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THE WEDNESDAY INTERVIEW | SANJEEV SANYAL

‘Our calorie-oriented approach to agriculture is no longer sustainable’

The Principal Economic Adviser to the Ministry of Finance on rural distress, the GDP back series data, NPAs, and slow GDP growth in the second quarter of this FY
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T.C.A. SHARAD RAGHAVAN

The government has come under a lot of criticism over its esti-
mates for economic growth during the United Progressive Al-
liance years and for the slowdown in GDP growth in the se-
cond quarter of this financial year. Sanjeev Sanyal, Principal
Economic Adviser to the Ministry of Finance, argues that
even though the GDP back series lowered growth for previous
years, the growth rates were still “decent” if seen in isolation.
The real concern, he says, was that macro stability indicators
fared much worse during that time. Excerpts from an inter-
view on the non-performing assets (NPA) situation, the IL&FS

crisis, and meeting the fiscal deficit target this year:

The question of the day is to
do with the GDP back series
data. What are your key
takeaways from the new
data?

m We shifted the calculations
to a new 2011-12 base in 2015.
This is done periodically to
realign national accounts to
the changing structure of the
economy. All new GDP data
are done on this basis but we
needed to extend it back-
wards to provide a longer se-
ries. This is what was an-
nounced last week. The CSO
(Central Statistics Office) is a
professional body and the
methodology is as per inter-
nationally accepted
standards.

Some insinuations have
been made that these revi-
sions are politically motivat-
ed. In fact, when this series
was originally introduced in
2015, one of the results was
that the growth rates for
2012-13 and 2013-14 were re-
vised up very significantly. In
the case of 2012-13, it was re-
vised up significantly
[twice], from 4.7% to 5.1%,
and then further to 5.5%. So,
the new series increased the
growth rates for certain
years of the previous govern-
ment and was welcomed. If
the same methodology now
lowers the growth rates of
earlier years, that is how it is.

Do the new numbers change
the way we look at the
economy in the recent past?
Did we never really hit a
high-growth phase of over

9%?

m The revised back series
growth rates would still
count as decent growth rates
in isolation. The real issue, I
would argue, were the ma-
croeconomic stability num-
bers. There was a spike in in-
flation to double digits and a
large and irresponsible ex-
pansion in credit which later
led to banking NPAs. Current
account and fiscal deficits wi-
dened sharply. Thus, India
was marked out as one of the
‘Fragile Five’. So, while the
new GDP growth numbers
for 2005-06 to 2011-12 are so-
mewhat weaker than pre-
viously calculated, the real
problem was in macro
stability.

What’s your outlook going
forward on the NPA
situation? Do you think we
need one more round of
recapitalisation, more than
what was already promised?

m We introduced, in the last
few years, much more strin-
gent recognition norms for
NPAs and capital require-
ments for banks. Recognition
is now done strictly, and
NPAs have been mostly taken
into account. We are using
the Insolvency and Bank-
ruptcy Code to resolve/liqui-
date/auction NPAs. In this
way, we are making our way
through the old problem
loans. Meanwhile, as a part
of a revival plan, 32.11 lakh
crore was earmarked for re-
capitalising banks. This is be-
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Shift to low carbon

India’s stakes in a low carbon world
economy are among the highest as it
is on the front line of climate disasters

VINOD THOMAS

Both rich and poor countries
1 have faced extensive damage
' from storms and heatwaves
- this year. As climate repre-
' sentatives meet in Poland for

. the Conference of the Parties
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In India, rains, floods and landslides in Kerala have killed
373 people since May 30. Uttar Pradesh, Karnataka and As-
sam were battered by floods this year, as was Chennai in
2015. Meanwhile, Delhi, Rajasthan, Andhra Pradesh, and Te-
langana, among other States, experienced heatwaves.

Greenhouse gas emissions, of which carbon dioxide is the
biggest component, make the earth warmer and lead to
more heatwaves. A study in the journal Scientific Reports
found that the decadal mean of daily maximum tempera-
ture for April and May in the 2010s is 40-42°C over large
parts of India. Warmer air holds more moisture, which re-
sults in more intense rainfall and provides more energy for
storms. Climate scientists attribute the rising trends in flood-
ing and heatwaves to human-induced climate change.

In the absence of a shift to a low carbon economy world-

\}

A 1

-
L1

&

b

V.V. KRISHNAN

L e

ing deployed in a calibrated
fashion. More will be made
available if necessary.

