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Ithough the real

growthnumber

thisyear will be

lower than the

advance esti-
mate, there is no need to lose
heart as the nextyear may be
better, membersatapanel dis-
cussion said. Sharmila Whe-
lan, deputy chiefeconomist at
Asianomics, expects GDP
arowth at 6.9% with a down-
wardbias considering the gov-
ernment’s final consumption
expenditure. Deepali Bhar-
gava, Asia economistat Credit
Suisse, says consumption will
be largely in line with what
CSO's expectations. Whelan
does not see an outright col-
lapse, nor does former chief
cconomicadvisor Arvind Vir-
mani. According to M.
Govinda Rao, emeritus profes
sor, National Institute of Pub-
lic Finance and Policy, there
will besignificant deceler \u»n

economy to grow a
in this fin Iyear, the
GDP, th thereis
a big catch in this
advanced estimate. The
nn]m( tof the demonet

n
accounted for. The Cen-
Statistics Organisa-
tion’s head, DR TCA

t, released the full

putsthe governmentina
bitofabind ahead of the
upcoming
How much would you
rely on this data if it ha
not takenanything .lf(cr

November?

Virmani: Let me make a
couple of general points. The
most important and obvious
oneis that thisstory isnot just
about demonetization, but
also the shiftin the budget by
L.3months which has necessi-
tated this new estimate. So, i
cannot be compared with the
estimates or forecasts from last
vearwhicharebasedon three
quarters because these are
based on two quarters.

Now, thisisanobvious, but
it has the following implica-

tionand thatis that the proto-
cols that they have developed
were for a particular period.
Thatis they depended onwhat
happened till the end of the
calendar year. Now, notion-
ally, they are applying the
same protocol, but they may
notbe the best protocolsifyou
are going (o do every year in
future this kind of one month
accelerated thing. That con-
fuses things more than usual.
That, asIsaid,itis kind ofobvi-
ous, butitneeds to be said.
Thesecond pointofcourse,
it is clear to everybody now
that this does not explicitly
take account of the data
emerging after the demoneti-
zation. But Iam not sure that
someof these effects, parti
larly, what made me situp and
was the trade, hotels

That. as you may recall in
my last discussion with you, [
ad said that the immediate
fe of demonetization
“uuld be on retail trade and
goods services and daily
0, lamnot convinced
that there is no effect at all
because for thereason that the
protocol is not clear and they
may have had some flex
1n1m suring that.

ence you?

Whe! Wedon'treally do
GDP forecast, wemore lookat
countriesand in thiscase India
intermsofwhereitisinterms
ol the business cycle and how
the timing of the demoneti;
tion has impacted that. The
main driver of GDP growth
overthe last couple of quarters
has been consumption
because the investment
is still to show signs of deci-
sively turning up because of
the ongoing problems in the
corporate sector particularly
the large private sector infra-
structure companiesaswell as
the publicsector banks.

0, the private investment
cycle has been very weak.
Some of it has been supple-
mented by publicinvestment
spending but that is not
enough. So, with that being as
it is, the export story being
weakand consumption heing
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(Fromleft) DeepaliBhargava, Asia economist, Credit Suisse; M. Govinda Rao, emeritus professor,
National Institute of Public Finance and Policy; and Arvind Virmani, former chief economic advisor.

themaindriver, the demoneti-
zation in that sense couldn’t
have come at a worse time
because of implications it has
for consumption given that
86% of consumer transactions
are in cash. So, what we are
lookingatisavery sharp slow-
downin consumptionspend-
ingover the next 2-3 quarters
and on the back of that, GDP
growth. We wouldn't put it
beyond the realms of possibil-
ity that you actually geta quar-
ter on quarter contraction in
GDP.

What would you work

with ly GDP num-
ber for the full year?
Whelan: As [ said, it is

about where we see India in
the business cycle. So, the
short term outlook - the next
2-3quarterswe have gonealot
more cautious and that could

bring down any estimate of

overall GDP growth for the full
fiscal year. Having sa
are very positive
Indian growthstory ingeneral
in medium to long term and
demonetization is a positive
from medium to long term
point of view particularly for
the budgetand for
revenues.

‘What are your thoughts?

the d(‘nmnc
months since the
extrapolating from Octo-
ber, we still see the GDP
advance estimate com-
ing down to 7.1% from
7.6%lastyea
tization

shortterm thenwhat
may be the actual num-
ber?
R \
predict what the actual num-
berswill be but the fact of the
matter is as you mentioned
carlier, so far even this 7.1%
was sustained by growth of
public consumption expendi-
tureand private consumption
expenditure. Public consump-
tion expenditure is not going
to be as much as it was in the
last six months for the reason
that public sector wage
increase that has happened is
not going to play out in the
nextsixmonths.
So, everything will hav
depend upon the private se
tor consumption and that is

o

the one which has been
affected substantially if you
look from the consumption
side. There is virtually no
investment,so there wouldbe
a significant deceleration in
growth. Myown feelingis that
since they have repeatedly said
that they have not taken into
account the impact of with-
drawal of selected banknotes,
theactual growthwillbe much
lower but possibly this is the
growth rate they will basically
base for their budget calcula
tions but in many ways this is
going tobe very unrealistic.

I guess you had a good

look atthe pressrelease.

