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assets of banks, sluggish consumer demand, poor export
performance or declining manufacturing output; all have a
role in this deceleration of growth rate. This is an indication of
tough times ahead, the country’s central bank has cautioned in
its latest Annual Report.

India quarterly GDP growth (%)
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The RBI feels that the slowdown in April-June GDP growth
rate was not an one-off incident but a prelude to further
deceleration. The central bank has reduced India’s GDP
growth prospect for 2019-20 from 6.9% earlier to 6.1% in its
October Monetary Policy.
There are several reasons for projecting a lower growth
prospect, from falling global GDP growth to trade tensions
between China and the US, but back home the prime villain has
been the falling consumption expenditure. This is reflected in
sharp fall in the share of private final consumption expenditure
in GDP. The share has gone down by one percentage point
between the first quarter of 2018-19 and the first quarter of
2019-20. The decline has been very sharp in the last two
quarters – down by a huge 3.8 percentage point from 58.9%
in the third quarter of 2018-19 to 55.1% in the first quarter of
the current year.
This is reflected in the falling consumer confidence index.
According to the RBI’s monetary policy of last October,
the consumer confidence dropped to a six years low. The
Current Situation Index (CCI) reached 89.4 in the September
2019 round of the survey. In March 2019, the consumer
confidence reached 104.6 and crossed the 100 mark for the
first time after the December 2016 round. However, this
jump was transitory. In the subsequent rounds, the consumer
confidence index was on a free fall.
The IMF has reduced India’s GDP growth projection to 6.1%
last October from 7% it had forecast in July. While trade
tensions between the US and China have hurt the Indian
economy, India’s “governance of public sector banks and the
efficiency of their credit allocation needs strengthening,” the
IMF has suggested.
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In a major relief to entrepreneurs
and start-ups, the FM said that
the ‘angel tax’ provision will be
withdrawn for start-ups and their
investors. Angel tax has been a
major issue among entrepreneurs
and in the start-up ecosystem.
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This is coming at a time when India jumped 14 ranks in the
World Bank’s ease of doing business index to 63rd place in
2019 from 77th last year. The rise in ease of doing business
index is expected to improve the confidence of both domestic
and foreign investors. India needs huge foreign capital to
revive its investment climate, so essential to meet its $ 5
trillion economy target.
What is significant is that despite decelerating GDP
growth, foreign investors have kept faith in the economy.
This is reflected in the sharp rise in FDI inflows during
April-June 2019 quarter, when India witnessed one of its
worst GDP growths. FDI equity inflows rose 28% in the
quarter from $ 12.75 billion in the first quarter of 2018-19
to 16.33 billion now.
Back home, the Finance Minister Nirmala Sitharaman has
taken a number of measures to revive the economy. She
announced upfront capital infusion of `70,000 crore into
public sector banks, a move aimed at boosting lending and
improving liquidity situation.
To help the auto sector, the FM has announced that BS IV
vehicles bought before March 31, 2020 will remain operational
for their full period of registration. Further, she has also
deferred the decision to hike the one time registration fee on
vehicles till June 2020.
In a major relief to entrepreneurs and start-ups, the FM said
that the ‘angel tax’ provision will be withdrawn for start-ups
and their investors. Angel tax has been a major issue among
entrepreneurs and in the start-up ecosystem.
Addressing the woes of the micro, small and medium
enterprises, FM has announced that they will get all their
pending GST refunds within 30 days. Further, all GST refunds
of MSMEs will be paid within 60 days from the date of
application.
Niti Aayog Vice-Chairman Rajiv Kumar has expressed hope
that the GDP will grow by 7-7.5% in the second half of 201920. If not by such a big number, the global development
bodies, too, expect the economy to improve. In fact, the IMF
has projected India to grow 7% in 2020.

