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No easy solutions: on tackling NPAs

Union Minister Piyush Goyal, currently in charge of the Finance Ministry, has announced the
formation of a committee to assess the idea of special asset reconstruction companies or
asset management companies to take over bad loans from banks. The bankers’ panel has been
given two weeks to revert. The idea of a ‘bad bank’ is not new. Chief Economic Adviser Arvind
Subramanian had suggested the creation of a Public Sector Asset Rehabilitation Agency (PARA)
to deal with what he described as India’s “festering twin balance sheet problem”. By this he meant
over-leveraged corporates unable to service debt or invest afresh, and banks hit by non-
performing assets (NPAs) cagey about fresh lending. This overhang hurts new investments and
continues to dent India’s medium-term growth and job creation prospects. A professionally-run
PARA, or the so-called ‘bad bank’, could assume custody of the largest and most difficult-to-
resolve NPAs from lenders’ balance sheets. This would allow banks to focus on extending fresh
credit and supporting the pick-up in growth. More importantly, a bad bank taking tough decisions
on borrowers-gone-bad, it was argued, could free bankers from the risks entailed in large loan
write-downs.

But there are good reasons why the Finance Ministry left the bad bank idea in the cold over the
past year and a half – among them the fact that the new entity would need a lot of capital support,
just as banks do. Some of this was envisaged as coming from the Reserve Bank of India through
a complicated transaction. After a long debate within government, under Finance Minister Arun
Jaitley, it was noted that setting up a new institution would be very time-consuming and there
would be challenges on its ownership structure as well as the pricing of bad loans taken over from
banks. In any case, going by the experience of private asset reconstruction companies, a PARA
by itself would not be able to deploy dramatically different tools to extract better value from
underlying assets and would, at best, amount to window-dressing bank books to attract investors.
As former RBI Governor Raghuram Rajan had pointed out, a government-owned bad bank could
still face scrutiny from the Comptroller and Auditor General and the Central Vigilance
Commissioner. For now, the government is clearly under pressure to demonstrate fresh intent to
investors as India Inc believes bank loans are likely to remain sluggish for the next two-three
years. Whether or not the knots in the bad bank idea are sorted out, the government should focus
on other reforms as well. One, amend the Prevention of Corruption Act to shield bankers and
officers from investigative witch-hunts. Two, back bankers to take demonstrable action against
wilful defaulters. And three, take a hard look at what ails the Insolvency and Bankruptcy Code.
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Why no one is worried about MPC’s rate hike

 

Not so long ago, bi-monthly policy meetings of the Monetary Policy Committee (MPC) of the
Reserve Bank of India (RBI) entailed nail-biting suspense for market participants, who watched it
for cues to the future direction of interest rates. Rate hike decisions by the MPC, that too after a
long pause, inevitably roiled the stock and bond markets.

But the latest meeting saw the tables being turned. When the MPC decided to peg up its repo rate
by 25 basis points, signalling a reversal from its cheap money policies of the last three years,
traders and investors were unperturbed. The S&P BSE Sensex ended the day with a 275-point
gain. The 10-year government security saw its yield rise by a mild 9 basis points. Commentators
even congratulated the MPC for putting through a ‘dovish’ hike.

If you are wondering about this non-reaction, blame Mr. Market for it. The MPC’s recent rate
decision has turned out be a non-event because India’s financial markets had already pre-empted
it, many moons ago.

Consider bond markets first. While the MPC has been in pause mode for the last 10 months, the
yield on the 10-year government bond, the benchmark for market interest rates, has shot up by
120 basis points from 6.60% to 7.83%.

Several factors have propelled market interest rates in this period. The most important one is the
demand-supply mismatch in government securities (g-secs). Normally, the g-sec supply
unleashed by the Centre’s borrowings is promptly mopped up by banks to fulfil their 19.5% SLR
(statutory liquidity ratio) requirement. But post-demonetisation, domestic banks were flush with
funds and took to parking these surpluses in g-secs, resulting in them holding as much as 30% in
SLR securities.

With credit offtake picking up in recent few months, banks have gone slow with their g-sec
purchases, to ensure that they had funds to lend. With the largest buyers in the market stepping
back, excess g-sec supply has swamped the market, quelling prices and raising yields.

Other market forces have aggravated the supply glut. With global interest rates firming up lately,
foreign portfolio investors, key players in the bond market, have been in sell mode, withdrawing a
massive $6.7 billion between April 1 and June 6, 2018, as per the MPC. Rising rates lead to
capital losses for holders of bonds. Therefore, soaring yields have prompted other bond buyers —
insurance firms, mutual funds and pension funds — to shy away from long-dated g-secs too.

Looming inflation risks have impacted rates too. Aware that the monthly Consumer Price Index
(CPI) reading is the biggest driver of MPC actions, market participants have been keeping a hawk
eye on the inflation numbers. In its April policy review, the MPC had projected an inflation range of
4.7-5.1% for the first half and 4.4% for the second half of the financial year 2018-19. CPI inflation
for April, reversing from a three-month decline, had already spiked to 4.58%, with the flare-up in
global oil prices looking to push it up further. This has also prompted market players to pre-empt
the MPC.

With all the above factors propping up market interest rates by over 120 basis points in the past
year, the mild 25-basis point hike by the MPC proved underwhelming.

Sovereign bond rates set the floor for all other borrowers in the market. Therefore, this upward
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spiral in g-sec yields in the last 10 months has been faithfully mirrored by corporate bonds and
commercial paper.

As a result, India Inc has already seen a 100-120 basis point escalation in its borrowing costs from
the market in the last 10 months. That is why the stock market wasn’t fazed by the repo rate hike
either.

Indian banks in the past were faithful followers of MPC actions on interest rates. If the MPC stayed
on hold, they dutifully followed suit. If it raised them, they would peg up their deposit and lending
rates.

But this time around, even banks have not waited for the MPC’s say-so to hike their rates. With
deposit flows slowing down and credit offtake picking up, banks have had to hike their retail and
bulk deposit rates by 25-50 basis points over the last six months to woo new depositors.

Given that the RBI requires banks to peg their lending rates to their incremental cost of funds,
higher deposit rates have automatically fed into higher lending rates. The SBI’s MCLR (marginal
cost of funds based lending rate) for one-year loans bottomed out at 7.95% in November 2017, but
is now at 8.25%.

This trend of debt market participants not looking to the MPC to decide on interest rates is not a
very welcome development for policymakers. If the markets regularly pre-empt MPC moves, its
policy rates lose their benchmark status and become a less effective tool to rein in inflation,
stimulate growth or stabilise an unruly exchange rate.

But what can the MPC do to wrest back the controls from Mr. Market? For one, it can improve its
forecasting skills. Given that its rate moves are predicated on the CPI, if the MPC proves better
than the market at reading the tea leaves on oil prices and emerging inflation, its rate actions can
pre-empt the market, instead of following it.

More importantly, it is worth questioning if the MPC should go back to a multiple-indicator
approach to decide on its rate actions. Earlier, the RBI used incoming data on a whole host of
factors — inflation, GDP numbers, deficit indicators, foreign flows — as inputs to its rate-setting
decisions, so as to balance inflation, growth and stability objectives. As the RBI would assign
different weights to these factors at different times, the markets were often kept guessing about
RBI actions.

But after the new inflation-targeting framework adopted by the RBI and the Centre in 2015, the
MPC has the single-point agenda of containing CPI inflation at 4-6%. It has thus taken to
focussing mainly on the CPI print for its rate decisions. This has reduced its flexibility to respond
dynamically to the other market-driven factors, such as demand from banks or foreign flows.
Restoring this flexibility may give the MPC a fighting chance at staying ahead of the market.

aarati.k@thehindu.co.in
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Size isn’t the issue

My 1-year-old is battling Acute Leukemia. Please help me save my Aadriti 

The Chairman of State Bank of India, India’s largest bank by assets, has indicated that the lender
would be better off not pursuing growth through mergers or acquisitions for now. Rajnish Kumar’s
reasoning is that with a market share of 20 per cent in India, SBI is already big and it would not be
advisable for the bank to grow through the inorganic route from a risk management perspective.
He should know. SBI has been weighed down after five of its associate banks were merged with
the parent bank last year and with another government promoted bank, Bharatiya Mahila Bank, in
line with a decision to create a powerhouse lender with a strong balance sheet and presence
abroad. The mergers last year may have helped boost its asset size to over Rs 37 lakh crore and
helped extend its franchise nation-wide but the asset quality of some of the associate banks is
now reflected in its bottomline. The pay-offs from these mergers could be a few years away and it
is prudent that the SBI chief has signalled that it would not be advisable now to engage in further
amalgamations.

