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PSU bank privatization is not a panacea for the ills of the banking sector

The PNB fraud has rekindled the debate on bank privatization, often considered a solution for the
poor management in public sector banks (). While government ownership of businesses is a bad
idea and leads to poor economic outcomes, we should not pin all hopes on privatization as a
solution. It is not a panacea for the ills of the banking sector unless accompanied by reforms in
banking regulation. 

The Reserve Bank of India (RBI) has often cited government ownership as an explanation for
management failures in PSU banks. The RBI committee to look into the governance of PSU banks
in 2014 stated: “If the Government stake in these banks were to reduce to less than 50 per cent,
together with certain other executive measures taken, all these external constraints would
disappear.” There are incentive conflicts when government owns banks, and this affects the
efficiency of capital allocation. However, this does not explain why the RBI cannot hold the PSU
banks accountable for issues such as capital adequacy, fraud control or appropriate reporting of
financial statements. 

RBI’s powers over PSU banks

It is true that the RBI does not have all the powers over PSU banks that it has over private sector
banks, such as the power to revoke a banking licence, merge a bank, shut down a bank, or
penalize the board of directors. However, Section 51 of the Banking Regulation Act, 1949 enables
the RBI to exercise some powers over PSU banks, which apply notwithstanding any special
provision governing PSU banks in other laws.

The RBI can control the lending policy of PSU banks, including determining maximum exposure,
and the purpose of lending (Section 21). The RBI approves the auditor for PSU banks and has the
power to issue special audits on PSU banks (section 30). RBI can lay down the returns that a PSU
bank has to file (Section 31). RBI can inspect PSU banks just like private sector banks (Section
35), and give directions, including directions on management (Section 35A). It can appoint RBI
officers to attend board meetings of PSU banks and speak in them, collect all communications of a
PSU bank’s board, and require PSU banks to make changes in management (except board)
(Section 36). RBI can ask PSU banks to maintain records as per rules made by RBI (Section 45Y),
impose penalties on PSU banks through the courts (section 46) or directly under RBI systems
(Section 47A). RBI cannot impose penalties on PSU bank directors appointed by it or the
government. But this protection does not extend to other employees of the banks. 

The lack of some powers of RBI over PSU banks is balanced, to some extent, by the right of RBI
to appoint a director on the board of a PSU bank (bank nationalization laws and the law governing
State Bank of India). Unlike private sector banks, this director must have expertise and experience
in regulation and supervision of banks, a skill available only with RBI. This allows the RBI to keep
a PSU bank under constant supervision.

Regulation of private sector banks by RBI

Had government ownership been a constraint for effective banking regulation, we should have
seen better oversight of private sector banks. That has not always been the case. For instance, in
recent times, we have come to know about the divergence between the non-performing assets
(NPAs) stated by major private sector banks in their regulatory disclosures and the amounts that
the RBI uncovered during its inspections. RBI found that Yes Bank’s NPAs were 558% more than
reported. Similar divergences have been found in Axis Bank and ICICI Bank. Although the bulk of
the NPAs are in PSU banks, the private sector banks are not fine either. 



cr
ac

kIA
S.co

m
crackIAS.com

We know from media reports that RBI fined Yes Bank and Axis Bank for these divergences.
However, the information on penalties is not publicly available on RBI’s website. We do not know
whether due process was followed before imposing sanctions on these banks, whether the fines
were backed by a show cause notice, and a reasoned order. We also do not know whether any
other bank reporting NPA divergences has been fined. The lack of transparency in the manner in
which banking regulation is enforced applies to all banks irrespective of the ownership structure. 

Private and public sector banks are driven by different incentives which may help explain the
difference in the violations seen in these two categories of banks. In the private sector, the
shareholders’ effective control over banks may explain the absence of large-scale frauds such as
the PNB episode. However, the interests of shareholders may not be aligned with those of the
regulator. 

In banking, shareholders bring only Rs12 of every Rs100 of the capital required to do business.
The rest is brought in by depositors. Shareholders are interested in trying to get their return as
quickly as possible and hide the bad news. When banks fail, shareholders have already recouped
their investments and depositors are left high and dry. Prudential regulations, such as NPA norms,
are designed to prevent this. 

NPA regulations require banks to keep money stowed away to repay depositors. This is done by
reducing the income of the bank by the amount of NPAs. Lower NPAs mean there is more profit to
be distributed as dividends to shareholders. So, the shareholders and the management of private
sector banks have interest in showing lower NPAs. It is the job of the banking regulator to prevent
this from happening. When a bank understates its NPAs, it is a failure of banking regulation. 

For a long time, banks had access to restructuring schemes (such as corporate debt restructuring,
strategic debt restructuring and schemes for sustainable structuring of stressed assets,) initiated
by RBI. Both private and public sector banks used these schemes to delay the recognition of bad
loans. While in a welcome move, the RBI has now withdrawn these schemes, the fact remains that
they played a big role in worsening the current NPA crisis.

Income and loss recognition continues to involve discretion from the regulator. PNB has asked
RBI to spread out loss provisioning from the recent fraud over four quarters. This is in spite of RBI
regulations requiring fraud to be recognized and provisioned for immediately. PNB has good
reasons to expect a special dispensation from RBI, which will allow it to violate RBI’s regulations.
Such exceptions are frequently made. For example, in May 2015, the RBI allowed lenders to keep
loans to Haldia Petrochemicals as standard assets, even though they had been restructured twice
and should have been designated as NPAs. 

Regulation of private sector banks: Misselling

Failure in regulation is not limited to prudential regulation. On several occasions, RBI has not been
able to protect the interests of consumers and the problem may be systemic. Monika Halan
(consulting editor, Mint) and Renuka Sane show in an academic paper, Misled And Mis-
sold:Financial Misbehaviour In Retail Banks?that there is widespread misselling in both private
and public sector banks. Banks rarely disclose the features of their products and frequently
provide incomplete or inaccurate information. The situation became so bad in Rajasthan in a
misselling episode involving ICICI Bank that the police had to step in.

While the underlying financial products in such misselling may be regulated by the Securities and
Exchange Board of India or Insurance Regulatory and Development Authority of India, the act of
misselling takes place in banks, which are regulated by RBI. All financial regulations are for (1)
consumer protection (2) micro-prudential oversight (3) resolution and (4) systemic risk reduction.
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When bank officers cheat consumers, this violates consumer protection and falls within the
purview of banking regulation. The fact that misselling is rampant in private sector banks goes to
show that there are problems in these banks too. 

Banks can earn more fees and make higher profits by selling financial products with high
commissions, as opposed to the appropriate financial products, to consumers. If the management
of a private sector bank is incentivized to increase income, they will try to sell insurance products
(which may carry commissions equalling the entire premium for one year) rather than fixed
deposits (the Rajasthan episode). 

The objective of banking regulation is to make the management of banks, both private and public,
take decisions which they would not normally take to protect depositors and consumers. Since the
incentive structures of the management of private and public sector banks are different, they will
take different types of decisions. But in both cases, the decisions may adversely affect the
consumers and the depositors. 

Privatization of banks, with the same level of regulatory capacity and the same quality of
regulatory oversight, may only trade one type of banking management failure (frauds, poor system
controls) with other types of failures (underreporting of NPAs, misselling of financial
products). There is no evidence that the RBI is better at regulating private sector banks and no
reason to believe that bank privatization will cure the ills of banking regulation. 

Doing the right thing for the wrong reasons is dangerous. Privatization may solve other problems
in the economy, free up fiscal resources and may even reduce corruption, but it is not a solution
for regulatory weaknesses. If bank privatization is the only reform that is undertaken in response to
the current crisis in the banking system without fixing fundamental problems in banking regulation,
the crisis will keep recurring. This will then delegitimise the privatization move. The consequent
backlash may undo many good reforms which have reduced the role of state in commerce and
redirected it towards public goods like regulation.

Rajeswari Sengupta and Shubho Roy are, respectively, assistant professor of economics at the
Indira Gandhi Institute of Development Research, and legal consultant at the National Institute of
Public Finance and Policy.

The authors would like to thank Renuka Sane of the National Institute of Public Finance and Policy
for valuable inputs. 
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Will Sebi’s latest plan to curb algo-trading backfire?

The Securities and Exchange Board of India (Sebi) is considering a proposal to impose a
congestion charge to curb algorithmic traders who send large numbers of order messages to stock
exchanges. If it isn’t implemented carefully, the market regulator will be playing with fire. A wrongly
calibrated message fee can impact liquidity and increase bid-ask spreads, and will hurt the very
investors Sebi is trying to protect.

But first, the congestion fee proposal, or any regulation for that matter, begs the question: What
market failure is the regulator trying to address? According to a person familiar with the regulator’s
thinking, the congestion charge is similar to a traffic tax that seeks to reduce congestion on roads.

Some algorithmic traders send a large amount of orders to exchanges, which are later either
cancelled or modified, and don’t end up in actual trades. The case for a congestion fee, according
to this person, is to disincentivize traders who clog exchange systems with a disproportionately
high amount of orders. After all, high-message traffic necessitates higher investments by
exchanges for enhancing trading infrastructure and surveillance capacity, and imposes costs on
other market participants and the regulator as well. As such, it makes sense for such costs to be
borne proportionally by those who are imposing these burdens on the marketplace. A message
fee fits well in this scheme of things.

The Australian Securities and Investments Commission (Asic) has charged market participants a
message fee for years now, although the clearly stated intent there has been to recover its market
surveillance costs. A drop in order-to-trade ratios has been one of the fallouts of Asic’s move,
although this was more of a by-product. Its cost recovery fee is calibrated at levels that help it
meet its budget for market surveillance.

To start with, Sebi would do well to articulate the regulatory intent behind the congestion fee
clearly. It needs to state where order-to-trade ratios are at currently, how it compares with other
markets, and why it sees them as detrimental to the market.

And importantly, it needs to provide a cost-benefit analysis of the proposed congestion fee.
Market-making firms that use algo-trading tools are quick to point out that such fees will invariably
impact firms that provide liquidity to the markets. Market makers aim to provide two-way liquidity,
while at the same time maintaining low inventory levels. If the market moves against them, they
are among the quickest to cancel existing orders in the system.

If the regulator sets a message fee at a level that is seen as unviable by some traders, many of
them would think twice about posting passive orders which can potentially be cancelled at a later
stage. The firms that continue with market-making activities will demand higher spreads, which will
hurt all investors. If things turn out this way, Sebi’s move will be counterproductive.

Clearly, the message fee needs to calibrated in a way that it doesn’t impede market makers who
provide much-needed liquidity to the markets. Currently, Indian exchanges penalize traders whose
order-to-trade ratios are higher than certain prescribed limits such as 50:1. But while calculating
the ratio, exchanges exclude orders that are placed within a +/- 1% range from the last traded
price. The aim behind this is to support market makers and penalize only those traders who
unnecessarily clog exchange systems with orders that are unlikely to get executed.

Should Sebi consider a similar system with the message fee? Venkatesh Panchapagesan,
associate professor, finance and accounting, at IIM Bangalore says that a 1% range applied to all
stocks may not be effective in curtailing high messaging traffic, something he finds in a study he
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did with researchers at Indira Gandhi Institute of Development Research. According to him, the fee
should be levied based on the volatility of a stock/index, so that only genuine liquidity providers are
excluded. The regulator could also consider excluding passive orders if they had remained
exposed for a finite period of time, he adds.

The silver lining in the latest algo-trading proposal is that it isn’t as bizarre as, say, the two-queue
proposal Sebi flirted with for years to bring parity between sophisticated traders and less
sophisticated traders. But even with the congestion fee, things can quickly get out of hand, if it’s
not implemented carefully. After having thought about algorithmic trading regulation for years now,
hopefully Sebi won’t let us down.
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Provisional Direct Tax Collections and Number of Income Tax Returns filed for F.Y. 2017-2018
Ministry of Finance

Provisional Direct Tax Collections and Number of Income
Tax Returns filed for F.Y. 2017-2018

Posted On: 02 APR 2018 6:11PM by PIB Delhi

The provisional figures of Direct Tax collections for FY 2017-18 show that net
collections are at Rs.9.95 lakh crore which is 17.1% higher than the net collections for
FY 2016-17. The net Direct Tax collections represent 101.5% of the Budget Estimates
(Rs.9.8 lakh crore) and 99% of the Revised Estimates (Rs. 10.05 lakh crore) of Direct
Taxes for F.Y. 2017-18.

 

Gross collections (before adjusting for refunds) in FY 2017-18 have increased by 13%
to Rs.11.44 lakh crore. Refunds amounting to Rs.1.49 lakh crore have been issued
during 2017-18.

 

The growth rate for net collections for Corporate Income Tax (CIT) is 17.1% and for
Personal Income Tax (including STT) is 18.9%.

 

However, it is reiterated that the aforesaid figures are as yet provisional and subject to
change pending final collation of data of collections.

 

During FY 2017-18, 6.84 crore Income Tax Returns (ITRs) were filed with the Income
Tax Department as compared to 5.43 crore ITRs filed during FY 2016-17, showing a
growth of 26%. There has been a sustained increase in the number of ITRs filed in the
last four financial years. As compared to 3.79 crore ITRs filed in F.Y. 2013-14, the
number of ITRs filed during F.Y. 2017-18 (6.84 crore) has increased by 80.5%. 

 

During FY 2017-18, the number of new ITR filers has also increased to 99.49 lakh (as
on 30.03.2018) as compared to 85.51 lakh new ITR filers added during FY 2016-17,
which translates into a growth of 16.3%.

 

The increase in total returns filed and new returns filed during FY 2017-18 is a result of
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sustained efforts made by the Income Tax Department in following up with potential
non-filers through email, SMS, statutory notices, outreach programmes, etc. as well as
through structural changes made in law and the Government’s emphasis on widening
of tax net.

 

DSM/RM/AM
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Smooth roll out of e-Way Bill system from 01stApril, 2018
Ministry of Finance

Smooth roll out of e-Way Bill system from 01stApril, 2018

Posted On: 02 APR 2018 6:10PM by PIB Delhi

As per decision of the GST Council, e-Way Bill system became mandatory from
01stApril, 2018  for all inter-State movement of goods. The implementation of the
nationwide e-Way Bill mechanism under GST regime is being done by GSTN in
association with the National Informatics Centre (NIC)and is being run on portal namely
https://ewaybillgst.gov.in.

On day-1, total of 2.59 lakh e-Way Bills were generated on the e-way bill portal. Till
2:00 pm today, 2,04,563 e-way bills have been generated. A total of 11,18,292
taxpayers have registered on e-Way Bill Portal till date. Further20,057transportershave
enrolled themselves on the e-Way Bill Portal.

