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AWEAK GROWTH IMPULSE

Recovery remains nebulous despite the exceptional terms of trade gains and other positives

he year 2015 may yet go down

inIndianeconomichistoryfor

the exceptional fall in the

priceof oil, alargesse thaten-

veloped theentire yearandin-
spired much optimism throughout. In a
stroke, this corrected India’s external im-
balances, sharply broughtdowninflation,
improved public finances and added an-
other growth driver—increased con-
sumer spending—to existing ones like
higher public capital expenditure and
structural reforms.

The second major positive that defines
2015istheturninmonetarypolicy. Intight
mode from 2010, and exceptionally re-
strictive since late-2013, many regarded
highinterestratesasamajorconstraintto
investment and growth recovery. Like oil
prices, monetary policy toobegantorelax
at the beginning of the year, was pursued
throughout, cumulatingto125bpsinall. It
is hard to be as unequivocal about fiscal
policy: Stickingtoacommitted consolida-
tion path, quality improvements and con-
sumption-enhancingsalaryrevisionsare
likely a plus for investors, rating agencies
and civil servants; others may grumble
abouthighertaxesandcessesthatequally
marked the year.

The third major highlight of 2015—we
don’t quite know if this is a positive or a
negative—is the enigma about growth,
which also arrived in January. A rebased
national accounts series marked up the
5% growthinFY14t06.9%. Advance GDP
estimates for FY15 followed in February,
indicating growth would accelerate fur-
therto7.4%. While these robust numbers
provoked much confusion, even disbelief,
the spin-offs have been distinctly upbeat.
Indiawasstraightaway propelled intothe
fast-growers’ league and emerged as the
world’s fastest-growing nation, no doubt
helped generously by China, which decid-
ed, around the same time, to slow down.

Foreign capital surged in as GDP
growth—7% or 5%-plus, depending upon
the metric you like—pulled in investors
shunningBrazil, Russiaandotheroil-com-
modityexporters. Therupeefared well too,
holding strongly above the waters even as
most emerging market currencies sub-
merged inaglobal tide of depreciations.

A series of fortunate events, as it were.
A platter that could possibly overwhelm
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the minuses, of which there were several.
By a quirk of circumstances, 2015 is also
marked by disturbing developments of
possibly unprecedented magnitudes. At
thetopof thispilearehighlevelsof corpo-
ratedebtandanunendingstreamof NPAs
weighing down the banks. Both continue
to hold back investment and lending,
pointingtolonghaul of repair ahead. An-
other unfortunate constellation is a sec-
ond successive monsoon failure, weak-
ened internationalagriculturepricesand
minimalincreasesinfarmsupportprices.
Thephrase ‘ruraldistress’entered thelex-
icon of economic discourse and dented
the sales of many industries that had
cometorely uponrobustruraldemand.
Many indicators touched new lowsand
were at variance with the buoyant growth
numbers. In this basket fall the year-long
contractioninexports,thehighestlevelsof
idle factory capacity in five years, the fee-
blest growth in bank credit in morethana
decade, a constant decline in corporate
earnings and sales each quarter, an indus-
trial output uplift that more disappointed
thaninspired, thefailure of privateinvest-
ment to take off as anticipated and much
else. An exceptional configuration, lead-
ingto caustic commentary like ‘it doesn’t
feellike7%-growth’or ‘feelsmorelike5%°!
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Thereinlies the growth enigma.

Externally, the downgrading of world
growth and trade projections in succes-
sion through the year constituted one of
the weakest demand environments since
2008. Then, shockwaves from China’s
slowdown, the related slowing of many
EMEs, USmonetary tighteningand diver-
gent monetary policies of the advanced
countriesaresomecriticalfactorsthatin-
creased uncertainty.

Weighingthedevelopmentsinbalance,
an obvious question is why most indica-
torsworsened, orimprovedsolittle(e.g.in-
dustrial production) despite the astonish-
ingsize of several positive impulses. Why
have growth forecasts resting upon this
bountyeventuallybeenscaleddown? Why
did private investment not take-off as an-
ticipated? Why did the drivers underpin-
ninggrowthprojectionsatthestartof 2015
fall by the wayside, one by one, leaving
anxiety even about the sustainability of a
consumption revival in the end? Do then
the negatives have the power to potential-
lyoverwhelm the positives? As2015draws
to a close, the puzzle is why a recovery re-
mains nebulous despite the exceptional
terms of trade gains and other positives.
Perhaps 2016 may offer new information
and insights.

