
There is a difference between an estimate, a pro-
jection, and a forecast. Projections extrapolate 
on past trends. Forecasts are based on an eco-

nomic model that uses data to forecast future eco-
nomic magnitudes. 

The Covid crisis makes “data driven” projections 
inaccurate, as the past provides zero guidance for 
the future. Traditional forecasting models have to 
be reshaped to account for the simultaneous supply-
demand shock of Covid. Most gross 
domestic product (GDP) predictions 
are, therefore, estimates —best guess 
predictions. 

Estimates use high-frequency 
data to make predictions, so their 
shelf life is limited. Hence, predic-
tions made in April 2020 were far 
more optimistic than those made in 
May and June. In April, Fitch ratings, 
Barclays, Crisil, the Reserve Bank of 
India and the chief economic adviser 
were all projecting low, but still pos-
itive, growth. By mid-May, it was 
clear that the lockdown would paralyse the single 
market and collapse economic activity in high-
income regions. Goldman Sachs therefore estimated 
that real GDP would fall by 5 per cent on the back of 
a 45 per cent slump in the second quarter of FY21. 

But the provisional estimates released on May 
29 estimated FY20 real GDP growth to be 4.2 per 
cent, significantly lower than the 5 per cent  reported 
in the January advanced estimates. This steep fall 
was not due to the lockdown. India’s GDP growth 
has been slowing for some time. The estimate con-
firmed this trend. 

We are, thus, dealing with a situation where there 
is a combination of a structural decline in GDP growth, 
and a major downward shock to that decline caused 
by the pandemic. We need to start thinking about 
analytical frameworks that address this. 

The State Bank of India 1 (SBI) has attempted this. 
It builds on the GDP estimate for FY20 of 4.2 per cent 

and constructs an analytical framework in which it 
estimates the total loss to date in GDP in different 
states, based on the extent to which Covid has 
impacted levels of economic activity. It also takes 
account of declining trends in high-frequency indi-
cators such as vehicle registration and mobility. 

It then calibrates this by taking a call on epidemi-
ological trends. Using this analytical framework it 
estimates real GDP growth for FY21 to be (-) 6.8 per 

cent; 40 per cent of this loss will 
be due to a fall in net indirect taxes, 
while the rest will be due to a 
decline in economic activity. 

I have attempted an analytical 
exercise, but for nominal GDP, 
with my colleague Amey Sapre2, 
which takes the structural fall in 
GDP as the starting point. We then 
estimate the impact of the simul-
taneous supply and demand 
shocks caused by Covid. 

We estimate the supply shock 
by assessing its impact on sector 

output. Taking account of available information, we 
postulate a restoration factor — the fraction of FY20 
value added that will be restored over the year, as 
Covid abates. We expect public administration, 
defence, energy, water supply to have a 100 per cent 
restoration. We take account of good recovery in the 
primary sector (80 per cent), middling recovery in 
manufacturing, financial and other urban services 
(70 per cent) and poor restoration in mining, con-
struction, trade and hospitality (60 per cent). This 
gives us an 18.7 per cent reduction in gross value 
added (GVA) at basic prices as opposed to what 
would have been obtained if the crisis had not hap-
pened. This number is different from the simple cal-
culation of reduction in GVA FY21 over GVA FY20 (-
13 per cent), since that, in effect, assumes that zero 
growth would have happened without Covid. 

On the demand side, we calculate losses to con-
sumption expenditure, foreign trade, and fixed and 

inventory investment. This gives us a 17.8 per cent 
reduction in GDP growth in FY21 as a result of the crisis 
corresponding to an 11.6 per cent decline over FY20. 

This analysis presents a worst case scenario. It 
assumes that prices stay at FY20 levels. If this 
happens, the loss in GDP will correspond to the 
demand size estimate as quantity adjustment 
happens. If the price level rises, then the nominal 
GDP decline will be lower.  If relative prices change 
such that the income effect is positive, the loss to 
GDP will be lower. If the savings GDP ratio falls, (i.e. 
there is no precautionary saving, the typical 
response to a crisis), then the fall in GDP will be 
further muted. Finally, given the size of the demand 
shock, a well-designed demand stimulus package 
down the line would significantly dampen the 
decline in FY21 GDP. 

Our exercise, and that of SBI , are not predictions. 
They attempt to postulate scenarios that are based 
on (very different) analytical frameworks. They are 
useful for designing policy interventions as they allow 
these to be justified and calibrated based on an 
unfolding view of the evolving economic situation. 