To assist and answer queries of taxpayers and transporters, the Central helpdesk of
GST has made special arrangements with 100 agents exclusively dedicated to answer
queries related to e-way bills. Separately, state tax authorities have started helpdesk in
local language, details of which are available on the GST portal. Central as well as
State Tax Authorities have declared Nodal Officers for e-way bills. Detailed FAQs are
kept on the portal for the guidance of the users.

E-way Bill can be generated through various modes like Web (Online), Android App,
SMS, using Bulk Upload Tool and API based site to site integration etc. Consolidated
e-way Bill can be generated by transporters for vehicle carrying multiple consignments.

Transporters can create multiple Sub-Users and allocate roles to them. This way large
transporters can declare their various offices as sub-users.

There isa provision for cancellation of e-way Bill within 24 hours by the person who has
generated the e-way Bill. The recipient can also reject the e-way Bill within validity
period of e-way bill or 72 hours of generation of the e-way bill by the consignor
whichever is earlier.

                                                                             

State-wise breakup of e-Way Bills generated

 

Number of e-Way Bills Generated

  01-04-2018 02-04-2018 (till 2PM)
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State Name No. of EWBs No. of EWBs

JAMMU AND KASMIR 384 268

HIMACHAL PRADESH 2838 1716

PUNJAB 9342 2028

CHANDIGARH 1319 1000

UTTARAKHAND 6622 3016

HARYANA 21131 14985

DELHI 15376 11731

RAJASTHAN 20937 10822

UTTAR PRADESH 16891 8471

BIHAR 1598 697

SIKKIM 14 79

ARUNACHAL PRADESH 5 15

NAGALAND 14 13

MANIPUR 6 0

MIZORAM 0 7

TRIPURA 36 15

MEGHALAYA 689 445

ASSAM 1433 956

WEST BENGAL 8834 5207

JHARKHAND 3539 1488

ORISSA 2619 1265

CHHATTISGARH 2864 1490

MADHYA PRADESH 5971 2573

GUJARAT 37646 40966

DAMAN AND DIU 2420 1326

DADAR AND NAGAR
HAVELI

4079 1303

MAHARASTRA 32828 22823

KARNATAKA 29558 47185

GOA 298 311

LAKSHADWEEP 0 0

KERALA 2611 1329
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TAMIL NADU 13944 13381

PONDICHERRY 731 671

ANDAMAN AND
NICOBAR

2 0

TELENGANA 6475 3838

ANDHRA PRADESH 6430 3143

  259484 204563

 

DM/RM/AM
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Back on track: On GST e-way bill system

After an aborted attempt in February, the government has finally managed to successfully roll out
the e-way bill system for tracking the movement of goods under the Goods and Services Tax net
from April 1. No major execution challenges have been reported by businesses so far, and the IT
backbone that generates the e-way bills — that are now required even before goods are loaded
for transport — has so far held up without glitches. On the first two days of the e-way system,
which included a Sunday, 5.5 lakh e-way bills were generated, and the GST Network has said that
the system is now geared to cope with a much higher capacity. Equally heartening is the revival in
GST collections, that had dipped to 83,716 crore in November 2017, after a fairly robust 90,000
crore-plus inflow for the first three months of the new indirect tax system. As per final data
released by the Centre on Monday, collections for the three months since then are far healthier
than initial indications suggested, with February recording 89,264 crore, the highest since
September 2017. Finance Secretary Hasmukh Adhia expects collections to pick up further as the
authorities get a better sense of who is regularly filing returns and paying taxes. His confidence
reflects the government’s belief that analytics deployed on GST data compiled for nine months
would deliver a bigger bounty, even as e-way bills make it tougher to avoid tax dues.

E-way bill rollout successful; no glitch so far, says government

Everyone’s fingers are crossed that the e-way bill portal, which now has over 20,000 registered
transporters and 11 lakh taxpayers, will hold up, going forward. It is important to note that since
the system for tracking inter-State movement of goods was launched at the beginning of a
financial year, the actual load that the portal will have to bear on a normal business day may be
much higher than the initial trends. This is because many businesses had already moved and
stocked up goods by March 31, ahead of the system kicking in, and are still completing usual year-
end processes such as recording closing stock. A staggered schedule for rolling out e-way bills for
intra-State trade in a few States at a time is expected soon. Given that India’s transport sector is
still largely unorganised and many vehicle drivers are not fully conversant with the technical
nuances, it is important that anti-evasion squads deployed to check e-way bills operate with a light
touch to start with, and limit the frequency of inspections for goods moving across States. Else, the
system could end up creating a bottleneck for transporting goods in a country where goods
movement already takes inordinately long due to infrastructure deficiencies. A similar approach
would be ideal for other anti-evasion measures in the pipeline, including the matching of invoices
from buyers and sellers, and the reverse-charge mechanism (expected by June-end) under which
large businesses would need to pay tax on behalf of unregistered small suppliers.

Receive the best of The Hindu delivered to your inbox everyday!

Please enter a valid email address.

The revival of the Trans-Pacific Partnership, sans U.S., must buttress the free trade debate
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How the data sets stack up

In recent years, there has been a lot of discussion on increasing inequality within several countries
of the world, including India, particularly after the publication of Thomas Piketty’s book on
inequality. It is true that rising inequality has adverse economic and social consequences. The Gini
coefficient or other measures of inequality are being used to examine trends in inequality. In this
column, we examine the trends in inequality and show that the poverty ratio is equally important as
the Gini coefficient in analysing issues relating to growth and distribution.

Consumption inequality

Generally the Gini coefficient, which lies between 0 and 1, is used for measuring inequality. The
Gini coefficient of consumption expenditure for rural areas declined marginally between 1983-84 to
1993-94 (from 0.304 to 0.286) while it recorded a marginal rise during the high growth period of
2004-05 and 2011-12 (from 0.304 to 0.311). In the case of urban areas, it stayed the same from
1983-84 to 1993-94 (0.344) while it increased modestly from 2004-05 to 2011-12 (0.376 to 0.390).
Using long time series since 1951, a study shows that inequality in rural areas declined while it
increased in urban areas in the post-reform period, particularly in the high growth period (Gaurav
Datt, Martin Ravallion and Rinku Murugai, “Growth, Urbanization and Poverty Reduction in India”,
2016).

A work in progress

One view is that inequality in consumption may be an under-estimate as National Sample Survey
(NSS) data may not be capturing the consumption of the rich adequately. The difference between
the consumption expenditure according to the National Sample Survey Office (NSSO) and
national income could be partly due to this factor. However, there is no strong evidence that
underestimation in NSSO is only relating to the upper-income groups. In fact, the Rangarajan
Committee examined the issue of differences in consumption between NSSO and NSS. According
to the committee, these two estimates of consumption (National Accounts Statistics, or NAS, and
household survey based) do not match in any country, and India is no exception. What is alarming
in India is that the difference between NAS and NSS is widening over time. For example, the
difference was less than 10% in the late 1970s; it rose to almost 50% in 2009-10. Some
adjustments made in the report reduced the difference from 45.8% to 32.5%. But still the
differences are high.

Income inequality

Income and wealth inequalities are much higher than consumption inequality. According to some
estimates, consumption Gini coefficient was 0.36 in 2011-12 in India. On the other hand, inequality
in income was high with a Gini coefficient of 0.55 while wealth Gini coefficient was 0.74 in 2011-
12. Thus, income Gini was about 20 points higher than consumption Gini while wealth Gini was
nearly almost 40 points higher than consumption Gini. Thus, inequality in income and wealth is
much higher than that of consumption.

Beyond Piketty: on income inequality

The data base for computing income inequality is not as solid as the base for consumption
expenditure. NSSO surveys have been studied for long and have gone through critical analysis.
The reasons for sharp differences between consumption Gini coefficient and income Gini
coefficient have to be analysed. In some other countries, such differences are no more than 5-10
points. Also, using income tax data for computing income distribution has many problems. In India,
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only 3-5% of people come under the income tax net.

Trends in poverty ratio

There are many approaches for poverty measurement. Human beings need a certain minimum
consumption of food and non-food items to survive. However, the perception regarding what
constitutes poverty varies over time and across countries. Generally the approach is to look at it in
terms of certain minimum consumption expenditure on food and non-food items. Any household
failing to meet this level of consumption expenditure can be treated as a poor household.

Countering growing inequality

We examine here the trends in poverty based on NSS Consumer Expenditure data for the period
1983 to 2011-12. In the pre-reform period, overall poverty declined marginally during 1983 to
1993-94. The rate of decline in poverty was 0.8 percentage points per annum. In fact, the number
of persons below the poverty line stayed almost the same at 320 million during this period. The
number of persons below poverty declined by 5 percentage points during 1983 to 1987-88 but
rose by 4 percentage points during 1987-88 to 1993-94.

Poverty declined faster in the post-reform period, particularly in the 2004-2012 period as
compared to 1993-2005. In the post-reform period, overall poverty as defined by the Tendulkar
Committee declined faster from 45.3% in 1993-94 to 21.9% in 2011-12 – an annual decline of 1.3
percentage points. Within the post-reform period, the first sub-period 1993-94 to 2004-05 recorded
a decline of 0.75 percentage points per annum. But, poverty declined by 2.2 percentage points per
annum during the period 2004-05 to 2011-12. This was the period of highest economic growth
since Independence. It is the fastest decline of poverty compared to earlier periods.

There are two conclusions on the trends in poverty. First, as the World Bank Study (2016)
mentioned above shows, poverty declined by 1.36 percentage points per annum post-1991
compared to 0.44 percentage points per annum prior to 1991. This study shows that among other
things, urban growth is the most important contributor to the rapid reduction in poverty even in
rural areas in the post-1991 period.

Equality for what?

The second conclusion is that within the post-reform period, poverty declined faster in the 2000s
than in the 1990s. The official estimates based on Tendulkar poverty lines show that poverty
declined much faster during 2004-05 to 2011-12 as compared to the period 1993-94 to 2004-05.
Around 135 million people were lifted above the poverty line in the post-reform period.

On the cut-off line for determining poverty ratio, there are controversies. Some people think that
the Tendulkar poverty level is low and needs to be raised. As far as reduction in the poverty ratio
is concerned, it holds good even if we raise the poverty cut-off to 1.5 times the Tendulkar cut-off.
The annexure to Chapter 2 of the Twelfth Five Year Plan gives details of reduction in the poverty
ratio for different levels of poverty cut-off.

Growth and distribution

The trends in poverty show that the pace of reduction was much higher in the post-reform period
particularly during high growth period. The impact of higher growth on poverty reduction can also
be seen from the decile-wise growth in per capita consumption expenditure. A comparison of the
growth rate of per capita consumption (in real terms) during the periods 1993-94 to 2004-05 and
2004-05 to 2011-12 shows that the average growth of per capita consumption of the top five
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deciles is more than that of the bottom five deciles.

Income inequality in India at its highest level since 1922, says Lucas Chancel

However, the ratio of the average growth rates of the two periods is higher for the bottom five
deciles as compared to the top five. It implies that the expansion of consumption of the lower
deciles of the population was more than the upper deciles.

To conclude, there has been lot of discussion in recent years on inequality. There is no doubt that
inequality in itself has several undesirable consequences. It was Simon Kuznets who had argued
in a famous paper in 1955 that in the early period of economic growth distribution of income tends
to worsen, and that only after reaching a certain level of economic development an improvement
in the distribution of income occurs. In this context, measuring inequality is not the same as
measuring the changes in level of poverty. Even if the Gini coefficient remains the same or picks
up, the poverty ratio can be declining. This has been true of India. The decline in poverty is much
higher particularly in the period 2004-05 to 2011-12 in spite of rise in inequality. Thus the changes
of the poverty ratio is an equally important indicator to monitor.

C. Rangarajan is former Chairman of the Economic Advisory Council to the Prime Minister, and
former Governor of the Reserve Bank of India. S. Mahendra Dev is Director and Vice Chancellor,
Indira Gandhi Institute of Development Research, Mumbai
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India’s political class has failed to realise the gravity of the employment crisis

Twenty-five million people have applied for 90,000 blue collar jobs recently advertised by Indian
Railways. This statistic captures the fundamental divide in the Indian economy. All talk of young
Indians being engaged in the knowledge-based digital economy and creating potential unicorns is
valid only for a minuscule minority. An overwhelming majority is desperately looking for
government jobs, even if it involves daily drudgery.

The preference for government jobs has traditionally come from three reasons. Interestingly, two
of these are rapidly becoming less relevant. One, the majority of jobs with secure incomes and
social security are still in the public sector. The latest data (for 2011-12) from the Centre for
Monitoring Indian Economy puts this figure at 60%. Two, the reservation policy gives a better
chance of landing these jobs to almost half of India’s population, those belonging the scheduled
castes and tribes and other backward classes. The public sector is not going to be generating
enough jobs to meet India’s employment challenge. And in many states, cut-offs in reserved
categories are already on a par with or even above the scores for unreserved seats. The third
reason is still valid. A large number of public sector jobs do not require any special skill. A person
just needs the minimum educational qualification to apply for these jobs.

The third reason is the biggest threat to India’s demographic dividend. Our education system,
barring a few exceptions, has failed to impart the skills to India’s job-seekers to even compete for
skill and better paying jobs in the private sector.

India’s political class has failed to realise the gravity of the problem. This government’s political
detractors accuse it of derailing employment growth due to its policies. The government says it is
fostering entrepreneurship as a way to create jobs. It is disappointing that the fundamental
challenge described above is not even being discussed. 2014 was no ordinary mandate in India’s
political history. Does young India think not enough has been done with it? We will know a year
from now.
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Cabinet approves closure of loss making Burn Standard Company Limited - a Central Public
Sector Enterprise (CPSE)
Cabinet

Cabinet approves closure of loss making Burn Standard
Company Limited - a Central Public Sector Enterprise
(CPSE)

Decision taken in view of the continuous poor physical and
financial performance of the company for more than 10
years combined with low probability of its revival in the
future

Will save public funds, which are currently being used for
loss making BSCL, and can be used for other developmental
work

Posted On: 04 APR 2018 7:24PM by PIB Delhi

The Union Cabinet chaired by Prime Minister Shri Narendra Modi has approved the closure of
Burn Standard Company Ltd (BSCL) - a Central Public Sector Enterprise (CPSE) under Ministry of
Railways. This decision has been taken in view of the continuous poor physical and financial
performance of the company for more than 10 years despite financial assistance and other
support provided by government, and low probability of its revival in the future. This measure will
save public funds, which are currently being used for loss making BSCL, and can be used for
other developmental work.

Government will provide one-time grant of Rs. 417.10 crore towards severance package and for
clearing the current liabilities of the company. In addition, outstanding loan of Rs. 35 crore given to
the company by Government of India (Ministry of Railways) shall be written off.  508 employees of
BSCL will benefit from Voluntary Retirement Scheme (VRS).