It’s an advice which the controlling shareholder of 21 public sector banks, the government, also
ought to weigh seriously amid chatter of consolidation of state-owned banks. Few have disagreed
with the rationale of the committee headed by M Narasimham in the early ‘90s for having fewer but
stronger banks and the efficiency, productivity gains and economies of scale which consolidation
promises. The UK experience, too, shows that attempts to encourage smaller and mid-sized
lenders, termed as challenger banks, to compete with their larger peers after the global financial
crisis hasn’t quite worked. But the question is whether such a policy goal should be pursued in a
banking system where almost a dozen banks are part of the Prompt Corrective Action framework
of the RBI with severe restrictions on lending and other activities.

The experience of the few shotgun mergers involving some PSU banks over the past two decades
hasn’t been a happy one for the acquirers. Even at the best of times, such consolidation imposes
huge demands on the management of banks in terms of cultural and technical integration. The
reality is that transforming India’s state-owned banks will mean carrying out radical changes in the
current governance and ownership structures, much more than creating size. And that’s more of a
political economy challenge. Successive governments have floundered when it comes to this test.
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‘FDI rose to $61.96 billion in 2017-18’

Foreign direct investment (FDI) in India increased by about 3% to $61.96 billion in 2017-18 on
account of steps taken by the government to improve business climate and liberalised policy
norms.

FDI inflows stood at $60 billion in the previous fiscal. The figure includes equity inflows, reinvested
earnings and other capital.

Department of Industrial Policy and Promotion (DIPP) Secretary Ramesh Abhishek said during the
four years of the NDA government, foreign inflows jumped to $222.75 billion from $152 billion in
the previous four-year period.

In the last four years, the government has liberalised FDI norms in sectors such as defence,
medical devices, construction development, retail and aviation.
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Transmission troubles: on inefficient banking system

The RBI continues to remain unable to influence the effective lending rates in the economy. In
February, in its latest statement of intent to resolve poor monetary transmission, the RBI said it
would instruct banks to switch base rate customers to the marginal cost of funds-based lending
rate (MCLR) system from April 1, 2018. In April 2016, it had introduced the MCLR regime,
scrapping the base rate regime, in place since 2010. “Since MCLR is more sensitive to policy rate
signals, it has been decided to harmonise the methodology of determining benchmark rates by
linking the Base Rate to the MCLR,” it had said. This was supposed to push banks to lower
lending rates. Currently, under the base rate system, the lending rate at State Bank of India is
8.7%. The one-year MCLR rate is just 8.25%. This difference of 45 basis points could make a
significant difference in borrowing costs, especially for smaller firms and retail consumers relying
on equated monthly instalments. In the RBI’s assessment, a large proportion of outstanding loans
and advances continues to be linked to the base rate system. This perhaps triggered the February
statement.

A nudge to borrowers

Yet, the RBI is yet to operationalise that intent. One can understand the banks’ reluctance to
switch to the lower MCLR-based rates, given the multiple pressures they face, including record
levels of non-performing assets and losses, and significant treasury losses. The RBI, which has
often faced flak for poor monetary transmission, shouldn’t be swayed by these concerns. An RBI
study estimates that public sector banks could take a 40,000-crore hit on revenue if they allow all
base rate borrowers to switch to the MCLR rate. The RBI, which has just allowed banks to spread
the booking of losses on the treasury front over four quarters — after talking tough about such
rollovers — may not want to hurt them more. But this creates an unfair situation as new borrowers
get MCLR rates while the older ones continue on the higher base rate system. While a base rate
customer can shift to the MCLR regime only by paying a fee, this outcome is not too different from
the previous attempt by the RBI eight years ago to influence transmission by shifting to base rates
from what was called a Benchmark Prime Lending Rate regime. There was no sunset clause
included then. For troubled banks, this is an asset-liability mismatch issue. Given the need to
revive the economy through consumption and fresh investment, this impasse needs to be broken.
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The seeds of sustainability

In early June, Andhra Pradesh Chief Minister N. Chandrababu Naidu announced that the State
would fully embrace Zero Budget Natural Farming (ZBNF), a chemical-free method that would
cover all farmers by 2024. Earlier in the year, he had revealed these plans at the meeting of the
World Economic Forum in Davos.

Even though this revolution has been in the works for several years, this is still a momentous
occasion and highlights the way to improve the welfare of farmers, reduce the cost of farm inputs,
cut toxins in food, and improve soils. With successful pilot programmes that were initiated in 2015
and partners who brought experience in different aspects needed to carry out such a
transformation, Andhra Pradesh has become the first State to implement a ZBNF policy.

According to Rythu Sadhikara Samstha, the agency that is implementing the ZBNF, the
programme will be extended in phases. This year, 5 lakh farmers will be covered, and at least one
panchayat in each of the mandals will be shifted to this new method, bringing the programme to a
tipping point. By 2021-22, the programme is to be implemented in every panchayat, with full
coverage by 2024.

Natural farming only solution : Naidu

Towards this end, substantial resource mobilisation for about 16,500 crore is in progress. Tenant
farmers and day labourers are also being trained, to ensure that through the ZBNF, livelihoods for
the rural poor will be enhanced. T. Vijay Kumar, a retired civil servant in charge of implementing
the programme, views farmer-to-farmer connections as vital to its success. According to him, the
role of the Agriculture Department is to just listen to farmers and motivate and assist them in
different ways. Farmer’s collectives such as Farmer Producer Organisations need to be
established and these would be critical to sustaining the programme. The Government of India
provides funding through the Rashtriya Krishi Vikas Yojana and Paramparagat Krishi Vikas
Yojana. Additional resources have been made available through various philanthropic
organisations.

Natural farming is “do nothing farming”, according to Masanobu Fukuoka, a Japanese farmer who,
in the 1970s, was a proponent of no-till, no chemical use in farming along with the dispersal of clay
seed balls to propagate plants. He found it important to apply nature’s principles in farming and
developed a deep-rooted philosophy around the process.

Subhash Palekar developed the ZBNF after his own efforts at chemical farming failed. He
identified four aspects that are now integral to his process and which require locally available
materials: seeds treated with cow dung and urine; soil rejuvenated with cow dung, cow urine and
other local materials to increase microbes; cover crops, straw and other organic matter to retain
soil moisture and build humus; and soil aeration for favourable soil conditions. These methods are
combined with natural insect management methods when required.

In ZBNF, yields of various cash and food crops have been found to be significantly higher when
compared with chemical farming. For example, yields from ZBNF plots in the (kharif) 2017 pilot
phase were found on average to be 11% higher for cotton than in non-ZBNF plots. The yield for
Guli ragi (ZBNF) was 40% higher than non-ZBNF.

Input costs are near zero as no fertilizers and pesticides are used. Profits in most areas under
ZBNF were from higher yield and lower inputs. Model ZBNF farms were able to withstand drought
and flooding, which are big concerns with regard to climate change. The planting of multiple crops
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and border crops on the same field has provided varied income and nutrient sources. As a result
of these changes, there is reduced use of water and electricity, improved health of farmers,
flourishing of local ecosystems and biodiversity and no toxic chemical residues in the environment.

In early 2016, Sikkim was declared India’s first fully organic State. But organic agriculture
often involves addition of large amounts of manure, vermicompost and other materials that are
required in bulk and need to be purchased. These turn out to be expensive for most small farm
holders.

The changes taking place in Andhra Pradesh are a systematic scaling up of farming practices
based on agro-ecological principles in opposition to the dominant chemical agriculture. Changes at
this scale require many different elements to come together, but open-minded enlightened political
leaders and administrators are fundamental.