What’s the lesson on
regulation in light of the
IL&FS crisis in the NBFC
(non banking financial
company) sector?

m The NBFC sector is now a
much more significant part
of the economy than it used
to be. We need to pay atten-
tion to regulating it and, in
particular, pay special atten-
tion to larger institutions by
taking into account their sys-
temic importance, their as-
set-liability mismatch, and so
on.

The other lesson is that
the credit market needs to be
kept flowing during periods
of stress. Otherwise it freezes
up and causes a liquidity
contagion of its own. In In-
dia, everybody pays atten-
tion only to the stock market
whereas it is the credit mar-
ket that is at the heart of the
financial system.
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2015) increased the
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growth rates for
certain years of the
previous government
and was welcomed. If
the same
methodology now
lowers growth rates
of earlier years, that
is how itis

With the rise of the NBFC
sector, aren’t banks less
important? Will there be a
problem now with NBFCs
slowing?

m When we cleaned up the
banks and slowed their ex-
pansion, the space was taken
up by NBFCs. But now NBFCs
themselves will go through a
period of consolidation. The
immediate credit market
roll-over problems have been
eased but many of them will
now have slower growth.
Parts of the economy, partic-
ularly some of the SMEs
(small and medium-sized en-

terprises), have experienced
a credit squeeze. So, we need
to make sure that adequate
credit reaches them. The
good news is that main-
stream bank credit has re-
vived and is growing at over
14% year-on-year.

We also have the problem
that real interest rates are ve-
ry high, especially for SMEs.
If you are borrowing at 12%
(not uncommon for SMEs),
when inflation is at 8%, that’s
one thing. But it’s quite
another when inflation is at
less than 4%. A real rate of
800Dbps (basis points) is very
high by any standards. The
Monetary Policy Committee
(MPC) has brought down
structural inflation by some
500 basis points. That’s a
good thing, but we now need
to take step two, which is to
structurally lower interest
rates in real terms so that it is
compatible with the new le-
vel of inflation.

Economists often ignore
the long-term, second-order
effect of high interest rates.

High interest rates may lead
to low inflation in the short
to medium term. In the long
term, however, high interest
rates have a supply side im-
pact such that capacities are
not created, infrastructure is
not built, and the economy
gets indebted. The riskiness
of the financial system in-
creases, and fiscal burden
rises. Thus, higher interest
rates in the long run actually
lead to higher inflation. This
is not a case for arbitrarily
bringing down interest rates
suddenly. But once we have
anchored lower inflation,
there is a case for systemati-
cally lowering real interest
rates.

What is your take on the
government meeting its
fiscal deficit target this year?

m This government is com-
mitted to fiscal responsibili-
ty. The fact that we are debat-
ing a fiscal deficit of 3.3% or
3.5% of GDP is in contrast to
when we used to debate 5%
or 6%. It is true that disin-
vestment of Air India is de-
layed. Monthly GST (Goods
and Services Tax) collections
are a bit lower than the target
rate, but remember we are
getting higher collections in
others areas — customs col-
lections will benefit from a
weaker rupee; direct tax col-
lections have improved from
better compliance. Even in
disinvestment, we have
raised much more through
recent ETFs (exchange trad-
ed funds) than people
realise.

In light of the ongoing tussle
between the Reserve Bank
of India (RBI) and the
Finance Ministry, what is
your take on central bank
autonomy?

m Every Finance Ministry
and central bank in the
world debates these issues.
The question is, what is the
institutionalised way of do-

ing it? We value RBI autono-
my, but this autonomy is
within the framework of the
RBI Act. Greater autonomy
also means greater accounta-
bility. To whom is the RBI ac-
countable? As per the RBI
Act, it is accountable to its
Board. Just as we institution-
alised monetary policy deci-
sions by creating the MPC, in
the same way we have insti-
tutionalised our relationship
with the key regulator
through its Board. In fact, as
a result of this precedent, we
have effectively institutional-
ised our relationship with ev-
ery regulator.