Background:

Burn Standard Company Limited was incorporated in 1976 following nationalization and
amalgamation of Burn and Company and Indian Standard Wagon Company Limited in 1987 under
Department of Heavy Industries (DHI). The Company was referred to Board of Industrial and
Financial Reconstruction (BIFR) in 1994 and was declared sick in the year 1995. The company
continues to be a sick company since then. The administrative control of the company was
transferred from DHI to Ministry of Railways on 15/09/2010, as approved by the Cabinet
Committee on Economic Affairs. The company is engaged in the manufacturing and repair of
wagons and production of steel.

******
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Cabinet approves demerger and transfer of surplus land from TCL to HPIL
Cabinet

Cabinet approves demerger and transfer of surplus land
from TCL to HPIL

Posted On: 04 APR 2018 7:22PM by PIB Delhi

The Union Cabinet chaired by Prime Minister Shri Narendra Modi has approved the transfer of
administrative control of Hemisphere Properties India Ltd. (HPIL), PSU from the Department of
Telecommunications (DoT) to the Ministry of Housing and Urban Affairs (MoHUA) after infusion of
equity amounting to Rs. 700 crore and Rs. 51 cr. secured GOI Loan into the Company and
implementation of scheme of arrangement for de-merger of surplus land.

Details:

Infusion of equity amounting to Rs 700 Crores into Hemisphere Properties India Ltd. (HPIL)
the Company for acquisition of 70 Crore Cumulative Redeemable Preference Shares of Rs.
10/- each at par on private placement basis and Rs. 51 cr. through secured Loan from GOI at
coupon rate/ interest rate to be fixed by the Department of Economic Affairs and to
implement the scheme of arrangement.

a.

b)     Granting an exemption to HPIL from the policy of Government of India relating to
Foreign Direct Investment in real estate business.

c)     Delegation of power to HPIL to take appropriate decision to give effect to object
clause of its MOA including sale, long term lease and disposal of land

d)     Transfer of equity stake and management control of HPIL from Department of
Telecommunications under Ministry of Communications to Ministry of Housing and Urban
Affairs (MoHUA).

e)     Authorizing Department of Telecommunications (DoT) to undertake all steps
incidental for transfer of equity stake in HPIL from Ministry of Communications to the
Ministry of Housing and Urban Affairs (MoHUA) infusion of equity and implementation of
Scheme of Arrangement.

Benefits:         

  It would facilitate demerger of surplus land from Tata Communications Limited to Hemisphere
Properties India Limited (HPIL) and further smooth functioning of HPIL.

Implementation Strategy and Targets:

After due approval of this proposal by the Cabinet, surplus land would be transferred from TCL to
HPIL on payment of Stamp Duty. As intimated by the TCL, approximately seven to eight months
would be required for the approval of Scheme of Arrangement by National Company Law Tribunal
(NCLT). After its approval by NCLT, approximately four to five months would be required to
implement various steps involved. Overall, approximately one year would be required to
implement the decision.
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Background:

M/s Videsh Sanchar Nigam Limited [now Tata Communications Ltd. (TCL)] was disinvested on
13th February 2002 by Govt. of India and management control of the company was passed on to
the Strategic Partner, namely, M/s Panatone Finvest Limited (PFL), a special purpose vehicle
under the Tata Groups of Companies. 

At the time of disinvestment, surplus land measuring 773.13 acres located at five locations in 4
cities, namely, Pune, Kolkata, New Delhi and Chennai (out of a total of 1230.13 acres of land) was
demarcated and decided that the surplus land will not be part of the disinvestment bid.

 As per the Share Holding Agreement / Share Purchase Agreement, PFL undertook an obligation
to de-merge or hive off the surplus land into a realty company under Sections 391 to 394 of the
Companies Act, 1956.

 

******
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The Micro, Small and Medium Enterprises Development (Amendment) Bill, 2015
Industry / Commerce / Finance

The Micro, Small and Medium
Enterprises Development
(Amendment) Bill, 2015

The Micro, Small and Medium Enterprises (Amendment) Bill,
2015 was introduced in the Lok Sabha by the Minister for Micro,
Small and Medium Enterprises, Mr. Kalraj Mishra on April 20,
2015.  The Bill amends the Micro, Small and Medium Enterprises
Act, 2006.  The Act classifies and regulates enterprises as micro,
small and medium enterprises.

●

The Bill seeks to increase the allowance for investment in plants
and machinery in micro, small and medium enterprises.  Key
provisions of the Bill include:

●

The limit of investment in plant or machinery for enterprises
engaged in the manufacture or production of goods, and the limit
of investment in equipment for enterprises engaged in services
has been increased.  Changes in allowance made under the Act
are given in Tables 1 and 2.

●

Table 1: Comparison of investment limits for enterprises in
manufacture/production (in Rs)
Type of Enterprise MSME Act, 2006 MSME Bill, 2015
 Micro 25 lakh 50 lakh
 Small 25 lakh to 5 crore 50 lakh to 10 crore
 Medium 5 crore to 10 crore 10 crore to 30 crore

Table 2: Comparison of investment limits for enterprises
providing services (in Rs)
Type of Enterprise MSME Act, 2006 MSME Bill, 2015
 Micro 10 lakh 20 lakh
 Small 10 lakh to 2 crore 20 lakh to 5 crore
 Medium 2 crore to 5 crore 5 crore to 15 crore

The central government may change these investment limits, up
to three times the specified limits, through a notification. 

●

Under the Act, the central government may classify micro, tiny or
village enterprises as small enterprises.  The Bill seeks to extend
this to allow the classification of micro, tiny or village enterprises
as small as well as medium enterprises.

●

Current Status: Pending
Ministry: Micro, Small and
Medium Enterprises

Stage Date
Introduction Apr 20,

2015
Com. Ref. May 21,

2015
Com. Rep. Aug 05,

2015
Lok Sabha Introduced
Rajya Sabha

Relevant Links

  PRS Standing Comm
Report Summary  (331 KB)

         (606 KB)

  PRS Bill Summary  (530
KB)

      (576 KB)

  Standing Committee
Report  (237 KB)

     (115 KB)

  Bill Text  (201 KB)
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Global trade wars never end up benefiting anybody

Recent actions by the Donald Trump administration have increased fears of an all-out trade war.
The United States is threatening China and other countries with tariffs and other restrictive
measures. China has retaliated with tariffs on US farm imports. Other countries are contemplating
similar actions. And all this is happening at a time when the multilateral trade regime is caught in a
deep crisis. The last two ministerial conferences of the World Trade Organisation have failed to
arrive at any understanding. This means that the scope of any collective action preventing
escalation by other countries is bleak.

The US’s trade policies are driven by Mr Trump’s promise of reviving manufacturing activity and
employment in the country. This promise was crucial in Mr Trump getting elected as the president.
The problem with such an approach is that it is blinkered.

When Mr Trump and his advisors complain about the decline of manufacturing activity in their
domestic economy, they chose to ignore the fact that the US continues to remain the leading
economy in the world. Its currency is the most widely accepted across the world. Wall Street is still
considered the global finance headquarters. Despite running large trade deficits, the US does not
face a balance of payments problem. This is because its economic supremacy forces other
countries to maintain dollar reserves. This success has been achieved on the basis of an
economic consensus which was premised on the free movement of goods and services. It is
easier to encourage domestic steel production by raising tariffs. Dealing with the repercussions of
China scaling back on dollar reserves and the potential consequences of this move for global
economic stability will be far more difficult. This example highlights the fundamental problem of
policymaking in a liberalised capitalist set up. Spontaneity is engrained in the system. Any effort to
artificially compensate one set of losers can lead to tectonic changes. The result could leave
everyone, including the intended beneficiaries, worse off.

All this is not to say that nothing is wrong with the present economic order. Blue collar workers in
developed countries have witnessed a continuous squeeze in their living standards. Countries
such as India are struggling to replicate the manufacturing success story scripted by others. The
credibility of policymakers to provide relief is being eroded by the day. All this calls for a
reinvention of the existing economic thinking. History shows that succumbing to the temptation of
trade wars led to great depression rather than prosperity.
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Looming U.S.-China trade war?

Trade war: Senior administration officials said the measures were in line with the National Security
Strategy announced last year that identified China as a “strategic competitor.”   | Photo Credit:
AFP

In the latest round of tit-for-tat, China, on Wednesday, announced plans to hike tariffs by 25% on
106 imports from the U.S. The Chinese move was in response to a U.S. announcement on
Tuesday, of a 25% tariff on 1,333 Chinese imports. The proposed U.S. tariffs are the result of the
administration’s investigation into whether China has been indulging in unfair intellectual property
and technology transfer practices under a “Made in China 2025” industrial promotion policy. If
implemented, China’s retaliatory tariffs, on products such as soybean, whisky, orange juice and
cars, would hit the U.S. where it hurts; 60% of U.S. soybean exports go to China.

The tariffs imposed by China are expected to hit $50 billion of trade — similar in value to the
Chinese goods targeted by the U.S. tariffs proposed on Tuesday in high technology sectors
including aerospace, robotics and communications.

The proximate cause for this tit-for-tat goes back to early March when U.S. President Donald
Trump announced tariffs of 25% and 10% on imports of steel and aluminium, respectively, using
“national security” provisions of U.S. trade law. However, even during his presidential campaign,
Mr. Trump had alleged unfair practices by the U.S.’s trade partners, singling out China in this
context and the trade imbalance between the two countries.

It is likely that the steel tariff announcement was strategically timed for a few days before a special
election for a Pennsylvania Congressional district (eventually won by the Democratic candidate),
home to steelworkers, and who form a significant part of Mr. Trump’s support base. As the
producer of half the world’s steel, China has in the past been accused of dumping cheap steel on
international markets by others, including India and the European Union. Most of China’s steel is
sent to Asian markets, not to the U.S. China responded on Monday by imposing tariffs on 128
goods, worth $3 billion (19,500 crore) in trade value, a milder response compared to the second
round of tariffs announced on Wednesday.

As this went to press, neither the U.S. nor China had announced kick-off dates for the harsher
round of tariffs. Hitting Chinese manufactures in high-technology sectors could hurt U.S.
businesses that have plants in China, where labour and manufacturing costs are lower. Several of
these have lodged objections with the White House and the U.S. is expected to hold consultations
before confirming these tariffs. China’s tariffs have also targeted products that are sourced from
states that supported Mr. Trump or where Republican lawmakers will soon face elections. There
appears to be room for negotiation and discussion before a trade war erupts.
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The India-Japan economic relationship remains underwhelming in relation to strategic ties
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India pips Japan, becomes second largest manufacturer of crude steel

Past record:India overtook the U.S. in 2015 to become the third largest producer of crude steel.AP
 

In a major achievement, India has overtaken Japan to become the world’s second largest
producer of crude steel in February, according to the Steel Users Federation of India (SUFI). At
present, China is the largest producer of crude steel in the world, accounting for more than 50% of
the production.

India’s crude steel production was up 4.4% and stood at 93.11 million tonnes (MT) for the period
April 2017 to February 2018, compared with April 2016 to February 2017. This had helped India to
overtake Japan and become the second largest producer of crude steel in the world, SUFI said in
a statement here.

India overtook the U.S. in 2015 to become the third largest producer of crude steel.

Attributing the growth in steel production to the policies undertaken by the government, Nikunj
Turakhia, president, SUFI said, “The government has taken a host of steps to curb imports, push
local demand with initiatives like ‘Make in India’, and implement GST and infrastructure projects, to
encourage the domestic market.”

According to the World Steel Association, India produced 8.4 MT of crude steel in February 2018,
up 3.4% over February 2017.

Mr. Turakhia said the Steel Ministry was working pro-actively to prepare a road map to achieve
300 MT by 2030.

“In addition, quick resolution of various big-ticket steel mills under the Insolvency and Bankruptcy
Code and the National Company Law Tribunal is expected to further hasten the process of
achieving higher capacity utilisation,” he added.
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Special Package for Employment Generation in Leather and Footwear Sector
Ministry of Commerce & Industry

Special Package for Employment Generation in Leather and
Footwear Sector

Posted On: 04 APR 2018 3:25PM by PIB Delhi

Government has approved special package for employment generation in leather and footwear
sector. The package involves implementation of Central Sector Scheme ‘Indian Footwear, Leather
& Accessories Development Programme (IFLADP)’ with an approved expenditure of Rs. 2,600
crores over the three financial years from 2017-18 to 2019-20. This information was given by
Minister of State of Commerce and Industry, Shri C.R. Chaudhary in a written reply in the Rajya
Sabha today. The Minister informed the House that there are seven sub-schemes under IFLADP
and listed out the various details of the sub-schemes:

 

(i) Human Resource Development (HRD) sub-scheme provides assistance for
Placement Linked Skill Development training to unemployed persons @ Rs. 15,000 per
person, for skill up-gradation training to employed workers @ Rs. 5,000 per employee
and for training of trainers @ Rs. 2 lakhs per person.

(ii)   Integrated Development of Leather Sector (IDLS) sub-scheme incentivizes
investment and manufacturing including job creation by providing backend investment
grant/subsidy @ 30% of the cost of new Plant and Machinery to Micro, Small & Medium
Enterprises (MSMEs) and @ 20% of the cost of Plant and Machinery to other units for
modernization /technology upgradation in existing units and also for setting up of new
units.

(iii) Establishment of Institutional Facilities sub-scheme provides assistance to Footwear
Design & Development Institute (FDDI) for upgradation of some of the existing
campuses of FDDI into "Centers of Excellence" and establishing 3 new fully equipped
skill centers alongside the upcoming Mega Leather Cluster.

(iv) Mega Leather, Footwear and Accessories Cluster (MLFAC sub-scheme provides
infrastructure support to the Leather, Footwear and Accessories Sector by
establishment of Mega Leather, Footwear and Accessories Cluster. Graded assistance
is provided up to 50% of the eligible project cost, excluding cost of land with
Government assistance being limited to Rs. 125 crores.

(v) Leather Technology, Innovation and Environmental sub-scheme, assistance is
provided for upgradation/installation of Common Effluent Treatment Plants (CETPs) @
70% of the project cost. The sub-scheme also provides for support to national level
sectoral industry council/ association and support for preparation of vision document for
Leather Footwear and Accessories Sector.

(vi)  Promotion of Indian Brands in Leather, Footwear and Accessories sub-scheme,
eligible units approved for Brand Promotion are assisted. Government assistance is
limited to 50% of total project cost subject to a limit of Rs.3 crores for each brand, each
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year for 3 years.

(vii) Additional Employment Incentive for Leather, Footwear and Accessories Sector
scheme, employers' contribution of 3.67% to Employees' Provident Fund for all new
employees in Leather, Footwear and Accessories sector are provided for enrolling in
EPFO for first 3 years of their employment.