Over the years, Andhra Pradesh has supported and learned from its many effective civil society
organisations such as the Watershed Support Services and Activities Network, Centre for
Sustainable Agriculture and the Deccan Development Society. A step-by-step increase in the area
covered is another notable aspect. The scaling up relies primarily on farmers and local groups —
all in all, very much a bottom-up process.

With its combination of delta regions, arid and hilly tribal areas, districts in Andhra Pradesh are
similar to those in other parts of the country and could therefore serve as a model for replication.
The approach taken by APPI to monitor the improvements is vital to understanding the outcomes
of large-scale changes that are under way; this is critical to expanding the ZBNF to other States.
As ZBNF is applied in India’s various agro-ecological zones, making farmers the innovators is
essential.

Resilient food systems are the need of the day given the variability of the monsoons due to global
warming and declining groundwater in large parts of India. The drought-prone Rayalaseema
region (Andhra Pradesh) is reportedly seeing promising changes already in farms with the ZBNF.
More encouraging is that the programme can have a positive effect on many of the sustainable
development goals through improvements in soil, biodiversity, livelihoods, water, reduction in
chemicals, climate resilience, health, women’s empowerment and nutrition.

Andhra Pradesh is one of the top five States in terms of farmer suicides. When asked about
agricultural distress across the country, Mr. Kumar had one message for decision makers: “Don’t
listen to your scientists, listen to the farmers.” Technology is simply the systematic application of
knowledge for practical purposes and according to Mr. Kumar, the ZBNF is a technology of the
future with a traditional idiom. Agricultural scientists in India have to rework their entire strategy so
that farming is in consonance with nature. The dominant paradigm of chemical-based agriculture
has failed and regenerative agriculture is the emerging new science.

The world is at critical junctures on many planetary boundaries, and establishing a system that
shows promise in improving them while supporting people sustainably is surely one worth
pursuing.

Sujatha Byravan is a scientist who studies science, technology and policy
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Government of India and World Bank signs $500 Million Additional Financing for Pradhan Mantri
Gram Sadak Yojana Rural Roads Project
Ministry of Finance

Government of India and World Bank signs $500 Million
Additional Financing for Pradhan Mantri Gram Sadak Yojana
Rural Roads Project

Posted On: 31 MAY 2018 2:09PM by PIB Delhi

The Government of India and the World Bank today signed a $500 million loan agreement to
provide additional financing for the Pradhan Mantri Gram Sadak Yojana (PMGSY) Rural Roads
Project, implemented by Ministry of Rural Development, Govt. of India, which will build 7,000 km of
climate resilient roads, out of which 3,500 km will be constructed using green technologies.

The World Bank has supported PMGSY since its inception in 2004. So far it has invested over
$1.8 billion in loans and credits mostly in the economically weaker and hill states across North
India - Bihar, Himachal Pradesh, Jharkhand, Meghalaya, Rajasthan, Uttarakhand, and Uttar
Pradesh. It has built and improved about 35,000 km of rural roads and benefited about eight
million people with access to all-weather roads.

The Loan agreement for the Project was signed by Shri Sameer Kumar Khare, Joint Secretary,
Department of Economic Affairs, Ministry of Finance, on behalf of the Government of India and Mr
Junaid Ahmad, Country Director, World Bank India, on behalf of the World Bank in the presence of
Ms. Alka Upadhyaya, Joint Secretary (RC), Ministry of Rural Development.

“The PMGSY over the years has brought about a paradigm shift in the way rural roads are
mapped, designed, monitored and built, involving communities especially women,” said Shri
 Khare. “The additional finance will bring a new shift in construction technology using green and
low carbon designs and climate resilient construction techniques. Now more rural communities will
have access to better economic opportunities and social services.” ,  Shri Khare added .

Adequate maintenance of the existing 4.6 million km of road network is emerging as a major
challenge. Many parts of the existing road network are either vulnerable to or have already
suffered damage from climate induced events such as floods, high rainfall, sudden cloud bursts
and land-slides.

“To support the rural economy and communities and households that depend on rural livelihoods,
it will be critical to ensure that infrastructure is built and maintained to withstand climatic changes,”
said Mr Junaid Ahmad, World Bank Country Director in India. “This project will demonstrate how
climate resilient construction can be integrated in the strategy and planning of rural roads,” he
added.

The PMGSY and the Bank’s involvement under this additional financing, will emphasize on
managing the rural road network through green and climate-resilient construction using green,
low-carbon designs and new technologies – far beyond merely funding civil works. This will be
done through the following measures:

Climate vulnerability assessment during the design process to identify the critical
locations affected by floods, water-logging, submergence, cloud bursts, storms,

●
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landslides, poor drainage, excessive erosion, high rainfall, and high temperatures.
Special treatment for flood-affected areas through adequate waterways and submersible
roads to allow easy passage of water, use of concrete block pavements, and improved
drainage;

●

Use of environmentally optimized road designs and new technologies which uses local
and marginal materials and industrial by-products such as sand, local soils, fly ash, brick
kiln wastes, and other similar materials in place of crushed rocks;

●

Innovative bridges and culverts through use of pre-fabricated/pre-cast units for roads
and bridges having better ability to withstand earthquakes and water forces such as
continuous beams, bearing free construction, and river training works;

●

Use of hill cutting material in hill roads ensuring its productive use and resolving its
disposal problem, use of bio-engineering measures, improved drainage and other
treatments for landslide prone areas and providing adequate slope protection.

●

The Additional Financing will also fill the gender gap by creating employment opportunities for
women in construction and maintenance. The earlier project had piloted community-based
maintenance contracts through women self-help groups (SHGs) for routine maintenance of 200
km of PMGSY roads in Uttarakhand, Meghalaya and Himachal Pradesh. SHG-run maintenance
contracts will now be extended to about 500 km roads over 5 states.

“All components of the project will have substantial climate co-benefits and help road agencies in
India to substantially minimize GHG emissions. Improving road conditions alone will result on an
average in direct savings of 2.68 million tons annually in GHG emissions and minimize the annual
losses of about $9 billion in the road asset value and an equal amount by way of high vehicle
operating costs,” said Shri Ashok Kumar, Senior Highway Engineer and World Bank’s Task Team
Leader for the project.

The $500 million loan, from the International Bank for Reconstruction and Development (IBRD),
has a 3-year grace period, and a maturity of 10 years.

******

 

DSM/RM/KA

(Release ID: 1533963) Visitor Counter : 615

Read this release in: Marathi , Tamil , Malayalam

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 2018-06-21

What is the problem with Air India?

 

The sale of government-owned airline, Air India, is in jeopardy due to a lack of buyer interest.
Private airlines such as IndiGo and Jet Airways did evince some enthusiasm but have since opted
out of the race. This seems to have pushed the Central government to extend the deadline for
submitting a bid. The Centre had earlier approved the sale of a 76% stake in Air India.

The airline’s poor financial situation is what makes it largely unappealing. The airline had a debt
burden of around 48,781 crore as of March 2017, which poses a huge financial risk to a buyer.

To address this issue, the government has offered to transfer about a third of the debt to a special
purpose entity. But a buyer will still have to assume responsibility for debt worth 33,392 crore after
acquisition – still a significant burden for many. The total current and non-current liabilities of
IndiGo, the market leader in terms of domestic market share, for instance, add up to only around
14,000 crore.

Apart from the huge debt burden, Air India has also been losing money for over a decade, with
accumulated losses of 46,805 crore. In 2016-17, the airline suffered a net loss of 5,765 crore. A
major reason behind its huge losses is the cost of paying interest on its massive debt.

Some analysts believe that Air India may not be worth anything to its buyers as they are unlikely to
obtain any free cash flow after paying money to lenders. In fact, they may have to pay money from
their own pockets if they assume personal liability for the debt.

A buyer with hopes of turning around Air India may still emerge out of the blue and make a bid.
Some believe that such a buyer could combine its own business operations with Air India’s and
reap the benefits of a synergy. Selling some of Air India’s assets to pay back a portion of the debt
and renegotiating loans are other options on the table. The buyer could also make use of Air
India’s accumulated losses to offset tax payments in the future. This will reduce the effective debt
burden.