Leveraging India’s frugality bias

come a global driver of innova-
tion, led by a strong market poten-
tial, an excellent talent pool, and an
underlying culture of frugal innova-
tion. Innovative countries have
demonstrated theleverageof cultural
advantage to capture markets. Japan
leveraged its cultural emphasis on ef-
ficiency and team work to revolu-
tionise the manufacturing and engi-
neering industries. Korea leveraged
its cultural emphasis on speed and
built world-class companies such as
Samsung and LG. China has capi-
talised on its action bias to sustain a
GDPgrowth inexcessof 10% formore
than two decades. The US and Israel
have leveraged the diversity of their
population tolead aggressively on in-
novation. Similarly, India can lever-
age its cultural bias of frugality and
sustainability to capture markets not
only within itsshoresbut globally. For
this to happen, our industries need to
have the hunger to be at the top of the
value-chain, our talent pool has to get
morehands-on,our customershaveto
be more demanding, and our policies
havetobemore transparent.
Indian corporations and the gov-
ernment should first focus on inno-

India has all the ingredients to be-

market needs in energy, water, trans-
port, healthcare, andfood security to
deliver tangible human and environ-
mental benefits.

Energy: India would need to gen-
erate 0.5 kW electric power per per-
son to provide reason-

areastoevenmeetits currentneeds.
Transportation: It is estimated
that India will add 1,000 passenger
and freight locomotives over the
next 10 years and the passenger and
freight aircraft market will grow to
be 100B+ by 2025. An ad-

able level of
opportunities to its pop-
ulation. Based on cur-
rent projections for 2025
population, India needs
to increase its genera-
tion capacity 2.5X, from
roughly 280 GW to 710

ditional resourcetocon-
sult is the report sub-
mitted to the prime
minister of India by Na-
tional Transport Devel-
opment Policy Commit-
tee in 2013-14, India
Transport Report: Mov-

GW.Theenergyrequire- ing India to 2032.

ment of 0.5 KW per per- GOPICHAND Healthcare:  The
son is roughly half of KATRAGADDA countrywillneedtogrow
the European average CHIEFTECHNOLOGY from 4%-of-GDP health-
and a quarter of the US care spend to 5.5%-of-
average. Transmission OFFICER, TATASONS GDP, as per the CII-McK-
and Distribution (T&D) insey report on
capacity should be up- Healthcare, “India
graded accordingly. Healthcare: Inspiring possibilities,

Water: Indianeedstodoubleusable
water from 1,000 to 2,000 cubic meters
person per year. Less than 1,700 cubic
metersof waterpersonperyeariscon-
sidered to be water-stressed. Current-
1y, the US provides 8,000 cubic meters
personof waterperyeartoitscitizens.
Also, India would need to double the

challengingjourney”. Thereport pre-
sents the vision for India’s healthcare
with clear goals for 2022.

Food security: India will have to
develop innovative, accessible, diver-
sified food plans and supply chains to
enable at least around 2,100 kcal per
capitaperday diet for the urban popu-

fortherural population.

From a technology leadership
standpoint, start-ups should accel-
erateinnovatingforthedigitalecon-
omy and large corporations should
develop new opportunities at the
confluence of emerging scientific
knowledge and materials. One such
opportunity is the intersection of
biology, computing and materials.
New developments in genomics,
connectomics, deeplearning, and 2-
D materials provide the palette to
create global-first products and ser-
vices. Applications include higher
efficiency energy life-cycles, sus-
tainable fuels for transportation,
predicting and preventing disease,
improved wellness and better nutri-
tion. In these emerging research ar-
eas, industry R&D should double
and the government should provide
direct R&D grantsto industry.

With a positive demographic, po-
litical, and market outlook today, In-
dia has its best opportunity in many
decades toposition itself for a centu-
ry of innovation. India has the abili-
ty to create a unique spot in innova-
tionhistorytomeetitsrequirements
using its cultural advantages of fru-
gality and sustainability. It is our
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India’s growth

dustrial Revolu-

tionof the18thand
19th centuries. We did
notdothatbadlyinthe
first half of the 20th
century. Textile mills
in Bombay, Ahmed-

India missed the In-

At a minimum, busi-
nesses should not be
discouraged from
“MakinginIndia”.
The point however
needs to be made that
Make-in-India is not
going to be amedicine

