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The policy stance of

the Modi government

Over the past four years, most
macroeconomic parameters have
improved, with lower volatility

sthe Narendra Modi-led National Demo-

cratic Alliance government completes four

 yearsin office, the effects of disruptions
such as demonetization are fading, and the bene-
fits of the goods and services tax (GST) are kicking
ineyersoslowly. However, the problem isthat the
efforts of the past four years could besweptaside
by exogenious factors, especially runaway erude
pricesand the ramifications of trade disruptions.
So it’srather interesting that growth will still move
up this fiscal even as parameters such ascurrent
account deficit, inflation and interest rates worsen
and the pressures on government financesrise.

The policy stance: Toits credit, the govern-

ment has avoided short cuts to growth using mon-
etary and fiscal policies and most of the reforms/
repair initiated in the past four yearsremain works
in progress, These will bear fruitin the medium to
long term, ifrelentlessly executed, Tailwinds from
low oil prices and distance from elections had
helped the Modi government pursue such a policy
stance, But thesituation is now reversing, with the
election due next year and Brent crude prices sur-
ging to $80 perbarrel. Insuch a milieu, the urge to
abandon the pursuit of higher “trend” growth and

- pasttwoyams,followmgtheinmmedeclaranun

scheme and demonetization, Direct tax buoyancy
improved to 1,9 in fiscal 2018 from 0.6 in fiscal
2016 as growth in direct tax collections acceler-
ated even as GDP growth slowed down, GST,
despite a shaky start, is expected to speedup for-
malization and further push tax compliance.

According to a World Bank study, 80% of Indian
adults have a bank account today, which is the
same asinChina, and up from 35%in 2011, That
said, issuesof zero balance accounts and provision
of financial services need to be addressed to
improve financial inclusion. The digital medium
hasbeen leveraged for disbursal of subsidy and
welfare benefits. These savings will amplify as the
coverage improves, and, for that, upgrade of digi-
tal infrastructure will be critical.

The rural economy isstraddling challenges,
including slower agricultural growth, poor farm
price realization, slowdown in construction activ-
ity, and sluggish rural wage growth, Measures that
may helpimprove the situation in the short run,
such as increase in minimum support price and
the price deficiency payment scheme, are still at
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Retail inflation has declined through the past
four years, aided by soft food inflation and proact-
ive steps from government and the Reserve Bank
of India’s cautious stance. Improving twin deficit is
another hallmark of the Modi regime, though
some of the gains were reversed last fiscal, with 30
basis points slippage in fiscal deficit to GDP and
thesurgein the current account deficit.

‘One worrying aspect of the past four years has
been the surge in non-performing assets in bank-
ing. Additionally, while improvementin macroe-
conomic balances and reform efforts pushed up
foreign direct investments, they were not enough
to move the business sentimentneedle in a mate-
rial way, as reflected in various business expecta-
tionsurveys. India hasalso improved its global
competitiveness position and ease of doing busi-
ness rank due to the reform focus of the govern-
ment. However, the corruption ranking (meas- -
ured by Transparency International), after initial
improvement, slipped in 2017,

Key successes and pain points: Direct tax
compliance has shown a clear improvement in the

employment generation. Given
‘excess capacity and corporate foeus
on improving capital structure, pri-
vate sectorinvestments have
remained sluggish in the past four years, Political
uncertainty due to animpendinggeneral election
doesnotaugurwell for big-ticket private invest-
ments, Some improvement in investmentsis
expected this fiscal with the government's focus
on affordable housing and infrastructure creation.
Looking ahead: Thereis verylittle fiscal and
monetary roomfor countercyclical policiesto
boost growth, and they would notbe very effective
as most of the problems plaguing the economy—
be it manufacturing or exports—are structuralin
nature and can only be addressed via reforms.
Many of the agricultural/rural problems too are
structural in nature and reform measures to
address them will bear fruit over the medium
term, Rising oil prices, together with a weak
rupee, create challenges in managing fiscal and
current account deficits and also inflation. Fiscal
slippage in fiscal 2018 and a renewed focus on loan
waivers makes one worry. Only time will tell what
stance the government will eventually take in the
final and challenging year ofits five-year term.

Comments arewelcome at
theirview@livemint,com



