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Growth remains fragile

Spending boost needs big rate cuts which may not
happen, so need to look at relaxing fiscal constraint

lhough the new GDP series remains amystery considering that most
I ‘macro-demand datasets are at multi-year lows—growth in loan dis-
bursements from banks isata 22-year low and deposits growth isata
51-yearlow—the provisional GDPestimates putoutby the CSOfor FY15are
worse than they appear on the surface. Though GDP growth at 7.3% is just
‘marginally lower than the 7.4% projected in the Advance Estimates in Feb-
ruary, the slippage is greater when you look at the gross value added (GVA)
where,comparedtothe Advance Estimateof 7.5%,the Provisional Estimate
is7.2%—essentially thissuggeststhefallininputpricesandreductioninoil
subsidies gave GDP an extra cushion in FY15. The Advance Estimates of a
7.5% risein GVArequired GVA in Q4FY15 torise7.7% while theactual was
Jjust6.1%—andthecollapsecannotbeexplained intermsof justagriculture.
In terms of the demand-side, private final consumption was projected
togrowat7.1in FY15butgrewjust6.3%,and governmentexpenditurerose
just6.6% as compared to the projected 10%. Rural demand has performed
worse than urban demand, and this got exacerbated as the year went by—
in Q4FY15, while passenger vehicle sales grew 3.95%, two-wheeler sales
which have a higher rural component contracted 0.25%. Investment
growth, not surprising given the local and global demand situation as well
as the high excess capacity—cement capacity utilisation isat 71% and au-
tomobile at 63% according to Crisil—continues to remain poor. As com-
paredto33.6% of GDPin FY12accordingtothenew GDPseries, grossfixed
capital formation was 30.7% in FY14 and fell to30% in FY15.
Thequestionthenis whatthisaugursforthe currentyear where, going
by thebudgetnumbers,nominal GDPisexpected togrowat11.5% sincethe
boosttoGVA fromlower input pricesandlower oilsubsidies willnolonger
be available. And, as National Statistical Commission chairman Pronab
Sensaid after the GDP data wasout, the efficiency gains thatboosted man-
ufacturinggrowthoverthelast2yearsmayhaveruntheir course.Inwhich
case, boosting private consumption is critical, as is the role of RBI—most

A2 I analysts are penciling in a 25bps rate cut on
pr; l.a; G ::t Tuesday. Certainly, as chief economic advisor
mean? '5 cr (CEA) Arvind Subramanian has argued, there
of savings each is enough comfort on the inflation front even if
year, buta 25bp$ there is a deficient monsoon. With cereals ac-
1 t. 5 th countingfornearlyatenthof theentire CPIbas-
re ax‘_a IOIII inthe ket—and more than afifth of thefoodsand bev-
deficit will mean erages component—as compared to under 7%
Q35,000 crmorein fqr f{]l;its an? yegetables whose pricest ;end to
rise the most in a poor monsoon year, the gov-
!:he year for new ernment can dump grain to dampen inflation.
infrastructure — While pulses inflation will rise—indeed, it has
the latter’s short- beznfritsing, ttq 12,5"/: ir; A?lp}“illfinﬂalttign iln ‘?ii
s B and fats continues to fall in line with global
term Impa_d will prices. Whether a25bps willmove theneedle, of
be much hlgher course, remains a question—BRICS Bank

chairman-designateKV Kamath’sviewisnoth-
ingshortof 200bps willdothetrick. Thismaybe
a bit extreme, and Crisil reckons a combination of lower inflation, oil
prices and normal growth will impart an extra 1.4 lakh crore of con-
sumption power in FY16, or a 2% hike in normal spending—but if con-
sumers don’t see an improvement in jobs prospects or see inflation trend-
ingup, the money could well get channelised into savings instead.
25bps rate cut, assuming it takes place and banks pass this on,
Amay notdomuch for spurring investment demand in the current
circumstances—Crisil is looking at private investment picking
uponly in FY17given how over-leveraged IndiaInc s, particularly in the
case of infrastructure firms, and the CEA is also looking at only con-
sumption and public investment as short-term growth-drivers. What a
rate cut will do, however, is to provide a big relief to stressed corporate
bal 1 0ingby the outstandingloans of bankstoday, toall sec-
tors,a25bpsrate cuttranslates intosavings of 317,500 crore a year. While
this gain is arecurring one each year, it is worth keeping in mind thata
25bpsriseinthedeficit willlead toa335,000 crore increase ingovernment
investment—breaching the deficit makes sense only if the money is
spenton investment—which isafarbigger short-term growthdriver; in-
deed, as FE has argued before, if the FM were to reduce the wheat/rice
stocks in FCI’s buffers to even the expanded norms or sell his SUUTI
shares, thismoney can be got without breaching the deficit.