The Covid crisis has forced the economics pro-
fession to rethink fundamentals. Data-driven exer-
cises have little value in times of extreme parametric 
change. Frameworks grounded in general equilib-
rium theory that require a story of price formation 
(administered or market) are paralysed when the 
same phenomenon (Covid) generates interactive 
supply and demand shocks. Good policy economics 
will therefore require us to propose analytical frame-
works that can be used, inductively and iteratively, 
to design and calibrate policy. In the age of Covid, 
intuitive thinking, not cheap computing power will, 
once again, do the heavy lifting. 

The writer is director, National Institute of Public Finance 
and Policy. Views are personal 
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T
he Union Cabinet has cleared the proposal to suspend the Insolvency 
and Bankruptcy Code (IBC) for six months, and it can be extended up to 
a year. The changes are likely to be implemented through an Ordinance. 
The purpose behind suspending the IBC is not very difficult to under-

stand. Companies are facing significant disruption on account of the nationwide 
lockdown and other measures taken by the government to contain the spread of 
Covid-19. The government is also working on a special resolution framework for 
micro, small, and medium enterprises, while the threshold for triggering the 
insolvency process has been increased substantially. The Reserve Bank of India 
(RBI) has also allowed a moratorium on all term loan instalments till August-end.  

While all such measures are designed to extend relief to businesses in these 
extraordinary times, policy-makers would do well to account for the unintended 
consequences as well. For instance, banks are worried that the moratorium on 
repayment of loans could affect the credit culture and lead to higher non-per-
forming assets (NPAs). In the context of the IBC, it is important that the govern-
ment involve the RBI and large banks to decide on the ground rules with utmost 
care and clarity. For instance, if the cutoff date is March 1, what would happen to 
companies that might have defaulted before that? Also, how does one differentiate 
borrowers hurt by Covid from those impacted by other factors? A sharp correction 
in economic indicators suggests that businesses started facing difficulties much 
before the lockdown was announced. 

Further, what will happen to firms that had defaulted and lenders were pre-
paring to start the proceedings under the IBC. The resolution of such accounts 
will help unlock funds, which can be used by banks for further lending. Although 
resolution might become a bit difficult because of economic uncertainty, it cannot 
be a reason for suspension. Potential bidders may want to preserve cash at this 
stage instead of buying assets put on the block. A blanket suspension would not 
work as firms facing difficulties may themselves want to file for bankruptcy res-
olution. It is widely expected that the RBI would allow a one-time restructuring 
of debt as a large number of firms may not be in a position to service loans even 
after the moratorium period. Most economists expect the Indian economy to 
shrink in the current financial year. Lower sales and operating profits will make 
debt servicing difficult. Therefore, the government will need to work with the 
banking regulator in framing the suspension mechanism. 

It is vital to note that the health of the banking system is no less important. 
While the NPAs are likely to rise in general because of economic disruption, pol-
icy-makers must make sure that the banking system is not put under excessive 
pressure, which could threaten financial stability and affect economic recovery. 
The government must also ensure that the suspension of the IBC doesn’t end up 
affecting its efficacy in the medium term. The implementation of the IBC is one 
of the biggest reforms in recent years and must be preserved. Even as the economy 
returns to normalcy, the IBC framework would be required to reallocate capital 
from weaker firms, which would not be able to survive the economic shock, to 
more productive ones. A delay in this process would affect the pace of recovery.
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Suspension should not result in unintended consequences

Preserve the IBC

A
t one level, the protests that have erupted in the US over the murder 
on May 25 of George Floyd, an African-American, by the police in 
Minneapolis underlines the well-known racial fault lines in the 
world’s most powerful democracy. The incident, filmed in graphic 

detail by street cameras and personal mobile phones, captured the institution-
alised prejudices against minorities in the US. Viewed on a wider canvas, the 
manner in which the world’s most powerful person responded to this crisis 
and the public riposte to it have exposed the limits of imposing narrow major-
itarian agendas on multicultural nations. President Donald Trump’s knee-jerk 
response to the protests was straight out of his white supremacist playbook. 
Ordering peaceful protesters outside the White House be violently dispersed 
with teargas and pepper balls, even as he bizarrely brandished a Bible in front 
of church, points to an obtuse understanding of the tragedy in Minneapolis. 