 

 

 ******

 

MM/SB
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Payment of Minimum Wages to Contract/Casual Employees
Ministry of Labour & Employment

Payment of Minimum Wages to Contract/Casual Employees

Posted On: 04 APR 2018 3:11PM by PIB Delhi

The basic rate of minimum wages for the scheduled employments in the Central sphere was last
revised and notified on 19.01.2017. A component of minimum rates of wage, Variable Dearness
Allowance (V.D.A.), was last revised on 01.10.2017.

 

Rates fixed for the scheduled employments in the Central sphere are applicable to
establishments under the authority of Central Government, railway administration, mines, oil-
fields, major port or any corporation established by a Central Government. These rates are
equally applicable to contract and casual labourers/worker.

 

The implementation of the Act is done by the Centre as well as the States in respect of their
respective jurisdiction. In the Central Sphere, the enforcement is secured through the Inspecting
Officers of the Chief Labour Commissioner (Central) commonly designated as Central Industrial
Relations Machinery (CIRM) across the Country for workers falling under the Scheduled
Employment in the Central Sphere including CPSUs and Railways establishments through regular
inspections. In case of non-compliance, penal provisions against the defaulting employers are
invoked.

 

This Ministry is in constant endeavor towards implementing the revised rates of minimum wages.
As far as employees in Railway are concerned guidelines were issued in December, 2017 to
Ministry of Railways/Railway Board. Ministry of Railways has also issued instructions to its Zonal
Offices across the country for strict compliance of minimum wages in December, 2017.

 

The data of inspections, amount of claims, action taken against defaulting employer under the
Minimum Wage Act, 1948 in the Central Sphere for the last three years is at Annexure
‘A’.                                                 

Annexure 'A'

            Claims cases under Minimum Wages Act, 1948

Year

Claims Amount

B/F Filed Decided Awarded Recovered
Paid to
Workers

2015-16 3672 743 1796 66654417 44128036 34879425
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2016-17 2610 1198 1138 96684922 49485990 48540964

2017-18
(upto
Dec.,2017)

2617 1050 819 95757253 20697840 24866702

 

 

Minimum Wages Act, 1948

Sl.
No.

Particulars 2015-16 2016-17
2017 -18
(upto
Dec,2017)

1. No. of Inspections  Conducted 9803 9151 7380

2. No. of Irregularities Detected 75938 61689 62304

3. No. of Irregularities Rectified 46467 53255 28884

4. No. of Prosecutions Launched 1549 2321 1130

5. No. of Convictions 1476 1951 1721

 

This information was given by Shri Santosh Kumar Gangwar, Union Minister of State (I/C) for
Labour and Employment in written reply to a question in Rajya Sabha today.

 

****

JN/IA
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Government sets up an IT Grievance Redressal Mechanism to address the grievances of
taxpayers due to technical glitches on GST Portal
Ministry of Finance

Government sets up an IT Grievance Redressal Mechanism
to address the grievances of taxpayers due to technical
glitches on GST Portal

Posted On: 04 APR 2018 12:27PM by PIB Delhi

It has been decided by the Government to put in place an IT-Grievance Redressal
Mechanism to address the difficulties faced by a section of taxpayers owing to technical
glitches on the GST portal. In this regard, GST Council has delegated powers to an IT
Grievance Redressal Committee to approve and recommend to the GSTN the steps to
be taken to redress the grievance and provide relief to the taxpayer. The relief could be
in the nature of allowing filing of any Form or Return prescribed in law or amending any
Form or Return already filed. However, where the problem relates to individual
taxpayer, due to localised issues such as non-availability of internet connectivity or
failure of power supply, this mechanism shall not be available.

 

The mechanism inter alia envisages that taxpayers shall make an application to the
field officers or the nodal officers where there was a demonstrable glitch on the
Common Portal in relation to an identified issue, due to which the due process as
envisaged in law could not be completed on the Common Portal. The IT Grievance
Redressal committee shall examine and approve the solutions as may be necessary for
an identified issue.

 

The Circular also seeks to address the problems faced by the taxpayers who could not
complete the process of filing of TRAN-1 by due date, due to IT-glitch such that the
process of digitally signing/ validating TRAN-1 could not be completed. The taxpayer
would be allowed to complete the process of filing such TRAN 1, stuck due to IT
glitches, by 30th April 2018 and the process of completing filing of GSTR 3B which
could not be filed for such TRAN 1 shall be completed by 31st May 2018.

 

The last date for filing of TRAN 1 is not being extended in general and only the
taxpayers, who have been identified in terms of the circular issued in this regard, shall
be allowed to complete the process of filing TRAN-1.

 

The decision relating to filing of TRAN-1 shall benefit 17,573 taxpayers who shall
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consequently be able to avail Rs. 2582.98 cr. as CGST credit and Rs. 1112.77 cr. as
SGST credit. For further details, circular no. 39/13/2018-GST dated 03.04.2018 may be
downloaded from the website www.cbec.gov.in.

 

DSM/RM/AM/KA
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Leading the war against protectionism

President Donald Trump drove a steel rapier through the heart of a post-war global framework for
trade when he signed a proclamation authorizing tariffs on steel and aluminium products imported
into the US. 

Using a national security rationale, Trump followed through on this tariff despite widespread
opposition within the Republican party and the resignation of his chief economic adviser, Gary
Cohn, who opposed the tariff. The tariff, taken together with the move to tax imports of solar
panels and large washing machines, announced earlier, easily makes this American government
the most protectionist in the last 80 years. The worry is that these moves trigger tit for tat
retaliations from around the world—Brazil and the European Union have already reacted verbally. 

The world has had a long history of trade wars with only one real conclusion—no one wins. In US
history, the Smoot-Hawley Tariff Act of 1930 was the most egregious, with tariffs on over 20,000
goods. Enacted by Republicans through a Senate and House controlled by the same party, the Bill
was signed into law by a reluctant president, Herbert Hoover. It is widely believed to have led to a
decline in sentiment during the Great Depression, resulted in retaliatory action and a massive
global trade decline in subsequent years, and (some believe) was a contributory factor to World
War II.

The case for global trade, made eloquently after World War II and codified first under the General
Agreement on Tariffs and Trade (Gatt) and then under the World Trade Organization (WTO), is
that interdependence increases prosperity and discourages martial conflict. In that sense, global
trade and nuclear deterrence are the world’s best bets against a full-scale global conflict. The
WTO concerns itself with the trade in goods, services and intellectual property between member
nations (123 at last count). It provides a framework for dispute resolution and is designed as a
referee in enforcing member-country adherence to agreements. While Trump has cleverly used a
provision within WTO rules for national security to push through his tariff, it will almost definitely be
challenged by China and/or Brazil in the WTO. By that time, it is likely that the tariff will have been
diluted and/or withdrawn, with Trump having triumphantly demonstrated to his narrow political
base that he has followed through on his campaign promise. The problem with that reckless
demonstration is that it sets a precedent for other countries and is tantamount to allowing open
season on a rules-based order that has generally served to increase prosperity around the world
over the last 70 years. 

India will not be affected much by the tariff since it is not a major steel exporter to the US, even
though in recent years, metal exports to the US have been on a high growth path off a very low
base. Taken as a one-off idea, India can afford to take the back seat on this tariff. However,
Trump’s metal tariff highlighted only a tax on goods. A trade war on services, primarily through a
rhetoric on immigration quotas for skilled workers, has already been going on. That constant
jawboning has already resulted in several large information technology (IT) service companies
announcing plans for near-shoring from within the US and hiring a large number of staff there.
Infosys, Tata Consultancy Services, Accenture and Cognizant have announced that they will hire
tens of thousands of engineers in the US. On margin, the ratio of hires in the US to those hired
(more traditionally) in India could well end up being north of 50%. This would be a radical change
from recent operating procedure and will have an impact on the price of the service to the
customer and the bottom line of these firms. It erases decades of progress made towards a more
flexible and global labour market arrangement for IT services firms and directly conflicts with the
spirit of the WTO. It also weakens global cooperation under the WTO and could potentially lead to
a breakdown in that institution. Free trade may occasionally create a problem related to
inconsistent distribution of prosperity—that is, create winners and losers. Rather than scrap the
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notion of free trade, it is better to alleviate the issues of those relatively disadvantaged. 

In a back-door tariff, India had itself set minimum import prices on steel last year (Japan and
Taiwan are in WTO consultations) and must phase these out if we are to have any credibility in
protesting protectionism. India can and should take the high road against protectionism. It needs
global trade, human-capital-based exports and financial capital import to buttress its path to
prosperity. In its absence, India will have to make do internally on all three. India’s capacity for
interstate trade, the opportunity for large-scale internal labour mobility of skilled and unskilled
workers, and its sourcing of internal capital will not be sufficient to deliver prosperity to millions of
households in one or two generations. India is a disproportionate loser in a protectionist world and
must take a very strong and principled stand against it. 

The detour towards protectionism will eventually amount to naught, as evidenced by history, but
the time taken will cost India dear. To mix some metaphors, India must go to war to support the
continuation of a rules-based order for goods and services trade. 

P.S.: “The biggest flaw in the Trump economic plan is the tilt towards protectionism,” said Larry
Kudlow, Trump’s newly appointed chief economic adviser. 

Narayan Ramachandran is chairman, InKlude Labs. Read his earlier columns at
www.livemint.com/avisiblehand

Comments are welcome at narayan@livemint.com

END

Downloaded from crackIAS.com

© Zuccess App by crackIAS.com



cr
ac

kIA
S.co

m

cr
ac

kIA
S.co

m

www.thehindu.com 2018-04-06

What was the 20:80 gold import scheme?

The Centre on Monday announced its intention to probe the circumstances behind the extension
of the 20:80 gold import scheme, previously restricted to banks and PSUs, to private parties in the
final days of the previous government’s term in 2014.

What prompted the scheme?

In response to a stressed current account deficit in 2012-13 due to a surge in gold imports, the
government at the time introduced an import scheme in 2013, which mandated that 20% of all gold
imports would have to be exported.

“The scheme was designed to restrict the import of gold, conserve foreign exchange by imposing
export obligations, and ensure that the premium from purchase and sale of gold resided in the
hands of public agencies,” according to the Commerce Ministry.

Who could import gold under the scheme?

At the time of its implementation, the 20:80 scheme was open only to banks and to public sector
companies such as the Metals and Minerals Trading Corporation and the State Trading
Corporation of India. In May 2014, the RBI in consultation with the government widened the
scheme to also allow Premium Trading Houses (PTH) and Star Trading Houses (STH), both
private sector entities, to import gold.

How did the scheme fare?

According to the Commerce Ministry, a review of the scheme found that since liberalisation in May
2014, gold imports had increased substantially, averaging about 140-150 tonnes a month. Within
this, the government found that gold imported by STHs and PTHs increased 320% following the
May 2014 decision compared with the earlier period.

The share of these entities in the total gold imported into the country also increased from 20%
before May to 60% after, according to the government.

The government on November 28, 2014 scrapped the 20:80 scheme and removed all restrictions
on gold imports.

What was the impact of the abolition?

The Centre, citing the Comptroller and Auditor General of India, said that the average monthly
import of gold fell to 71.5 million tonnes in the months following the abolition of the 20:80 scheme
[December 2014 to March 2015] from the monthly average of 92.16 million tonnes in the period
following the widening of the policy [June 2014 to November 2014].

Gold imports averaged 33.6 million tonnes per month before STHs and PTHs were allowed to
import under the 20:80 scheme [from August 2013 to May 2014], according to the government.
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The US hegemony and multilateral trading system

The ugly dance of the global hegemon continues to cause considerable turmoil in the multilateral
trading system. After President Donald Trump vowed to slap 25% tariff on steel and 10% on
aluminium, there is trepidation about a possible trade war. From neighbours Canada and Mexico
to trans-Atlantic partner, the European Union (EU), and from close Pacific allies such as Japan
and Korea to the emerging hegemon of the Middle Kingdom, there are subtle as well as open
threats of tit-for-tat retaliatory measures. The EU had already signalled that it would impose trade
retaliatory measures to the tune of more than €2.5 billion ($3.5 billion).

Even though successive US administrations have resorted to protectionist measures since the
days of Alexander Hamilton’s grand plan to build a powerful America in the 19th century, Trump
appears to have taken the issue to a crescendo of misery. Liberal pundits of the establishment,
including the voice of the liberal trade order The Economist, described Trump’s actions as a
“threat to world trade” and “the rules-based system”.

“For the first time in decades,” it says in a leader on 10 March, the biggest foe of free traders “is
the man in the Oval Office.”

Despite the continued brouhaha over Trump’s national security-driven safeguard actions,
ostensibly for building robust domestic steel and aluminium industries, there was a quiet meeting
of the EU trade commissioner Cecilia Malmstrom, Japan’s trade and industry minister Hiroshige
Seko and the US trade representative Robert Lighthizer in Brussels on 10 March. The three trade
chiefs have chalked out “joint actions” for targeting a country that was not mentioned in their joint
readout. That country is China which is now treated as the epicentre of “non-market oriented
policies and practices”.

Apparently, China’s policies are causing severe overcapacity, and unfair competitive conditions for
workers and businesses in the US, the EU, and Japan. Beijing is hindering, according to the US,
the EU, and Japan, the development and use of innovative technologies. Worse still, it is
undermining “the proper functioning of international trade, including where existing rules are not
effective”.

Against this backdrop, it is not clear whether there will ever be concerted opposition to Trump’s
trade measures. One day the EU, Japan, Canada, and even China, threaten retaliatory trade
measures against Washington’s unilateral and illegal actions; the following day, the EU and Japan
join hands with the US to launch collective action against China. Such is the logic of fragmented
alliances necessitated by free trade based on the mercantile dharma of what benefits a country
most.

Moreover, for far too long, it has remained a theological practice to treat the actions and violations
of the “global minotaur” on the trade front with utmost reverence at the organization which is
supposed to be the fulcrum of the multilateral trading system. If the US, for example, single-
handedly blocks any decision on unsustainable grounds, it is portrayed/projected as if “some”
members have genuine concerns with the decision even after it was thoroughly negotiated.

There are umpteen cases when the US repeatedly blocked decisions, but the WTO Secretariat
and its director general chose to remain silent. For example, when Washington blocked the
reappointment of a sitting judge to the highest adjudicating body for a second term, which is
normal practice followed at the Appellate Body, director general Roberto Azevedo turned a deaf
ear. When the US blocked a truly developmental decision for fighting hunger at Buenos Aires two
months ago, the spokesperson refused to name the country. When Trump called the WTO a
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“catastrophe”, there was no attempt to counter such a baseless charge.

However, this godly treatment is not available for other members. When India raises serious
concerns with other developing countries, then India is tainted on grounds that it is blocking an
important decision that benefits the US and its allies.

