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Rising Govt Debt, High Oil Prices
Just can’t Shackle India’s Bull Run
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As the world struggles with growth
deficit due to higher leverage and
unattractivedemographic profileof
the developed waorld, emerging
economies are reporting  much
stronger structural as well as cyeli-
cal rebound in growth.

China and India being the fastest-
arowing economies in the world {in
that order) acecunted for 11% of the
nominal world GDP in 2010; as per
the International Monetary Fund
(IMF), this figure isexpected to riss
o 34" by 2000,

India posted a GDP growth of 8%+
CAGR between the vears 2003 and
2010 and is poised for a much stron-
ger structural progress as it boasts
of an under-leveraged consumer
and a productive demographic pro-
file that adds over 1 crore people to
the earning population every year.
The one-billion plus population of
India, withanaverageageof 25rela-
tive to China's 30, is at present mas-
sively under-penetrated for the de-
mand it generates. The per-capita
spend on homme, personal-care prod-
ucts, energy and variety of consum-
ables in India is steeply lower than
that of the developed world. Fur-
ther: the economy continues to
largely run on cash: wherethe useof
credit cards as an indication of
houssholds' leverage for consump-
tion is minuscule, Household debt

as proportion of the GDP stood at
10%, for mdiarelative to around 90 %
for the United States in 2010, This
makesacase fora massive potential
demand in the second-fastest grow-
Mg eConomy.

Thesupply sideof thegrowthstory
locks favourably placed from the
perspective of inputsof production.
Domestic savings rate of 54% of the
GDP can address the requirsment
for capital inputfor production. The
abundance of capital and labour is
finally backed by quality institu-
tional framework —physicalandin-
tellectual property rights, along
with an effective judiciary — would
enable higherinput productiviiy

There are obvious challenges that
India needs to overcomes to ensure
thatabundant labour and sufficient
capital are put to use optimally
Some of them are infrastructure
deficit, poor education and health-
care facilities and rigid labour laws.

The more recent global headwinds
caused by soversign debt and global
commodities  inflation. however,
have created suspicion about In-
dia’s growth advantage. Two issues
about India havereally bothered do-
mestic and international investors
—govermment debtandexposureto
global oil shocks., Twould like to ex-
press the view that on both counts
India fares much better than the
widely held negative view.

Before we look desper into govern-
ment debt, we al=o need to evaluate
India from a total financial debt
standpoint. By total financial debt. 1
mean an amalgamation of alldebts—
govermnent debt, corporate bonds
and bank loans, The total financial
debt of the US and Europe as a per-
centge of the GDP is about 330-240%.
Even China has a total debt/GDP of
180% . ndiaon the other hand has on-
Iy 116%: . The keypoint isthat the Indi-
an economy is significantly (almost
by a factor of 2 to 1 under-leveraged
when compared with the western
economies. Thus, the debt deleverag-
ing concerns plaguing the west are
not applicable to India.

Even on government debt, India’s
publie debt/ GDP was 44% at the end
of 2010, as against 220% for Japan,
750 for the U8 and 72% for Europe.
More importantly, India isgrowingat
17% nominal rate while the western
world is struggling to grow at 24%
nominal rate. Essentially, our gov-
ernment can grow its spending 17%
year on year and still have a constant
debt/GDE. The problem with the
western world is that their nominal
GDPisgrowing too slowly (3-4% ) for
thermn toafford the 768% fiscal deficits,

Another factor that should soothe
concern reganding  government
debt in India is our low tax/GDE
ThelShasatax/GDPol 27%, while
most Eurcpean countries have tax/”
GDP of 35-45%. India, on the other
hand, has a tax/GDP of about 17%
Thus, as our country develops fur-
ther and the tax collection regime
becomes more robust, our govern-
ment should be ableto increase rev-
enes as a percentageof the GDP

Bottom-line:the fiscal concerns fac-
ing the west versus the fiscal issues
inIndia are fundamentally different.

Now; om the impactof highoil prices
on India, three points need (o be
made, Firstly, India’s oil conswmption
asapercentageof GDPis6.5% and we
import 72% of our oil. Therefore, ev-

ery 0% increase in oil pricesreduces
our GDP growth by 047 bps. Thus, if
an cil shock oecursdue to QES and oil
prioes shoot up by 25-30%, the resul-
tant impact will be a 14% drop in
GDEThis is hardlycatastrophic inan
ECONomy growingat 7.7 %,

Secondly, India has shown signifi-
cant elasticity of petiol consump-
tion wversus petrol prices. 8o, im-
pacts of sustained high periods of
oil prices should be somewhat self-
correcting.

Finally, we have seen significant
ail efficiency gains in the western
worlid, especially in the US, overthe
last25years. Whilethe US'snominal
GDP has increased five times sinee
1980, the barrels of oilconswmed are
largely constant. Over the longrun,
it'snotunreasonable to expect some
of the same efficiency gains in In-
dia. In fact, sinee 2007, India's oil
consumption has inereased only
17% while our nominal GDFP has
growt by 40% . Our oil consumption
a5 a percentage of GDP was 8% in
2007, and fell to 6.4 % in 2010,

In anutshell, everycorrection inthe
manriets is anopportunity tosystem-
atically participateand build wealth,
as whether you participate or not,
this bull called India will be definite-
Iy un-caged with no lookingback,