Instead of lowering the political temperature, the president chose to mag-
nify the law and order problem caused by stray miscreants (who, contrary to 
reporting, were from both races), berating state governors as “weak” and advis-
ing them to call out the National Guard to crack down on peaceful protests — a 
move that backfired in Minneapolis. Mr Trump’s response, which includes 
spreading falsehoods on Twitter, has failed to the extent that protests spread 
to North America, Europe, West Asia, and the Asia-Pacific, and several African 
nations have issued a sharp rebuke to the President. “I can’t breathe,” the last 
words of Floyd and, six years ago, of Eric Garner in New York, have become the 
new global slogan against minority oppression. 

Mr Trump appears to be out of step with the American people — taking 
refuge in the White House bunker must surely mark the first time a modern US 
president has hidden from his own citizens — because the nature of responses 
around the US points to a narrowing constituency for racism. Although pro-
testers were mainly African-American, white Americans and Hispanics formed 
noticeably sizeable proportions of the crowds everywhere. In the deep red state 
of Texas, the police chief of Houston, who is not African-American, was bold 
enough to tell the president to “keep your mouth shut” on national television 
and spoke of the need to win hearts and minds. In Kansas City, the police chief 
and mayor and several colleagues (none of them African-American) took off 
their riot helmets and knelt with the crowd in a moment of silence.  

On Wednesday, Mr Trump’s former defence secretary James Mattis 
reflected the opinion of an increasingly restive military, within which he remains 
highly respected, when he excoriated the president: “Donald Trump is the first 
president in my lifetime who does not try to unite the American people — does 
not even pretend to try.” Ironically, it is local administrations that are responding 
constructively. Police chiefs are reviewing the practice of chokeholds, and the 
officer responsible for Floyd’s death has been charged with second degree mur-
der by the state. Mr Trump evidently drew no lessons from sectarian riots 
taking place just kilometres from a stately reception hosted for him in New 
Delhi in February. If protests against the Citizenship Amendment Act and the 
National Register of Citizens raise their heads again, it is important, however, 
that India’s leadership learns from Minneapolis.

Protests in the US highlight majoritarian weakness  

Murder & multiculturalism

There appears to be a common wish list for all 
stakeholders in the new economic paradigm—
that the Goods and Services Tax (GST) Council 

reverse its role; from making recommendations on 
how to tax to transforming itself into an institution 
invigorating economic revival. For one, this wish list 
is clearly terra firma. The constitutional framework, 
with the enactment of a specific provision — Article 
279A—has literally entrusted the entire policy space 
on indirect taxes to the GST Council, which brooks 
no limitations.  

In the light of such a mandate, the 
expectations are high from the 
upcoming GST Council meeting. 
Without doubt, revival of economic 
activity should overwhelm its agenda. 
However, what exactly can the GST 
Council dwell upon? The answer per-
haps lies in reimagining GST for the 
post-Covid era. 

The Union government recently 
announced a host of measures, seek-
ing to support industries and busi-
nesses to get back on their feet. With 
such liquidity and fiscal support and 
expectations of further indulgence by the govern-
ment, there is no doubt that business entrepreneurs 
will pull out all the stops to make up for the losses on 
account of the lockdown. This takes care of the pro-
duction wheels. The challenge that now remains to 
be addressed is on the demand side or consumption, 
and this is where the GST Council’s role assumes sig-
nificance, given that GST is a consumption tax.  

The challenge for the Council, which obviously 
is flooded with requests from industry for a fiscal 
stimulus similar to the one in 2008, lies in ensuring 
that it resists the temptation of addressing all prob-
lems in one go. Instead, policy-makers must look 
for an institutional response that cuts across the 
competing claims of stakeholders and helps in reviv-
ing economic activity and consumption across a 
diverse industrial segment. This requires intelligent 
categorisation of the business units that differenti-
ates between the sectors on the basis of their prior-

ities to frame impactful solutions. The reason is that 
a one-size-fits-all cut in rates across the board— as 
in 2008— will not be optimal, let alone aligned to 
the fiscal constraints.   

The recent World Trade Organization 
Information Note on the impact of Covid on trade in 
services is a formal acknowledgement of the need 
for specific measures, especially for the sectors that 
rely on physical presence for supply, such as tourism, 
transportation, and offline-entertainment. A revival 
package, therefore, appears necessary for such 

affected industries. Policy-makers 
may recall the sales tax-era incen-
tive schemes where the supplier 
was permitted to collect and retain 
the applicable tax for a defined 
time frame, which assisted capac-
ity-building measures, loan-repay-
ment obligations and funded other 
business priorities. These schemes 
have been highly successful; tar-
geted clusters such as the Noida 
and Greater Noida industrial area 
in Uttar Pradesh being the quin-
tessential example. On similar 

lines, the GST Council can recommend a revival 
package with graded incentives ranging from a com-
plete GST waiver, say, for two to five years for the 
severely impacted industries and an instalment-
linked or deferment plan for the other identified 
industries. In the former, let us call it the waiver-
package, the supplier would be permitted to collect 
and retain GST for a specified period similar to a 
sales-tax deferral scheme. In the latter, which we call 
deferment-package, let the discharge of GST liability, 
which is currently monthly, be staggered to quarterly 
or biannual, whereby the supplier would be able to 
deploy the GST collection to meet short-term work-
ing capital requirements. 

