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Our growth needs deep analysis
more than constant trumpeting

A close look at Indian GDP trends in international comparison raises questions whose answers could help us perform better

Lo
ALOK SHEEL
isaretired Indian Administrative Service officer
and former secretary, Prime Minister’s
Economic Advisory Council.

Ithough India is among the world’s
fastest growing major economies,
thereisstill confusion over how to
interpret India’s growth numbers
and how the economy is performing
relative to its potential. This confu-
sion derives in the main from three separate factors.
Thereis, first, the background controversy over
therevised GDP series at 2011-12 prices. There is
a wsdely heldand mfluenual view that the G Dl’
in the revised sei
during some years.
The second issue is that data from the informal
sector, that accounts for the lion’s share of Indian
GDP, isavailable only with a time lag. Conse-

quently, Isfrom the formal
into the informal sector wl’ulc making pmvmonal
GDPesti 1y revised

once data from the informal sector is available.
Sinceitis believed that the burden of currency
demonetization, GST complexity and the covid
lockdown fell disproportionately on the ml'unnal
sector, Id t that current

growth figures might be revised downwards when
GDP numbers are finalized.

The third factor confounding our growth num-
bersis that most of the public debate in India
revolves around headline figures of the Central
Statistical Organization (CSO). These are readily
available, as they are released from time to time
through press notes, and easily weaponized for
political purposes. The international best practice
inanalysing growth data, however, is tolook at out-
putloss/gain relauve to the tmnd (medium-term

hrate. T lology takes the
base eﬂect outof the equation.

The near-term raw growth numbers look good on
two main counts. First, International Monetary
Fund (IMF) data shows India as the fastest growing
economy in the world currently. Second, near-term
quarterly and annual headline growth numbers

effc

Reélity and rhetoric: Some surprises

Bangladesh has done better in recent years than it gets credit for while India’s hard covid blow

calls for a closer look at annual growth data.
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lead to introspection and corrective steps.

Fourth, an output loss of 18.2% of GDP over the
last four years in India is very high. Some of this can
bodi 1 acall & cuffored

the IMF's World Ec ic Outlook database last

losses, and

updated in January. The results of the

T
mar so. Even so, this

surprising. First, it emerges that the fastest growing
major Asian economy over this seven-year period
(inclusive of the crisis period) was neither China
nor India, but Bangladesh.

Second, while global attention is focused on
China’s growth deceleration on account of a trend

isa very substantial loss by any measure, by far the
highest among the countries in the table, and signif-
icantly higher than that of China and our South
Asian ncighbours that appear to have weathered the
covul crlsls belber in economic terms.

for thi doutput

of? autocracy deriving from Xi Ji mgpmgThoughl
Lhal pr il ity over wth,

loss is thataverage growth between 2014-and 20]8

! overlhlsperl(le been rat

bascdon official data isoverestimated. If this trend
1b;

y 1 pe point from7.4%
1 d
e

107.9%, around

sharper in India d ble de 106.4%, th
graphic profile. The [x»lluralemnomyol'aulm

look superlative on account of the b

deriving from the sharp slowdown in 2019-20 and
economic contraction in 2020-21. Causes for the
2019-20 growth dip are unclear (possibly the lagged
effect of demonetization and introduction of GST),
while the GDP shrinkage of 2020-21 is allnbulable

y—hubrisand yludCClSan

the arithmetic avcrzgc of the: countriesin the lable
ing India. Such d: di

mzlnnv i

and issues, and ive
reliance on loyal favourites who tend not to tender

Indiaas the fastest growing economy in the pre—
crisis period, with China, Vietnam and Bangladesh
then placed ahead.

honest, fearless advice—has thrown cold water on
the China story, globally, with lts forward-looking

to covid. Thus, while GDP growth of 7% p
ally estimated for 2022-23 by the CSO (and 6.8%
by the IMF), is very good by global yardsticks, the
average annual growth over the four yearsending
2021-22isjust 3.2%.

India’s growth needs to be benchmarked wnh
Asia, where Indiais located, as Asi

growth proj marked down. This
should bea cautionary tale for India.