T

he ongoing US-China trade war had its origin in 2012. It
began then as a “cold war”, well before Donald Trump
became the US President. The US began to experience growing
imbalances from 2012 in its trade with the rest of the world,
especially China. It was alleged that China was deliberately
keeping its currency, the Yuan, low to encourage its exports
by making them cheaper. The total US trade deficit in 2018
was $ 621 billion. The deficit with China was $323 billion. In
2018, the US imported a total of $ 3.1 trillion worth goods and
services from the rest of the world and exported $ 2.5 trillion.

tariffs and twitter posts from President Trump from time to
time have only added to the uncertainties.
Shrinking international trade volume means shrinking of world
prosperity. States have grown because of producing more than
domestically needed and exchanging the surplus goods for
goods they cannot produce. In the process, they create jobs
and increase incomes for their citizens’ consumption.
OECD forecast

The deficit in 2018 was higher than what it was in 2017 and
stood at $ 552 billion. The reason was the US dollar was
stronger in 2018 than it was in 2017, making other currencies
weaker, allowing their exports to increase and widening the
US’s trade deficit.

Trade conflict, weak business investment and persistent
uncertainties are weighing on the world economy and raising
the risk of long-term stagnation. The 2019 world GDP growth
is expected to be 2.9% this year - its lowest annual rate since
the financial crisis - and remain at 2.9% and 3.0% in 2020 and
2021.

The US imports from China comprise computers and
accessories, cell phones, apparel and footwear, most of which
are from American manufacturing companies’ which send
raw materials to China for low-cost assembly. Once shipped
back to the US, they are considered imports. China imports
commercial aircrafts, soybeans, and autos from the US.

Stressing the need for establishing fair international rules on
taxation and trade, the OECD claims it would be a mistake
to consider that things can be addressed only with monetary
or fiscal policies. Structural factors need coordination for
trade and global taxation. In their absence, “uncertainty will
continue to loom large and damage growth prospects”.

In light of the growing trade deficit, President Trump began
to implement his campaign promise of bringing “back jobs
from China”. He wanted American companies to make their
products at home for their consumers. In 2018, he imposed
tariffs on Chinese steel exports and other goods. China quickly
retaliated and cancelled its soybean import. The tit for tat

The forecast makes it clear th at the slowdown involves
advanced and emerging market economies. Growth in the US
will slow down to 2% in 2020 and 2021. In the Euro area and
Japan, growth is expected to be around 1% and deceleration
in China’s expansion would be 5.5% in 2021, compared with
6.6% last year.
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Rivalry between two economic powers
China’s ambitions were loud and clear. It became the world’s
second largest economy in late 2010. Its goal to reach the
first place is clear, not only in trade, but also in services by
gaining supremacy in new spheres like emerging technologies,
artificial intelligence and 5G technologies. Rivalries
also cover cyber space, intellectual property and national
security. China was keen to enter the Regional Comprehensive
Economic Partnership covering 10 ASEAN nations and
other states including Japan, Korea, Australia and New
Zealand. Certainly, China is the largest market in RCEP
and its dominance is assured. The eventual trade surplus is
assured and so too a new currency block. The Renminbi
block would no longer remain a dream.
Countries such as Vietnam, Japan, South Korea and Taiwan
have gained due to trade diversion following the trade
conflict between the two super economic powers. They
have gained from pushing exports to the US after tariffs
were imposed on imports from China by the US. There is
also a sign of investment diversion to Asia, aside from the
shift of supply chain factories being relocated in smaller
and labour-cheap countries such as Vietnam, Laos and
Cambodia. Malaysia is also a gainer as its electric and
electronic sector and machinery and equipment sectors are

now the new beneficiaries - due to the more than a year-old
trade conflict.
Growing distrust
There is growing distrust of the US. Some countries in the
ASEAN region are seen to be favouring Chinese companies
for SG rollouts.
President Trump knows he has overplayed his hand. He knows
he is losing the support of the US farmers growing soybean
and oilseeds for the Chinese market. He also seems to have lost
the favour of domestic consumers, who have enjoyed cheap
imports of consumer and semi-durable goods. His re-election
prospects are getting dimmer. Chinas also keen to regain the
US market. Both the countries want to strike a “phase one”
deal soon. However, the trade talks continue to yo-yo.
This situation reminds one of the well-known
Chinese proverb: When two elephants make love or fight,
the ants get crushed.

