Remember,

fish rots from
the head

PSU is politically deeply fashionable
now. Bad news for working class

Historian Will Durant once said
that the only thing he could say
with certainty after a lifetime of
studying history was “this too
shall pass”. Inthese days of pub-
lic sector deification and glorifl-
cation of state ownership, Air
India and BSNL may be Exhibit
A of how dogma around state
ownership may be misplaced.
Anycompany (privateor public)
can lose its way but state-owned
companies are particularly vul-
nerable because of multiple ob-
jectives (Socrates said a slave
who has three masters is free),
confused objectives (serve the
poor, pay vour own bills, don’t
spend on customer acquisition,
cut capital expenditure), the
politicisation of employee rela-
tionships (union leaders resist
redeployment and outside ex-
pertise) and leadership continu-
ity (Air India has had multiple
CEOs inthelast three years and
eachhasbeenanalibiforthenext
one). It's not a coincidence that
both these companies operatein
deregulatedindustrieswithbru-
tal competition. In fact, most
widely cited examples of public
sector commercial successoper-
ate in areas where customers
don’t have free choice and are
therefore, in most cases. not vol-
unteersbuthostages.

The response from the gov-
ernment and trade unions in AT
and BSNL has been predictable.
AnATunionleadersoughtassur-
ance from the PM that there
would be no retrenchment or re-
deployment for its 31,000 em-
ployees. Theairline isalsobeing
helped in unfair ways that the
competition commission must
review;alow-costairlinepropos-
al from the Gulf has been put on
hold and the government has is-
sued a commercially insane fat-
wa to all government employees
to travel Air India (shameless
hostage-taking). BSNL was giv-
enanunfairheadstartin 3G but
couldn’t make much of itandis
now looking for private or for-
eignmarketingpartners.

This is not an argument for
private ownership; many of us
with an overburdened belief in
markets now accept the flaws of
unsupervised and unregulated
markets. But the current
rhetoricaroundstateownership
also worries many of us who
haveseenthe ‘big’statemoviebe-
fore 1991 and know how itends. I
agree the sourcesof any disease
are complex and both these situ-
ations demonstrate the typical
lack of leadership, strategy and
visionthatcouldhave drivenany
private sector company into the
ground. Fish rots from the head
and the shameless jockeying af-
ter elections for ministries that
havelarge public sectorunitsre-
flects their potential as walking
ATM machines to some politl-
cians. So the argument should
not be about a big or small state
butan ‘effective’state.

T'dlike tomake thelimited ar-
gument that state ownership of
commercial enterprises in capl-
tal intensive and high fixed-cost
businesses that suffer business
cycles makes them particularly
vulnerable to capture by public
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sector trade unions given the
public policy context of their
governance structure and
political masters. Handling
trade unions in public sector
units takes on politically com-
plex overtones that lead to
inappropriate decisions, for ex-
ample the currentdemandsfora
17.5% wagehikeby emplovees of
government owned banksor the
payment of Rs 1,500 crore every
vear as ‘productivity-linked-
incentive’ at AT where perfor-
mance levels were kept below
the average performance levels
already achieved or the
absenceof takingon the employ-
ee issue in an overall robust AL
revivalplan. Government wages
already distort the labour mar-
ketbecausetheyareinflation-in-
dexedand the valueof below the
top line benefits like pensions,
housing, etc are almost 65% of
total compensation. Expanding
state ownership of enterprises
only leads to difficult-to-resist
demands for parity with civil
servants. And every time the
government agrees to these
demands, it chooses employees
overcustomers.

Thepublic sector trade union
issue is closely related to the
labour law issue because the
unions use labour law as a
weaponandareoneof itsbiggest
beneficiaries. But the unintend-
ed consequences of our well
meaning but unfair labour laws
aredemonstratedbyour 214 cen-
tral public sector units (five tex-
tile companies made losses of
Rs 2,021 crore on revenues of Rs
490 crore and 54 companies have
accumulated losses of Rs 96,636
crore). Imagine the upsides of
thismoney goingtothe National
Skill Corporation orthemid-day
meal programme in schools or
used to implement RFID track-
ingforgovernmentteachers.De-
spiteopticsthatmakelabourlaw
reformapolicyorphan,thereare
few reforms more pro-poor than
lowering unorganised employ-
mentandretarding themarchof
capital intensity without com-
promisingproductivity.

PublicSectortradeunionsact
as important mentors for their
private cousins and must move
away from the demographic
insanity of positioning job
destruction as a form of job
creation. And the government
must realise that the politicisa-
tion of unions and state owner-
ship of commercial enterprises
in competitive markets is a
toxic brew that does not serve
India’s labour force, its poor or
itstaxpayers.
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