Whether banks will pass on the repo cut, assuming it is made, is an-
other story. Of the 50bps cut by RBI since January 2014, only 15bps have
been passed on, and thattoo after a visibly annoyed RBI Governor said he
‘wouldn’t cut rates till this was done. The problem, however, is that with
bank deposits growth at a 51-year low of 11.42%, banks are in danger of
seeingafurtherfall in this with a cut in deposit rates. Most small savings
schemes run by the government offer higher rates than banks do, and
they even have atax advantage—PPF offers 8.7% while Sukanya Samrid-
dhioffers9.2%. Sobanks are unlikely tobeable topass on all therate cuts.
While higher public sector investment and slowly limping back private
consumptionremainsthisyear’sonly hope—afull-fledged investmentre-
covery cannot take place till banks force promoters to deleverage by sell-
ingassets—the monsoon is the other imponderable. Crisil’s 7.9% projec-
tion for FY16 gets reduced to 7.4% in the case of a poor monsoon—heavy
pre-monsoon showers will certainly lower soaring temperatures, but
they will also lower the monsoon’s intensity, and GDP growth.

APPORTUNITY

What if an app could direct a person with no access to
sanitation facilities to a clean public toilet?

Often enough, to demonstrate the scale of India’s mobile
revolution, a comparison with the state of sanitation in
the country is drawn—more Indians indeed have mobile
subscriptionsthanaccesstoatoilet. However, in that, lies
anopportunity Chennai-based AkaraResearchand Tech-
nologies holds the other revolution in Indian telecom—
the growing adoption of cheap smartphones—can help relieve India of its
sanitation shame toa great degree. What if an easy-to-use app points youat
nearestpublictoilet, using GIS technology? Drawingfromitsstudyin Shim-
laand Tirupati, Akarasaysaperson,say,aslum-dweller,can betaughttouse
anapponacheapsmartphoneandlocateatoiletnearby—theapp wouldnot
just indicate distance, it could give real time information on availability of
water, whether there are separate toilets for women and men, and whether
theyare cleanornot. If the interface ismade easy enough for asemi-literate
orilliterate persontouse, itcould indeed spurabehavioural change,and em-
power women—the public sanitation infrastructure, Akara notes, is
skewed againstthelatter. Suchan app can thusfacilitate increased usage of
public toilets—the government and corporates (under CSR) are building
manyintheearnestof the Swachh Bharat Abhiyan—andtheirmonitoring.
Speakingof appsformonitoring, thegovernmenthascomeupwith Bhu-
'van Ganga, an app that the public can use tomonitor the progress of clean-
upof the GangaundertheNamamiGangeproject. Onecanuploadreal-time
images, clicked on one’s smartphone, of any river-surface pollution. Once
thecentralserverrecei processesthei: thecontractorincharge
of the clean-up in thatstretch of theriver canbehauled upfor anylaxity In-
deed, the true potential of India’s mobile revolution may lie in low-cost
smartphones and mobile data services reachingall cornersof the country:

Whatlies ahead?

Itis premature to judge the Modi govt for results. What it is to be tested for is policy vision—and it scores high there

0 assess the performance of
the Modi government at the
end of its first year is, in
many ways, premature—at
least in terms of economic
management. The macroeconomic out-
comesseenduringthe year; whetherpos-
itive or negative, can mostly be traced
back to events and actions that originat-
ed much earlier; or to conditions in the
global economy, not acts of commission
or omission of the government. More-
over, thetranslationof apolicyorreform
agenda into legislative or executive ac-
tionisadrawn-outprocess,andthetrans-
mission from thoseactions toactual out-
comes is an even longer process. It took
several years before the ‘big-bang’ re-
formsof 1991led toasustainedriseinIn-
dia’s growth rate. The same was true of
similar reforms that were launched in
Chinafromthelate 1970s.

So, themostwecould expectattheend
of theModigovernment’sfirstyearisnot
resultsorevenalonglistof policyactions
taken, but a vision, an approach and a
clear programme of action for the next
four years. Looking beyond the catchy
slogans, we find the government has in-
deed laid out an ambitious action pro-
gramme, and in some areas significant
action has already been taken. What are
the government’s strengths and weak-
nessesinimplementingthe programme,
going forward? What are the opportuni-
tiesandrisks? Whatliesahead?

