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After the no-show

Refusal to engage cannot be long-term policy. India must frame a
response to China’s Belt and Road initiative

It’s a pity that India’s common interest with China on connecting the shared neighbourhood has not translated
into Delhi’s support for Beijing’s ambitious Belt and Road Initiative. Delhi’s decision to turn its back on this
week’s Belt and Road Forum in Beijing underlines the enduring tragedy of Sino-Indian relations. Deep distrust
spawned over the decades by unresolved territorial disputes, intensifying competition for regional influence
and fears of mutual encirclement through alliances with third parties have been reinforced by recent difficulties
over trade and growing divergence on multilateral issues like nuclear order, terrorism, Asian security
architecture and governance of the global commons. That list has just got a little longer with the addition of the
BRIL.It has been no secret that India was deeply wary of President Xi Jinping’s Belt and Road Initiative — the
collective name for Beijing’s expansive plans to connect the Eurasian landmass and the Indian-Pacific littoral
through trans-border road and rail networks, oil and gas pipelines, industrial corridors and inter-linked
production chains backed by Chinese capital. Yet, Beijing was hoping that official India would participate at
some level in the Belt and Road Forum. The quiet bilateral effort to facilitate India’s presence at the Forum was
apparently unsuccessful. Hours before Xi opened the Forum, India announced its decision not to join and
explained its decision by laying out three sets of concerns.One was about the China-Pakistan Economic
Corridor transgressing India’s sovereignty in Pakistan occupied Kashmir. Second, while India’s concern on PoK
was well-known, Delhi surprised everyone by putting out a short but succinct critique of China’s BRI by
pointing to the lack of transparency, underlining the questionable economics, and highlighting the negative
impact on communities and nations hosting BRI projects. Third, Delhi expressed its displeasure at the air of
haughty unilateralism surrounding Xi’s initiative.The Belt and Road Forum has adjourned on Monday, but the
issues dividing India and China on the question of connectivity and regional integration will stay. India’s long-
term response to the BRI must be three-fold. One, Delhi must impart greater energy and urgency to its own
internal and regional integration projects. For the gap between India’s rhetoric on connectivity and
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performance on the ground has been too wide. Two, Delhi must match its criticism of Chinese political and
financial terms for connectivity projects with the demonstration of a different Indian model that is less
hegemonic and more in sync with global norms. Three, Delhi must continue to press Beijing for a sustained
dialogue on connectivity that will not only minimise the current contentions but also address the deeper
questions on territorial sovereignty and regional rivalry that have been greatly reinforced by China’s Belt and
Road Initiative.
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A bumper farm crisis

Date: 17-05-17

A free market in agriculture can be the best antidote to crisis facing our
SJarmers

Farmers in some States are regretting their abundant yields this year as the prices of agricultural commodities
have crashed. Chilli farmers in Andhra Pradesh and Telangana, tomato growers in Karnataka, and toor
dal cultivators in Maharashtra are at the centre of a severe crisis that has witnessed prices fall by more than
half in a matter of just weeks. Some speculate that high commodity prices last year caused farmers to respond
by boosting production, which in turn led to the present price crash.Whether it is the wholesale mandis where
farmers sell their agricultural produce, or retail outlets where consumers buy them, price fluctuations are
common. But whether such fluctuations can be explained as being due to mindless crop cultivation, as some
speculate, is not as certain. For one, in the consumer market, commodity speculators usually dampen price
fluctuations by managing supply according to consumer demand. For instance, when the supply of grains is
abundant, speculators do not flood the market with all their stock but instead hoard the grains and sell them
later when supply turns scarce. Thus, even if farmers engage in mindless grain production, speculators usually
save the day for consumers by preventing steep rises and falls in grain prices.

Price fluctuations

Second, in the wholesale market, speculators can save farmers from similar price fluctuations by paying a
competitive price for their produce even when there is abundant supply. Grain traders, to return to our
previous example, who want to hoard supply expecting higher grain prices in the future would be willing to pay
a better price to farmers today. This comes not out of compassion for farmers, but purely out of competition
with other grain traders. When farmers are free to sell their produce to any trader they want, it is traders
paying the best price who get hold of it. Farmers can also expect a more predictable price for their produce each
season, reflecting stable consumer prices, thus preventing mindless cultivation.Such competition though is
precisely what is missing from the Indian agricultural scene where the supply chain is broken. Red tape,
including limits on stocking agricultural products, has prevented the growth of a robust market for commodity
speculation. The result is lack of investment in infrastructure like that of cold storage; about 40% of
agricultural produce in India is wasted because of it. This, in turn, has led to price fluctuations that have
affected both the farmer and the consumer. Wholesale agricultural prices are determined by trader cartels that
block competitive bidding. This significantly reduces the price farmers can get for their products, while
boosting the profits of some privileged traders. By some estimates, farmers receive only 20-25% of what the
final consumer pays for his product. Thus, a free market in agriculture can be the best antidote to the crisis
facing Indian farmers.
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New base, new basket

The revised IIP shows India may have been overstating the industrial
slowdown in its economy

The Index of Industrial Production (IIP), a critical economic indicator, has of late become a source of concern
— sometimes unmerited — over the credibility of India’s statistics. The bellwether high-frequency indicator is a
key input into making and assessing policies, particularly those pertaining to the manufacturing sector,
inflation, interest rates and the flow of credit in the economy. But, in the past few years, the month-on-month
ITP has shown excessively low, and even negative growth, which subsequently turned out to be out of sync with
the actual manufacturing output growth measured through the Annual Survey of Industries (ASI). The survey
for a financial year comes with a lag of about 24 months.