So, today when the god of the liberal trade order is resorting to unusual measures such as the
Section 232 national security-driven safeguard actions, the WTO Secretariat is clueless. Perhaps
such a situation would not have arisen if it had adopted consistent positions of naming and
shaming countries that deviate from rules as it does for others. That would have enabled countries
to face the challenges arising from unilateral actions of one member who has shown a remarkable
consistency in pursuing its national goals in different avatars since the General Agreement on
Tariffs and Trade (GATT) came into existence 70 years ago. A new emerging hegemon is also
going to do the same unless there is a rupture with the dog-bite-dog approach.

When trade ministers from three dozen countries congregate in New Delhi on Monday (19 March),
they must address the existential life-and-death issues of the multilateral trading system with a
genuinely developmental framework. Instead of focusing on “aspirational” new issues, trade
ministers must alleviate the concerns of the poorest farmers, as witnessed in Mumbai.
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RBI raises limits on FPIs’ debt investment

The Reserve Bank on Friday upped debt investment limits for foreign portfolio investors (FPIs)
across all segments, which will cumulatively result in an increase of more than Rs. 1 lakh crore in
fiscal year 2018-19.

The total debt limit will rise to Rs. 5,94,600 crore by September 2018 and go up further to Rs.
6,49,900 crore by the end of the fiscal year from the present Rs. 5,45,823 crore, a central bank
notification said.

RBI has decided to increase the FPI investment limits in central government securities by 0.5% to
5.5% of outstanding stock of securities in 2018-19 and 6% of outstanding stock of securities in
2019-20, it said.

The limits on FPI investment in state development loans (SDLs) would remain unchanged at 2% of
outstanding stock of securities, it said. On corporate bonds, the FPI investment will be fixed at 9%
of outstanding stock of corporate bonds and all the sub categories within the segment will be
discontinued.

In the government securities general category, the limit has been revised up to Rs. 2,07,300 crore
by September 2018 and Rs. 2,23,300 crore by March 2019 from the present Rs. 1,91,300 crore, it
quantified.
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Disruptive Mr. Trump

This week has seen rounds of tit-for-tat tariffs between the U.S. and China, set off by U.S.
President Donald Trump levying import duties of 25% and 10% on American steel and aluminium
imports, respectively, in early March. Mr. Trump, who has repeatedly used the U.S. trade deficit of
over $500 billion as a barometer for the country’s lot in the international trade order, has railed
against the U.S. being treated “unfairly” by its trading partners, often singling out China. While it is
true that China produces approximately half the world’s steel and that the European Union, India
and other countries have complained about international steel markets being flooded with Chinese
steel, only 3% of U.S. steel is sourced from China. Interestingly, among those exempted from the
tariffs are Canada and Mexico, top sources for U.S steel imports. Mr. Trump has linked the threat
of tariffs to the North American Free Trade Agreement, a trade deal among the U.S., Canada and
Mexico that Mr. Trump has pried open for renegotiation. Earlier this week China retaliated with
tariffs that would impact $3 billion worth of American goods. This was followed by the U.S.
proposing tariffs on more than $50 billion of Chinese goods, including in the aerospace, robotics
and communication industries — the outcome of an investigation of several months into whether
Chinese policies were placing unreasonable obligations on U.S. companies to transfer technology
and hand over intellectual property while setting up shop in China. Beijing responded with a
second round of proposed tariffs impacting a similar value of U.S. imports into China. Mr. Trump
has now asked the U.S. Trade Representative to examine if an additional $100 billion worth of
goods can be taxed.

Trump's plan to slap tariffs on steel and aluminium could affect Indian manufacturers

Since the proposed tariffs have not kicked off, there may be room for negotiation. The economic
ties between the countries are deep; China holds some $1.2 trillion in U.S. debt, and it is in
everyone’s interest to avoid escalating matters. However, the larger cause for concern here is that
Mr. Trump continues to undermine the World Trade Organisation and the international world trade
order, now that it has served the West well and developing countries are in a significantly stronger
position than when the WTO came into existence in 1995. Mr. Trump has pulled out of the Trans-
Pacific Partnership, is pushing changes to NAFTA and has withdrawn from the Paris Agreement to
combat climate change. While large-scale protectionism and unilateralism may please some of Mr.
Trump’s constituents in the short run, undermining existing rules arbitrarily serves no nation,
including the U.S., in the long run. In the current climate, it is therefore especially important for
India to be a good steward for responsible globalisation.

Receive the best of The Hindu delivered to your inbox everyday!

Please enter a valid email address.

The revival of the Trans-Pacific Partnership, sans U.S., must buttress the free trade debate
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‘Global economy entering a new normal’

The global economy might be entering a new normal in light of the recent measures taken by
countries affecting global trade, Commerce Minister Suresh Prabhu said on Monday. India must
face the challenge and convert it to an opportunity, he added.

“With the recent measures taken by countries affecting global trade, we might be living in a new
normal,” Mr. Prabhu said at a CII event. “Post the establishment of the World Trade Organization
(WTO), in recent times, people are questioning globalisation and different definitions of
globalisation are emerging. India must face the challenge and convert it to an opportunity.”

U.S.-China trade war

U.S. President Donald Trump had early last month levied a 25% tariff on steel and a 10% tariff on
aluminium imported from all countries except Canada and Mexico. China retaliated by imposing
tariffs on key import items from the U.S. including soybeans, aircraft and cars, and has taken the
U.S. to the WTO over the tariff increases. “After the inconclusive [closure] of the 11th WTO
Ministerial meeting, the global community appreciated the effort by India in organising the mini
ministerial,” Mr. Prabhu said.

“Trade can only happen once products are manufactured. “India must produce and increase the
scale of the production to [raise] its share in the global economy. In India, services will be exported
more than merchandise goods. However, for India to be a $5 trillion economy, manufacturing must
also increase.”
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Prime Minister says CPSEs should transform into profit and social benefit Generating Enterprises
Ministry of Heavy Industries & Public Enterprises

Prime Minister says CPSEs should transform into profit and
social benefit Generating Enterprises

Posted On: 09 APR 2018 7:40PM by PIB Delhi

Prime Minister of India Narendra Modi addressed heads and senior officials of around 331 Central
Public Sector Enterprises (CPSEs) at the CPSE Conclave-Vision 2022 in New Delhi today. This
was the first time in 75 years that a conclave of all CPSEs was held. Speaking on this occasion
the Prime Minister said that CPSEs are the wealth of nation and will be an important catalyst to
fulfil the vision of New India by 2022. The Prime Minister went on to say that with this Conclave a
new beginning is being made by CPSEs to transform themselves into Profit and Social Benefit
Generating Enterprises. The Prime Minister outlined three mantras for CPSEs- Incentives,
Imagination and Institution building in order to bring about this transformation. Unique incentives,
not necessarily financial, will energize the public enterprises. Imagination will bring about
technological changes for which leadership is required and institution building will transform the
public enterprises from Maharatna into New India Ratna Enterprises.

The Prime Minister went on to give a formula of 5 Ps which will prepare the CPSEs to compete
with the best companies in the world-Performance, Process, Persona, Procurement and
Preparedness. In a few years, India will become a 5 trillion dollar economy andthis will be possible
due to the collective efforts of all CPSEs which will be the third arm of revenue generation for the
India’s GDP.

Prime MinisterModi put forth five challenges and asked for roadmaps with measurable targets to
be prepared within 100 days towards fulfilling the vision of New India by 2022. The five challenges
put forth by the Prime Minister are:

How will the CPSEs increase their Geo Strategic Reach?1.
How will CPSEs will reduce India’s import bill?2.
How will CPSEs work in coordination with each other for innovation and research?3.
How will CPSEs use CSR funds for the 115 aspirational districts, which are to be
brought on par with national indices?

4.

What new model CPSEs will offer to the development of New India?5.
The Union Minister for Heavy Industries and Public Enterprises Shri Anant Geete welcomed
the Prime Minister at the Conclave. The Minister of Statefor Heavy Industries and Public
Enterprises, Babul Supriyo along with Secretaries of Ministries of Government of India and
other top officers were present on this occasion.

*****

MM/PS
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PM addresses CPSE Conclave
Prime Minister's Office

PM addresses CPSE Conclave

Posted On: 09 APR 2018 7:01PM by PIB Delhi

The Prime Minister, Shri Narendra Modi, attended the CPSE Conclave at Vigyan Bhawan in New
Delhi today.

Thematic presentations were made to the Prime Minister on subjects such as corporate
governance, human resource management, financial re-engineering, innovations and technology,
and Vision 2022 for New India.

Addressing the gathering, the Prime Minister described this conclave as a new beginning in the
public sector sphere.

Appreciating the presentations, the Prime Minister said that the Union Government has given
operational freedom to the public sector undertakings, so that they can improve their performance.
He said PSUs have contributed significantly in nation-building, and in the nation’s economy, since
independence.

He said that for Public Sector Enterprises, both profit and generating social benefit are important.
Complimenting the PSE employees for their contribution, the Prime Minister said that major
objectives of the Government, such as electrifying all unelectrified villages, and providing LPG
connections to the poor, could not have been fulfilled without the hard work of the PSE workers.

The Prime Minister said that it is not enough to rest on past laurels, but is also important to adapt
to emerging challenges. He said enterprise and innovation should be the guiding principles in the
21st century. He said Incentives, Imagination and Institution Building would be the three keys to
success.

The Prime Minister exhorted PSEs to help in making the New India, through changes in
technology and processes. For this he said, PSEs would need a 5-P formula – Performance,
Process, Persona, Procurement and Prepare.

Elaborating the same, he mentionedimproving operational and financial performance;
transparency and accountability in processes; procurement through the GeM platform and from
MSMEs; and preparation for technological disruptions such as Artificial Intelligence, Quantum
Computing and Robotics.

He set five challenges before the PSEs, for New India:

 

By 2022, how will Indian PSUs maximize their geo-strategic reach?●

By 2022, how will Indian PSUs minimize the country’s import bill?●

By 2022, how will Indian PSUs integrate innovation and research?●

By 2022, what will be the roadmap for Indian PSUs to optimally utilize their CSR Fund?●

By 2022, what new development model will Indian PSUs give the country?●
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The Prime Minister said that out of the 500 biggest companies in the world, one-fourth belong to
the public sector in some country. He suggested that Indian PSUs can link with PSUs with other
countries, and develop a comprehensive strategy for overseas investment. He said PSUs can also
play a key role in reducing India’s import bill. Noting that CPSEs have modern R&D infrastructure,
in addition to the facilities that exist in CSIR and ICAR etc, the Prime Minister said that innovation
and research now need to be integrated. In this context, he called for greater information sharing
among CPSEs and Government Departments.

The Prime Minister suggested that the CSR spend of CPSEs should be focused largely on one
specific theme each year. In this context, he noted the success that was achieved when this CSR
spend was utilized for toilet construction in schools. He said one good theme could be the
development of aspirational districts. He said CPSEs can also take up skill development
programmes, as part of CSR.

The Prime Minister said CPSEs can work as role models in many areas such as paperless work
culture, cashless transactions, and waste management.

The Prime Minister expressed hope that CPSEs would participate in a big way in realizing the
resolve of New India.

***

AKT/HS
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‘Digital transformation to add $154 billion to India’s GDP’

Digital transformation will add an estimated $154 billion to India’s GDP by 2021 and increase the
growth rate by 1% every year, according to a joint study by Microsoft and IDC Asia Pacific. In
2017, about 4% of India’s GDP was derived from digital products and services created through
digital technologies , the report titled ‘Unlocking the Economic Impact of Digital Transformation in
Asia Pacific’, stated.
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The rise and fall of bitcoin

Cryptocurrencies have witnessed a massive fall in prices since they hit a peak in December last
year. Bitcoin, by far the most popular cryptocurrency on the planet, is currently trading below
$7,000 as compared to its peak price of over $19,000 — a loss of two-thirds of its value from the
peak. Other cryptocurrencies have witnessed a similar steep fall in their prices over the last
quarter as investors have pulled out of the market. Remarkably, the present crash follows a year
of extraordinary returns when cryptocurrencies saw their prices rise multifold owing to investors’
expectations over their future prospects.

Many have viewed the rise of bitcoin and other cryptocurrencies as a massive bubble similar to the
dotcom and other bubbles in history which saw asset prices increase without any fundamental
reason. Goldman Sachs, for instance, warned investors in February that most cryptocurrency
prices are headed to zero as they lack intrinsic value. So, to sceptics, the crash now will likely
vindicate a belief that markets eventually mark down the prices of assets that have no real value,
to zero. Cryptocurrency enthusiasts, on the other hand, view the crash as just another healthy
correction that is part of any asset’s rise over the long run. In fact, they point to similar steep
crashes in the price of cryptocurrencies in the past that turned out to be short-lived. Thus they see
the present crash as a good chance to buy cryptocurrencies cheaply before their prices begin to
rise again.

Technically, cryptocurrencies are still trapped in a downtrend which began in mid-December amid
increasing fears of a regulatory crackdown by governments. Though unlikely, this downtrend may
come to an end if investor sentiments suddenly change in favour of cryptocurrencies once again.

Many believe that the biggest hurdle facing cryptocurrencies is their poor fundamentals. None of
the cryptocurrencies, for instance, has yet proved its fundamental value as a currency that will be
readily accepted by a huge population as a medium of exchange. This is in contrast to national
currencies such as the U.S. dollar which are widely accepted by people as money. So
cryptocurrencies, in essence, continue to be viewed as a gamble by most. Governments across
the world have also not been too keen on allowing cryptocurrencies to be used as alternative
money as they view private currencies as a threat to their sovereignty. The Reserve Bank of India,
for instance, imposed a ban last week preventing banks from dealing with cryptocurrencies. The
present crash has only managed to bring these risks to the fore.
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Is the Indian economy really that strong?

The Indian economy is currently growing at about 7%, after dipping below 6% following
demonetisation. It is projected to grow over 7% this year. That is faster than China’s growth rate
and makes India effectively the fastest-growing economy in the world.

The Indian economy’s foundations have also been strengthened in the last few years. Inflation has
come down to the 4-5% range. Trade balances with the rest of the world have improved, and the
current account deficit has come down to about 1.5% of GDP. India has also systematically built
up its foreign exchange reserves — now a comfortable $420 billion.

These figures appear to tell the story of a dynamic economy. But is it truly that rosy a picture?
Deeper analysis indicates that growth may be overstated and the economy prone to significant
vulnerabilities.

In order for growth to be both high and sustainable, investment has to be strong. Investment is the
act of adding to our productive capacity — building infrastructure, factories, and enhancing the skill
of the workforce. However, the striking fact about India is the weakness in investment, reflected in
the sharp decline in the rate of investment in recent years. The rate of investment has come down
from 34% of GDP in 2014 to about 30% currently. Compared to earlier years, the decline is even
more precipitous: the investment rate is now at the lowest level in about 15 years. A decline in
investment of this magnitude is difficult to reconcile with a 7% growth rate. Should investment
continue to decline in the future, it would be incompatible with high growth.