Infrastructure development is the
government’s top priority. In the ab-
sence of arevival of the private invest-
mentcycle, thegovernmenthasadopted
a strategy of public investment-led
growth, with investment in infrastruc-
ture at its core. The assumption is that
publicinvestment in infrastructure will
catalyse private investment and high
growth. In the power sector, enactment
of the new Coal Mines (Special Provi-
sions) Act, enabling auctioning of coal
mines, and the linking of domestic gas
prices to international market prices
will together eliminate the feedstock
bottleneck for coal-and gas-based power
supply. Additionally; several ultra-mega

olar power projf i
tion will significantly increase the flow
of clean energy. In other infrastructure,
ahugestep-uphasbeenprogrammedfor
investmentinrailways, roads, ports, air-

nta-

ports, inland waterways
and urban infrastructure.
Swachh Bharat and clean-
ingof the Gangaare partof
this programme. Plans are
also inplace tosupplement
budgetary resources for fi-
nancing these invest-
ments, e.g., an infrastruc-

tions and concessions is
important. It could en-
hance revenues by upto
4% of GDP. However, it is
yettobeimplemented. So,
is the decision to estab-
lish an independent pub-
lic debt agency. On the ex-
penditure side, subsidies

ture investment fund and SUDIPTO  on petroleum, diesel and
tax-free bonds, along with MUNDLE sas have been com-
supporting institutional —— — ——  pressed by linking their
reformsuchasthe3PIndia P domestic prices to inter-
(public-private  partner- W|th investment national prices. However,
ship)modell. , . and growth yet neither the Expgnditure
In social inclusion, the - Management ommis-
government has opted for to plc!( "p' sion nor its interim re-
direct benefit transfers as the Wlld port find any mention in
an approach to minimise ex| ectatio“s the current budget.
the large leakages that oc- P . The fifth thrust area is
cur. Under the Pradhan from the M°d| the ‘ease of doingbusiness’
Mantri Janl?han Yojana, govt, when it 'mhmﬁizla(, whifh dis li.nkectl to
125 milli t: i -in-Indi; N
have already been openea  CaMe t0 Allowing FDIupto 100% n
for transfer of variousdi- POWer, have railways and upto 49% in
tngediargecaroupe oo Mmoderated. L et
accounts will be lir;ked to Neveﬂhelessv include 1ﬂe postponement
the Aadhaar database,un-  the mood of GAAR for two years and
der which over 1 billion remai“s simplification of proce-
personshavealready been i dures for FDI and other
registered, to serve as the pOSItIVe, businesses, e.g., the G2B
patom st nsharp poal e g
assistance under MGN- contrast to the business. A skills mission
REIGA/:},] food secfurity, etc.  despondency ;\j[ bﬁirnila;?‘chl:ed, and the
n the area of monetary B udraBank is beingsetup
policy and financial sys- that prevalled torefinanceloans to micro

tems reform, the signing of earlier
themonetary policy frame-

work agreement is a land-

mark. It unambiguously

defines the authority and responsibility
of RBIvis-a-visthegovernmentforinfla-
tion control. A new law to curb black
money has also been passed. Together
with RBI, the government has alsoratio-
nalised the regulation of non-bank fi-
nance companiesas well as the system of
financial sector regulation itself.

The main initiative in fiscal policy
is the goods and services tax (GST)
that will bring a sea change in domes-
tic market integration, giving a boost
to both growth as well as revenue. Un-
fortunately, the required bill is still
winding its way through Parliament.
The proposed roll-back of tax exemp-

units under the Pradhan

Mantri Mudra Yojana.
In implementing the
large agenda described
above, the Modi government enjoys sev-
eral advantages, especially the mood of
positive expectations. The exuberance
drummed up during the Modi election
campaign and following his awesome
victory, had led to wild expectations that
somehow economic trends would be im-
mediately turned around. With invest-
mentandgrowth yettopickup, therehas
been a suitable moderation of such ex-
pectations, reflected in a stock market
that remains where it was a year ago.
Nevertheless, the mood remains posi-
tive, in sharp contrast to the desponden-
cy that prevailed earlier. This is an im-
portantopportunity thegovernmentcan

leverage to revive investment and
growthwithquick policy action inprior-
ityareas.