Why has GDP growth slowed
to 7.1% year-on-year in the
July-September quarter?

m Part of the decline in the
year-on-year growth rate
from 8.2% to 7.1% is due to a
higher statistical base. This
was anticipated. However,
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We need to rethink
farm policy: how to
produce more
proteins, more cash
crops, more
investment in cold-
chains, preservation
of indigenous
varieties, and so on.

part of the decline is due to
factors such as the spike in
energy prices, disruptions in
NBFC credit and the impact
of global liquidity tightening.
These factors had an impact
from end-August to end-Oc-
tober, but have substantially
abated since. Latest bank
credit data suggest that more
funds are flowing to the com-
mercial sector, albeit the net
impact after the NBFC slow-
down is unclear. Similarly,
global oil prices have
dropped and the U.S. Fed’s
tightening cycle is likely to be
less steep. Manufacturing
PMI readings for November
were also strong.

We have seen major reforms

like the MPC, GST and the
Insolvency and Bankruptcy
Code in the last few years.
What should we expect
next?

m The last 25 years of reform
were about the withdrawal of
the Indian state from things
it should not do and creating
transparent policy frame-
works for the private sector.
This is why the words ‘re-
form’ and ‘liberalisation’ are
often used interchangeably.
This is still unfinished busi-
ness but we have made sub-
stantial progress over several
governments. The next 25
years of reform, however,
must focus on getting the
state to deliver on the things
it should do. This will mean
reforming the legal system,
streamlining the administra-
tive system, delivery of mun-
icipal services, and so on.
This will require thinking
about reforms in a very diffe-
rent way.

What is the way forward to
tackle the various issues
facing our agriculture sector
and the farmers?

m The immediate strategy is
to make sure our MSP pro-
curements go through and
that reasonable incomes
reach farmers. But there is a
longer-term debate to be had
about our agricultural policy
as a whole. In this context we
have to look at the fact that
our agricultural policy fra-
mework was set up in the
1960s in a period of scarcity,
so it is aimed at producing
ever more calories. Our pop-
ulation growth has radically
declined and is now growing
at less than 1%. In such an en-
vironment, our calorie-
oriented approach to agricul-
ture is no longer sustainable.
We need to rethink farm pol-
icy: how to produce more
proteins, more cash crops,
more investment in cold-
chains, preservation of indi-
genous varieties, and so on.

WHAT DO YOU KNOW
ABOUT HINDUISM?
IT'S SO TALL, S5O VAST.

-

3

P
o

"

DATA POINT

menace

The vigilante

Monthly spil(es | April 2017 saw the highest number of cow vigilante incidents in a month (eight) since 2012. The number
of incidents spiked again in August 2018

A police officer and a youth were killed in cow vigilantism-related violence in Uttar
Pradesh on Monday. The data journalism website IndiaSpend has tabulated 99 such
incidents and 39 deaths based on verified news reports since 2012.

Varun B. Krishnan analyses the data

I NO. OF INCIDENTS == NO. OF DEATHS
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FIFTY YEARS AGO DECEMBER §, 1968

PMs agree to continue talks on Kachchativu

The Prime Ministers of Ceylon and India have agreed that dis-
cussions on the sovereignty over Kachchativu and connected
matters in the Palk Strait and Gulf of Mannar should continue.
They exchanged views on a number of issues, including terri-
torial waters, delineation of median line and fishing rights. A
joint communiqué issued at the end of the visit of the Ceylon
Prime Minister, Mr. Dudley Senanayake said ‘they formally ex-
plored the possibilities for fruitful collaboration between the
two countries in this area and agreed that discussions of mat-
ters should continue.’ The highlight of the communiqué was
the great satisfaction they felt over the increasing co-operation
between their countries in regard to trade and economic mat-
ters. Among the subjects discussed by the two Prime Ministers
were the bilateral relations between their countries including
the progress made in the implementation of the Indo-Ceylon
Agreement of 1964 and matters of common interest in the Palk
Strait and Gulf of Mannar.

A HUNDRED YEARS AGO DECEMBER 5, 1918.

Dacoity in Attock.

A gang of five dacoits comprising it is believed, four notorious
outlaws, have been busy in Attock district lately, and however
enterprising they may be they are somewhat monotonous in
their methods of procedure as shown by the details of two epi-
sodes enacted on the evenings of November 2nd and 27th at
Nalhad and Minawala (near Pinur Gobya) respectively. In each
case the dacoits posted one of their number on the roof of the
victims' house and he by firing his rifle intimidated the villag-
ers (who were unarmed) while his colleagues dealt with the
householder. At Nalhad the son of the householder was seized
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