The other kink to the strong growth story is the weakness in industrial production. It was growing
at around 6% in 2016, but plummeted to 2% by mid-2017 following demonetisation. While there
has been a pick-up in industrial production in the fourth quarter of 2017, that is exaggerated in
comparison to the last quarter of 2016 when activity literally froze up. That is, it is again difficult to
reconcile strong overall growth of the economy with weak industrial performance.

Bank financing is important for growth in India. This is particularly true of small and medium-sized
enterprises and parts of the agricultural sector where the bulk of the labour force is employed.
When there are stresses in the banking system, growth invariably suffers.

The pace of bank lending has been coming down sharply in the last five years. During 2014-16,
bank lending grew at a 10% pace. It is now growing at about 6% following demonetisation. The
main reason for the slowdown is the rise in non-performing loans. These have doubled from about
5% of gross loans outstanding in early 2015 to 10% currently, as the Reserve Bank of India (RBI)
has forced banks to classify loans stringently. Consequently, banks are now more hesitant to lend.
This sharp decline in the growth of bank lending is again not compatible with an economy growing
at 7%.

If these consistency checks indicate an economy growing at much less than 7%, does it imply that
the published growth numbers are made up? I do not believe that the growth numbers are being
tampered with to show a strong performance. Our statisticians are doing an honest job in
compiling what is clearly a difficult job of calculating GDP.

However, initial estimates of growth are calculated from the more timely data on the formal
corporate sector. The economic growth numbers invariably get revised over the subsequent year
or two when less timely data from the informal sector become fully available. Demonetisation and
the introduction of the Goods and Services Tax, which is a long-term positive for the Indian
economy, had far greater adverse effects on the informal rather than the formal sector. Therefore,
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the initial growth figures, calculated mainly from estimates of the performance of the formal sector,
tend to inflate the figures of overall growth of the economy. These will no doubt be revised down in
due course. The main point of the consistency checks is to emphasise the need for caution before
getting triumphalist about growth. Demonetisation has paradoxically shown initial growth estimates
to be higher rather than lower.

As noted above, there have been improvements in the foundations of the Indian economy through
declining inflation, improving trade performance, and strengthening foreign exchange reserves.
Moreover, despite the electoral cycles, Central government budget deficits have been broadly
under control.

However, the improving fundamentals are on slippery ground. While policy measures have helped
control inflation, the decline in inflation has largely been driven by extraneous factors. Food and
energy prices are important components of the consumer price index and the decline in
commodity prices has had a large role in bringing inflation down. Should food and energy prices
revert to an increase in the future, it would be difficult for the RBI through its monetary policy
actions to bring inflation under control.

Oil, gold and coal constitute almost 50% of total imports in India. Over the past few years, India’s
trade has gained significantly from steep declines in the prices of these commodities. Rather than
strong exports, India’s trade improvement reflects the extraneous factor of declining commodity
prices. The trade balances would come under renewed pressure should commodity prices, over
which India has little control, turn higher.

Lower oil prices have also benefited the Central government budget through reduced spending on
energy-related subsidies. Focus generally tends to be on the Central government budget.
However, what is more important is the general government budget — the combined budgets of
the Central and State governments. This deficit is still a large 6.5% of GDP. Moreover, India’s debt
is a relatively high 70% of GDP and, unlike in a number of emerging market economies, it has not
really come down in the last five years. The fiscal position in India constitutes a hidden
vulnerability.

There have been improvements in the Indian economy in recent years. However, the current
published growth rate exaggerates underlying strength. The improving fundamentals owe more to
favourable external circumstances than to hard domestic policy choices.

Ramana Ramaswamy is Distinguished Academic Visitor at Queens’ College, Cambridge

Receive the best of The Hindu delivered to your inbox everyday!

Please enter a valid email address.

With limited resources and time, it is crucial for States to assess which skills policies will make the
biggest impact
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On growth and equality, two trajectories

Thirty years ago, income distribution in India was regarded as relatively equal, at least in
international comparison. Meanwhile, Brazil was breaking world records for inequality. Today,
inequality in India is high and increasing, while in Brazil it has declined substantially since the
1990s. As a result, on many measures India is now more unequal than Brazil.

At the global level, inequality has become a central concern, and not just among politicians and
intellectuals of the left – it is on the agenda of major international institutions such as the IMF and
the World Bank, and is a key subject of debate in the Davos meetings of the World Economic
Forum. The reasons are not hard to see. High inequality can be a threat to both political stability
and economic growth; and it raises fundamental ethical questions about the fairness of both global
and national economies. What has been going on in India and Brazil?

Brazil went through a period of rapid growth before 1980. In this process, the labour market
became more segmented, with an increasing number of protected, regular workers but a widening
gap with the informal economy. The middle class also expanded, with high incomes and
consumption. Growing private investment led to an increasing concentration of wealth, while in
rural areas, land distribution remained highly unequal. The result was a dynamic of development in
which the bulk of the benefits were captured by a relatively small fraction of the population.

While the circumstances of India’s rapid growth since the 1980s are different, there are clearly
echoes of the earlier pattern in Brazil. In India, liberalization released some of the factors that had
previously prevented an increase in the concentration of income, and this has led to wider gaps in
the labour market, where many are excluded from the new opportunities, and has generated a
highly unequal accumulation of wealth.

From the 1990s onwards there was widespread recognition of the adverse economic and social
consequences of increased inequality in Brazil. Especially after the turn of the century, state
policies aimed to increase the numbers of workers with adequate social protection and rights at
work, raised the minimum wage, and greatly expanded the transfers of income to poor families.
The Gini coefficient of income inequality fell from 0.60 in 1993 to 0.53 in 2012.

In India too, policies were introduced after 2005 which helped to moderate the rise in inequality,
especially in rural areas, notably MGNREGA and improvements in the PDS. But the scale and
scope of social policy was less than in Brazil, formal employment stagnated, minimum wages
hardly rose in real terms and urban inequality continued to rise, as did the gap between urban and
rural areas.

These patterns reflect the growth regimes in the two countries, which are built on the social and
economic institutions – labour institutions, agrarian systems, market functioning, financial
mechanisms, state interventions, international linkages – that underpin investment, production and
job creation. Inequality arises out of the ways these institutions distribute economic opportunities,
structure labour markets and influence the returns to labour and to capital.

It also reflects the basic, persistent cleavages of each society. For instance, wage differences
between men and women have been reduced in both countries, but this is only relevant for those
who succeed in obtaining wage work. In India, standard measures of women’s labour force
participation have been declining, suggesting that gender inequality in access to employment is
increasing. Meanwhile, in Brazil, female labour force participation has doubled since 1980 and
today there is much less gender inequality in employment than in India.
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There are also persistent differentials in employment and incomes by caste and community in
India. Like for gender, this results less from direct wage discrimination, and more from differences
in access to education and decent jobs. In contrast, racial disparities in the Brazilian labour market
have declined substantially in recent years.

But just how important is it to reduce inequality? Although inequality has declined in Brazil the
country is now in a deep economic and political crisis; meanwhile, rising inequality in India does
not seem to have yet had major political repercussions and the economy continues to grow.

In Brazil, the present situation is in part due to the global financial crisis that started in 2008 and
subsequent macroeconomic policy errors. But it also reflects a middle-class backlash against
redistribution once economic growth stalled. “Some of the social and labour policies put in place in
the period 2002-12 are now being reversed, former President Lula da Silva – who led the effort to
reduce inequality at that time – has been jailed on corruption charges, and inequality is again
rising. This is reviving social tensions, and inequality is at the heart of the political debate.

In India, inequality is strangely absent from the political agenda – for instance, it is hardly
mentioned in the last two Economic Surveys. Attention is more focussed on poverty reduction and
the relative position of particular social groups. But the strains are increasing. There is growing
awareness of increasing relative poverty, as casual construction labourers build gleaming
commercial centres; many groups are demanding an increased share of good jobs through wider
reservations; recent policies such as demonetization and the introduction of GST appear to have
had adverse distributional consequences that were not anticipated; increasing concentration of
income can lead to shortfalls in demand and distorted patterns of investment.

There is a lack of reliable data on changes in inequality in recent years, but wages have been
rising more slowly than output per capita, and there is no sign that the increasing trend in
inequality has been reversed. The histories of Brazil and India show that this is not an issue that
can be dealt with minor adjustments to economic strategy. It needs a more fundamental shift to a
view of development in which growth and equality are two sides of the same coin.
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India needs 8.1 million jobs a year, says WB

India needs to create 8.1 million jobs a year to maintain its employment rate, according to a World
Bank report which projected the country’s growth to accelerate to 7.3% in the current financial
year. It also projected the growth rate to increase further to 7.5% in the following two years.

In its twice-a-year South Asia Economic Focus (SAEF) titled ‘Jobless Growth?’, the bank also said
India had recovered from the withdrawal of large denomination bank notes in November 2016 and
the Goods and Services Tax (GST), rolled out on July 1, 2017.

“[India’s] growth is expected to accelerate from 6.7% in 2017 to 7.3% in 2018 and to subsequently
stabilise supported by a sustained recovery in private investment and private consumption,” it said.

‘Expedite investments’

The report projected India’s growth to further accelerate to 7.5% in 2019-20 and 2020-21 and said
New Delhi should strive to accelerate investments and exports to take advantage of recovery in
global growth.

“Every month, the working age [population] increases by 1.3 million people and India must create
8.1 million jobs a year to maintain its employment rate, which has been declining based on
employment data analysed from 2005 to 2015, largely due to women leaving the job market,” it
said.
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Ordinance on economic offenders cleared

“A Fugitive Economic Offender is a person against whom an arrest warrant has been issued in
respect of a scheduled offence and who has left India so as to avoid criminal prosecution, or being
abroad, refuses to return to India to face criminal prosecution,” the release said. “A scheduled
offence refers to a list of economic offences contained in the Schedule to this ordinance.”

So as to ensure that the court is not over-burdened, only those cases where the total value
involved in such offences is Rs. 100 crore or more will be within the purview of the ordinance.

Apart from giving the government the power to attach or confiscate the assets of a fugitive
economic offender, the Ordinance also removes the offenders’ right to defend a civil claim in the
country. The ordinance also provides for the appointment of an administrator to manage and
dispose of the confiscated property.

“If at any point of time in the course of the proceeding prior to the declaration, however, the
alleged Fugitive Economic Offender returns to India and submits to the appropriate jurisdictional
court, proceedings under the proposed Act would cease by law,” the government said.

“All necessary constitutional safeguards in terms of providing hearing to the person through
counsel, allowing him time to file a reply, serving notice of summons to him, whether in India or
abroad and appeal to the High Court have been provided for.”

“There have been instances of economic offenders fleeing the jurisdiction of Indian courts,
anticipating the commencement, or during the pendency, of criminal proceedings,” the government
added.
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Online Dispute Resolution Mechanism is a laudable initiative and saves time and cost: Vice
President
Vice President's Secretariat

Online Dispute Resolution Mechanism is a laudable initiative
and saves time and cost: Vice President

Shall go a long way attracting more FDI and strengthen
economy;

Addresses the National Conference on ‘Online Dispute
Resolution Mechanism’

Posted On: 21 APR 2018 2:16PM by PIB Delhi

The Vice President of India, Shri M. Venkaiah Naiud has said that Online Dispute Resolution
Mechanism is a laudable initiative to fast-track dispute resolution and it shall go a long way in
resolving disputes, attracting more foreign investment by projecting India as an investor-friendly
country and strengthen economy. He was addressing the National Conference on ‘Online Dispute
Resolution Mechanism’, organized by the Construction Industry Arbitration Council (CIAC), here
today. The retired Secretary, Ministry of Law & Justice, Shri P.K. Malhotra and other dignitaries
were present on the occasion.

The Vice President complimented the Ministry of Law & Justice for taking the initiative in evolving
this system and said this will help courts to concentrate on access to justice to people in better
manner. He further said that the rapid development of the Internet and electronic commerce,
Online Disputes Resolution has been labeled “a logical and natural step” as it facilitates
expeditious resolution of disputes.

The Vice President said that the CIAC has been closely associated with UN Commission on
international trade and law. He further said that domestic and international trade and commerce
has spurred competition provide more opportunities and imputed risks. The commercial arbitration
in India is witnessing a steady transition and it should become more simpler, he added.

The Vice President said that country like India having a sound legal framework and ease of doing
business can become a natural choice for investors. He further said that flagship programs like
establishment of Smart Cities in India would require a techno-legal smart dispute resolution
mechanism. People should also be made aware of the avenues available, he added.

The Vice President said that Online Dispute Resolution mechanism is the need of the hour
keeping the increase of e-commerce and e-businesses in view. He welcomed the measures taken
by Ministry of Law and Justice to introduce Online Dispute Resolution through mediation,
arbitration and conciliation. This results in saving a lot of time and cost, he added.

Following is the text of Vice President's address:

"It is a pleasure to inaugurate the first National Conference on “Online Dispute Resolution
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Mechanism” organized by Construction Industry Arbitration Council (CIAC) and their prime partner
AICTE.

With the increase of e-commerce and e-businesses, many disputes arise between parties across
borders and Online Dispute Resolution (ODR) is, therefore, the need of the hour. It basically seeks
to fast track solutions.

I welcome the measures taken by Ministry of Law and Justice to introduce Online Dispute
Resolution through mediation, arbitration and conciliation. I must say that this  is a laudable step to
fast track dispute resolution in the country.

The nation has embarked upon an ambitious program of building the physical infrastructure,
highways, roads, and other related structures, to enable surface transportation sector. In the next
five years, these are likely to cost the nation around Rs.105,000 crore. Housing would need an
investment of Rs.65,000 crore, civic services, another Rs.45,000 crore, Core Sector construction
and power sector require at least another Rs.200,000 crore. The impact of these investments and
the performance of the Construction Industry on the economy of the country cannot, therefore, be
overstated. 

Analysis of the causes of delay in contracts shows that the major reasons resulting in time over-
runs, and resultant cost over-runs, are the ineffectiveness of Dispute Resolution Mechanism and
the penalty clauses in contract documents. Although several modifications have been made in
existing arbitration procedures, they have brought little comfort.

A Survey conducted by Construction Industry Development Council (CIDC) shows that disputes
amounting to a large sum ( over Rs. 3, 50,000 crores) are pending with Arbitrators / Conciliators
for periods ranging between 2 and 10 years.

A substantial portion of Plan funds go into construction and the government is rightly disturbed
over cost and time over-runs.

