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Double Digit Growth
Indeed Possible

RBI should stay accommodative, fisc, expansive

Growth would appear to be recovering, with the economy
growing 8.4% in real terms during July-September, over
the like period last fiscal. That growth would push up the
size of the economy a little under 4% above the size of the
GDP in thelike period of the pre-pandemic 2019-20. The go-
odpartof thestoryisthatif the economy turnsinagrowth
rate of a shade over 7% in the second half, the growth rate
for the current fiscal could, indeed, touch double digits.
Thatsounds good, buteven if the economy grows10% this
fiscal, it would be 2% larger than the GDP of 2015-20. So,
there is much work to be done, to accelerate growth.

That the ratio of gross fixed capital formation (GFCF)
to GDP in current prices has crossed 28% for Q2 and that
this is higher than for the first half of the current year
sugeests quickening of the pace of investment. The ro-
bust pick-up in the core sectors in October also bodes well.
The fact that the pace of vaccination
picked up,even if with an avoidablede-
S lay and vaccine productions are ex-
{ panding enough to feed both domestic
needs and export commitments spell
good news on the pandemic front.
Three new drugs for Covid, Merck’s
Molnupiravir approved for emergen-
cy use by the US FDA on Tuesday, and the other two expec-
ted to be approved soon, will also serve as powerful insula-
tion of economic activity from the pandemic. India must
step up efforts to mass-produce these drugs for the world
atlarge, and not justfor India, inordertoenable sustained
economic recovery in the world and to prevent endless
mutations of the virus amongunvaccinated populations.

The RBI is coming under pressure from sustained up-
ward trends in different measures of inflation and the
hawkish pronouncements by the US Fed to abandon its
accommodative stance. The RBEI should continue to mop
up liquidity that is sloshing around in the system witho-
ut going to industry as credit, and would be well advised
to continue with its accommodative stance. The govern-
ment, on its part, should accelerate capital spending,
both directly and via asset monetisation.

POCSO Gets Back
[ts Extracted Teeth

The Supreme Court’s decision last month to overturn a nar-
row interpretation of Section 7 of the Protection of Children
from Sexual Offences (Pocso) Act by the Bombay High Court
corrects an egregious error. It will strengthen the legal fram-
ework for protection of children from sex crimes. The Bombay
High Court had ruled that an offence under the Pocso Act cal-
led for direct skin-to-skin contact between the accused and the
victim. This narrow interpretation of the law ignores intent,
decriminalises assorted lewd acts on a juvenile without skin-
to-skin contact, as well as verbal abuse or grooming for sex.

The apex court found that the Nagpur Bench'’s verdict igno-
red intent, which has been codified in the act on sexual offence
against children. Courts, said the Supre-
me Court, are meant to clarify laws and
not introduce ambiguity Narrowing
down the definition of sexual assault wo-
uld not serve any purpose other than to
embolden the perpetrator The undermi-
ning and manipulation of achild by a sex-
nal predator can be achieved through
suggestions and determine the intent of the perpetrator. The
broader interpretation of the law would take into considera-
tion all verbal and non-verbal cues that would demonstrate
the intent to commit a sexual offence against a minor, and of-
fer minors a whole host of protections under law from any
abuse. Having recognised that sexual offences are a wide cate-
gory, it is critical to ensure that all judges are cognisant of the
swathe of verbal and non-verbal actions that can help deter-
mine the criminal intent of the accused.

86X crimes, particularly those involving children, are compli-
cated and difficult to pin down. Therefore, to limit the scope gf
thejudicial interpretation could result in miscarriage of jus
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The latest GDP figures show India bounding ahead. But it's best to mind the elephants in the room

Hello to a 7%+
Growth Decade | 5.
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Krishnamurthy V Subramanian

ndia’s Q2 GDP growth at 8.4%
clearly demonstrates that the
recovery that began last year

. has continued robustly It,

thus, becomes among the fow
countries that have recorded four
consecutive quarters of growth
amid a Covid19 pandemic. AS
erowth was already recorded in the
03 and Q4 of the 1ast fiscal, from Q2
2021-22, India’s GDP in real terms
has started consistently exceeding
pre-pandemic levels.