If no buyer turns up, the government could be forced to either continue running Air India using
taxpayer money or just shut it down and sell off its assets.
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Make agriculture Viable, Profitable & Sustainable: Vice President
Vice President's Secretariat

Make agriculture Viable, Profitable & Sustainable: Vice
President

Inaugurates National Consultation on Making Agriculture
Sustainable & Profitable

Posted On: 21 JUN 2018 5:38PM by PIB Delhi

The Vice President of India, Shri M. Venkaiah Naidu has called for making agriculture viable,
profitable and sustainable to improve the lot of farmers and ensure home-grown food security.

 

Inaugurating a two-day National Consultation on Making Agriculture Sustainable and Profitable at
Vaikuntha Mehta National Institute of Cooperative Managemen, Pune in Maharashtra today, the
Vice President said concerted, coordinated and focused action is required to double the farmers
income in the coming years. The Chief Minister of Maharashtra, Shri Devendra Fadnavis, former
Union Minister for Agriculture, Shri Sharad Pawar, renowned Agricultural Scientist, Prof. M.S.
Swaminathan, former Agriculture Minister of Andhra Pradesh, Shri Vadde Sobhanadreeswara
Rao, Indian Agricultural Economist, Shri Ashok Gulati, several farm experts, farmers and other
dignitaries were present on the occasion.

 

Saying that evolving a multipronged strategy to make agriculture viable, profitable and sustainable
was the main purpose of this consultation, the Vice President stressed the need to identify gaps in
policy formulation. Our policies should be more pro farmer and there should be a pronounced bias
towards agriculture, he added.

 

The Vice President emphasized that 4 Is - Irrigation, Infrastructure, Investment and Insurance
sectors - need to be strengthened for an integrated development of farm sector. He further said
that it was important to make agriculture sustainable through a judicious use of scarce resources
like water, electricity and by avoiding indiscriminate use of fertilizers and pesticides.

 

Observing that populist programs like loan waivers and free power would not provide lasting
solutions, the Vice President said that farmers must be provided timely credit at affordable interest
rates.  Farmers have to be given the latest know-how and trained in the do-how to improve farm
productivity, he added.

 

The Vice President said that along with increased production, we need efficient distribution of food
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grains. Only then can we move our country forward to achieve the goal of zero hunger and
adequate nutrition for all, he added.

 

The Vice President wanted e-NAM implementation to be further streamlined and expedited.
Expressing his concern over the restrictions on export of agriculture produce, he advocated to
strike a balance between the interests of farmers and consumer. He said that consumers are vocal
and well organize, he added.

                                                               

The Vice President said that Lab-to-Land transfer of technologies need to be enhanced. Referring
to the need to promote diversification of crops, he said that farmers should be encouraged to
cultivate high value crops like fruits, vegetables, condiments, pulses, spices and sugarcane.

 

The Vice President said that it is important to encourage farmers to take up allied activities like
poultry, dairy, fisheries and aquacultures to not only enhance farmers income but also to provide a
cushion against the adverse impact of failed crop.

 

Referring to the Prime Minister’s call for doubling farmer’s income by 2022, the Vice President said
although many initiatives were taken to boost agricultural growth, there is a need to examine if
policy changes are required. Let us do some prudent thinking, apply our minds and offer solutions
to improve the lot of farmers, who are the backbone of our economy, he added.

 

Following is the text of Vice President’s address:

 

“Agriculture today is at cross-roads and is facing many challenges.  We need to evolve
multipronged strategy to make agriculture viable, profitable and sustainable. That is the purpose of
this consultation.

We have made significant progress over the years. From a food deficient country at the time of our
independence, we have become self-sufficient in food grains.  As FAO has noted, “From 50 million
tons in 1950, India's food grain production rose more than five times, to over 257 million tons in
2014-15. India is the world's largest milk producer, producing over 130 million tons annually. The
dairy sector is also one of the largest employers of rural people, especially women. With an annual
production of over 10 million tons, India ranks second in global fish production and aquaculture,
next only to China.”

The challenges today are mainly two.

The first is to make agriculture sustainable through a judicious use of scarce resources like water,
electricity as well as protect the soil by avoiding indiscriminate use of chemical fertilizers and
pesticides.
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The second is to make agriculture more profitable so that existing farmers lead a better quality of
life and more young people get attracted to this profession.

Water scarcity and falling water tables have been a key concern in recent years. Niti Aayog's
recent analysis of water use and ranking of the states on a composite water management index
(CWMI) highlights the need to adopt agricultural practices that make optimum use of water.

Although, successive Governments have accorded priority to agriculture right from independence,
the sector continues to face problems.  It is time for all us to get our act together. Parliament,
political parties, press, policy makers and Planning Commission should focus on an integrated
approach to agriculture. 

After Independence, the Father of the Nation “Mahatma Gandhi” gave the slogan “back to
villages”. However, we have not heeded his advice. That is why we are facing the present
problems.

As all of you are aware, the Prime minister has called for doubling farmers’ income by 2022.
Although, both Centre and various State Governments are taking several initiatives to boost the
agricultural growth, we have to critically examine if there are any policy changes or programmatic
improvements that can make them more effective.

Let us do some prudent thinking, apply our minds and offer solutions to improve the lot of farmers,
who are the backbone of our economy.

It is obvious that a concerted, coordinated focused action is required on a number of issues that
impact the growth of agriculture sector and the quality of life of people who depend primarily on
this sector.

We cannot be complacent about the food security situation as it exists today. The growing needs
of our country’s increasing population require our own home-grown food security strategy as
suggested by eminent scientist and Father of Green Revolution, Prof. M S Swaminathan.

Firstly, the four I’s namely Irrigation, Infrastructure, investment and Insurance sectors need to
be strengthened for development of farm sector. Second, Lab- to- Land transfer of technologies
need to be enhanced. Third, strengthening of marketing systems is the need of the hour.

Given the small size of land holdings, it is imperative that we should enhance our productivity and
focus on “intensification”.

Increased productivity is possible if farmers have greater access to knowledge, technology
and credit.

We have to innovate.

We have to work with farmers to infuse knowledge and technology. Knowledge sharing and
encouraging adoption of new technologies is an integral and key part of this eco-system. However,
the most important aspect is the effective transfer of the transformative technologies to the
farmers. The farmers have to be given to the latest know-how and trained in the do-how as well
to improve farm productivity.

We need to bring a major shift from in Indian agriculture, moving it from a low-productivity stage
to a high productive level and at the same time ensure that it is sustainable and equitable.



cr
ac

kIA
S.co

m
crackIAS.com

At the same time, diversification of crops must be promoted. Farmers should be encouraged to
cultivate high value crops like fruits, vegetables, condiments, pulses, spices and sugarcane.

Along with increased production, we need efficient distribution of food grains. Only then can we
move our country forward to achieve the goal of zero hunger and adequate nutrition for all.

Along with diversification we need value addition.

Scientists must work with the government’s extension machinery like Krishi Vignan Kendras to
advise the farmers on the cropping patterns and post-harvest processes and food processing
technologies. The Government is rightly focusing on developing rural roads, supplying
reliable power, establishing godowns, cold storage facilities, refrigerated vans and market
yards. The insurance schemes kisan credit cards and the Pradhan Mantri fasal bima yojana
(PMFBY) are steps in the right direction and need to be further strengthened.

Timely financial credit facilities at reasonable interest rates and farmer-friendly insurance policies
are vital to boost agricultural growth.

Forecasting the seasonal conditions in advance, testing the soil and ensuring water availability
will go a long way in mitigating the problems of farmers.

 

Selling agricultural produce and getting a fair return is a big challenge for most farmers. The
farmers still rely on local markets and have to resort, very often, to distress sale. Reliable, real
time information is the key. E- NAM implementation needs to be further streamlined and
expedited.  

Agricultural Produce Market Committee (APMC) act needs to be amended by introducing
single-point levy of market fee across a state and a unified single trading license.

We must enable farmers to export the produce for getting better returns. In many of our policies,
consumers are given more importance because of their large number, but farmers’ concerns
should not be ignored. How do we balance the two conflicting interests in practical terms? That is
the major challenge!

Loan waivers are not a permanent solution. In long-term, it will affect the agriculture sector and
hurt the farmers.