In order to ensure speedy resolution of commercial disputes and facilitate effective conduct of
international and domestic disputes, it is necessary to adopt various dispute resolution
mechanisms. This shall also encourage foreign investment by projecting India as an investor-
friendly country having a sound legal framework and ease of doing business in India

With the rapid development of the Internet and electronic commerce, Online Disputes Resolution
has been labeled “a logical and natural step” as it facilitates expeditious resolution of disputes.

Despite increasing inflow of foreign capital in the Indian economy, India’s potential to attract
Foreign Direct Investment from the world has not yet been sufficiently tapped. This is happening
because India lags behind other countries in having an effective dispute resolution system. Even
flagship programs like establishment of Smart Cities in India would require a techno-legal smart
dispute resolution mechanism.

I am happy to note that to provide technical support to  Arbitrators in ODR, CIAC is creating a pool
of “Arbitration Systems Specialists” who would be young IT savvy engineers and post-
graduates of MBA. I am told that as per projections, at least two lakh jobs would be created in this
field in the next three years. It is heartening to see many of the young budding Arbitration Systems
specialists in the audience.

 I am glad that the first major online portal for ODR, supported by CIAC and National Highways
Authority of India is being launched today. This will help NHAI to expedite dispute resolution and
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speed up road construction.

I wish all the very best for the day long deliberations.

JAI HIND!"

***

 

AKT/BK/RK

(Release ID: 1529821) Visitor Counter : 344

Read this release in: Hindi , Marathi
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Use of blockchain beyond cryptocurrencies

Expansive plans:IndiaChain may become the world’s largest blockchain programme in
governance.GETTYIMAGES/ISTOCKLuckyStep48  

With India’s digital footsteps gaining significant stride in recent years, blockchain technology has
caught the imagination of many. While most of us identify blockchain with cryptocurrencies,
bitcoins in particular, tech designers are yet to fully realise its disruptive potential in numerous
other sectors. In today’s rapidly evolving interconnected digital ecosystem, blockchain can emerge
the biggest disrupter.

Blockchain technology has the power to transform business processes and applications across
sectors — from financial services to agriculture, from healthcare to education, among others.
Blockchain-powered smart contracts, where every piece of information is recorded in a traceable
and irreversible manner, can play a revolutionary role in enhancing ease of doing business. It will
augment the credibility, accuracy and efficiency of a contract while reducing the risk of frauds,
substantially.

Property deals

Property transactions in India are still carried out on paper, making them prone to disputes.
Application of blockchain technology would bring revolutionary changes through in-built
transparency, traceability and efficiency in the system. State governments are already exploring
use of this technology to bring order and efficiency to property transactions.

Financial services has been a pioneer in blockchain-based use cases that are driving significant
improvements in operations and client experience. For example, Yes Bank is an early adopter of
this technology by implementing a blockchain-based multi-nodal system to fully digitise vendor
financing for one of its clients. The system today enables the bank to do timely processing of
vendor payments without physical documents and manual intervention, while enabling both parties
to track the status of transactions in real time.

Healthcare and pharmaceuticals is one of the best prospective areas where a lot of clinical data is
built up and exchanged, which, owing to its sensitive nature, demands a secure and reliable
system. Blockchain could play a crucial part in health insurance claims management by reducing
the risk of insurance claim frauds. The technology can also be used to prevent the sale of spurious
drugs in the country by tracking every step of the supply chain network at every level.

The education sector can benefit from a blockchain-powered, time-stamped repository of pass-
outs and job records of students so that it becomes easier for employers to verify the credibility of
candidates.

In agriculture too, seasonal data related to crop and climatic cycles and soil testing data can be
protected and used by multi-nodal blockchain application for the benefit of insurance companies,
researchers, market agencies and even to predict stock prices.

Globally, blockchain technology has proven to be a change-maker. Nasdaq Inc. has successfully
tested a blockchain-powered proxy voting system on its Estonian exchange and is gearing up for
full-scale implementation. In Russia, blockchain-based systems are being pursued for land registry
management as well as for improving the local voting system. The Dubai government, on the other
hand, is on its way to implement blockchain-based paperless digital systems in areas such as visa
applications, licence renewals and bill payments.
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Government as enabler

While the government of India has eliminated the possibility of considering cryptocurrencies as
legal tender, it has endorsed the idea of exploring use of blockchain technology for ushering in
India’s digital economy.

The NITI Aayog is exploring the use of blockchain and AI technologies in diverse areas such as
education, healthcare, agriculture, electricity distribution and land records, among others. In this
direction, the Think-Tank is reportedly building a platform called 'IndiaChain' — a shared, India-
specific blockchain infrastructure that would leverage the trinity of Jan-Dhan-Yojana, Aadhaar and
the mobile trinity.

When implemented, this one-of-its-kind initiative will likely be the world’s largest blockchain
implementation programme in governance.

What may actually work for India is the version Blockchain 2.0 that allows programmable
transactions (modified by a condition or a set of conditions), extending its capability from being
able to do simple transactions to more complex transactions. It can also address privacy and
regulatory needs, complex functions and is not limited to one vendor.

Meanwhile, several State governments including A.P., Telangana, Gujarat, Karnataka and
Maharashtra, have started gauging the possibilities, and even implementing in some cases, the
distributed ledger technology for their e-governance initiatives. The A.P. government is leading the
way in blockchain adoption by executing pilot projects in land records and transport.

For a true digital future

Blockchain’s ability to enhance real-time visibility in the functioning of the supply chain offers
myriad possibilities across a range of sectors to prevent leakages, and thereby increase efficiency.
Realising its genuine potential, a number of leading corporations in India have started investing in
Blockchain. At the same time, a number of start-ups are emerging in this space, developing and
using the technology for diverse applications.

While baby steps are being taken, it is also crucial to lay our collective focus on identifying and
resolving key issues and challenges in implementing this technology, the prime amongst those
being data privacy.

A sustainable future for blockchain would also necessitate creation and sustenance of the right
kind of ecosystem in the country. (The writer is a

CEO & MD, Yes Bank)
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With the assent of the President of India, the Fugitive Economic Offenders Ordinance, 2018 gets
promulgated; New Law lays down the measures to empower Indian authorities to attach and
confiscate the proceeds of crime associated with economic offenders and the properties of the
economic offenders.
Ministry of Finance

With the assent of the President of India, the Fugitive
Economic Offenders Ordinance, 2018 gets promulgated;
New Law lays down the measures to empower Indian
authorities to attach and confiscate the proceeds of crime
associated with economic offenders and the properties of
the economic offenders.

Posted On: 22 APR 2018 2:30PM by PIB Delhi

Fugitive Economic Offenders Ordinance, 2018 has come into force as the President of India has
given his assent to the Union Cabinet’s decision to promulgate the said Ordinance. Earlier, the
Union Cabinet, in its meeting held on 21st April, 2018, had decided to approve the proposal of the
Ministry of Finance to promulgate the Fugitive Economic Offenders Ordinance, 2018.

Fugitive Economic Offenders Ordinance, 2018 (“the Ordinance”) lays down the measures to
empower Indian authorities to attach and confiscate proceeds of crime associated with economic
offenders and the properties of the economic offenders and thereby deter economic offenders
from evading the process of Indian law by remaining outside the jurisdiction of Indian
courts.                     

The need for the Ordinance has arisen as there have been instances of economic offenders
fleeing the jurisdiction of Indian courts, anticipating the commencement, or during the pendency, of
criminal proceedings. The absence of such offenders from Indian courts has several deleterious
consequences - first, it hampers investigation in criminal cases; second, it wastes precious time of
courts of law, third, it undermines the rule of law in India. The existing civil and criminal provisions
in law are not entirely adequate to deal with the severity of the problem. In view of the above
context, a Budget announcement was made by the Government in the Budget 2017-18 that the
Government was considering to introduce legislative changes or even a new law to confiscate the
assets of such absconders till they submit to the jurisdiction of the appropriate legal
forum.Pursuant to the above announcement, the Fugitive Economic Offenders Bill, 2018 was
introduced in LokSabha on the 12th March, 2018. The Fugitive Economic Offenders Bill, 2018 was
listed for consideration and passing in LokSabha on many occasions after its introduction. The
LokSabha has since been adjourned sine die and both the Houses of Parliament were prorogued
on 6thApril, 2018.         

            In order to address the deficiency in the present laws and lay down measures to deter
economic offenders from evading the process of Indian law by remaining outside the jurisdiction of
Indian courts, the Ordinance is being proposed. The Ordinance makes provisions for a Court
(‘Special Court’ under the Prevention of Money-laundering Act, 2002) to declare a person as a
Fugitive Economic Offender. A Fugitive Economic Offender is a person against whom an arrest
warrant has been issued in respect of a scheduled offence and who has left India so as to avoid
criminal prosecution, or being abroad, refuses to return to India to face criminal prosecution. A
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scheduled offence refers to a list of economic offences contained in the Schedule to this
Ordinance. Further, in order to ensure that Courts are not over-burdened with such cases, only
those cases where the total value involved in such offences is 100 crore rupees or more, is within
the purview of this Ordinance. The Fugitive Economic Offenders Ordinance, 2018, inter alia
provides for–

(i)         making an application before the Special Court for a declaration that an individual is a
fugitive economic offender;

(ii)        attachment of the property of a fugitive economic offender and proceeds of crime;

(iii)       issue of a notice by the Special Court to the individual alleged to be a fugitive economic
offender;

(iv)     confiscation of the property of an individual declared as a fugitive economic offender or even
the proceeds of crime;

(v)        disentitlement of the fugitive economic offender from defending any civil claim; and

(vi)       appointment of an Administrator to manage and dispose of the confiscated property under
the Act.

            If at any point of time in the course of the proceeding prior to the declaration, however, the
alleged Fugitive Economic Offender returns to India and submits to the appropriate jurisdictional
Court, proceedings under the proposed Act would cease by law. All necessary constitutional
safeguards in terms of providing hearing to the person through counsel, allowing him time to file a
reply, serving notice of summons to him, whether in India or abroad and appeal to the High Court
have been provided for.

            Major impact: It is expected that a special forum to be created for expeditious confiscation
of the proceeds of crime, in India or abroad,would coerce the fugitive to return to India to submit to
the jurisdiction of Courts in India to face the law in respect of scheduled offences.    

            Since the proposed law would utilise the existing infrastructure of the Special Courts
constituted under under the Prevention of Money-laundering Act, 2002 and the threshold of
scheduled offence is high at Rs. 100 crores or more, no additional expenditure is expected on the
enactment of the Bill.     

            No. of beneficiaries:   The Bill is expected to re-establish the Rule Of Law with respect to
the Fugitive Economic Offenders as they would be forced to return to India to face trial for
scheduled offences. This would also help the banks and other financial institutions to achieve
higher recovery from financial defaults committed by such fugitive economic offenders, improving
the financial health of such institutions. 

States/districts covered:   The new law would cover all the States and Districts.

 

                                           ************************

DSM/RM
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What demonetisation did to tax collections

The argument about whether demonetisation was good or bad for the economy refuses to die
down even a year after the event. Former RBI Governor Raghuram Rajan took potshots at it in a
recent speech.

While one can endlessly debate, with very little data, on whether the ban on high-value currency
notes dealt a body blow to terrorism, corruption and counterfeiting, one area in which its impact
can be quantified with data is tax compliance.

In the last sixteen months, there has been a lot of premature analysis on India’s tax compliance
metrics based on sporadic data points cited by the Finance Minister and tax officials. But with the
deadline for FY17 return filings ending on March 31, official data on direct tax collections for FY17
and FY18 is available. This makes an objective analysis possible on what demonetisation did to
India’s tax base. The news is mostly good.

Better collections

India managed a second consecutive year of strong growth in its direct tax collections in FY18.
Net collections (gross mop ups minus refunds) increased by 17.1% in the just concluded fiscal
year, to Rs. 9.95 lakh crore.

This was after a 14.6% increase in the mop ups in FY17. It should be noted that income tax rates
have largely stayed put in the last couple of years, with only minor increases in the surcharge and
cess components.

Now, compared with the first two years of the NDA rule, the last two years’ numbers are very
healthy. In FY15 and FY16, India’s direct tax kitty witnessed growth of just 8.9% and 6.9%.

But seen from a historical perspective, a 14% or even 17% annual increase in direct taxes isn’t
extraordinary for the Indian economy.

For instance, in fiscal year FY14 (under the UPA government), direct tax collections rose 14.3%.
In FY11, they had expanded 18%. Clearly, these numbers were achieved without any tinkering
with high-value currency notes.

So how would we know if direct tax collections have really revved up post-demonetisation?

Higher buoyancy

Well, a good way to gauge this is to evaluate direct tax buoyancy. Given that direct taxes both for
individuals and businesses are levied as a percentage of their annual income, it is reasonable to
expect taxes collected to march in step with GDP growth. This is what tax buoyancy measures, by
dividing the growth in tax collections for each year by the nominal GDP growth. Higher the
number, the better the compliance. Applying this measure to India shows that tax buoyancy has
indeed picked up post-demonetisation. In the seven years from FY08 to FY14, direct tax buoyancy
hovered between 0.5 and 1.1 times, averaging out at 1 for the period.

Put simply, every additional rupee of nominal GDP growth for India yielded an equivalent new
rupee of direct taxes for the Centre. After hovering at 1.0 until then, in FY15 and FY16, direct tax
buoyancy unaccountably slumped to 0.8 times and 0.6 times.
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But since the note ban, buoyancy numbers have perked up quite a bit. Direct tax buoyancy
doubled from 0.6 times in FY16 to 1.3 times in FY17 and accelerated further to 1.7 times in FY18.

(For these computations, we used the latest available nominal GDP estimates from the CSO,
using the new series from FY12).

This is good news indeed, because India’s nominal GDP growth has been below historical levels
in the last two years, due to low inflation. If nominal growth revs up, and the new-found tax
buoyancy holds up, the Centre’s direct tax coffers could fill up even faster in the coming years.

More filers

Not all of the direct taxes flowing into the Centre’s kitty come from citizens willingly paying up their
tax. The direct tax collection numbers put out by the Central Board of Direct Taxes (CBDT) include
mandatory deductions by way of the much-hated tax deducted at source (TDS).

It typically accounts for a third of the collections each year. A good way to measure voluntary tax
compliance, and to strip out the impact of TDS, is to look at the number of Income Tax (IT) returns
being filed by individuals and businesses each year.

In FY14, just before the NDA swept into power, 3.79 crore IT returns were filed by taxpaying
entities (this includes individuals, small businesses and companies). Over the next two years to
FY16, this number crept up to 4.36 crore. That’s a 15% addition over two years.

But the latest CBDT data (provisional) tells us that the number of filings zoomed to 6.84 crore by
the end of FY18. That’s a 57% increase in the last two years (2.48 crore new filings).

As IT returns are typically filed for the previous financial year, the filings at the end of FY18 would
fully capture the demonetisation impact. Yes, one can still debate if it was the act of
demonetisation that sparked this sudden good behaviour.