Arelatedpsychologicalassetistheab-
sence of mega scams that hobbled the
‘UPA government in its second innings.
However, an important lesson from the
UPA experience is that these assets can
quickly turn into liabilities if some
skeletons start tumbling out of the cup-
board. Adverse reports of the CAG and
other watchdog institutions should not
betreated lightly.

Another strength is the profile of the
councilof ministers. Afewseasonedand
experienced political leaders have been
joined by alarge group of young, intelli-
gentand, byallaccounts, extremely hard
working ministers hungry for results.
Ledbyanequally energeticprimeminis-
ter, there is a strong likelihood that this
team will indeed get things done.

Offsetting these strengths are also
some risks. Two controversial reform
proposals could carry a heavy political
cost. A market-distorting land acquisi-
tion Bill that would forcibly transfer
land fromfarmerstobusinessinterests,
and labour market reform based on the
Rajasthan model, that eases doing busi-
ness for employers but offers little pro-
tection to workers. These two reforms,
that paint the government as being pro-
business at the cost of other stakehold-
ers, are facing resistance not only from
opposition parties but also the BJPs
own sister organisations. The prime
minister has also been cautioned by his
allies, theleadersof corporateIndia, his
well-known admirers like professor
Jagdish Bhagwati, and his friend US
president Barack Obama that his eco-
nomic agenda could be derailed if he is
not more pro-active in curbing the fan-
ningof divisive politics. Another poten-
tialrisk isadeficitin capacityand depth
of talent in the Union government bu-
reaucracy to carry through the ambi-
tiouseconomicagenda. Finally; isitpos-
sible that a PMO-centric style of
decision making, which has clearly dri-
ven the agenda so far, could become a
constraint when implementation gath-
ersmomentum?

Theauthor is professor emeritus,
National Instituteof Public
Finance & Policy, New Delhi

A mixed bag for agri-trade

The first year of the Modi govt saw some hits, like the offloading of FCI stock in the open market, and some misses

A SCAN of Indian agro-trade in the first
year of the Modi government reveals a
blend of significant positives and nega-
tives. The momentum of the past builta
legacy and the proactive steps taken in
thepastyearaugur wellforreforms. How-
ever, some policies have remained static

i hesupply-de-
‘mand mismatch and threaten export re-
alisation. With the steep fall in crude-oil
prices, demand for biofuels stands com-
pressed. This has perhaps led toaretreat

and contir

stocks in surplus, in-
creased availability of
grains in the open market
and a sharp drop in infla-
tion. There are two factors
behind the reduction—
first, the abolition of the

in 04 ha
also dented India’s export competitive-
ness in wheat, sugar, corn, oil and soy-
meals. Lower exports also diminish do-
mestic demand pressure. That may keep
inflationdown, butprovidespoorrealisa-
tiontoproducers.

Ironically, India, in FY16, could be-
come anet importer of superior-quality
wheat (estimated at 1 million tonnes)
from being a consistent exporter since
2011—0.5 million tonnes have already
been contractedatlanded prices whichis
cheaper than local cost. Imports from
Australia, Russia, Ukraine and France
areforeseen.

Wheat and rice

TheModigovernmentwiselyraised MSP
of wheat and paddy by 4%, a departure
from the high MSP increases of the past,
and shunned the extra bonuses given to
farmers earlier by both the Centre and
the states. Credit is due to the food min-
istry forreducingpublicstock-holding of
grains by efficiently managing procure-
mentof wheatand paddy and offloading
some of it in the market—from a peak of
60mtin FY13,ithasbeenbroughtdownto
34 mt in FY15. This implies lower com-
mitment of public funds for procuring

ago) have further compli-
catedanalready tricky sit-
uation that involves about
321,000 crore of arrears
due to farmers and 550
millers having suffered
crushing losses. The poor

levy-ricepolicy andsecond, financial healthof thesug-
the evacuation of 4 mt of arindustryhasmeantthat
FCIwheat through exports TEJINDER banks, which lent to
inthelasttwoyears. NARANG millers, are now burdened

Eliminating levy rice —  ~  withloansthat could soon
polic; - turn bad. Exports are
tial availability of non-bas- downto0.5mtwhiletheex-

matiriceinmarketatlower prices, there-
by enabling exports competitiveness.
India registered the world’s largest rice
exports in FY15 (at 12 mt), in the overall
ricetraded worldwide (42mt).

The wheat stockpile could have been
reduced by another 2-3 mt had the gov-
ernmentnotdithered inmakingmargin-
al adjustments in contracting at when
global prices were $290-$299 per tonnefob,
and later, $260-$270 fob—thefall in the ru-
pee’s value in the last two years would
have earned significant gains. Niche op-
portunities were missed by sheer inflexi-
bility in decision-making.

