1974-75, when the
US market rose by around 50% in seven and
nine months time respectively.

The resurgence is not just a financial mar-
ket event. Economic growth too has hooked
higher, led by China where sequential growth
is running at a record pace. The global econo-
my is set to expand by over 3% in the current
quarter, driven by a rebuild in stocks after pro-
ducers dramatically cut back on inventories
and jobs earlier this year fearing a Great De-
pression redux. It is clear that such an extreme
economic outcome will not materialise but
the debate is now over the path forward.
There are three camps of thought out there:

Camp 1: This is it, nothing comes next.
While the inveterate bears are willing to con-
cede that the worst is over, they believe that
any recovery will be shallow since the still
over-indebted global economy will take a
long time to work off the excessive leverage
in the system. The bears argue that the US
consumer has just about begun the process of
deleveraging and will refrain from any major
new spending until the personal savings rate
gets back to the historical norm of 8% from
6% currently.

Under such a scenario, the economic re-
bound will prove to be a one or two quarter
wonder, driven merely by the vicissitudes of
the inventory cycle. Even China will not then
be able to sustain the revival in its economic ac-
tivity, as it essentially remains the world’s man-
ufacturing base and will need the export en-
gine to start humming again soon. 

Chinese policymakers are attempting to re-
orient their economy by encouraging greater
domestic consumption but such structural
changes take a long time to pan out. A big
chunk of the Chinese fiscal stimulus has mean-
while gone towards increasing fixed asset in-
vestment although investment as a share of
GDP is already at abnormally high levels of
more than 40%.

During other fleeting economic rebounds
within structural downtrends, market rallies
too fizzled out after gains of around 50%.
From a technical perspective, the S&P 500 is
currently at the same level in inflation-ad-
justed terms as it was at the low of the previ-
ous bear market in 2002. In a secular down-
trend, the low point in the previous cyclical
bull market usually ends up acting as a resist-
ance in the subsequent rebound. 

The fact that many financial market indica-
tors are back at pre-Lehman levels should act
as a line in the sand as it is too soon to return
to the world that existed before the Lehman
episode. All of this would have us believe that
markets the world over are currently in the
process of peaking.

Camp 2: The cyclical bull market still has
some way to go. This camp is willing to ac-
knowledge the structural problems that
plague the global economy but thinks that
concerted policy actions by governments

across the world will lead to at least a one
year-long economic upturn. The cyclical bulls
say a simultaneous expansion in the global
economy is well underway with the US too
coming out of a recession. The momentum
should be strong enough to take the S&P 500
back to the pre-Lehman level of 1,250 before
both economic growth and markets run into
structural headwinds again.

A further 25% rise in the S&P 500 could re-
sult in even more fireworks in the emerging
market space. A global easing of monetary
policy usually leads to a greater channelling
of liquidity towards the least broken asset
class. In late 1998, interest rates were cut in
the US to deal with the deflationary shock
emanating from the emerging market crisis.
That led to a bubble in the tech space. This
time around, emerging markets are the bub-
ble candidate as money chases the best
growth story around. The meteoric rise in
emerging market indices this year is already
reminiscent of the Nasdaq’s performance in
the immediate months following the policy
actions to tackle the Asian and Russian finan-
cial crises in the third quarter of 1998.

However, the cyclical bull camp holds that
any rally will start to fade in 2010 once the ef-
fects of the stimulus begin to wear off in the
US and policymakers in developing countries
start to withdraw liquidity as they become
wary of asset bubbles forming in their domes-
tic markets. In short, the current economic

momentum inspired by government stimu-
lus efforts will likely keep financial markets
well bid for much of 2009 but the environ-
ment will be more challenging next year.

Camp 3: A full-fledged economic recovery
is underway. The outright optimists argue that
the discussion on the global economy’s future
is much too US-centric and that in turn exag-
gerates the negative effects for the rest of the
world arising from the relative decline of one
major power. Back in the late 1980s, Japan’s
economy too had become the biggest con-
tributor to global growth, and its stock market
accounted for half the world’s market capital-
isation at its peak in 1989. Still, a sharp fall in
Japanese economic growth and its stock mar-
ket did not unravel the global economy.

The bears at that time warned of a full-scale
capital repatriation by Japanese investors to
shore up their balance sheets at home. Such
fears proved to be unfounded, mainly be-
cause the US economy was in a position to as-

sume the global growth leadership role.
Emerging markets led by China seem to be
taking on that status now, according to the
folks in the bullish camp. The Shanghai A-
share market has indeed become as much of a
trendsetter for global equity markets as the
S&P500. The current rising wave of optimism
in the marketplace may well then turn out to
be the start of a major expansion cycle, setting
off a multi-year bull market run.

All three camps share the common feature
of a macroeconomic forecast lying at the
heart of each thought process. Valuations and
sentiment from a contrarian standpoint are
not presently an issue — as those variables
tend to matter only at extremes and not
when they are stacked in the middle. My tent
is still pitched with the second camp: a cyclical
upturn and a bull market this year followed
by some sort of a relapse next year as struc-
tural problems of excessive leverage come
back into play. 