The NDA government has made anti-evasion a top policy priority and has been systematically
plugging loopholes in tax laws in its last few Budgets. In the post-note ban period, the CBDT has
also been on an overdrive to show good collection numbers, unleashing a flurry of notices,
warnings and raids on non-filers.

But without looking the gift horse on tax filings too closely in the mouth, one can still cheer this
new found improvement in tax compliance. After all, getting non-filers to step into the parlour is the
first step to expanding the income tax net. Once a citizen begins to file returns, a contribution to
direct tax collections must inevitably follow. Better compliance would eventually provide headroom
for the Centre to prune down income tax rates.

The outdated 3%

Income tax payers in India have always felt a sense of victimhood because they make up such a
small sliver of the population, with dozens of memes and jokes dedicated to this ‘unfortunate’ 3%.

But recent numbers on India’s tax base suggest that this figure is now quite outdated. In the latest
Budget, the Finance Minister pegged India’s current direct tax base at 8.27 crore taxpaying
entities. The official definition of ‘tax base’ sweeps in all assessees who have filed their IT returns
in the last three years, and adds in those who paid TDS.

Now, the Indian population featured 25 crore households as per the last Census. If one assumes
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agricultural households to make up about 40% of that number, (given that agricultural income is
exempt from tax) potential tax-paying households (or entities) can be guesstimated at about 15
crore. A tax base of 8.27 crore makes up well over half of this number.

Tax base estimate

A ballpark estimate of the individual taxpayer base is equally reassuring. Of the estimated
population of 132 crore, the working population is estimated at about 40% (52.8 crore). If half of
the workforce is assumed to be engaged in agriculture, that’s a potential tax base of 26 crore
individuals. With individual income tax payers already topping 6 crore, it is clear that a fourth of
those who owe income tax are already paying tax.

Detractors will point out that, though India’s tax base has grown at a furious pace in the last couple
of years, the CBDT has mostly netted small fish, as its tax collections haven’t kept pace with the
number of newbies joining the tax system. That is true. CBDT data does show that newbie return
filers have mostly joined the bottom of the pyramid where tax rates are nominal or nil.

But hopefully, as India’s income levels improve over the next few years and it transitions into a
middle-income economy, these new return filers will graduate into the higher tax slabs and cough
up their due share of taxes.

This should pave the way for the government to loosen up on its anti-evasion measures and prune
its sky-high income tax rates.

On the flip side, only return filers at low tax rates have joined the bottom of the pyramid
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Issues regarding “Bill To Ship To” for e-Way Bill under CGST Rules, 2017
Ministry of Finance

Issues regarding “Bill To Ship To” for e-Way Bill under
CGST Rules, 2017

Posted On: 23 APR 2018 4:51PM by PIB Delhi

A number of representations have been received seeking clarifications in relation to requirement of
e-Way Bill for “Bill To Ship To” model of supplies. In a typical “Bill To Ship To” model of supply,
there are three persons involved in a transaction, namely:

‘A’ is the person who has ordered ‘B’ to send goods directly to ‘C’.●

‘B’ is the person who is sending goods directly to ‘C’ on behalf of ‘A’.●

‘C’ is the recipient of goods.●

 

 

 

 

 

2. In this complete scenario two supplies are involved and accordingly two tax invoices are
required to be issued:

Invoice -1, which would be issued by ‘B’ to ‘A’.●

Invoice -2 which would be issued by ‘A’ to ‘C’.●

 

3. Queries have been raised as to who would generate the e-Way Bill for the movement of goods
which is taking place from ‘B’ to ‘C’ on behalf of ‘A’. It is clarified that as per the CGST Rules, 2017
either ‘A’ or ‘B’ can generate the e-Way Bill but it may be noted that only one e-Way Bill is required
to be generated as per the following procedure:

Case -1: Where e-Way Bill is generated by ‘B’, the following fields shall be filled in Part
A of GST FORM EWB-01:

                       

1. Bill From: In this field details of ‘B’ are supposed to be filled.
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2.
Dispatch
From:

This is the place from where goods are actually dispatched. It
may be the principal or additional place of business of ‘B’.

3. Bill To: In this field details of ‘A’ are supposed to be filled.

4. Ship to:  In this field address of ‘C’ is supposed to be filled.

5.
Invoice
Details:

Details of Invoice-1 are supposed to be filled

 

Case -2: Where e-Way Bill is generated by ‘A’, the following fields shall be filled in Part
A of GST FORM EWB-01:

 

1. Bill From:
In this field details of ‘A’ are supposed to be filled.
 

2.
Dispatch
From:

This is the place from where goods are actually dispatched. It
may be the principal or additional place of business of ‘B’.

3. Bill To: In this field details of ‘C’ are supposed to be filled.

4. Ship to:  In this field address of ‘C’ is supposed to be filled.

5.
Invoice
Details:

Details of Invoice-2 are supposed to be filled.

 

 ********

DSM/RM/KA

(Release ID: 1529945) Visitor Counter : 2149
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MSMEs will play a key role in employment generation- Suresh Prabhu
Ministry of Commerce & Industry

MSMEs will play a key role in employment generation-
Suresh Prabhu

Posted On: 23 APR 2018 3:28PM by PIB Delhi

 

Shri Suresh Prabhu delivering keynote address at the First International SME Convention – 2018, Delhi

The First International SME Convention – 2018 is being convened inNew Delhi. Union
Minister of Commerce & Industry and Civil Aviation, Suresh Prabhuwas the Chief Guest
at theinaugural function held today. Speaking on this occasion, the Minister
congratulated Minister Shri Giriraj Singh for taking leadership in holding this
International SME Convention for the first time, in which more than 30 countries are
participating. He said that the world is debating strategies to revive global growth, but
there are challenges like the rising gap between rich and poor within a country and also
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between rich and poor countries along with issues likeclimate change and jobless
growth. He emphasised that Micro,Small and Medium Enterprises (MSME) will play key
rolesin solving these problems.

MSMEs will reduce gap between rich and poor as they are agents of inclusive growth.
Micro, Small and Medium Enterprises will help in reducing Green House Gas emissions
as they are generally closer to markets leading to reduced carbon footprints. MSMEs
will play a key role in employment generation thus countering jobless growth.

He further said that there is a complementary relationship between big enterprises and
MSMEs. Only if thesmall survive the big will prosper.  Big enterprises and MNCs
require global value and supply chain, which is not possible without MSMEs. Need of
the hour is strengthening these linkages between big and small, and together both will
propel the global economy.

Stressing on role of MSMEs, the Minister said that new Industrial Policy, which will be
announced soon, lays great stress on the role of Self Help Groups (SHGs). He also
emphasised that MSMEs can take advantage of the Start-up India Program. The
Minister suggested that network of MSMEs across countries in Africa, Central Asia and
Latin America, may be created to promote their ideas at the global level as MSMEs are
the crucible of creation of new ideas in the world of business.

The SME International Convention – 2018 is being organised by the Ministry of MSME
and National Small Industries Corporation (NSIC) along with KVIC and Coir Board.
During the inaugural function MoS (IC), MSME, Giriraj Singh, MoS of External Affairs,
M.J. Akbar, Secretary MSME, Dr.Arun Kumar Panda, Additional Secretary and
Development Commissioner, MSME, Ram Mohan Mishra, Chairman of KVIC and
Chairman of Coir Board were also present.

***

MM/RC

(Release ID: 1529923) Visitor Counter : 400

Read this release in: Urdu , Tamil
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Nabbing absconders: on Fugitive Economic Offenders Ordinance

Last Saturday, within hours of Prime Minister Narendra Modi’s return to Delhi from an overseas
tour, the Union Cabinet approved the promulgation of the Fugitive Economic Offenders Ordinance,
2018. A fugitive is defined as someone who has left India to avoid criminal prosecution or who is
already overseas and refuses to return to face the law. In recent weeks, banks have been asked
to mandatorily collect passport details of those borrowing above 50 crore, and the passports of
some wilful defaulters are being impounded too. Given that the proposed legislation was
announced well over a year ago, the trigger for this belated haste is easy to see. While presenting
Budget 2017-18, the Finance Minister referred to instances of offenders fleeing the country to
escape its justice system, and said the government was looking at a law to confiscate the assets
of such persons till they return to face the law. By September, the Finance and Law Ministries had
agreed on a draft Bill, but it was only introduced in the Lok Sabha this March, in a session that
proved to be a washout. The government is no doubt conscious of the clamour for tough action on
absconding offenders, particularly those involved in financial misdemeanours and wilful defaulters
of bank loans.

President promulgates Fugitive Economic Offenders Ordinance

There remains great consternation over liquor baron Vijay Mallya’s flight from the country, with his
now-defunct Kingfisher Airlines having run up outstanding loans of over 9,000 crore from Indian
banks. Both Mr. Mallya and former Indian Premier League commissioner Lalit Modi, who faces an
Enforcement Directorate probe for foreign exchange law violations, are in Britain. They left Indian
shores for safer climes under the NDA government’s watch, as did diamond merchants Nirav
Modi, Mehul Choksi and their associates, whose firms defrauded the country’s second largest
public sector bank of over 12,800 crore. India is no closer to getting Mr. Modi or Mr. Mallya back to
face the law, with extradition proceedings against the latter crawling through U.K. courts. No clear
indications about whether their return could be expedited emerged during Prime Minister Modi’s
meeting with his British counterpart Theresa May last week. Meanwhile, though government
agencies have attached the diamond merchant duo’s assets in India, an American court has
disallowed the sale of their assets in other jurisdictions while allowing their U.S.-based entity to
offload its assets. The reason: India is yet to pass a model law mooted by the UN for cross-border
insolvency cases. It is not clear whether this ordinance can tide over this major handicap. The
government may have opted for the ordinance route to deflect the heat from these cases of fraud,
but it needs to present a coherent vision about its plans to bring back those fugitives who have
already got away and plug the remaining loopholes in the system.

Receive the best of The Hindu delivered to your inbox everyday!

Please enter a valid email address.

Attempts to undermine the investigation into a little girl’s rape and murder must be resisted

The revival of the Trans-Pacific Partnership, sans U.S., must buttress the free trade debate
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NSE launches Nifty Equity Savings Index for mutual funds

NSE’s index services subsidiary, India Index Services & Products Limited, has introduced Nifty
Equity Savings Index, which can serve as a benchmark for equity savings funds offered by various
mutual fund houses. The index captures the performance of a portfolio having exposure to equity,
equity arbitrage and debt instruments and is similar to the investment philosophy of equity savings
funds, NSE said in a statement.
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Merging associate banks with the SBI

In August 2017, the Lok Sabha passed the State Banks (Repeal and Amendment) Bill of 2017 to
amend the State Bank of India (SBI) Act of 1955 to remove references related to subsidiary banks.

After the acquisition of subsidiary banks by the SBI, subsidiary banks have ceased to exist.
Therefore, the government found it necessary to repeal the SBI (Subsidiary Banks) Act of 1959
and the State Bank of Hyderabad Act of 1956.

The government has also found it unnecessary to retain certain provisions in the SBI Act, 1955,
which apply to subsidiary banks. These subsidiary banks — State Bank of Bikaner and Jaipur,
State Bank of Mysore, State Bank of Patiala, and State Bank of Travancore — were constituted
under the SBI (Subsidiary Banks) Act of 1959.

The State Bank of Hyderabad was originally constituted as Hyderabad State Bank under the
Hyderabad State Bank Act and renamed as the State Bank of Hyderabad under sub-section (1) of
Section 3 of the State Bank of Hyderabad Act of 1956.

To rationalise resources, reduce costs, improve profits, for lower cost of funds leading to better
rate of interest for the public, and to improve productivity and customer service, the SBI, with the
sanction of the Central government and in consultation with the Reserve Bank of India (RBI),
entered into negotiations with the State Bank of Bikaner and Jaipur, the State Bank of Mysore, the
State Bank of Patiala, the State Bank of Travancore and the State Bank of Hyderabad for
acquiring their business, including assets and liabilities. The schemes relating to such acquisitions
were agreed upon by the Central Board of the SBI and the respective boards of the subsidiary
banks and approved by the RBI. In exercise of the powers conferred by sub-section (2) of Section
35 of the SBI Act, 1955, the Central government accorded its sanction.

Accordingly, the Central government issued the following orders, sanctioning the scheme of
acquisition: (a) the Acquisition of State Bank of Bikaner and Jaipur Order, 2017; (b) the Acquisition
of State Bank of Mysore Order, 2017; (c) the Acquisition of State Bank of Patiala Order, 2017; (d)
the Acquisition of State Bank of Travancore Order, 2017; and (e) the Acquisition of State Bank of
Hyderabad Order, 2017. As per these, the business of these subsidiary banks is to be carried out
by the SBI in accordance with the SBI Act, 1955, with effect from April 1, 2017.
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YES | Syed Ata Hasnain India risks its national security with low allocations to defence spending
Syed Ata Hasnain For a developing country that is
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Why becoming a $2.5-trillion economy will not be enough for India

India’s GDP is expected to breach the psychological $2.5 trillion barrier for the first time in 2017,
making it the sixth largest economy in the world. These numbers are another vindication of the
forward march of India as an important player in the global economy. This progress has come on
the back of economic reforms, which gathered steam more than 25 years ago. That political
competition did not derail the consensus on the broad direction of economic policy has been
crucial in achieving this feat. While our policy makers deserve credit, it is important to realise that a
lot more needs to be done. Two aspects of this challenge are worth underlining.

Thanks to our large population, India is still a laggard when it comes to per capita GDP levels in
the world. India also does much worse compared to many smaller countries on the Human
Development Index, which takes into account life expectancy at birth and average years of
schooling. All this means that average living standards of the people continue to be low.

Large economies do not operate in isolation. They must keep track of changing geopolitics. Hence
it is necessary that one looks at India’s economic rise in the past three decades in relation to what
has been happening in China. In 1980, GDPs of India and China were 6.6% and 10.7% of the
US’s GDP. Things have changed drastically in the last 37 years. China’s 2017 GDP is 62% of the
US GDP, while India’s GDP is just 13.5% of this figure. By 2023, IMF expects Chinese GDP to
reach 88% of the US GDP, while India’s would still be less than one-fifth of the US figure. It would
be naïve to assume the growing economic mismatch between India and China does not have a
role in the latter’s increasing interventions in our neighbourhood.

Political competition in a democracy often makes it difficult to prioritise long-term interests over
short-term gains. China does not face such constraints. For example, it has forced its farmers into
adopting measures for water conservation. In India, political parties compete in offering free
electricity and water to farmers, which although beneficial in the short run have played havoc with
the environment. Can India reorient its political competition to address long-term challenges to
development? Some amount of vanguardism would not be bad on this front.
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