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Rupee depreciation to
70.61, is that worri-
some? Does that change
things, or is it good that
the economy gets afillip
almost like arate cut?
Bhardwaj: Il we continue
toseeaslowandsteady depre-
ciation in the currency, it is
1ly not a worrying thing
right now. But, having said
that, we will have (o be i
cautious, because India being
anet importing country, oil
prices are also not providing
too much of comfort at this
pointin time. Besides, non-oil

and non-goldimports are also
structurally showing asignifi-

cantupward pressure. Al
all, the currentaccount deficit
seems to be really coming
under a lot of pressure. So,
clearly we do haveasignificant
risk of a sharp move, and that
could become a little bit of a
problem.

Having said that, yes, if we
do continue to depreciateata
reasonable pace, thenatsome
point, we will reach whe
some of our exports start get-

ting competitive and that
could start boosting exports,

which is much needed at this
pointin time. But in the near
term, for sure, it does point
towards aworrisome move.
Asaneconomisthoware
youlooking at thisdepre-
ciation of the currency? I
don’t know whether to
call it gentle really. A
large partofthe depreca-
scome in the
69 we a
now to almost 71; 70.59
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(From left) Upasna Bhardwaj, senior economist, Kotak Mahindra Bank; Pinaki Chakraborty, professor, National Institute ofPubIrc
Finance and Policy; M. Govinda Rao, former member, PMEAC; and Soumya Kanti Ghosh, group chief economic adviser, SBI.

whenwe wenttobed and
70.61whenitgottraded.
Can the Reserve Bank of
India (RBI) really
agentle depreciation, or
once it starts depreciat-
ing it usually gets out of

Thatisaveryinter-
esting question. In the context
of this RBI annual report, let
mejust putsome very interest-
ing facetsofwhat
the RBI has actu-

tion.

Now, whenever you do an
open market operation, basi-
rou can \ulw out the
isinjected into
thissystem. Thisis called steri-
lization.

T'he higher thesterilization,
it means the c entr al bank has

1
their liquidity inflows, w!
has arisen because of the pur-
chase on sale of
dollars. However,

ally documented “.Ie ne.ed to the important
in the annual quickly imple- pointisthat, over
report.Itisalsoin ment the SDF apointoftime, as
themonthlybul-  facility because  this impacts the
letin  report, ..thatcomesata interstates,italso
which came out  fixed rate of inter- leads to capital
in August. est and without inflowsin thesec-
I think one of any collateral, ondround.
the concerns says Ghosh Therefor

which the RBI has
clearly made in
theannual report,
isthat the continuedinterven-
tion in the foreign exchange
market is not going to be effi-
cienton the partofany central
bank, because what happens is
that whenever you intervene
in the foreign exchange mar-
ket, there is an attended
liquidity implication, and for
that liquidity implication,
there also has to be liquidity
management.

And that could come insev-
eral ways, but the most com-
monis theopen market opera-

when the t
round impact of
sterilization
ctually offset with
an increased capital inflow,
and ultimately the interven-
tion may not have the desired
consequenceon the exchange
rate. That is what the RBI is
trying to do. So, we actually
end up spending more
reserves, butat the same time,
we are unable to defend the
currency from external dis-
turbances.

This has been very vividly
putout by the central bank in
thereportand thesuggestion,

http://epaper.livemint.com/epaper/viewer.aspx

whichitgivesoutisvery inter-
esting. Ithas already been dis-
cussed in the public domain
separately, that we need to
quickly implement the SDF
facility, because that is unre-
muneratedand that comesata
fixed rate of interest and
comes withoutany collateral
So, if we can do these two
things, that could be actually
thebase landing from the cur-
rentcrisis. Asof now, Tam not
bemused by the continued
weakness in the currency
because I think thereisalimit
towhat the RBI canintervene
in the forex market.

Thisis a fairlysignificant
depreciation—from 69
per dollar justabout two

weeksback, 10 70.61per

dollar, and counting.

Does this actually protect

growth?

Rao: It is important to
adjust your exchange rate
depending on the real el
tive exchange rate (REER). [
think, in that sense of the term,
some depreciation was war-
ranted. As Soumya said, RBIs
intervention is not going to
help much, it is not going to
give you the benefit. It may be
some short-term palliative,
butitisnotgoing tohelpin the
long run.