As the economy has grown at
13.7% over the first half, India is 1ik-
ely t0 record double-digit growth
this fiscal. This is noteworthy even
when accounting for base effects. If
base effects were believed in, then a
priori, the Vshaped recovery in
GDP growth that Gol predicted in
September 2020 should have been
expected by most. If it was not ex-
pected a priori by most, then thin-
kKingnow that ‘it is expected because
of base effects’ displays an avoidab-
le inconsistency.

India will beamong the few econo-
mies torebound sostrongly fir'om the
contraction last year doe to Covid.
This is accompanied by solid macro-
economic fundamentals as reflected
in retail inflation below 5%, com-
fortable current account, and fiscal
deficit that is less than peer econo-
mies. This performance is quite un-
like the shambolic one India recor-
ded following the 2007-08 global f1-
nancial crisis. Myopic macroecono-
mic policy then delivered the triple
whammy of doubledigit inflation
every month over 18 months, fiscal
deficit 2.5 times that of peers, andan
alarming current account deficit
(CAD) touching 6%. Unlike the du-
bious distinction of being part of
the ‘fragile flve’ economies then, In-
dia now emerges strongest among
all major economies.

Key patterns in the data provide
optimism for the future. The w131
lakh crore GST collection in Novem-
ber reaffirms growth in consump-
tion. The services sector has grown
in double digits in both &1 and Q2.
While the new Covid variant Om-
icron must be watched closely, mo-
mentum in services represents an
important leading indicator for futu-
re consumption. With significantro-
om still available for expansion in
services, GDP growth in subsequent
guarters will stem both from produc-
tion of services, and the consump-
tion that it will foster inother sectors.

On the back of industry growing
by 7% in @2 and the eight core sec-
tors growing by 7.5% in October, the
Purchasing Managers' Index (PMI)
for manufacturing has increased
from 55.9 in October to 57.6 in No-
vember, the strongest improvement
ini10months. The London-based IHS
Markit, which generates these indi-
ces, observed that ‘accelerated rise
in sales supported the fastest up-
turn in production for nine months.
Companies scaled up input buyving,
which in turn led to the second-qu-
ickest accumulation In stocks of
purchases... in17 years.’

India’s manufacturing or
erowith during the veriod of
2015-19 has exXcg at of China.
Such grows L ot happen either
in 2005 A10-15. Moreover, this
S1CH Story has stemmed from re-
i on in input costs generated by
micy focus on manufacturing,
which makes the phenomenon mo-

MANAGEMENT

re durable.

India’'s growth in subseguent qu-
arters is unlikely to be hobbled by
macroeconomic hysteresis, which
corresponds to a negative econo-
micshock potentially affecting gro-
with in the medium to long run. To
understand this, weneed toanalyse
this phenomenon separately for
the formal and informal sectors by
accounting for the nature of their
production.

The formal sector relies on both
labour and capital, such as factories
and equipment, for its production.
Unlike labour, capital requires sig-
nificant money to be invested up-
front. Firms in the formal sector,
therefore, borrow to invest in capi-
tal. When the negative economic
shock from the pandemic affected
their top lines, without prudent poli-
¢y intervention, firms in the formal
sector would have had to sell their
capital assets to repay their debt
obligations. So, minus policy inter-
vention, the pandemic could havere-
sulted in loss of productive capacity
in the formal sector, with concomi-
tant effects on jobs and, thereby, con-
sumption.

TWOHALVES TO Q2

Cross Fingers
To Good News

e
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" ow does one read GDP

numbers for Q2 2021-227

In Keeping with Miles’

1 Law—Where you stand

depends on where vou

sit — the reactions from Gol and

the Opposition to the data released

on Tuesday were entirely predic-

table. Triumphalism from govern-

ment, and murmurs about the shi-

ne lent to the numbers by base ef-
fects from the latter.