abad and Coimbatore,
besides many other
places, jute and engi-
neering factories in
Howrah, even an ad-
vanced steel plant in
Jamshedpur (about a
half a century before
Korea set up a steel plant) were all
world-class or near that, and capa-
ble of holding their own in global
markets. Free India went into an
autarkic nightmare. We did indus-
trialise, but with the intent of serv-
ing only the tiny market of a very
poor country, our own. Products
and processes were anything but
world-class. We setextremely mod-
est goals and our actual achieve-
ments were considerably more
modest than even these goals. By
1990, the country was studded with
inefficient, sub-scale, technologi-
cally-backward factories that em-
ployed a very small portion of our
work force. Liberalisation came to
India too late—some 30 years after
Korea and some 15 years after Chi-
na. We have become a nation that
habitually and perhaps wilfully
keepsmissingbus after bus. Tragi-
cally, our poor infrastructure (e.g.
endless electric power cuts) and
our self-imposedrestrictionsonal-
lowing business flexibility, has
meant that instead of
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that can cure all our
ills. Firstly, creating
the enabling environ-
ment of better infra-
structure and less bu-
reaucracy is simply
not going to happen
overnight. Given the
stubbornresistance of ourbureau-
cracy to the government’s plans at
each stage, the latter may not ever
fully materialise. Secondly, if man-
ufacturingismeanttoabsorblarge
numbers of workers, that too may
be difficult. Modern manufactur-
ing is increasingly becoming less
labour-intensive—and the few
workersrequiredinfact,needtobe
pretty highly-skilled. One more
irony, so typical of all Indian tales
is that India’s competitive advan-
tage seems to be in high-end, de-
sign-intensive products or in high
value niches, not in the areas
where millions can getjobs.

Is there any silver lining? With-
out compromising on any of the
measures desperately needed to
stopdiscouragingIndianindustry,
we should actually consider
whether our “inadvertent"
leapfrogintoservices,andeventhe
export of talented people, might
not be such a bad thing. Services,
even advanced ones, tend to be far
more labour-intensive

industrialising, we IFOVERTIME, than manufacturing.
ila.via.ac‘glally. fcie-ind’[l)l'i- INDUSTRIAL Theéf te?d tg bt? lests de-
rialised quite a bit. ECONOMIES ANY WAY pendent on infrastruc-
One just needs to visit ture like roads or pow-
parts of Howrah to un- END UP AS SERVICE er. They are more
dgrts};cand the n'lealli(;lg ECONOM|ES, SHOULD f'uscelp:ibli t? our ng-
of the expression “de- ional trait of jugaad.
industriarl)isation”. WE BE RISKING Lastly, if over tJirrﬁe, in-
Our insipid indus- SETTING UPTOO dustrial  economies
trial growth combined MANY FACTORIES any way end up as ser-
with over-investment viceeconomies,should
inhighertechnical ed- THAT CAN SOON we be risking setting
ucation,notonlyledto TURN INTO GHOST up too many factories
atransfer of technical BUILDINGS? that can soon turn into
talent to other coun- _ ghost buildings?

tries, but to spectacu-

Our ideal approach

lar growth in areas

like IT services—businesses
which were not strangled by in-
trusive micro-management by
the state and its industrial poli-
cies. The usual pattern has been
for economies to move from agri-
culture to industry and then on to
services. We seem to have uncon-
sciously leap-frogged one stage.
Today, we merrily import manu-
factured goods on a large scale
and export white-collar services.
The obvious problem with this
model is that organised service
businesses are not proving to be
employment-intensive enough.
This is particularly true for large
numbers of our potential workers
who are low in skills. It is in this
context that our present Govern-
ment is trying to push the idea of
“Make in India”. This is a wel-
comemove. Inordertorejuvenate
India’s stunted industrial
progress, we need better trans-
portation, morereliable and good
quality power, fewer taxes/in-
spections/controls/registrations
and other bureaucratic night-
mares, faster clearances and
turnarounds at ports—the list is
long. Any government which is
serious abut supporting Indian
manufacturingwillhavetoattend
toallthese issuesbeforeentrepre-

should not be one of
top-down planning. We have had
enough of that. Let us just create
an environment where manufac-
turing and service businesses do
not face active discouragement or
hostility. We can then leave it up to
the animal spirits and the jugaad
of our entrepreneurs. In this con-
text, the harassment that has al-
ready started by greedy Service
Tax officials does not bode well for
the country. (They take special de-
lightin collectingrentsfromsmall
businesses and start-ups!).The
vulture-like approach of some of
our state governments towards
the nascent e-commerce sector is
also worrisome. The monarchs of
the Income Tax Department have
already ensured that several hun-
dred thousand ITeS jobs have been
losttothe Philippines. My big wor-
ry, which is shared by literally
hundreds of service sector entre-
preneurs, bigand small,isthatour
babus will wilfully misinterpret
the government’s Make-in-India
effort as a signal to stifle the ser-
vice sector.

Let us just make India a coun-
try where it is easy to do business,
notthenightmare whichitstillre-
mains. Manufacturing and ser-
vices will both grow organically,
and then and only then, can India

vation for the significant internal sewage treatment facilities in urban lationand2,400kcalpercapitaperday timetomake ithappen! neurial animal spirits take over.  haveany hope of “shining”.
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