As huge population is dependent on agriculture for livelihood, increasing the income and the
purchasing power of this group is extremely important.

Friends, the major challenge is to make agriculture economically viable. The solution lies in
identifying the gaps in policy formulation.  We should make our policies more pro-farmer.
Second we should streamline implementation processes keeping the end consumer- the farmer-
always in view.

Another important aspect is to encourage farmers to take up allied activities like poultry, dairy,
fisheries and aquaculture which can not only enhance farmers’ income but also cushion them
against the adverse impact of failed crop season.

As I hail from an agriculturist’s family and have personal experience of the distress faced by
farmers, I am eager that we should find some practical solutions to their current problems.
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We have a number of success stories of farmers who have doubled their incomes. These were
show cased in the Prime Minister’s interaction with farmers yesterday. 

The question is: how do we draw lessons from these excellent experiments and reform our
governance pattern and implement a “transformative” agenda effectively across the country. 

I hope in this two-day national consultation, we get some meaningful and practical solutions to
improve the farming sector. We also need to come out with suggestions to fine-tune the existing
policies and programmes to enhance the income of farmers.

I am happy that seniors like Shri Sharad Pawar ji along with CM of Maharashtra Shri Devendra
Fadnavis ji and Sobhanadreeswara Rao garu who are passionate about the welfare of farmers are
with us today. I am glad that we have in our midst Dr M.S Swaminathan ji, the father of Indian
Green revolution, renowned thinkers like Prof. Gulatiji and a number of eminent Vice Chancellors,
agricultural scientists, economists, researchers and policy makers as well as farmers.

I think it is appropriate that we are meeting in this institute that fosters “cooperative” effort and an
institution that has the motto drawn from our ancient heritage: “Saha veeryam karavaavahai”
which celebrates the spirit of active collaborative learning and collective, concerted action.

That’s what India needs today.

We need a comprehensive, 360 degree perspective on the issues at hand. This can come in when
experts and stakeholders come together for this kind of a brainstorming meeting, when they can
ask relevant questions and seek tangible solutions. We also need swift and sincere action.

I am therefore quite hopeful that with your active involvement, we shall be able to come up with a
few concrete suggestions at the end of the two day meeting.

Incidentally, we are also celebrating the International Yoga day today. In this celebration, we are
also celebrating India’s holistic perspective and the ability to perceive life as an integrated whole
combining the physical, mental and the spiritual aspects. Yoga teaches us to focus and
concentrate. It enhances our efficiency and the sense of well being. It is an attitude that can help
us achieve our objectives.

I hope all of you from various organizations like CII, FICCI as well from government and the
academia will focus sharply on key issues we have set out for examination. This is, I think, a
labour of love, an expression that demonstrates how deeply you care for the core issues in our
society.

I look forward to the outcomes of your fruitful deliberations.”

***

AT/BK/RK

(Release ID: 1536193) Visitor Counter : 124

Read this release in: Hindi
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India notifies higher tariffs on U.S. imports

The notification, however, says these higher tariffs would come into effect from August 4, leaving
room for further discussions between the U.S. and India before the new rates are implemented.

Wednesday’s action follows the government’s notification to the World Trade Organization last
week that it was imposing tariffs, amounting to $240 million, in retaliation for the U.S. duty on steel
and aluminium.

The notification does not mention a tariff hike on 800 cc (or more) motorcycles, which would affect
Harley Davidson imports, already a sore point.

“The Commerce Minister has said that he will be having more talks with the U.S. on the trade
issues, and so the later date [for the implementation of the tariffs] is to give time so that they can
be amended following the talks,” a Finance Ministry official said, on the condition of anonymity.

“But the notification also shows that we are serious about the issue,” the official said.

India’s move comes close on the heels of escalating trade tensions, with the U.S. and China both
imposing hefty tariffs on each other, and even the European Union joining the fray.

The row began in March, when U.S. President Donald Trump signed an order imposing a 25%
tariff on steel imports and a 10% tariff on aluminium imports, causing concern among its trading
partners and members of the WTO. Recently, International Monetary Fund chief economist
Maurice Obstfeld also highlighted the detrimental effects of such a trade environment saying that
“the prospect of trade restrictions and counter-restrictions threatens to undermine confidence and
derail growth prematurely.”

“The U.S. has more sustaining power. It’s a large economy,” Dharmakirti Joshi, chief economist at
Crisil, told The Hindu .

“But what it does mean is that the costs at both the ends would go up, for Indian consumers as
well as for U.S. consumers. Imposing tariffs basically means either you look for other sources, or
you import at higher prices. That’s the general direction this is going, and now it has intensified. Of
late it was rhetoric, but now these are actions.”
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Dangerous spiral: on global trade war

The global trade war is hotting up as major economies continue to impose tariffs on each other.
India is the latest to join the tit-for-tat battle by slapping tariffs as high as 50% on a list of 30 goods
imported from the U.S. Earlier this week, U.S. President Donald Trump announced that he had
ordered his administration to frame new tariffs on $200-billion worth of Chinese imports. This was
in retaliation to tariffs on $50- billion worth in American goods imposed by China last week in
response to Mr. Trump’s earlier round of tariffs on Chinese goods. The first shot in the spiralling
trade war was fired by the U.S. in March when Mr. Trump unveiled tariffs to discourage the import
of steel and aluminium into the country. The latest round of tariffs imposed by the U.S. will be the
highest in terms of the value of goods. In all, U.S. tariffs will now affect Chinese goods worth $450
billion — to put this in perspective, total Chinese imports into the U.S. last year were worth around
$500 billion. The European Union also joined the trade war this month, imposing tariffs on $3.3
billion of American goods. While the India-U.S. tariff tiff could escalate, the amounts being
discussed right now are minuscule compared to those under threat in the unfolding U.S.-China
situation or even the spat between the U.S. and the EU. India’s notification to the WTO says that
U.S. tariffs on steel and aluminium would cost India $241 million, and that the tariffs imposed on
the U.S. would bring in a commensurate amount. It has also indicated its preference to deal with
the issue through dialogue, and not “measures and counter-measures”.

Wall St. gets immune to trade war rhetoric

For long, global financial markets largely ignored risks of an all-out trade war among major
economies, but things are changing quickly. The Dow Jones Industrial Average fell by as much
as 1.6% on Tuesday, while the Shenzhen Composite Index was down 5.8% for the day. This fresh
round of volatility suggests investors may be beginning to take threats of a trade war more
seriously. The fact is that all sides engaged in a trade war eventually lose. The longer it goes on,
the greater the cost as growth slows down under the increasing burden of taxes. The only gainers
in a trade war will be special interest groups, such as the U.S. steel industry, which also happens
to be a major vote bank for Mr. Trump. Even retaliatory tariffs aimed at pushing back the U.S. may
only perpetuate the vicious negative-sum game instead of bringing the war to an end. Mr. Trump’s
rejection of the G-7 communique that endorsed a “rules-based trading system” for the world
suggests there may be no offer of truce from his side any time soon. Nevertheless, global powers
must try their best to bring an end to the ongoing trade war before it gets out of hand.

Sign up to receive our newsletter in your inbox every day!

Please enter a valid email address.

The new biofuels policy is high on ambition, but success will depend on the details
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GSP: win-win for Indo-U.S. trade

Trade link:GSP must remain available for Indian exporters keen to address the U.S.
markets.Gettyi mages/istockAndrewJohnson  

The Generalised System of Preferences (GSP) is one of the oldest trade preference programmes
in the world, and was designed to provide zero duties or preferential access for developing
countries t o advanced markets. The U.S. GSP programme was established by the U.S. Trade Act
of 1974, and promotes economic development by eliminating duties on thousands of products
when imported from one of the 129 designated beneficiary countries and territories.

In April 2018, the Office of the United States Trade Representative (USTR) announced that it
would review the GSP eligibility of India, Indonesia, and Kazakhstan. The proposed review for
India was initiated in response to market access petitions filed by the U.S. dairy and medical
device industries due to recent policy decisions in India, which were perceived as trade barriers.