Is it possible to take a dispassio-
nate view? As befits my tribe of “‘on
the one hand-but on the other' eco-
nomists—aboutwhom Harry Tru-
man reportedly despaired, calling
(in vain) for a ‘one-handed econo-
mist’—thereisgood newsand bad.

Thegoodnewsisthatat8.4%, Q2
erowth is well above most estima-
tes, including the Reserve Bank of
India’s (RBI) 7.9%. Also, unlike in
the comparable period last fiscal,
when every sector, save agricultu-
re and electricity, contracted, this
time round, all did well. Two, in
fact, have grown sequentially —fi-
nancial services and public admi-
nistration, thelatter up17.4% from

5.8% In Q1 2021-

However, as re-
cent research
shows, the reduc-
tion in the corpo-
rate tax rate in
september 2019
combined with in-
ternal cost reduc-
tions provide the
necessary finan-
cial cushion. So,
formal sector
firms avoided sel-
ling of productive

assets and poten-
tial hysteresis. In
fact, as these

22, and a cont-
raction of 9.2%
in Q2 2020-21.
Together
with the stellar
growth of 4.5%
recorded by ag-
riculture, the
ground seems to
be laid for the
much-hoped-for
recovery, with
nominal GDP
for Q2 (e35.73
lakh crore) fin-
ally surpassing
thepre-Covid Q2

firms have deleve-
raged significant-
Iy theyareprimed
to invest, which is
gotting  reflected
in private invest-

level (e35.611akh
crore). Add to
that strong core
sector growth
(7.5%) In Octo-
ber 2021, impro-

ment. Private sec- Golng up?

tor firms have

contributed around 67% of new in-
vestment announcements of aro-
undw8.61akh crore sofar this year.

Though the informal sector has
been adversely impacted, hystere-
sis there is unlikely because of their
reliance on labour instead of capi-
tal. Aslabour supply in the informal
sector isquite elastic, labour supply
returns and earnings bounce back
when the economy recovers. So,
hysteresis from loss of productive
capacity due to selling of capital as-
setsislow in thissector. Overall, the-
refore, the loss of productive capaci-
tv is unlikely tobe a substantial con-
cern for future growth.

Finally the sovereign’s public
spending on capital expenditure
has kept strong pace with the first
half of this fiscal, recording oue
38% prowth coOmpais
and ovoed SPOW compared to

i ¢ crowding In’ of private
vestment due to public capex will
combine with the second-genera-
tion reforms to accelerate invest-
ment and generate productivity ga-
ins for the economy,

Taking all these factors into acco-
unt, India is poised for growth inre-
al terms of over 7% this decade.

The writer ischief economic adviser, Gol

vement in gross

fixed capital for-
mation (GFCF), a.K.a. investment,
strong growth in revenue receipts
and better control over revenue ex-
penditure, resultingin afiscal defi-
cit of just 36% of the budget esti-
mate for 2021-22 against 120% of
last fiscal’'s budget estimate, and it
would appear Gol's cup of joy is
overflowing.

Alas, there is a fly or two in the
ointment. Just when we think we
are out of the woods, there's a new
threat — Omicron. As of now, we
do not know whether this mutant
strain will be as destructive of both
economies and human lives as the
earlier variant. But when the
World Health Organisation (WHO)
calls it “very high risk’, countries
must sit upand pay heed.

JCREOOWT 1E] ely. b
restrictions on mobility seem in-
evitable. These are bound to have
an adverse consequence on econo-
mic growth, given the high share
(60% ) of the contact-intensive ser-

vices sector in our GDP.

The other elephant in the room,
about which there is much less un-
certainty andislargely of ourown
making, is rising inflation. RBI's
accommeodative monetary policy
served us well in the early days of
the pandemic. Butthankstoitstar-
diness in withdrawingexcessligu-
idity, despite average inflation re-
mainingabove its target range last
year, high inflation is here to stay.
At 4.5%, consumer price inflation
for October 2021 seems deceptively
low. But it is only a matter of time
before the impact of high wholesa-
le price inflation (12.54%), the hig-
hest infive months, gets translated
to higher retail prices.