One other thing that 1
wanted to putacrossis that in
addition to the current

account deficit, this is also
going Lo putsome pressure on
the prices. So,all the imported
prices will be much higher in
terms of domestic currency.
This will particularly affect the
transport sector and that is
something we need to take
intoaccount. However, I think
one is not going to get sleep-
less nights because there has
been an adjustment in the
exchangerate. RBI'sinterven-
tion can only smoothen the
process, but it has to eventu-
ally adjust to thereal effective
exchangerate (REER). Idonot

think itis a severe problem.
The

rupee is going
nd you have
crude prices
5-80 range. RBI
repeatedly points outin
its assessment and
prospec apterofthe

nnual report. that there
cupside risks toinfla-
tion. Do youthink thatis
goingtobe abitofaprob-
? Does RBI have to

the mnm;lnry policy
committee (MPCs) target

Chakraborty:I thinkit has
the potential to do that. I think
this sharp depreciation defi-
i increase the price
and, inturn,
it would have an impact

becauseinflationis structural
in nature in India. So defi-
nitely, itwould have animpact
on prices. That is one aspect.
Tl 1,in the shor

in (hu nex
have to look at the budget
2019-20, Tthink what it would
doactuall luce the fiscal
policy space for increasing
taxes on oil to a great extent,
because oil prices are harden-
ing, and also going up because
ofthe dollar depreciation.

So, T think, the fiscal as we
hadseenin2016-17, which the
RBIreportalso mentions, the
government wasable togener-
atemorerevenuesby increas-
ing taxes on oil. Now, that pos-
sibility reduces very signifi-
cantly because of the sharp
depreciationof therupee. \ml
would have a huge fisca
and ifwe have a larger deficit
compared to 3.5%, and 3% is
the next s larget, in that
casewe definitely ha cal
pressure oninflation, aswell as
theinflation, which may come
due to the hardening of the oil
pricesand depreciation of the
rupee.

said, the firstis direct risk, as
you have mentioned about the
deprecationof therupee, and
the consequent increase in oil
prices. And, oilnot heing a part
of GST, different states have
differentrates, can havereally
asignificant impact on food
prices. However, of course, the
RBI report also talks about
good monsoonand things like
that. We do not know what
would happen, but definitely it
isaconcern.
Out of the 15.1 tri
demonetised note
trillion have come back.
Govinda Rao, how would
youlookat thisnow? We
knew, last year
that 15.28 trillion had
come b ck. Now we

s and minuses?

This was known.
There is nothing surprising
about the number. It is just

that now it has been con-
firmed.

The RBI putting all these
numbers has confirmed the
fact that there hasn’theen any
gainin terms ol not getting the
cancelled currencies back. If
you have seen the govern-
ment, the narratives went on
changing from one objective
toanother.

As far as the government is
concerned, ithasalwaysbeen
ondenial and it
to be on denial 'y
that digitization of economy
will happen, terror funding
has stopped and variety of
things.

However, whenThad earlier
come on the channel, I had
very categorically stated that
thiswasanill-conceived move,
and this was not going to help
the economy, but is going to
disrupt the economy enor-
mously.

Now there is large consen-
sus that the economy has been
disrupted enormously. And
there is a clarifi-

he CEA pointed
out that most of the
showed 2.7 lakh
-ome, so they were not
1ly in the taxable net,
tely the gov-
d it could

but sepa
ernment
apply
the new
the old accou
e some

ts, and
l.h mil-

1y

nowgo after these
1 nd get more taxes
Are you buying that
there was afiscal gain to
the economic loss that
demonetisation caused?
Chakraborty:I would post
rtain hypothesis. Firstwith
regards tomoney coming back
to the system. When we say
entire notes have come back to
thesystemand, then yourlast
point about some of them
suspicious, and has to be veri-

fied, and all that.
Wedonotknow howmuch
ofit was black and how much
of it was white. If

cation that the Evenifweassume we say that pre-
entiremoney has that the entire dominantly it is
come back. T money has come white, then defi-
don’t know what back, probably nitely the gain has
wewere trying to that would not notbeen verysig-
do, maybe there nificant.
were some politi- have solved our However, the
cal gains. black money qucslmn here is
Thavenoidea  Problem,says — (je size of the
about that,butas black economy. If

far as the eco-
nomic gains are
concerned, I thinkitwasavery
ill-conceived move andit was
most unfortunate that when
there werealready other prob-
lems, you added to the prob-
lem particularly in the small
and mediumsectors.

Was there a tax gain? I
can quote some num-
bers: Personal income
taxwas growing at about
1 FY15 and FYI6.
FYI7 it grew by 27°
FYIS by 21%. Let me
ignore FYI8, because
there must have been
GSTrepercu
the government claimed
mber of tax

Chakraborty

we't talkabout the
> of the black
economy, available estimates
varies from 20%, which was
the World Bank estimate, to
10%-plus.

Ifwe take }15.86 lakh crore,
which was the demonetized
currency, it works out to be
something like roughly 10% of
our GDP. So, even if we
assume that the entire money
has come back, probably that
would not have solved our
black money problem.

When everything hascome
back, probably it shows that
money is held notin the form
of cash, butinsomethingelse.
So, we need to have different
strategy interms of controlling
bla conomy.
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