Big impact

For over 40 years, GSP has fulfilled its purpose of promoting economic growth in a large number
of developing countries by allowing increased exports of eligible products. This tremendous benefit
to the global economy is a small aspect of the U.S. trade balance; for example, of the total $2.4
trillion U.S. imports in 2017, only $21.2 billion arrived via GSP, amounting to less than 1% of total
U.S. imports. Despite GSP’s low significance in the U.S. trade balance, its benefits ultimately help
U.S. consumers and exporters by contributing to lower pricing of final products.

Most of the 3,500 Indian products imported by the U.S. under the GSP are raw materials or
important intermediaries of value chains. In many cases,Indian exports are less-expensive, high-
quality alternatives that reduce the costs of final products, thereby creating value that is
subsequently exported the world over by U.S. companies or directly conveyed to the U.S.
consumer. Indeed, this enables the U.S. economy to be more globally competitive.

In 2017, the top 10 GSP products exported by India to the U.S. were motor vehicle parts, ferro
alloys, precious metal jewellery, monumental or building stone, rubber tyres, travel goods, certain
sweetened or flavored waters, polyacetals/polyethers/polyesters, electric motors and generators,
and insulated cables and wires. With the exceptions of precious metal jewelry and sweetened
water, all of these products are intermediate goods, many of whichare not competitively produced
in the U.S. given their lower role in manufacturing value chains. Thus, the benefits accruing toU.S.
companies and consumers offset the relatively small concessions of the GSP programme.

GSP should be continued

Despite continued economic growth over the last two decades or so, India is a lower middle-
income country. GSP allows Indian exporters a certain competitive edge and furthers the
development of the country’s export base. It also allows India to integrate with global value chains
(GVC) and hence, with global markets. These advantages provide opportunities for small
enterprises and help in the overall livelihood creation endeavour in India. Further, it is important to
note that Indian exports to the U.S. under the GSP programme are mostly intermediaries, and are
not in direct competition with U.S. producers — ultimately, these goods benefit the U.S. economy.
India’s continued eligibility for GSP makes good economic sense given the low value, high-quality,
and nature of its imports.

In addition to the economic perspective, the U.S. should consider continuing India’s GSP eligibility
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as a gesture of goodwill that reaffirms its commitment to the mutually beneficial relationship
between our two countries. The India-U.S. relationship has continued to grow stronger as India
liberalises along a positive and steady trajectory.

India has made systematic efforts to reduce trade imbalance with the U.S. and has enhanced
purchases of shale gas and civilian aircraft. Adhering to the rules-based international trading
system, India is in the process of examining its export subsidies. As per a CII survey, the U.S.
remains a favoured destination for Indian companies which have invested $18 billion in the U.S.
and support as many as 1.13 lakh jobs.

Today, our two countries engage in countless areas of mutual cooperation, and a supportive
stance in recognition of our greater goals and shared values would promise significant progress in
the future. If viewed through a transactional prism,the broader strategic dimensions of the
partnership could get blurred.

India and the U.S. will continue to intensify their economic relationship and interdependencies, and
it is, therefore, critical to maintain the vision of the potential this partnership offers. The GSP
remains a central aspect of the overall trade engagement and must remain available for Indian
exporters keen to address the U.S. markets.

(The writer is director general, CII)
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is external debt a cause for worry?

What is external debt?

External debt is the money that borrowers in a country owe to foreign lenders. India’s external debt
was $513.4 billion at the end of December 2017, an increase of 8.8% since March 2017. Most of it
was owed by private businesses which borrowed at attractive rates from foreign lenders.

To be precise, 78.8% of the total external debt ($404.5 billion) was owed by non-governmental
entities like private companies. The size of external commercial borrowings and foreign currency
convertible bonds, which represents Indian companies’ foreign borrowings, has risen from Rs.
99,490 crore at the end of December 2015 to Rs. 1,72,872 crore at the end of December 2017.
While external debt may be denominated in either the rupee or a foreign currency like the U.S.
dollar, most of India’s external debt is linked to the dollar. This means Indian borrowers will have to
pay back their lenders by first converting their rupees into dollars. As of December 2017, about
48% of India’s total external debt was denominated in dollars and 37.3% in rupees.

What are the risks?

There are two major risks involved in foreign borrowings. One is that, like in the case of domestic
borrowings, there could be unexpected changes in the interest rates charged on these loans. This
can, for instance, cause widespread default when rates rise as borrowers may not be able to make
higher interest payments, thus raising the risks of a systemic crisis.

The raising of interest rates by the U.S. Federal Reserve has already caused borrowing rates to
rise in various countries, including in India where bond yields have shot up sharply. The yield on
the 10-year government bond, for instance, has risen to about 8% from around 6.5% at the end of
June last year. Another major risk is unexpected changes in the exchange rates of currencies.

An unexpected fall in the value of the rupee, for instance, can cause severe difficulties for Indian
companies that need to pay back dollar-denominated loans as they will now have to shell out more
rupees than they had previously estimated to buy the necessary dollars. Lenders generally take
possible fluctuations in the value of currencies into account when determining their lending rates.

But such forecasts are not always perfect. Unexpected changes in exchange rates could still
impose surprise gains or losses on them. Various emerging market currencies have seen a sharp
fall in value this year against the dollar. The rupee, in particular, has fallen about 7% since the
beginning of the year. The fall in the value of the emerging market currencies is due to increasing
demand for dollars from investors, who wish to sell their assets in the emerging markets and
invest them in the U.S. where yields have been rising quite rapidly.

What happens next?

The U.S. central bank, which has already raised its benchmark interest rate twice this year, is
expected to raise rates two more times in the rest of 2018. Further interest rate hikes could cause
more outflow of capital from the emerging markets, thus causing unexpected changes in
borrowing rates and the value of the rupee.

Both government and non-government borrowers in India, who are exposed to foreign debt, could
be in trouble in such a scenario. The foreign exchange reserves, held by the Reserve Bank of
India (RBI), were around $425 billion as on March 2018. This is the firepower that the RBI can use
to support the rupee and bail out borrowers who get into trouble. The RBI, which raised its
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benchmark interest rate for the first time in more than four years this month, may also decide to
raise domestic interest rates further. While such a step could help to stem the capital outflow from
the country and support the rupee, it could lead to further uncertainty about borrowing rates in the
domestic economy.

Prashanth Perumal
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Govt. testing ‘big data’ system to aid banks assess credit risks

The government is testing a new system that will assist banks in assessing credit risk and the
probability of fraud using big data analysis. The system is expected to help lenders, particularly
rural and cooperative banks, tackle the issue of rising non performing assets (NPAs).

A credit rating model has been developed “that can assist the rural and cooperative banks to
quantify risks under the big data context,” according to an internal note of the Ministry of
Electronics and IT. “Currently, rural and cooperative banks depend on judgement of the bank
manager, resulting in high NPA,” the ministry observes.

The ministry sponsored project includes as partners the Reserve Bank of India (RBI), Bangalore-
based IT firm Processware System and two cooperative banks.

A senior government official, who did not wished to be named, said the project is aimed at helping
banks quantify risks associated with retail loans such as gold loans, personal loans and vehicle
loans. Under the project, a statistical and machine learning algorithmic model has been developed
to predict the probability of default with an aim to reduce NPAs. “A model has also been developed
for predicting different types of frauds in the banking sector based on RBI guidelines,” the official
added.

Web-enabled software

A web-enabled software is also being tested, which when implemented will assist the banks to
easily adopt the models for credit rating, non-performing assets and fraud. Validation of the
models has been done using data from several banks.
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The two facets of NPA management

The phenomenal increase in non-performing assets (NPAs) and wilful defaults over the last three
years raises serious concerns about the effectiveness of NPA management. Given the potential
adverse impact that the increasing incidence of NPAs might cause, it is critical that NPA resolution
takes place in a timely manner. Policies concerning NPA resolution must address two critical
aspects: first, how to prevent it occurring at this scale in the future? and second, how to manage
the existing accumulated NPAs?

Till recently, most of the initiatives by the government and the RBI (Reserve Bank of India) had
centred on the latter — how to manage the existing NPAs. The emphasis was on finding ways to
reduce the magnitude of NPAs. This was driven by the idea that bank balance sheets must be
cleaned up and restored. While it is important to clean up the balance sheet of banks by reducing
or eliminating bad loans, preventive measures are equally important. Typically, preventive
measures are structural in nature. Both elements are quite important to a robust NPA
management mechanism.