In a scenario where traditional-
Iy low-inflation countries like the
US and Germany are reporting in-
flation at a three-decadal high of
close t0 6%, and supply bottle-
necks could possibly re-emerge, it
isnaive toexpect Indiawillremain
an outlier and be able to tame infla-
tion, never mind brave talk of in-
flation being “transient’.

Unfortunately, neither Gol nor
RBI seems fully cognisant of the
impending danger. Contrast this
with the US. ‘I'm here to talk about
one of the most pressing economic
concerns of the American people.
And that is getting prices down,
number one; number two, makKing
sure our stores are fully stocked;
and number three, getting a lot of
people back toworkwhiletracking
and tackling these two above chal-
lenges.” That was Joe Biden spea-
King in Baltimore early November.

With US inflation hitting 6.2%
in October, ‘getting prices down’,
rather than growth, is now Bi-
den's top priority. Both growth
and inflation impact citizens. But
while the impactof growth is indi-
rect and usually skewed in favour
of the better-off, high inflationim-
pacts the poor disproportionately,
as they do not have neither stay-
ing power nor access to social sa-
fety nets.

Given thenature of thebeast, in-
flation finally will stall growth as
well, as that is how the remedy —
highinterestrates —works. Witha
hike in US Interest rates just
months, if not days, away, India is
infortroubled times. Even if weav-
0id the taper tantrum of 2013.

Let's not lose sight of why GDP
numbers matter. As Tom and Da-
vid Chivers pointout in their book,
How to Read Numbers: A Guide to
Statistics in the News (and Kno-
wing When to Trust Them), ‘If the
people in charge aren't careful,
they can lose sight of the fact that
the metric isn’t what vou really ca-
re about, but is a proxy for an often
complex, multifaceted and hard-
to-define— but nonethelessreal —
underlying guality which vou do
gaseabott.”

et et of GDP the under-
lying real gquas an welfa-
re. something that G S never
capiure entirely, but the porn
leadership in a democracy ignores
only toits peril.

At 4.5%, consumer price inflation for October 2021
seems deceptively low. But high wholesale price
inflation (12.54%) will soon lead to higher retail prices

Just Deal and Deliver the Projects

of

53!1] Gupta

A government's fiscal policiescan
doonly so much in advancing that
country’s growth and prosperity.
They can direct scarce capital to
sectorsof national importance, but
cannot cause those resources to be
used efficiently, Excellence in ex-
ecution atthe ground level is what
canses efficient use of resources
and generation of surplus wealth.
And, that mantle always falls on
industry and its leaders.

For example, Japan's ministry of
international trade and industry
(Miti) would not have made an
impact on their national economy
without the industry’'s mastery of
Total Quality Management (T'QM).
The US would not have become the
richest economy without excelling
in mass production. In both cases,
only when the industry mastered
new methods of production were
tens of millions of well-paid jobs
created. Jobs thatalso allowed
workers to consume the very pro-
ducts they were making.

Atthis moment in India’srise,

projects are the lifeblood of its
erowth. Almost 10% of our GDP
ooes into infrastructure, capital
expenditure and R&D projects.
Every rupee spent on them can
coneratew2-3of surplus wealth—
butonly if those projects are delive-
red on time and on budget. Unfort-
unately, they are not.
Astheministry of statisticsand
programme implementation (Mo-
spi) has found, infrastructure pro-
jects are 20% over budget. Capital
expenditure projects face the same
issues. And, while schedule over-
runs are not documented that well,
projects exceed their original timeli-
nes by at least 20% , wasting scarce

capital and delaying job-creation.

This need not be the case with

India. Just like Japan went from

being once synonymeous with ‘low
quality’ —“Jap Crap’—tobeing the
paragon of high-quality products.
And the way the US was trans-
formed from an agrarian economy
into an industrial powerhouse by
the early 19th century. However,
those transformations did require
turning traditional management
wisdoms on their head.