There is no possibility of exporting
low-quality Indian wheat in FY16 as
world prices are set to fall below $185-
$195/mt fob. Another difficult decision
that the government now faces is
‘whether to distribute low-quality wheat
under the PDS or to explore other alter-
nativesforitsdisposal.

Sugar

The over-supply of sugar (27-28 mt) as
compared to the demand (23 mt),
bulging carry-in stocks of 10 mt and
lower prices (down by 9% from a year

pectation was of at least 2.5-3 mt being
shipped out by Indian traders. Neither
the states nor the Centre have shown
enough willingness to correct the exist-
ing situation of pricing of cane, which
isnowapoliticalissuefor cane-growing
states with the cane-farmers votebank
in mind. Granting WTO non-compati-
ble export subisidies to sugar, propos-
ingpublicprocurementof sugar(tocre-
ate a 3 mt-buffer) or chasing mills for
payments to farmers—all of these are
solutions like the ostrich burying its
head in the sand. The issue of the state-

demand high import duties to in order to
nullify competition from lower-cost im-
ported oil. High seed prices, due to low
production or speculation in future ex-
changesorhoardingbythefarmers, isbe-
hind thehigh-pricedlocally crushed oil.
‘Why should the consumer should pay
high prices for edible oil and why should
thegovernmentbeanaccompliceinthis?
World prices will continue to plunge
down with higher yields due to adoption
of GM technology. If our production re-
mains inconsistent with the global adop-
tion of GM technology, thelocal industry
isboundtoremainsick.

Pulses

Inflation in pulses, at 15.38 %, is the only
black mark whilemilk, fruitsand vegeta-
bles are reflecting marginal deflation.
Theimportintensity of pulseswillbesig-
nificantly move up if predictions of ade-
ficient monsoon this year come true.
Nearly 70% of pulses are rabi crops
wheregrossareaof cultivationcompetes
with wheat—another rabi crop. The pre-
dominanceof wheatinsowingarea—due
to the MSP and public procurement sup-

advised price for cane hastobe taken by
the horns and dealt with once and for
all. The policy perspective behind such
action is to be prioritised rather than
hollow polemics.

Oilseeds

India imports about 12-13 mt of edible oil
per annum—palm oil constitutes 80%
while the balance 20% is soy, sunflower,
canola, etc. Theglobal pricesof edibleoils
are declining in tandem with the fall in
global agro-commodity prices. The
wholesale prices are also reflecting the
sametrend. Butdomesticmanufacturers

portfrom the gover —comesatthe
costof pulses. Four to five million tonnes
of import is foreseen, with substantive
priceescalation.

For fullmarksinagri-trade, the gov-
ernmentneeds tofigure outhow todis-
pose the low-quality wheat stocks and
display the courage to prod states out
of populist cane-pricing. It also must
take a well-considered view on adopt-
ing GM technology for oilseeds and
should not mess up imports of pulses
through subsidies.

Theauthor isagrains-tradeanalyst

OSLETTERS TO
= THE EDITOR

contempt of the court. In India, influential per-

dinate delay in delivering the final verdict, which

sons, be they industrialists, film ities or
politicians, treat the judiciary as something that
{ [ ted; they try toii ju-

by the dint of their money or muscle

Shed no tears for Sal Khan

power and are allowed VIP treatment at jail. So,

fr of natural justice.

Apropos of the edit ‘Unjust cause’ (May 8), the
message that ‘no one is above law’ should finally
pour into the ears of those Salman Khan-admir-
ers who did not hesitate even to taunt the court
that awarded the actor his punishment for the hit-
and-run case he was involved in, which is a clear

tfor
take back-seat (pun intended) and the judiciary
should be allowed to perform its duty without
pressure/hindrance from any quarter. The help-
less victims should be adequately compensated
by the perpetrator for his grievous misdeed. The
court should explain the reason behind the inor-

its. The government is entirely to blame for this.
h itali ks at the

d, it doesn't

Debabrata Sengupta  time of their need. On the other, the nationalised
Howrah  banks must further the inclusion agenda of the
- government and must heed political “requests”
Private banks outperform PSBs regarding loan grants. Not surprising then that
It ing that PSU banks have fallen behind  they are outclassed by the private banks.
their private sector counterparts in terms of prof- Prahlad Bhasin, Mumbai
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