he growthestimates put out

by the CentralStatistical Or-

ganisation (CSO) in the Sec-

ond Advance Estimates of

National Income for the
vear and the third gquarter estimates
have raised many evebrows. Asagainst
the Bloomberg consensus estimate of
6.1% for thequarter, the CS0’s estimate
showsthe growth of 7%. The secondad-
vance estimateof GDPfor FY17is7.1%,
which takesaccount of theeffect of the
note-ban, and is exactly identical to the
first estimate. In fact. both the Reserve
Bank of India as well as the Economic
Survey put out by theUnion ministryof
financehaveadmittedto thefactthatthe
note-ban would have adverse impact on
growth and the latter speculates there-
duction in the growth by 0.250.5%. The
growthestimate remaining imchanged
at7.1% in the second advance estimate
has led some to erroneously conclude
thatdemonetisationhasnothadanysig-
nificantimpactonthegrowthrate while
othershave raised suspicionson the es-
timate itself. The fact is that there has
beenaneffect and thisisrevealed by the
analysis of growth composition of dif-
ferent sectors. Besides, as stated by the
chief statistician, TCA Anant, the im-
pact of the note-ban is vet to play out
completely Thus, thereisnoneed either
to bejubilant about the note-ban nor is
there any case for stating, “lies, damn
lies andstatistics!”

From the policy perspective, itisim-
portant tonote that the growth rate of
GDP inthecurrent vear hasdecelerated
significantly over the previous year
from 7.9% to 7.1%. The deceleration in
the gross value added (GVA), which is
the real measure of economicactivity,
has been much sharper, from 7.8% to
6.7%. Except foragriculture and public
administration, the growth rate wasei-
ther stagnant or declined by various
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Demonetisation & the informal sector

The growth forecast

The economy was already slowing down and demonetisation compounded the problem

magnitudes in other sec- 3
tors. In agriculture,
thanks to the bountiful
monsoon, thegrowth is es-
timated to have accelerat-
ed from 0.8% in FYI16 to
4.4% in the current vear,
and in public administra-

. roneous. There are a num-
ber of reasons for this.
First, the note-ban affected
only the latter part of the
guarter and its effect isnot
confined to the guarter
v alone, We will have to see
> how the economy fares in

tion, thanks to the pay re- -_ the next guarter as well.
vision, the growth ratein- M GOVINDA RAQ  Second, much of the im-
creased from 69% to pact of the note-ban has
11.2%. The sharpest de- beenonthe informal sector
cline in the growth was in and small and medium in-
mining (from 123% to A careful dustries. The dataset from

1.3%), financial and real  apalysis of the ministry of corporate af-
estate sector (from 10.8% fﬂWﬂl trend fairs and the Index of In-
to 6.5%) and manufactur- 9 ! S+ dustrial Production (IIP)
ing(from 10.6% t07.7%). EXClIldIIIg on which manufacturing
More importantly the : GDP estimate is based
gross domestic capit:l for- ag m;ulture and mainly captures the trend
mation (GDCFyhasshown  public intheformalsectorandthe
asteadydeclinefrom 29.2% administration’ informal sector numbers
to 26.9% i t jected based
pt:"i{:es).Thjs 111:1132.1 Ergnif :t shows that the ?tl;gsep;‘tais only when mtgg
ter of concern as the esti- €CONOMY detailed information on
mateisthelowestinthelast act“a“y slowed them comes inwill we geta
15years. Sustained acceler- better picture. It must be
ation in growth rate is pos- E’OW“ f_mm 6.9%  tated that the GDP esti-
Siblet only n'.t'hgn the invest[i in thefirst half ;natpiz;xsr:tderga revr;si_i’;nds
mentclimate improves an ora WO years. ;
that underlines the ur of tIIF._' year to A the impact of the note-ban
gency in solving the twin  5,.8% inthethird  cannot be assessed on the
balancesheetproblem. The quarter basis of simple trends.

third guarter estimate of
growth for FY17 at 7% as ™
against the Bloomberg con-

sensusestimateof 6.1% hasraised many
eyebrows. Theestimateof growthin pri-
vate consumption at 11.1% in the third
guarter over the previous one has only
added totheconfusion. Whilesomehave
questioned the legitimacy of estimates,
others haveargued thatthenote-ban had
no impact oneconomic activity! A close
scrutiny of the estimate shows that the
conclusion that the note-ban hashadno
impactoneconomicactivity wouldbeer-

That can be assessed only
in counterfactual terms,
i.e., what would have been
the growth in the absence of the note-
ban. Inother words, in theabsence of the
note-ban, the growth rate in some of the
sectors could have been higher if there
was no demonetisation. Even so, the fi-
nancialand real estatesector grewat on-
ly 3.1% in the third quarte, as against
7.6% in the previous, and similarly, the
construction sector grew at 2.7% as
against 3.4% in the previous quarter. In
fact, the high growth was mainly on ac-
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countof agricultural sector which is es-
timated to register 6% growth in the
guarteras against 3.8% in the previous
quarterand-2.2% inthe third quarter of
theprevious vear. Another sector which
showed a sharp surge in growth is min-
ing, which accelerated to 7.5% in the
thirdquarter asagainst-1.3% inthe pre-
vious. Similarly, the note-ban has noth-
ing to do with the acceleration in the
growth of manufacturing (from 6.9% to
8.3%) or public administration (from
11% to 119%). Despite this, as men-
tioned earlier; the GVA according to the
second advance estimate for FY17 at
6.7% islowerthanthe first advance esti-
mate put out in early January (7%). A
careful analysisof thegrowthtrends,ex-
cludingagricultureand publicadminis-
tration, showsthat the economy actual-
lysloweddown from6.9% inthefirsthalf
of the year to 5.8% in thethird gquarter,
which gives sufficient evidence of the
adverse impact. This is clearly more
than one percentage point slowdown
evenwhen thedemonetisation impacted
only inthesecondhalf of thequarter In-
deed, as mentioned above, the full im-
pact of the measure will be known only
when the revised estimates comein.
Thesimplepoint is thattheeconomy
was alreadyslowing downonaccountof
the poor investment climate, and de-
monetisation compounded the prob-
lem. Whilethe disruptioncaused by de-
monetisation will be overcome with
passage of timeastheeconomy getsre-
monetised, the government will have to
addressthe poor investment climate in
the country to arrest declining invest-
ments and credit off-take. Hopefully ac-
tiononthisfront willhappen soon.
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