‘Don't inspect quality after the
process. Find and reject poor quali-
ty at every step of the process. It's
cheaper than producing low-quality
goods,’ was the guiding principle for
Japan's TQM. ‘Division of labour
can be faster and more efficient than
artisan-centred manufacturing,’
was the foundation of Henry Ford's
mass production system.

The Indian industry has agolden
opportunity toembrace asimilar
paradigm change in project delivery.
Crashing timelines through parallel
tasking does not speed projectsup.
When you have capacity limita-
tions, it prolongs timelines and
amplifies delays. In contrast, mete-
ring of work based on capacity
constraints produces an immediate
impact on project delivery.

Pioneers like.Jindal Steel and
Power and Wonder Cement are
showing how, even with all the
real-world imperfections and const-

raints, flow-based scheduling using
Elivahu Goldratt's Theory of Const-
raints—achain is nostronger than
its weaKkest link — shortens timeli-
nesby more than 20%.

However, we must first stophitting
our heads against the same walls.
Workforce and other capacity
limitations will never get fully
resolved. Uncertainties are in-
trinsic to projects, so perfect plans
are achimera. Real-time dash-
boards for vears-long projectsare an
OXymoron. Yet, the purveyors of
established paradigms insist on
perfect planning, and more real-
time control. And when projects fail,
everyone scrambles to blame factors
that were unavoidable and outside
of their control.

It's always possible to apportion
blame —or find consultants who
will do that for you. But that doesnot
solve the problem. We need to view
project delivery problemsfrom a
different lens. Engineering and
management institutes can play an
invaluable role, too.

Instead of recyeling failed concepts
from abroad, let us perfect the new
method. Let us become known for
excellence in project delivery, and
even teach therest of the world how
toachieve it. The Japanesedid itin

manufacturing with TQM. Socan

The writeris CEO,
Realization Technologies
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Managing
Stereotypes

SRAMESHKUMAR

‘Don’t be judgemental’ isa
platitude made popular by
several speakers onmanaging
oneself, but this is almost impos-
sible. When we see someone, we
categorise the person into social
labels based on theirappear-
ance instantaneously, It could be
applied todiverse flelds like the
apparel worn, originof nation-
ality religion, name of the
aducational institutions and
many more aspectsof life.
Stereotyvpical judgements can
have far-reaching implications.
Stereotyping isa part of the
brain possibly as a defence
mechanism for the primitive
man. Aresteregtypes bad? Not
at all. We are able to distinguish
a banana from an apple only
with the built-in mechanism of
stereotypingand it is unavoid-
able by most of us.
Aretherenegatives associated
with the perceptual process?
Like the functioning of the
mind, sterectypes alsohavea
flipside. Weare a part of thecul-
ture welive in, and it provides
unconscious input to stereoty-
pes, and the images creep into
ourminds without asking for
permission from our logic.
Atafimdamental level, a
sterectype is a thought that is
biased. With a stereotypical
thought, theleast wecandoisto
ensure that itdoesnot createa
negative emotion, worse, lead to
any kind of discrimination.
Given India’s cultural and
economic social diversity, our
mind is likely tobe a fertile
playground for the generation of

Steretypes.
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BeAfraid, Be
Very Afraid. No!

Apropos “To Shut Down Isto
Give I’ by Swaminathan S
AnKlesaria Aivar(Dec 1), the
issue is, who spreads the panic. It
is mainly the private TV news
channels, Twitterati and Whats-
Appwarriors. At the peak of
Covid fear-mongering by the
broadcasters, viewershad to
switch tostate-rum Doordarshan
news for clear and realistic
reporting. For Omicron too,
full-scale rumour-mongering
has already begumn. Govern-
mental agencies should take
over all Covid-related commmuni-
cation with the masses toend
exageerated claims, and appeal
to the citizens to neither believe
in rumours nor spread them.
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