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N STATE OF THE ECONOMY

This Glass is Half-Full

The recent rate cut by the RBI is ex-
pected to provide sipnificant support
to the Indian economy: The RBIand
the central government have now de-
cided to work together to ensure that
the cumulative rate cutof 125 basis
points is transmitted across the board.
India ismoving toa low interest rate
regime. Nowis theright time for the
government tocapitaliseontherate
cut and move quickly on other admin-
Istrative and legislative reforms. The
Indian economic model 1s very differ-
ent from the Chinese one. Unlike the
export-driven Chinese economy, In-
dia's isdomestic demand-drivenand
there is noexcess capacity of the kind
now being witnessed across China.
Ome reasonfor the low rate of invest-
ment in India isthe lack of demand.
This should recede as soon as demand
picksup Thelack of good and effici-
ent physical infrastructure provides
the government with an opportfunity
o rampup public expenditure in sec-
torsthat would naturally be crowded
with private investment. Taking cue
from this, the government had plan-
ned large-scale investments in infira-
structure. Theseare in addition to the
mega investment plansunfurfed by -
Prime Minister Narendra Modi like
‘Digital India”, ‘Make in India’, 'Start
Uplindia’, smart cities, power sector
reformsand coal block auctions.
Themanufacturing sector is compet-
itive and is not subsidy-dependent like
the Chinese counterpart. The trickle
of investments from abroad under
schemes Like ‘Make in India’ should
soan turn into deluge once the various
steps being taken by the government
kick into action. The panic-driven
flight of global financial capital will

hopefully reverse in the near future as
India provides the best risk-adjusted
returnson investmentto this capital.
Becauseof this povernment’s over-
emphasis on the goodsand services
tax and Land Acqulsifio®Bill, many
inthe corporate sector seem to be los-
ing sight of themultiple stepsbeing
taken by the Centre, The government
is seeking to establish an overarching
framework, under which citizens' en-
trepreneurial potential can flourish.
Thisiswhat ‘minimum government,
maximum governance’ iz all about.
The business sectorcan be excused
for its impatience. With thelack ofma-
jorreformduring the previous regime
and 17 monthsof the Modigovernme-
ntdown theline, Indialne is desperate
foraction. It is seeking palliatives
while the government is committed to
structural change. A good exampleof
this istheissueof land acquisition.
After strongopposition by various
political parties, the government has
declded toallow state governments to
have the irown land acquisition laws.
This, at once, convertsa potentially
political showdown into a greatoppor-
tunity for the states to come with their
own laws. A healthy competition be-
tween states will ensure that the pol-
icy is attractive to industry, while
state-level politics is expected to en-
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sureafairdeal tothe farmers.

Anissuethat hasalso attractedma-
jor attention is that how India should
focuson the gross value added (GVA)
in these times of tax collection and fal-
ling subsidies. The GVA hasincreased
from6.1% to7.1% of GDE showing
that the economy is gathering mom-
entum, rather than being stagnant,

The picture, however, isnotrosy, The
bankingsectar; for instance, has emer-
ged asa weak link in the currentnar-
rative. The public sector banks(PSBEs)
aresaddled with massivenon-perfior-
mingassets (NPAs) and restructured
loans of doubtful quality: This iscom-
inginthe way of credit flow:

Thegovernment has takena number
of stepstorestore vitality to the PSBs,
including restructuring capital and
professionalising the bank manage-
ment. Steps like putting the focuson
micro, small and medium enterprises
(MSME)sector finance through Mud-
ra Bank and new initiatives of payme-
ntbanks will bear fruit in the near fut-
ure. A free-float currency also provid-
es the RBI with more headroom to
take steps tomanage capltal flows,

Inthe debt market, RBI policy has al-
lowed government toborrow1.21akh
croreinter nationally over the next
five years, giving ample opportunity
tothe government to take upmega in-
vestment plans, generating the much-
needed demand push tothe economy,
Even the private sector has been per-
mitted to go for cheaperexternal com-
mercial borrowings(ECBs).

The economy is gathering moment-
um and its underlying fundamentals
remain strong. India hasa governme-
ntat the Centre that is committed not
only to maintain this momentum but
toalso takesteps to furtheraccelerate
thegrowth rate. Opportunities await.

Thewrtter is national spokesperson
fecareontic affiirs), BJP

For & counterview, read Scroll’s Modi
government’s biggest cconomicmistake
hasbeen to blindly believe ‘There isno
alternative” at goo.gl/6liMEH
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