The response has to vary depending on the sector. 
To highlight, the silver lining of the lockdown is the 
reinvention of online supply models. It is heartening 
that at least some sectors will grow profitable as these 
business models set in. However, instead of being 

short-sighted and seeking to offset the revenue fore-
gone, a long-term view is necessary, and thus the 
need for institutional support. Retail, health, edu-
cation, and audio-visual services, which can further 
expand online should be facilitated. Most crucially, 
the telecommunication industry, the successful 
functioning of which underlines the very idea of a 
strong digital economy, must be hand-held to pro-
mote recent advances in technology as they consti-
tute the backbone for the growth sectors, besides the 
larger economy. The recent developments on 
adjusted gross revenue (AGR) have merely exposed 
the sector’s vulnerability. There is a crying need for 
a new telecommunication policy — the latest one of 
2012 being clearly obsolete — which addresses not 
just the telecommunication service providers, but 
also the industries that depend on them, and the 
consumers, who are increasingly choosing to trans-
act online, besides the impact of the Apex Court judg-
ment on the AGR issue.  

Following demonetisation, the government 
incentivised online payments. Now it is time to 
shift to the next gear by incentivising online con-
sumption of goods and services. This could be by 
way of reduced GST rate on online supplies, defer-
ral of equalisation levy, which also furthers the 
twin goals of a digital economy and rationalising 
compliances, besides unburdening the small and 
medium industries. Infrastructure development in 
these sectors should also be pushed by further tax 
rebate, which could be linked to other externalities, 
such as infrastructure creation, incremental invest-
ment and job creation.  

The GST Council must also consider an across 
the board temporary rebate on white goods and those 
which fall within the 28 per cent slab, such as con-
struction-related products made of stones, cement, 
paints, varnishes, marbles, granites, furniture-related 
goods and automobiles. The same holds good for 
high-tax services, such as construction, hotels and 
entertainment. A two-year window for reduced tax 
incidence or deferral on such goods and services is 
likely to increase their demand, which in turn will 
stir the industry. Policy-makers must stay alert to 
rise in unemployment due to Covid-19 and address 
the woes of intrinsically labour-intensive industries 
or those which depend upon migrant labourers to 
calibrate the schemes with employment-linked sub-
sidies and exemptions.   

As one will find, the above measures do not men-
tion the recurring issues such as exporters’ woes, 
GST network (mal)functioning, inverted-duty struc-
ture, input credit restrictions and late-fee waivers. 
The list is a long one and these issues tend to have 
an impact on the efficacy of India’s business enter-
prises. The intent of not listing all of them is not that 
these issues do not require resolution, indeed they 
do. However, this is not the time for the policy-
makers to devote their attention and political capital 
on resolution of ground-level issues; instead the 
focus must be on structural changes that work in 
tandem with other measures and thus harness syn-
ergies in addressing economic woes. 

Evidently, critics may challenge these proposi-
tions on the grounds that they tend to shake up 
the design. They do, though temporarily and for 
the greater economic good.  

The writers are partners at BMR Legal. Views are personal
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It’s not often that current news echoes 
one’s reading of events of more than 
800 years ago. Yet, that’s exactly how 

it appeared when my driver reported in 
anguish that Cyclone Amphan had 
blown away his mother’s house in 
Kakdwip at the mouth of the Ganga. I had 
just read in George Coedès’s The 
Indianized States of Southeast Asia  of 
another Bay of Bengal storm in 1180 that 

blew one of the boats escorting a 
Ceylonese princess to Cambodia off 
course so that it “landed at Kakadipa, 
‘island of the crows’”. 