— The author is a Visiting Adjunct
Professor, Amrita Business School,
Bengaluru Campus.
[The views expressed by the author in this article is his own.]

India needs to learn
a lesson from Brexit
Dr. Rajiv Khosla

T

he verdict given by the people of the United Kingdom
in 2016 in favour of quitting the European Union (EU)
is popularly known as ‘Brexit’. People who voted for Brexit
argued that it was because of the adoption of erratic neo-liberal
policies that had led to livelihood crises.
The EU that came into being in 2002, primarily aimed at
ensuring free movement of goods, services, people and
capital. It led to large scale migration of workers from poorer
countries like Hungary and Poland towards rich countries like
the Netherlands, Britain, France, Italy, and Germany. This
migration eventually culminated into the decline of wages
as well as slowdown of growth of rich economies. Estimates
reveal that the growth of GDP that averaged 3%, 2.25%, 1.9%,
1.79% and 1.36% from 1991 to 1999 in Netherlands, Britain,
France, Germany and Italy decreased to 1.71%, 1.94%, 1.42%,
0.84% and 0.54% respectively, in ten years of the creation
of the EU. Further, taking undue advantage of the EU, nonperforming economies like Greece, continued to perform
poorly and turned out to be the parasites eating on the
prospects of success of other countries.
Nigel Farage, a leader of the UK Independence Party, recently
claimed that it costs £55m a day or £20bn a year to Britain if
it continues with the EU. So far, it was the legal complexities
that made it almost unmanageable for the member countries
to contemplate withdrawing from the EU. But, after Brexit,
voices to reconsider the decision to continue with the EU are
being heard from countries like the Netherlands, France and
Italy. An experiment like the EU, having inherent flaws in
the form of artificial protection to member countries, killing
the competition and ruining the motivation to excel between
member countries, was expected to backfire.
An investigation of the history of integration between European
countries since World War II reveal that it had become more
of a compulsion of European countries to mingle instead of
free or preferential trade agreements. Candid causes for this
preferential treatment consisted of keeping the economic
depression at bay, to contain Germany’s re-emergence after
World War II and to counter a perceived communist threat
from the eastern bloc countries, for which even United
States offered financial aid. This intermingling of European
countries surpassing all barriers went to an extent that the
member countries of EU didn’t even mind compromising
their sovereignty by delegating the decision making powers
to shared institutions like the European Central Bank, the
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European Commission and the European Parliament whose
decisions could supersede even the national laws. The decision
is now proving to be a flawed political verdict to maintain
artificial harmony. It would have been better if the member
states instead of going into such an extreme had restricted
themselves to free trade agreements between the economically
similar countries wherein trade related decisions could have
been taken with the mutual consent of the member countries
like in case of NAFTA and SAFTA.
The rich and poor divide among member countries in
EU, even the economic fundamentals of the treaty were
erroneously planned. Restrictions on the free flow of
capital between EU member countries and other countries
of the world, no authority to either independently print
own currency or fix interest rates freely, no option to
devalue currency in order to export more, no permission to
exercise independent monetary policy and limited ability
to spend for public works (less than 60% of the GDP) have
virtually pushed the member countries towards economic
slavery. Even though Briatain's exit from European
Union (under Article 50) was initially finalised for March 29,
2019, yet, on one pretext or the other in House of Commons,
it has been postponed and now scheduled to take place
on January 31, 2020.
Indian policy-framers need to learn a lesson from the
Brexit phenomenon. Instead of anxiously looking toward
global economies for FDI (which in this protectionist era is
difficult to come) or giving sops to the corporates to revive the
Indian economy, the government must make efforts to build a
consumption driven economy, wherein consumption propels
investment. India could manage to escape almost unscathed
the global recession of 2008 because of rock solid consumer
demand within the economy and due to a sound financial
structure. Incidentally, both these parameters are looking
unstable at this juncture. Reviving the economy through
fragile foreign investment or by servicing the corporate sector
alone cannot offer a viable solution to the existing problems
which are existing at the bottom of the pyramid.
— The author is Associate Professor in DAV Institute of
Management, Chandigarh
[The views expressed here are personal and don’t reflect those of the government]
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