.. ~eens w LrEAITIONAL I-[Rijn_istryas wellasNCERT. We
attire,theNyashasurgedallCentral hopedueaction will be taken,” Atul  these misrepresentations.
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2012on similar charges.

Two Years of Modinomics: Silk Purse or Sow’s Ear?

TheNeedle'sEye I

CHAITANYA KALBAG

Modi can smoothly
segue from

_ pugnacious to
presidential, and after
- twoyearsof his
ubiquitousness he can
even appear
statesmanlikein
comparison with U.S.
presidential hopeful
Donald Trump and
Rodrigo Duterte, the
president-elect of the
Philippines.

When Prime Minister Narendra
Modi speakstoajointsessionof the
U.S. Congresson June8, he willrep-
resent the fastest-growingeconomy.
inthe world. It will be a hard-won
honour, twice over. Forallourheat
and dust, contradictions and weak-
nesses, we will have donealot of
thingsrighteconomically And
Modi will have travelled a remarka-
bleroad from pariah to honoured
guest in the Capitol.
Itisnotasingular honour, though.
Modiis thefifth Indian prime minis-
tertospeaktoajoint Congress ses-
sion in the past three decades, and the
second from the Bharatiya Janata
Party (BJP)todoso. Itisworthrecall
ingthe trepidation thatmany of us
felt when hetook office in 2014 aftera
rancorous election campaign, so his
last U.S. visit before President Barack
Obama’s term ends will be both a cel-
ebration and a vindication.
Modi can smoothly segue from
pugnaciousto presidential, and after
twoyearsof hisubiguitousnesshe
caneven appear statesmanlike in
comparison with US. presidential
hopeful Donald Trumpand Rodrigo
Duterte, the president-elect of the
Philippines. Trump has insulted
women, Mexicans, Muslims, call-
centre Indiansand his desperate
Republicanrivals. Dutertesayshe
will observe ‘bar hours' in office and
startwork at1p.m.; herevelsin
shock therapy; likeendorsing the
killing of corrupt journalists.
Therise of Trumpand Duterte un-
derlines the rising popularity of
abrasive, ultra-nationalist, protec-
tionistand isolationistleadershipin
aworld becalmed in uncharted eco-

nomic waters.

Three weeks from today, Britons
will vote in a referendum on wheth-
ertostay in the European Unionor
not. A Brexitvote willfor sureroil
world markets. Toadd to the uneasi-
ness, the U.S. Federal Reserve isnow
seen almost certainly ratchetingup
interest rates thismonth or in July;

Let'sgetIndia’'s 7.6% GDP growth
in2015/16 aftera 7.9% risein the
January-March quarter in perspec-
tive. China’s GDProse6.7% inthe
same quarter, which is seenas fur-
ther enervation in the world's sec-

Q ACCHE DIN?
Is it all
gung-ho in
the land of
the Ganga? It
depends on which

economist you talk to

ond-largest economy U.S. GDProse
0.8% in the March quarter, whichis
seen asreasonably good in the
world's largest economy:
Atthispointof time India enjoys

multiple blessings. It looks as though

seven per cent GDP growth isanew
normal. Ournumbers are humon-

gous: over one billion Aadhaar cards

havebeen issued so far; and over 291
million Jan Dhan bank accounts

have been opened for the poor by the
government. So we have massivein-

ternal demand, are notover-depend-
enton export-driven growth like
China, and have a huge shadow
economy that isnot hyper-sensitive
togovernmentsteering.

Isitallgung-hointheland of the
Ganga?

It depends on which economist you
talk to. Most I spoke with said the
brighter data seem to stem from sta-
tistical discrepancies, and some ex-
pect the year'snumber to be revised
slightly downward. Manufacturing
activity has slowed in thelast quar-

ter; alongside investment. Still, pri-

vate consumption has been healthy;
and grew at 8.3% in January-March,
and this is bound tobe helped by
higher incomes on the horizon for
millions of government employees.
Agricultural Gross Value Added
wasactually up1.2% in2015/16 after
contracting0.2% the previous year,
and things will only get better this
year with a good monsoon forecast.
How can we gauge the direction the
wind is blowing? Last January, the
Centrefor Monitoring Indian

Econ omy (CMIE) daily started cal-
culatingIndia’s unemployment rate.
Thathasrisen t09.6%, upfrom8.7%
in January, three times the govern-
ment'sestimate. CMIE'ssampleis
large -members of 158,000 house-
holds. Every day, CMIE surveys
1,300 separate households, and com-
putesadaily unemploymentrate
based on a 30-day movingaverage,
thusprovidingareal-time indicator:
Although more than 1,200 compa-
nies have announced their full-year
results, and the numbersdon’tlook
too grim, our bankingsystem isun-

der severe pressure. Reserve Bank
of India(RBI) Deputy Governor S.S.
Mundrasaid recently that stressed
assetsfor the bankingsystemasa

wholeroseto14.5% atend-December

2015from 9.8% atend-March 2012,

while stressed assets in public-sector

banksshotuptoafrightening17.7%
from 11 % in the same period. That
figure will only look worse onceall
full-year results are in.

Thebanksare cleaningup their

booksunderduress from the RBI, but

asGovernor Raghuram Rajan said in
atalkatthe London School of
Economics in May, the banks may
emerge strongerafter the pain but
bothactivity and human capital are
beingdriven towardstheshadow
economy, for instanceless-regulated
hedge funds. Notjustthat. Banksare
lendinglessto the millions of small
and medium enterprisesthat poten-

tially generate the most employment.

How is all this affecting the com-
mon man? Notas much as you would
think. Along withthe University of
Michigan, CMIE isalso calculatinga

TOGETHER THEY CAN

If Modi extends Rajan's tenure
inSeptember, as many believe
he will, the two mencan
contemplate on the many policy
dilemmas together

daily index of consumer sentiment.
Thisreveals interesting data.

Asof May 31, for instance, and cal-
culated on abase of 100in
September-December 2015, overall
consumer sentiment was 99.7. This
number has two parts: sentiment
about currenteconomic conditions
stood at97.8on the day the GDP data
wasreleased, and consumer expec-
tations stood at 101, meaning that
people see better daysahead.

The good GDP data will put Rajan

under pressure to trim interestrates
for the sixth time since January
2015, butwill lower ratesreally help?

The world's central banks are navi-
gatingthese tfreacherous shoals in
different ways. Rajan said some have
resorted to unconventional mone-
tary policy including negative inter-
estrates. But with interest rates so
low we are not getting enough exits
of inefficient industries or capital.
Atthesametimethefeisnoincen-
tive to invest either, and investment
isheld back by the overhangof inef-
ficient capital. An extreme example
of this is insteel, where over-capaci-
ty continues to be financed by credu-
lous banks.

“If Icut interest rates, the theory
says you will goout and spend be-
cause, why save? I'm getting peanuts
for saving, instead letme gooutand
enjoy thenew iPod or that new car.
Turnsoutthat wedon't seem tohave
been encouraging consumption,”
Rajansaid. Perversely, if youares0,
youfeel youhave got tosavetwiceas
much to have a comfortable old age.
“Soyou cut interest rates, cutmy
spending.”

Cheered by the good economicdata,
Modi's government has pledged to
pumpmore money into infrastruc-
ture. Rajan said lower ratesand more
fiscal stimulusaim to boost asset
prices, but huge government spend-
ingcould encourage people tobelieve
that pricesmight comedownagain
soitwould be better to save now and
conserve theirmoney.

If Modi extends Rajan’s tenure in
September, as many believe he will,
the twomen can contemplate these
policy dilemmas together.
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