Regulator’s role

The government and the regulator have to play a greater role in the process of NPA management.
The role of the government has historically been crucial when there is a banking failure or crisis. It
is the government which comes to the rescue, either through direct intervention or through the
regulator. The role of government becomes even more important as it happens to be the principal
owner of majority of the affected banks in India.

On preventive measures, there is a need for evolving a framework in order to bring transparency
into the operation and management of SCBs (scheduled commercial banks), particularly the PSBs
(public sector banks), on four major parameters — project appraisal, monitoring, accounting, and
auditing. As large loans constitute a substantial portion of the total NPAs, a robust credit appraisal
mechanism is crucial. As large loans tend to be relatively technically complex, banks must
enhance their technical capabilities to undertake project monitoring effectively. Greater emphasis
must be placed on bringing efficiency and transparency into the accounting system. Emphasis
should be given on strengthening the audit system in banks. These measures can potentially
reduce the possibilities of collusion among the officials of the funding institutions and the
borrowers.

‘Bad bank’

On NPA resolution, to deal with the existing accumulated NPAs, there is a need for creating a
publicly funded ‘bad bank’ or an asset management company which will deal with the stressed
assets of PSBs. The approach should be to formulate a resolution mechanism which will maximise
recovery, and thereby, reduce the burden on the banks or the government. It can be very similar to
the Swedish model where the bad bank bought the stressed assets from the affected banks and
sold it at a higher price at the time of economic expansion, when asset prices picked up. This way,
recovery on the bad loans can be maximised. The life span of the Swedish bad bank ‘Securum’
was 15 years, and it was fully owned by the government.

On a similar line, the Government of India, too, can create a bad bank, with full government
ownership. The proposed institution can continue to exist without an expiry date as the NPA
problem is perennial. The Swedish bad bank ensured the principle of transparency in its true spirit,
with full disclosure of the extent of the problem and its resolution mechanism. This gave a boost to
the restoration of confidence in the banks, which was central in such a crisis. The managerial staff
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of the ‘bad bank’ may, however, be outsourced to boost operational efficiency.

The bank should function independently and be accountable to government.

Given the fiscal constraints, it may not be viable for the government to finance the proposed bad
bank through budgetary support fully. The government can, however, partly finance the proposed
‘bad bank’ by issuing equity shares with the government holding the majority share.

(The authors are with the Institute for Studies in Industrial Development, New Delhi. Views

are personal)

Emphasis should be given on strengthening audit system in banks
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NIIF to roll out $2 billion fund: Bose

The National Infrastructure and Investment Fund (NIIF) is looking to unveil a $2-billion long-term
fund to finance mega projects. The new fund has already been registered.

The NIIF already has two operational funds— the NIIF master fund that invests directly into
companies and a fund of funds that invests in funds that are managed by third parties.

“There is a third fund which we are designing. The size of the fund will be $2 billion,” NIIF MD and
CEO Sujoy Bose said at a function. “The new fund will focus on major infrastructure projects and
look for partners who are willing to take long-term risks with us,” Mr. Bose added.
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‘Reforms in public sector banks have taken a back seat’

Viral Acharya  

The Centre’s initiative to reform public sector banks, begun in 2015 with the Indradhanush
programme, appears to have lost steam, Reserve Bank of India’s (RBI) deputy governor Viral
Acharya said. In his foreword to the Financial Stability Report, Mr. Acharya said while the Centre’s
decision to frontload capital infusion in public sector banks should impart robustness, “governance
reforms and market capital-raising appear to have again taken the backseat at the PSBs.”

According to the RBI, if governance reforms are undertaken promptly it would not only improve the
financial performance of the banking sector but also help reduce operational risks.

Mr. Acharya said the central bank’s decision to put 11 under-capitalised banks under prompt
corrective action (PCA) was aimed at preventing further deterioration and nursing them back to
health.

Monitoring needed

However, the resulting shift of flows of finance to non-bank sources needs to be monitored
carefully.

According to the Report, six state-run banks that are under the PCA framework may see their
capital adequacy ratio drop below the minimum regulatory level of 9% by March 2019 if there is no
further recapitalisation by the Centre. The gross NPA ratio of all commercial banks is likely to rise
to 12.2% by March 2019 as compared with 11.6% in March 2018, under the baseline scenario of a
macro stress test.
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RBI slaps Rs. 60 mn fine on TMB

The Reserve Bank of India has slapped a fine of Rs. 60 million on Tamilnad Mercantile Bank
Limited (TMB) for contravention of its directive.

The RBI said that the TMB had been fined for its lapses in adhering to the master directions
issued by it on the issue and pricing of shares.

“The penalty has been imposed in exercise of powers vested in RBI under the provisions of
Section 47A (1) (c) read with Section 46 (4) (i) of the Banking Regulation Act, 1949 taking into
account the failure of the bank to adhere to the directions while issuing bonus shares to certain
non-resident entities,’’ the central bank said in a release.
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Cabinet approves MoU between India and Singapore on Cooperation in the field of Planning
Cabinet

Cabinet approves MoU between India and Singapore on
Cooperation in the field of Planning

Posted On: 27 JUN 2018 3:50PM by PIB Delhi

          The Union Cabinet chaired by the Prime Minister Shri Narendra Modi has given its ex post-
facto approval to the MoU between India and Singapore on cooperation in the field of urban
planning and development. The MoU was signed on 31st May 2018.

          The objective of the MOU is to facilitate government agencies in the Centre and States,
including Municipal Bodies, to readily tap into the expertise of Singapore agencies in the areas of
urban development and management and other areas, and thus help in urban rejuvenation,
mission. This will also facilitate to build capacities in NITI and equip the officials with skills related
to evidence based policy writing, evaluation etc. and help NITI to play the newly assigned role of a
Think Tank in a more effective manner.

Under this MOU, capacity building programme in the field of planning, focusing on areas of urban
planning, water and waste water management, solid waste management, Intelligent Transport
System and public financing (Public Private Partnerships) would be undertaken.

Major Impact:

This MOU would lead to dissemination of knowledge of best practices, build capacities and
provide hand holding support to various government agencies at the State and Central levels in
the areas of urban planning, water and waste water management, solid waste management,
Intelligent Transport System and public financing (Public Private Partnerships).

Beneficiaries:

The officials from Central Government, State Government and Urban Local Bodies would directly
benefit by enhancing their knowledge base which would ultimately get manifested in the
improvement in the urban civic amenities.

***

KS/SNC/SH

(Release ID: 1536714) Visitor Counter : 199

Read this release in: Marathi , Gujarati , Tamil
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Cabinet approves MoU between India and Germany on Cooperation in the field of Civil Aviation
Cabinet

Cabinet approves MoU between India and Germany on
Cooperation in the field of Civil Aviation

Posted On: 27 JUN 2018 3:48PM by PIB Delhi

The Union Cabinet chaired by the Prime Minister Shri Narendra Modi has approved signing of the
Memorandum of Understanding (MoU) titled Joint Declaration of Intent between India and
Germany on Cooperation in the field of Civil Aviation.  The Joint Declaration will lead to promotion
of safe, effective and efficient development of air transport between India and Germany.

 

The MoU in the form of Joint Declaration of Intent signifies an important landmark in the civil
aviation relations between India and Germany, and has the potential to spur greater trade,
investment, tourism, and cultural exchanges between the two countries.

 

The two countries desired to strengthen and further develop the established relation through
signing a Joint Declaration of Intent for promoting and facilitating exchange of knowledge and
experience, cooperation in the field of Civil Aviation. The main objective of this Joint Declaration of
Intent is to promote and facilitate mutual cooperation in the following areas:-

 

 (i)        Aviation Safety and Air Traffic Management

 

Sharing of information and best practices related to aviation safely activities and safety oversight
including Air Traffic Management through seminars, colloquiums, visits and other ideas as
appropriate.

 

(ii)  Heliports and Helicopter Emergency Medical Services (HEMS)

 

Sharing of information and best practices related to heliports and Helicopter Emergency Medical
Services.