Third, even as there is talk of an ongoing eco-
nomic crisis in Pakistan, its average growth during
thelast four years was higher than that of India.
Chma and Vlclnam grew about 50% faster, and

have higher growth potential. The table here shows
average growth (a) over the calendar years 2014-22,
(b) over 201418 (assumed to be the trend growth as
itexcludes the last four atypical years of crisisand
recovery), () during thelast four years (2019-22),

fast. During this period,
Bangladesh overtook India’s per capita i income.
Th ient truth is that our neigt
both on the eastand west have on average done
better than us on economic growth over the last
four years. This should serve as a wake-up calland
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First, why is India’s output loss so large? Second,
what corrections need to be made to GDP numbers
in the 2011-12 GDP series? Third, how much of this
output loss is adead loss unlikely to be recovered,
and how much can be recouped through future
growth? Fourth, has trend growth shifted down-
wards, and if so, to what? Is this 5% t0 5.5%, the
overall average of 2014-22, depending on lower
trend growth assumptions for 2014-18? The true
extent of the long-term damage would be known
only once data for the informal sector is finalized.
Finally, what might or could be done to raise trend
growth going forward?
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Wealth taxes have always been
atempting but unhelpful idea

They're hard to collect properly and distort the economy too much

ALLISON SCHRAGER

isasenior fellow at the Manhattan Institute
and author of ‘An Economist Walks Into a
Brothel: And Other Unexpected Places to
Understand Risk'.

here is a good reason we do not tax
wealth directly. Actually, there are
many good reasons. But that’s not
stopping some states from giving it a try.
Thebest thing to be said about their efforts

—

California is among the US states that are
idering a wealth tax ISTOCKPHOTO

isthat they probably won’t work. Butit's still
abadideabecause even trying to collect this
tax require resources states don’t have.
‘There are much more effective options for
targeting wealthy people for tax revenue
lhal are bencr forthe economy. Some the
i i h
property

taxes. federal 1

aren’t publicly traded, either in private
equity, in their own businesses, fine art,
gold bars or other possessions. California
expectsto hire people to make this assess-
ment. Butit’snot easy. Thearbitrary nature
of valuinga private assetiswhy many think

taxesoninheritances. The last twoare col-
lected hy Id

private equity returns are liable. And
because privately held assetsare so hard to
1 d easv inulate, it

oraretransferred to another person.

But new bills this week by Californiaand
‘Washington propose taxing their richest
resldcnls 1% to 1.5% each year. Four other

incentive to keep assets private for longer

and avoid public markets. That would

deprive other Americans the opportunity to

invest in the best public companies and
duces busi

New Yorkan

jtal gains, or tax-
mgwealdlbasedonhowmuchllgmwmlhe
Iast yearwhethero ot Id

Thisis why mos
doned wealth taxes. They are very hard to

How
valueis unclear.

Crafting good tax policy starts with a
question: How much will it distort eco-
nomic behaviour? Taxes that impose the
fewest dlslomons incur the! leasl wasteand

! atthefederal level, letaloneby
states with fewer resources to collect and
assess dala on weallh holdmgs A posslble
model i
tons have their own wealth tax, but the tax
accounts for a trivial share of tax revenue.

A \veall.h lax isabad policy based on the

that
wealth taxes create the most distortions, fol-
lowed by income and consumption taxes.
The problem wuh wealth taxes is that
they A

ibility. Collecting it will
require tremendous resources that states
don’thaveand it won't produce the revenue
they’ moounungon 1t snolable that tmany

1% nrz%wealth taxmay sound small, butit's
very large compared with current taxrates.
Since it’s levied each year, it’s better com-
pared to current taxes on realized capital
income. Ifyourassetsreturn4%inayear, a
1% wealth tax is the same as a 25% capital
income tax, and that is on top of existing
federal canital oai “These plansd:

are
losing people to mx-frlendl ier states like
Florida and Texas, and are dependent on
the few rich people who already contribute
arather large share of their tax revenue.
But what may be the worst part of these
plans is that they inflame the politics of
envy, whcre success| isnotseenas addmgto

tically reduce the return on risky invest-
ment, and rewarding risk is important for
economic growth.

Butevenif youdon't thinkit'simportant,
wealth tax is a bad idea because it will be
impossible to implement effectively.
Incomeisrelatively easy to measure: Your
employersends you money thatis well doc-
umentedand hasan objecuvevalue 0vemll
wealth,
are much harder to measure. On what day
doyouassessthe tax liability? What if asset
valuesfall between when the taxisassessed

but be
liminated. T} W face fi 1

challcng(s l’mmmmg lhal a fcw wealthy

nomics. sum woul(l be better off making
their consumption taxes larger and more
progressive. They can tax luxury goodslike
designerclothes, privatejet travel orsecond
homes heavily. We can better enforce our
existing wealth taxes by eliminating loop-
holesin capital gains and estate levies.
Fornow, the oddsare these billswon't get
much traction. The legal challenges alone
will bea hurdle. But wealth taxes will con-
" PPy . 0

andﬂn‘:taxblll lsdue’lf h Itofsucha
dth

e foderal q

taxisthat
time each yearto pay their taxbillsand just
genemlly lower the return on investments,

and are reluctant to raise taxes on anyone
who earns more than $400,000 a year.

valuesforever yuuL, no(

dbad 4

Jusl the wealthy Veryrich
to hold a lot of their wealth in assets that

more, but th d

it. Wealth taxes are bad. ©BLOOMBERG

A pogrom whose memory only literature has kept alive

SANDIPAN DEB

ants and fisherfolk who had arrived had no
means of livelih

However, B.C. Roy, then chiefminister of
‘West Bengal, wasa man of ideas. He offered
land in the Terai region of what is now Uttara-
khand, the Andaman islands and in Danda-

e know 30 January as Martyr’s
Day, the date on wh ich Mahatma
Gandhi was d. But 31

karanya in central India, where refugees
could settle and rebuild their lives. Bul the
C led by then-firebrand Jyoti

Calcutta. But the West Bengal government
was nolongerinterested. It was unwilling to
listen to their pleas.

