HE TWO REPORTS released

in the last week—RBI’s An-

nual Report and the Quar-

terly Estimate of the GDP—

have once again drawn focus
to the issue of economic slowdown and
the impact of demonetisationin deceler-
ating growth. While the opposition par-
tieshave called it a disaster,amonumen-
tal blunderand a measure that inflicted
enormous pain without gain, the ruling
party mandarins have termed it as the
most innovative move to curb the black
money, advancing the process of formal-
isation of the economy and ending
anonymity. In this din and buzzle, where
positions are taken on party lines, the
common man isleft confused.

That RBI got back ¥15.28 lakh crore of
demonetised notes as against the total of
¥15.44 lakh crore has not come as a sur-
prise.Thad pointedout inanearlier column
in this paper (December 6, 2016) that the
black wealth held in cash was estimated to
bejustabout 5-6%. Furthermore,itwas not
difficult for thosewith black wealth held in
cash to find ways and means to bring it
back to the system. Similarly, the small pro-
portion of counterfeit notes discovered by
RBIis alsonota surprise as the study by IS
had estimated counterfeit currency to bea
minusculeproportionof thetotal currency
in draulation.T had argued that demoneti-
sation would not discourage future accu-
mulationofblackmoneyas it does notalter
either the probability of detection or the
penaltyrate.

RBI's numbers simply confirm the
fact that cancellation of selected bank
notes has been a costly exercise without
much tangible benefits. The prime min-
ister,in his speech onNovember 8, had set
three objectives namely, removing black
economy, abolishing fake notes and
putting an end to terror financing. The
decision was kept secret until it was an-
nounced on November 8, precisely to
catch the black money hoarders off-
guard and nullify these notes as the
hoarders were not expected to put them
inthe banks. The attorney general made
aclear statement to the Supreme Court
that the government expected ¥10-11
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lakh crore to be deposited in the banks,
and the remaining ¥4-5 lakh crore which
was used to fund terrorist activitywould
beneutralised. This hascome completely
unstuck. Despite the surprise element,
those who held black money found ways
to deposit them. The statement by the fi-
nance minister that the money has now
been identified with the ownerisnothing
more than atruism.

One outcome from the exercise is
stated to be a closer scrutiny of suspect ac-
counts. The government hopes to scruti-
nise 13 million suspect accounts of
9,72,000 persons involving ¥2.99 lakh
crore. This however, is going to be along
and drawn out affair. First, does the tax de-
partment have the capacity to scrutinise
these many accounts? Second, how many
of the big cases will end up in courts and
pushed to the back-burner? How long do
we have to wait to know how much of the
blackmoney hasbeen caught after bearing
all the pains?As a matter of fact, the narra-
tive on theobjective of demonetisation has
continuously changed and the poor have
been dished out the dream of better days
while promises were made to punish the
richman who cheated the system!

On the positive side, the Economic
Survey has reported the sharp increasein
the numberof taxpayers during 2016-17
over the previous year. The Survey states
that the number of income tax returns
filed increased from 63.5 lakh in 2015-
16 to 80.7lakh in 2017-18 and estimates
the increase on account of demonetisa-
tion at 5.4 lakh taxpayers and the re-
ported additional income by these tax-
payers was about ¥10,600 crore and at
about 20% average tax rate, additional
tax is estimated at a little over ¥2,000
crore, The Survey estimates the gains

from digitisation in terms of the reduc-
tion in the level of cash in transactionsat
¥3.5 lakh crore. A part of this might have
been forced on account of lower cash
available and, therefore, the Survey states
that the extent of the gain will be known
only when the reduced ratio of cash-to-
GDP persists over time. Another gain is
stated tobe the increasein
financial sector savings.
The net financial sector
savings relative to GDPin-

Even the low

ter it was 6.1%. The growth in GrossValue
Added, which is the real measure of eco-
nomic activity, at 5.6%, was the same as
the previous quarter, but much lower
than 7.6% recorded inthe first quarter of
last year. Indeed, the growth rate of the
economy has been decelerating right
from the second quarter of last year on
the back of decelerating investments
largely dueto the twinbalance-sheetcri-
sis. But,during the last quarterof the pre-
vious year,when demonetisation wasef-
fected, virtually every sector of the
economy decelerated except agriculture
and public administration—the latter ac-
tually grew at 17%. The deceleration in
agricultural incomes is stated to be due
mainlyto animalhusbandry. Perhaps,we
have been scoring self-
goals by putting curbs on
the buffalo meat industry.
The sharp decelerationin

creased from 7.8% in manufacturing the manufacturing-sector
FY1l6 to an estimated imprintis an growth during the last
8.1%inFY17. : uarter has been ascribed

On the flip-side, the undere.shmate as ?o wholesale price index
Annual Report shows the the estimates are moving from the negative
sharp reduction in the based on the to positive territory and de-
profitability anddividends  formal sector data, stockingbybusinesses due
from RBI and a_ddl_tlonal and the effect of to GST. 1jh|s,howeve:r, can-
cost of remonetisation, Of A 5 not entirely explain the
course, there have been demonetisation will sharp reduction in the
tales of hardships, losing be clearer only growth rate, to just 1.2%
daily wages, lossof unor-  when the revised from 5.3%in the last quar-

ganised businesses, lower
banking sector activity
with the preoccupation of

estimates come in,
when the informal

ter. Eventhisisanunderes-
timateas the estimates are
based on the formal sector

thebanks with taking de- ~ sector’s impact is  data, and the effect of de-
positsofold notesand dis- captured better monetisation will be
pensing new notes. Some clearer only when the re-
enterprises went out of ECGC_—ET-TESSSSSN—————Svised estimates come in
business temporarilywhile when the informal sector’s
someothersbecame unviablealtogether. impact is capturedbetter.

The horror stories of places like Mand-
saur and Bhiwandi are yet to be captured
by any statistics.

The second quarter estimate of GDP
released by the chief statistical adviser
confirms the adverse impact of moneti-
sation on economic activity. The GDP
growth during the quarter, at 5.7%, was
much lower than 7.9% during the first
quarter of lastyear. In the previous quar-
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The only thing that can be said at
present is that there has been substan-
tial disruption on account of demoneti-
sation. Indeed, the government contin-
ues to claim that it has scored a goal
without admitting thatitis a self-goal.
Afterall, it is the player, judge and the
juryand neither theruling party not the
opposition, but the people are the suf-

ferers in these games.