Lun“nllould( noneti-

was the number you are
ng with and are

gav
ing with 6. O o the full year
and the number that we have
from the CSO does not factor
inany impact on demonetiza-
tion. So, clearly there is a
downside risk even o our
number. Clearly, coming from
what weare seeing fromahigh
frequency dataavailable so far,

juston the passenger c:

what that suggestsis there
growthslowdownbothin con-
sumptionandinvestment, but
itisnotan outright collapse as
some of the market partici-
pantswereexpecting. So. that
isabitolgood news. But hav-
ingsaid that, adownward rev
sion in the full-year numbers

Jjust by itself could mean that

the actual numbers are much
lower than what the street is
expecting.
‘We have some final con-
sumption expen
numbers from the CSO.
The advanced estimates
for the government final
mmption expend
> is a growth of 24°
obviously because of the
Seventh Pay Connni om
and the one- one
pension inclusion. Th
gross fixed capital for-
mation fallsby 0.2% and
the private final con-
sumptionexpenditureis

revised?

Bhargava: Private con-
sumption for usispretty much
in line. Even we are working
withanumberof 6.5%and pri-
marily because the big corre
tion in discretiona
sumption that we were expec
ingisnotyet gettingreflected
in the numbers. So, for exam-
pleiryoulook at the numbers
for November and December,

i
they have been much better
than what we wes
onvolume term. ¢
prised on the upside. Even
somebit ofother discretionary
items like passenger traffic,
ete. they have not really col-
lapsed. In fact, the growth has
been pretty much inlinewith
what we see in the previous
fewmonths. Staplesisones
ment where the correc lllm is
being much sharper, but di
cretionary has held up pretty
much on a stronger sicl
consumption will be pretty
much in line with what our
CSOis talking about.
‘What is your sense? We
are going to see the
impact of demonetiz;
tion in the November,
December and the subse-
que months. Even
without that, if the GDP
number is 7.1%, what is
yourbestestimate of the
full year GDP growth?
Virmani: On the basis of
data available, at the begin-
ning of last month, I had
adjusted my forecast to about
7.2%, plus-minus 0.2%. Based
onwhatever theimpactof the
cashwithdrawal wasandin the
general acceleration in infla-
tion and global situation, etc.
Given that, I.do not know i

yourecall, but I think I said it
toyouonly that the key issueis
going toberemonetizationin
terms of the (ransaction
demand for cash which really
cannotbe replaced by cheques
and digital money so quickly in
the period in which we are
talking.

And the only thing Iwould
add to that is that I would
expand my range because the
evidence available for the last
30daysdoesnotindicate that
enough small denomination
cashhasbeen injected so that
the effects are going to con-
tinue and deepen in the third
month after the demonetiz
tion.

So,itispossible that Iwould
have to revise my estimate by
another 0.5%, but Iwould not
gobelow that asmany of your
discussionsIhave beenwatch-
ing, your carlier programmes,
indi S0 at most, it would
be a revision downwards of
about 0.5%, but I would still
( for a couple of weeks to
getalittle more data on the
cash. That is one point. The
second point related to the
Dudgetis that when youlook at
thisgeneral government final
consumption  expenditure
(GFCE) which you correctly
noted isexpansion because of
the Pay Commission recom-
mendation being imple-
mented. This has not played
out into the demand that
quickly.

So, you will pay out the
money into theaccountsof the
government servants and
mostly by cheque. So, thisisall
going to be number one. It is
not going (o be number (wo
cconomy. And this will play
out over the next several
months. So, your discussant
who just commented before
me is quite right that I do not
anticipate that strong negative
effecton the private consump-
tionasmany other people who

thereillbesomeadjustment.
AndIdonotsee 2016-2017
major problem for fiscal def
numbersand the problem will
happen in 2017-2018 budget
numbers.

My pointis that asitis for

the current year the gov-

ernment was working
with Rsl150 lakh crore,
advance estimates are
saying Rsl32lakh crore.
On this, if the govern-
mentestimate: ﬁll'llltl
growth, next ye
might giveitself

amount ofroom for f

spending?

Rao: Next year what will
happen is that in the budget
they will show that they are
going to have a much larger
borrowing space but then
there is one other unknown
elementstill, we do not know
what is going to be the N.K.
Singh’s committee recom-
mendations.
actly is he going to
ltargetisasyetnot
0, thatisan unknown
0, possibly wewill have
towait until the report is pre-
sented. Whatever be the case
the numbers that they are
going to do based on this
growthrate, thatis 7% growth
rate, will he an exaggerated
number.

It will be exaggerated for
revenues, it will be exagger-
ated forexpenditures and defi-
citsaswell.

You said that you may
have to revise your GDP
number lower, how
much lower
and what ar
comments on the next
year FYI8 in terms of
growth?

Bh:
have an accele
we do expect some bitof gov-
ernment spending pickup to
happen. Monetary conditions
have improved and should

iscal

have cc 1 on your
~hn\\ have said.

wouldyougowith?
“ e will proh

24

number of
actual al expendi-
ture, bothinthe current
and next year
e the government
could be working with a
hlu‘hcr number, you

s far as fiscal 2016-
2017 is concerned, I do not
really seeagreatdeal ofaprob-
>to the extent that
thedemonetizedmoney does
not goback to the banking sys-
tem, therewillbesome, either
interms of the dividend from
the RBI or in terms of the
lower interest payment
because of the cancellation of
the government securit

ificantlywith the
f.ll] in ML LR that we have
already seen. So. both these
factorsshould mean that GDP
growth accelerates and that
willbemostimportant fornext
vear. The number we have for
next year is 7.4% which is
about50 basis points accelera-
tion.

Thereisadownside butkey
would be if it accelerates or
decelerates and our view is
that it should accelerate. In
terms of this year I think we
still have scope for govern-
menttospend in the last quar-
ter given what we have on
capex Lill November. So, for
now I think we are going to
stick with our 6.9% which is
anyways lower than what the
government s talking about.
So, ]u tty much comfortable
onG.Y"