But we all need to retain the flexibility to
switch camps at the slightest sign of incre-
mental change, especially with many finan-
cial market indices back at the pre-Lehman
levels. For markets to move higher hereon,
economic data needs to keep surprising on
the upside for as goes the global economy, so
go the markets.

(The author is head of emerging markets at
Morgan Stanley Investment Management)
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British immigration
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LETTER FROM LONDON
SUDESHNA SEN

I
’VEjust come up for air after an inconveniently nasty bout of swine flu, and groggily be-
gan to find out what’s happening in the world around me. Been there, done that, now
I get all kinds of IMs from friends and frantic parents in India. 

My only advice is, as Douglas Adams would say, Don’t Panic. It’s mostly harmless. 
Well, I could write about the NHS, considering my unusually intimate brush with it over

the past few weeks, but what? The NHS, in my opinion, is generally a jolly good idea, if
only someone would figure out a way to actually translate it into practice. 

The doctors are fine. But I suspect their regs manuals are double the thickness of their
medical books. While on the subject, what, exactly do India’s pandemic laws about who
you can jail have anything to do with making enough anti-virals or vaccines available to
the general public? Pandemic-hit countries are working on things like limiting, treating
and tackling the virus, not whingeing about ancient laws. 

Honestly, we always get hold of the wrong end of the stick. 
So, other than swine flu, what else is happening around here? 
Well, this is one that should give loads of people — including me — evil glee. The vener-

able British Academy, along with a slew of highly respected academics, commentators, and
thinking heads, even the usually umm, (what’s a polite word for fuddy duddy?) Financial
Times has now come to the conclusion that economics and economists need to do some se-
rious rethinking on the future of economics itself. The way the subject has evolved has lost
the plot, say the bigwigs, is too dependent on obscure and irrelevant mathematics, and
economists are being seen as some kind of cross between astrologers and alchemists. Of
course, it took Queen Elizabeth herself to ask why this emperor has no clothes, when she
gently enquired of the LSE, ‘How come nobody saw all this coming?” a few months back. 

The crux of the problem, they say, is that all those theories are based on assumptions that
super efficient, super intelligent individuals all work in perfect rational harmony based on
perfect information all over the world, and that’s fundamentally wrong. Duh uh? 

We all realised that in college, and after trying to traumatise various teachers and getting
nowhere, I figured I was better off for life learning in the canteen or library. (I wasn’t
wrong. I haven’t used a comma I mugged for exams in my entire working life. I’ve used al-
most every canteen experience, people encounters, or fiction I read in class). 

Anyway, now there’s a global debate about economics. The British view is that it needs
to get closer to being the social science it is, and stop pretending to be some kind of offshoot
of physics with mathematical models. They’ve finally figured out how silly they’ve always
sounded. Woo hoo.

And then, of course, there’s the Home Office. Hooray. What would we snarky colum-
nists do without them getting up to their silly antics?

It’s a huge relief that I don’t want a British passport, or else I may have to stop writing
snarky columns. In a new public consultation, the Labour government wants to institute
even more complicated laws for ‘earned’ citizenship and ‘probationary’ citizenship and so
on. This round is more of Ms Jaqui Smith’s legacy, the former home minister best known
for her husband’s porn watching habits. Needless to say, it’s been met with bitter criticism
both in the UK, the business community, and other countries like the US. In the new
move, apparently ‘earned’ points will be deducted for some undefined ‘anti-patriotic’ ac-
tivities, which include anti-war demonstrations. Maybe even this column, because it does-
n’t show due ‘appreciation’ of British values. Now if only the British could tell me what
those values are, I might appreciate them. This time last year, we were all engaged on a
hugely expensive and major national exercise to define ‘Britishness’. 

I usually go through Home office releases to explore new depths of stupidity, and these
are some gems from the new UK Borders Agency consultation paper. One avowed aim is
to ensure that UK’s immigration policy reduces the ill-effects of ‘brain drain’ for develop-
ing countries, but as yet, the government hasn’t the foggiest what that is. 

Excuse me, did anyone ask the esteemed British government to worry about, say, In-
dia’s brain drain? Not that I know of. Sigh. The empire is over, people, long ago. Wake up
and smell the coffee.

Next there’s an entire para about how potential citizens need to be ‘integrated’, and pass
tests on British history and politics, because they need to vote. Sigh, again. 

All commonwealth and EU citizens already vote, from the day they rent a home, and
yes, I voted in the EU elections as well as council ones. Last I heard, large chunks of British
history, including Winston Churchill, were dropped from the local school curriculum to
make space for life subjects like healthy eating. Exactly why do probationary citizens need
to know British history when school kids don’t? 

I guess the final word comes from Keith Best, the head of the Migration Advisory Ser-
vice. All these desperate Labour ploys to win right wing support are dead in the water if the
Tories come to power. That, without being an economist, we can pretty much predict as
more than likely. 
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