Rebuffed in every corridor of power,
about 15,000 of them settled in the island of
Marichjhapi. In less than two years, they

essential supplies. Infants, the elderly and
thesickbegan to die. On 31 January, a mas-
sive police contingent, along with “volun-
teers”—Communist cadre—on a flotilla of
motor launches attacked the island and
l)cgan indiscriminate firing on its resi-

mana
withaschooland ahealth-

, women, children.
Asmentioned earlier, no
one knows theactual death

And this was done under a Communist
government, which, by definition, is sup-
posed tostand for economic and social jus-
tice. The people that it betrayed, slaughtered
and sent away were at the bottom of the
income ladder, mostly deprived of quality
education and from the so-called “lower
castes”. In other words, they belonged to

care centre, without seek- precisely the marginalized and unempow-

January alsomarksa terrible pogrom carried Basu vnrulcnlly opposcd the move. Thv,y ing any government aid. The massacre of count. It will never be | ered classes whose rights the Left has for

out by the Indian state. Few outside West din | Then Basu declared that M ari ch'h a i in known.Itwasnotonlybul- | longpublicly agilalod for The Marichjhapi

Bengal—or who have not read Amitav | Bengal PR S this wasillegal occupation jhap Jets that killed. Many terri- the

Ghosh’ smarvellousnovel ThzlllmgryTldz— administration once recounted to me how of government land and the Sunderban fied victimsjumped into the hlstory of Independent India. Yet, it is

/ would havep ly heard of thelittle Basu tothe Cal ksand returnto riverandeitherd d largely hasbeen fc

of Marichjhapiin th delta. Here, ince peopl by board th h they had come were claimed by crocodiles ‘Writes British-Canadian political scientist

isaformer editor of Fmancnal on 31 January 1979, the slale pollcc carried SlllplO Port Blair toreturn to theirmakeshift | from. This from a leader delta must not that are common in the | RossMallick, who researched the carnage:
Express’, and of  out toevict th fhelp- | shanties. who, ever since Partition, be allowed to waters in the Sunderbans. | “The election of the Left Front in 1977 was
‘Open’and ‘Swarajya’ less pcoplc whosought refuge there. When Many of thedescendantsofthosewhodid | had encouraged refugees . The bodies that the police | the high water mark of Communism (in
magazines they resisted, they were butchered. No one toth 1 dthe Terai lloff | to squat on land—both fade into the collected were dumped i in West Bengal) as thereafter they never
knows how many were killed that day in (oday Those who went to l)andakaranya government and private- . . theriveroril hed a social let alone a

were less fortunate. The region is mostly | owned—inCalcutta, which mists of time theforest Nocriminal cases

policeﬁringor lrying to swim away tosafety.
i

The actual number may | be overa thousand
Intheaft hofPartition, h

thousands of Bengalis from East Pakistan—

now Bangladesh—were forced to flee to West

Bengal. The state was swamped by the influx.

The well-educated ones— among them, my

and unsustainable.
Then, in 1977, the C ists came to

led to a y ion of

slums whose inhabitants
I ) i banl

power in West Bengal. Basu became chief
minister. The wretched of Dandakaranya
suddenly saw hope Aﬁerall itwasthe Left-
live-

On24-January 1979, the West Bengal gov-
ernment clamped Section 144 on Mar-
1cthapl, pmhlhmng any gathering of four

or p theisland. Fhe bland was

were filed against any

policeman or politician

involved. The survivors were rounded up,

bmughl to Calcutta, and then paLked ml.o
who

outside,and sent back to D

lone, and gradually descended into
- 1 iooring elections. an

dispensed state patronage to remain in
power fordecades.” The Left’s successor,

Trinamool Congress, now in power for
nearly 12 years, has not been any better.
After Marichjh loftyide-

The story of Jews in Nazi Germany was

father bl j dstartanew
life in Calcutta or other cities. But the peas-

thestate. Many tt Isofrefu-

geessold their landholdings and arrived in

ple off from food, medicines and olher

ted after a gap of four decades. The

only bit missing was the gas chambers.

ology were dropped. The people of West
Bengal would henceforth be governed by
the jackboot.



