Our Fizz-and-Pop Economy: ‘It is
Like Building a Ship While Sailing’

CHAITANYA KALBAG

Those of us in oursixties, including
our prime minister, will remember
the goli soda. You used alittle wooden
gizmo to push inamarble stuck in the
mouth of abottle and guzzled the
sweet, fizzy drink with the marble
dancingaround inside. Then you felt
fulland happy. But it was mostly gas.

It'sfeelingalotlike that these days, and
PM Narendra Modimust haveatough
timekeepingourspirits up. Every few
daysthereisasaccharineshot, butlet's
faceit-weare inthedoldrums.

Demonetisation and the Goodsand
Services Tax (GST) have both extract-
ed an economic price from nearly eve-
ry Indian. The drumbeat of dismal
data continues.

The Index of Industrial Production
rosejust 1.2% in July compared with
a5.2% rise inJuly 2016. TP for the
manufacturingsector inched up only
0.1% inJuly, compared with a rise of

. 6.3% inJuly 2016.

POE

Consumer price inflation rose by
3.36% in August, upsharply from
2.36% in July and a cheeringlow of
1.54% in June, driven mainly by higher
food and fuel prices. Since ‘dynamic’
daily pricingfor petroland diesel was

introduced in June, prices haveshot
up. Modi's government has hiked ex-
cise duties on petrol and diesel several
times; although the price of Brent
crudeishalf what itwasin2014, and
therupee has been stable, even appre-
ciatingagainst the dollar; the consum-
erispaying more and more. Petroleum
minister Dharmendra Pradhan says
theextrarevenue will helpthe govern-
ment spend more onroads, irrigation
andotherinfrastructure.

Where else can the governmentlook
for more revenue? Despite the period-

“icsugar-highs we getfrom news of

how successful demonetisation was
incombating black money and driv-
ingmore taxpayers into the arms of
the friendly neighbourhood inspector,
direct tax collections for the period
April-August were up, net of refunds,
just17.5% year-on-year, compared
witha year-on-yearriseof 15% in
April-August 2016.

The corresponding data for indirect
taxes hasnotbeen published so far By
allaccounts, twoand ahalf monthsaf-
teritwas introduced, GST continuesto
cause confusion and chaos. Rulesare
revised withmetronomicregularity.
Major carmakers have already an-
nounced theyare cyclingback onin-
vestment plans in the face of frequent
changesin GSTrates. Atits21stmeet-

ingon Sept.9, the GST Council of fi-
nance ministersand officialsan-
nounceda freshbatch of officialese,
includingsuch gemsas: “Presently a
jobworker making inter-state taxable
supply of jobwork service isnoteligi-
ble for threshold exemption of 220
lakhs(101akhs inspecial category
statesexcept J&K) and isliable for reg-
istration. Ithas been decided toekempt
those jobworkers from obtainingreg-
istrationwhoare makinginter-state
taxable supply of jobwork servicetoa
registered personaslongasthe goods
move under the coverof ane-way bill,
irrespectiveof the valueof thecon-
signment. Thisexemption willnotbe
available to job work inrelation to jew-
ellery, goldsmiths’ and silversmiths’

wares as covered under Chapter 71
which donotrequiree-way b

Not for the first time, the GST
Council extended the deadlines for fil-

_ingreturns. Itsetupacommittee to

look into exporters’ grievances. And it
set upaministerial group tolook ur-

gently into the glitches bedevilling the
GST Network, the software backbone,

Infosys, the main GSTN software ven-
FOR HOW LONG?

Govt cannot sustain this lev-
el of stimulus for very long,
unless the private sector re-
discovers its animal spirits ...

dor, was given time until end-October
tosort thingsout. “Itislike buildinga
shipwhilesailing,” Bihar'sdeputy
The government cannot look to taxa-
tionasthe main source of itsrevenue,
solongas private-sector capital for-
mationand demand remain sluggish.
Faced withstasis, the governmentis
slipping into the same trap as its pre-
decessor: it isspeeding upspending
on infrastructure in the hope that this
will create more jobs and demand in
the economy. By July; however, fi-
nance minister Arun Jaitley had al-
ready spent 92.4% of thefull year’s
budgeted expenditure, placing his
pledge torein in the fiscal deficitat
3.2% of GDP in grave peril. The gov-

ernment cannot sustain this level of
stimulus for very long, unless the pri-
vate sector rediscovers itsanimal
spmtsa.ndrewminvestnent

cion. For thisreason, weshould be very
spendingpublicmoney”  try Japan's $13.5-billion soft loan, re-

careful when

Doyou hear therisingmurmur of
unease in the background over jobless
‘growth? An A.T. Kearney global sur-

‘vey published this week said India
continues to top 55 countries in its
Global Service Location Index in the
outsourcing industry. But it warned
that over the next five years, India
could lose 250,000 business process
outsourcing (BPO) jobs toautoma-
tion. Currently India hosts 200 multi-
nationals and has 1.1 million BPO
jobs. BPO workers need toacquire
new skills urgently.

PMModiand Jaitley are brainstorm-
ingwith adviserstomapapath outof
thismorass, and on Wednesday Jaitley

= promised steps torevive growth as
& soon asModi signed off onthem.

Z InhisJanuarylecture, Kelkarsaid:
£ “Government interventionsalways
= hmunmtended CONsequences.

Government intervention interferes
with personal freedom. If we can get
somethingdone usingless coercion,
that isalways better. The way tofind the
lowestuse of coercive foree istounder-
stand the source of themarketfailure.”

That makes sense ata macro-eco-
nomiclevel. The reality is that Modi
needs tokeep the fizz from going flatin
the soda bottle.

He had good opportunitieslast fort-
night. On Sept.14 he and Japanese PM
Shinzo Abe launched work on the
Ahmedabad-Mumbai bullet train pro-
ject, which will be speeded up to meet
Modi's August 2022 deadlinefora
‘New India’.

Sure, thenew train will create jobs
and stimulate economicactivity in
both cities, as well as presage more
such projects elsewhere in the coun-

payable over 50 years, makes it virtu-
ally free, Modi boasted —glossing over
the currency fluctuations and infla-
tiondifferentials that could make it
moreexpensive, and ignoringthe cri-
sis inaccident-prone Indian Railways.
Three dayslater; onhisbirthday,
Modireturned to Gujarat to dedicate
the giant Sardar Sarovar dam on the
Narmada to the nation. Jawaharlal
Nehrulaid the foundationstonefor
the project in 1961. It is very contro-
versial and has displaced hundreds of
thousandsof villagersand sub-
merged prime forestand farmland.
But it, and over twodozen other dams
inthe huge NarmadaRiver Valley
project, will irrigate huge swathes of
three states and generate millions of
unitsof electricity Justthekind of
mega-project that takes your mind off
things.
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