The theoretical aim of the IIP is to capture the direction and the trend of industrial production in the country,
not the absolute value of industrial production. Its chief utility is as an early indicator of turning points in the
economy. The IIP has been failing in serving this purpose. The reason being that it was measuring industrial
output using baskets of production items and producing entities that had remained unchanged since 2004-05.
The standard procedure followed was that a list of items was constructed in the base year and for each item the
producing entities were identified. This structure was frozen. The index was constructed with the output figures
received month over month from the baskets of items and entities fixed in the base year. If an entity shut down,
its output fell to zero. But since the basket was frozen no new entity could be taken in place of the zero-output
one. Over time, an item, say calculators, may fall out of use and more smartphones may be consumed. The IIP
was not equipped to capture such changes in the economy.

A more dynamic index

Naturally, the ITP growth acquired a certain directional bias, which impaired its usefulness. To overcome the
weaknesses, the IIP is being made more dynamic. First, the Central Statistics Office has updated its base year
to 2011-12. The revision, the ninth such exercise since the original base year choice of 1937, is aimed at
capturing the changes that have taken place in the industrial sector since 2004-05. New products have been
included in the items basket, and those that have lost their relevance deleted. Renewable energy, for example,
has been included in the electricity index. The expanded coverage — 809 items against 620 earlier, and a larger
number of factories — is expected to make the ITP more representative.Second, instead of the periodic baskets
revisions, a permanent standing arrangement is being put in place to make sure that the IIP remains
representative.

An ongoing process is to be instituted for monitoring and mapping into the index the changes taking place in
the economy under which a technical committee will continuously review the item basket, the reporting entities
and the method of coverage.The improvements in the statistical apparatus have been carried out on the
recommendations of a committee that the United Progressive Alliance (UPA) government had constituted in
2012 under the chairmanship of late Saumitra Chaudhuri, a member of the Economic Advisory Council of
Prime Minister Manmohan Singh. Several measuring difficulties remain, though. The process of physically
collecting data from entities to establish the collection system, where no statutorily-mandated system of
regularly reporting production is in place, is still an institutional challenge.

Righting the numbers

The updated IIP offers new insights, the most important being that India may have been overstating the
industrial slowdown in its economy. Whereas the average industrial output growth of the last five years (2011-
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12 to 2016-17) in the old IIP is 1.38%, in the updated series it is 3.8%. On the manufacturing front, the news
gets even better. The average five-year growth has improved to 4.04% against 0.94% in the old IIP. Although
the average growth in two of the five years in which UPA-2 was in office outpaced that in the three years of the
incumbent National Democratic Alliance (NDA) government’s tenure. The performance — 4.2% versus 3.9% —
challenges the narrative of the ‘policy paralysis’ characterising the dying years of Dr. Singh’s stint. It also tests
the efficacy so far of Prime Minister Narendra Modi’s ‘Make in India’ initiative.

The bad news is that the output growth of the infrastructure and construction sector has slowed down from
5.7% in 2013-14 to 3.8% in 2016-17 despite the NDA government’s sustained push to the infrastructure sector,
including through substantial increases in targeted public spending, in the last three years. The updated IIP
also shows a modest recovery in the capital goods sector, a barometer of the investment sentiment. From -3.6%
in 2013-14, output growth in the sector improved to 1.9% in 2016-17.

The main driver of growth in the economy remains consumption. Consumer durables grew 6.2% and non-
durables 9% in 2016-17. The Seventh Pay Commission award to Central government employees and pensioners
last year seems to have spurred consumption. The monthly figures have not been released, but the spurt could
also have been triggered by hectic use of demonetised cash for acquiring consumer durables and non-
durables.Demonetisation’s debilitating impact on manufacturing is visible in the updated monthly IIP for
2016-17. The average output growth for the seven months from April to October was 6.8%, and for the five
months from November to March 2.28%. The IIP’s coverage by design is limited to the organised sector. The
disruption in the unorganised sector is expected to get measured in the ASI.The base years of all the major
macroeconomic indicators, the Gross Domestic Product (GDP) and the Wholesale Price Index, are now aligned
— 2011-12. The revised IIP will be plugged into the GDP series. The revised GDP estimates are scheduled to be
released on May 31.

Puja Mehra is a Delhi-based journalist
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