Coedès weaves the mishap into a rich 
tapestry of cultural expansion, power 
politics, royal intrigue and religious 
syncretism in a detailed account that 
originally appeared in French in Hanoi in 
1944 as Histoire ancienne des états 
hindouisés d’Extreme-Orient.  The East-
West Centre in Honolulu published Sue 
Brown Cowing’s English translation long 
before I went there as editor-in-
residence. Reading it at this time of 
national distress shows up the 
incompetence, deceit, corruption and 
pettiness of India’s present-day rulers 
when compared to the grand vision and 
dynamism of the creators of a fabled 
empire of the mind whose territorial 
manifestation the Ramayana called 
Suvarnabhumi, Land of Gold. 

I would never have been able to spend 

the lockdown aggravated by Cyclone 
Amphan so pleasurably engrossed in a 
glorious past if Teh Joo Lin’s gift of 
Coedès’s book had not reached me just 
before India pulled up the drawbridge 
and went into quarantine. I had always 
meant to buy it when we lived in 
Singapore but there were more pressing 
demands on my reading time (and 
purse!) and I kept putting it off from 
month to month until reading tastes 
changed, and Select Stores, the specialist 
bookshop tucked away in Tanglin Mall 
that had a copy, closed down. On my 
recent visit to Singapore even the 
massive Japanese-owned Kinokuniya 
bookshop in busy Orchard Road where 
my three-year-old grandson delightedly 
clapped his hands and shrieked 
“Libraree!” no longer stocked The 
Indianized States. Presumably, Joo Lin 
ordered it from Amazon.  

There’s nothing of the antiquarian 
about the young Chinese Singaporean. 

He was a journalist, as good in sports as in 
studies, the brightest student in my class 
when I taught at what is now the Wee Kim 
Wee School of Journalism at Singapore’s 
Nanyang Technological University. 
Obviously, however, my teaching wasn’t 
inspired enough to create a lifelong 
interest. After a stint with my old paper, 
the Straits Times, Joo Lin retrained in law 
and is now an up-and-coming 
arbitration lawyer who would have 
extended his practice to Delhi if this 
dreadful pandemic hadn’t intervened. 
Waiting for him to resume that project, I 
am comforted by the knowledge that my 
teaching wasn’t quite wasted: Joo Lin’s 
wife is still with the paper. 

Sadly, the Southeast Asian linkage 
means little to today’s Indians. Time was 
when the wives of two senior diplomats, 
A P Venkateswaran and Sudhir Devare, 
choreographed dance-dramas titled Bali 
Yatra, voyages to a Hindu island that, 
says Coedès, stands in relation to Java, 
like Buddhist Tibet to India. Odisha’s 
swashbuckling Biju Patnaik once told me 
as we bowled along the marine highway 
in his jeep — Biju driving from the 

aeroplane pilot’s seat he had installed — 
about the festival when Oriya women 
launch symbolic boats, hollowed-out 
plantain trunks with twinkling oil lamps, 
wishing their menfolk safe voyage to Bali 
and reminding them to bring back gold 
ornaments for their hair from 
Suvarnabhumi. But when I mentioned 
Bali Yatra to a smart young Oriya, he shot 
back “Yes, it’s always performed in the  
bali (sand)!”  

As a child of 19th century migrants, 
Joo Lin lies outside the direct scope of 
Coedès’s study. But 1,500 years of Indian 
influence at its best has left a profound 
imprint on the region’s subconscious 
thinking beyond the disciplines of 
literature, art, language and ritual where 
India’s legacy is easily discernible. 
Coedès contrasts tribal peasants in 
Southeast Asian pockets whose lives 
India did not touch with highly 
sophisticated Cambodia, the foremost 
Indianised state with a devoutly 
Buddhist monarch but where “the Bako, 
or court Brahmans, still officiate in royal 
ceremonies”. The least advanced 
Cambodian in a hierarchical state “is 

subject to courts that judge according to a 
written code …”. Other Asians share his 
coherent views of the world and the 
hereafter while his system of writing 
gives him access to a vast literature and 
enables him to communicate with his 
fellow men. The author concludes, “All 
this he owes to India.” 

It would be an interesting quirk of 
history if roles were reversed and the 
region that Coedès calls “Farther India” 
sends us the protocols and procedures of 
arbitration and mediation. Of course, 
many in this country will insist that these 
legal devices were part of the “Make in 
India” package that also included the 
first inter-planetary aircraft that Rama 
flew and the divine hybrids our plastic 
surgeons created by grafting animal hea -
ds on human bodies. But there are some 
Indians with wisdom enough to know 
what they don’t know. Their ancestors 
founded Suvarnabhumi; they might 
welcome and make use of new ideas. 

Pandemic Perusing is an occasional 
freewheeling column on books and reading by 
our writers and reviewers
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