 

(ill)     Regulations and Policy
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Continued collaboration at ICAO on key international issues.

(iv)     Corporate and Business Aviation Development

 

Sharing of information on facilities for business and non-commercial aviation.

 

(v)     Environment

 

(a) Sharing of experience regarding governmental oversight of aerodromes with special  
focus on sustainable and environment-friendly aerodrome development and planning.

 

(b)     Collaboration at international level with view to the importance of tackling climate
change and therefore of addressing Greenhouse Gas (GHG) emissions associated with
aviation, both at domestic and international levels.

 

(vi)     Training and Skills Development

 

Explore partnerships in technical and non-technical co-operation and training, in particular, in
aviation safety oversight.

 

*****

KS/SNC/SH

 

(Release ID: 1536709) Visitor Counter : 128

Read this release in: Marathi , Tamil , Telugu

END

Downloaded from crackIAS.com

© Zuccess App by crackIAS.com



cr
ac

kIA
S.co

m

cr
ac

kIA
S.co

m

www.pib.nic.in 2018-06-27

Cabinet apprised of the MoU between India and Denmark for cooperation in the fields of Animal
Husbandry and Dairying
Cabinet

Cabinet apprised of the MoU between India and Denmark for
cooperation in the fields of Animal Husbandry and Dairying

Posted On: 27 JUN 2018 3:44PM by PIB Delhi

The Union Cabinet chaired by Prime Minister Shri Narendra Modi has been apprised of the
Memorandum of Understanding (MoU) signed between India and Denmark for cooperation in the
fields of Animal Husbandry and Dairying. The MoU was signed on 16.4.2018.

 

The MoU aims to develop bilateral cooperation in the field of Animal Husbandly and Dairying for
the purpose of broadening the existing knowledge base on dairy development and institutional
strengthening.

 

A Joint Working Group (JWC) consisting of representatives of each party shall be created to
formulate joint programmes, facilitate cooperation and consultation and subsequent evaluation.

 

Danish partnership is expected to facilitate exchange ofknowledge & expertise in the areas of
animal breeding, animal health and dairying, fodder management etc. aiming at enhancing
production and productivity of Indian livestock including livestock trade matter of mutual interest.

 

*****

KS/SNC/SH

 

(Release ID: 1536703) Visitor Counter : 75

Read this release in: Marathi , Gujarati , Telugu
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Cabinet apprised of the MoU between India and Indonesia on Technical Cooperation in the field of
Railways sector
Cabinet

Cabinet apprised of the MoU between India and Indonesia on
Technical Cooperation in the field of Railways sector

Posted On: 27 JUN 2018 3:41PM by PIB Delhi

The Union Cabinet chaired by Prime Minister Shri Narendra Modi has been apprised of
theMemorandum of Understanding (MoU)between India and Indonesia on Technical Cooperation
in the field of railways sector.The MoU was signed on 29th May, 2018.

 

The MoU will provide a framework of cooperation for focused approach in following key areas:-

 

Exchange of knowledge,  technology,  institutional  cooperation includingcapacity building;   a.
Modernization of rolling stock, as well as of signaling and communication systems in
railways;

b.

Modernization of railway operation, management and regulations;c.
Development of inter-modal transport, logistics parks and freight terminals;d.
Exchanges   of   construction   and   maintenance   technologies   for   fixedinfrastructure,
including tracks, bridges, tunnel, overhead electrification andpower supply systems;

e.

Other areas of cooperation that may be jointly decided upon by both the Sides.f.
 

Background:

 

Ministry of Railways have signed MoUs for technical cooperation in the Rail sector with various
foreign Governments and National Railways. The identified areas of cooperation include high
speed corridors, speed raising of existing routes, development of world class stations, heavy haul
operations and modernization of rail infrastructure etc. The cooperation is achieved through
exchange of information on developments in areas of railways technology & operations, knowledge
sharing, technical visits, training & seminars and workshops in areas of mutual interest.

 

*****

KS/SNC/SH

(Release ID: 1536699) Visitor Counter : 86



cr
ac

kIA
S.co

m
crackIAS.com

Read this release in: Marathi , Tamil , Telugu

END

Downloaded from crackIAS.com

© Zuccess App by crackIAS.com



cr
ac

kIA
S.co

m

cr
ac

kIA
S.co

m

www.pib.nic.in 2018-06-27

Cabinet approves capital infusion in Export Credit Guarantee Corporation Ltd.
Cabinet Committee on Economic Affairs (CCEA)

Cabinet approves capital infusion in Export Credit Guarantee
Corporation Ltd.

Posted On: 27 JUN 2018 3:39PM by PIB Delhi

The Cabinet Committee on Economic Affairs chaired by Prime Minister Shri Narendra Modi has
approved the capital infusion of Rs.2000 crore for strengthening of  Export Credit Guarantee
Corporation (ECGC).  The amount would be infused in the three financial years i.e. Rs.50 crore in
2017-18, Rs.1450 crore in the year 2018-19 and Rs.500 crore for 2019-20.

The infusion would enhance insurance coverage to MSME exports and strengthen India’s exports
to emerging and challenging markets like Africa, CIS and Latin American countries.  With
enhanced capital, ECGC’s underwriting capacity and risk to capital ratio will improve considerably. 
With a stronger underwriting capacity, ECGC will be in a better position to support Indian exporters
to tap new and unexplored markets.  Increased capital infusion will help ECGC to diversify its
product portfolio and provide cost effective credit insurance helping exporters to gain a stronger
foothold in the difficult markets.  Covers from ECGC will help in improving competitive positon of
India exporters in International markets.  More than 85% of customers benefitted by ECGC’s
covers are MSMEs.  ECGC covers exports to around 200 countries in the world.

Background:

ECGC is a premier export credit agency of the Government of India to provide Export Credit
Insurance Services to facilitate exports from the country.  The ECGC offers credit insurance
schemes to exporters to protect them against losses due to non-payment of export dues by
overseas buyers due to political and / or commercial risks.

****

KS/SNC/SH
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Read this release in: Marathi
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Cabinet approves a Corpus to National Export Insurance Account Trust
Cabinet Committee on Economic Affairs (CCEA)

Cabinet approves a Corpus to National Export Insurance
Account Trust

Posted On: 27 JUN 2018 3:36PM by PIB Delhi

The Cabinet Committee on Economic Affairs chaired by Prime Minister Shri Narendra Modi has
approved contribution of Grant-in-Aid (Corpus) of Rs.1,040 crore to National Export Insurance
Account Trust (NEIA).

The Corpus is to be utilised during three years from 2017-18 to 2019-20.  An amount of Rs.440
crore has already been received for the year 2017-18.  Rs.300 crore each will be given to NEIA for
the years 2018-19 and 2019-20.

The Corpus would strengthen NEIA to support project exports from the country that are of strategic
and national importance.

 

****

KS/SNC/SH

(Release ID: 1536687) Visitor Counter : 122

Read this release in: Marathi
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Reality check: On bank NPAs

The worst is far from over for Indian banks. The financial stability report released by the Reserve
Bank of India on Tuesday has warned that the gross non-performing assets (GNPAs) of scheduled
commercial banks in the country could rise from 11.6% in March 2018 to 12.2% in March 2019,
which would be the highest level of bad debt in almost two decades. This puts at rest the hope of a
bottoming out of the NPA crisis that has affected the banking system and impeded credit growth in
the economy. The GNPA of banks under the prompt corrective action framework, in particular, is
expected to rise to 22.3% in March 2019, from 21% this March. The RBI believes that this will
increase the size of provisioning for losses and affect the capital position of banks. In fact, the
capital to risk-weighted assets ratio of the banking system as a whole is expected to drop from
13.5% in March 2018 to 12.8% in March 2019. The deteriorating health of banks is in contrast to
the economy, which is on the path to recovery, clocking a healthy growth rate of 7.7% during the
last quarter. The RBI, however, has warned about the rising external risks that pose a significant
threat to the economy and to the banks. The tightening of monetary policy by the United States
Federal Reserve and increased borrowing by the U.S. government have already caused credit to
flow out of emerging markets such as India. The increase in commodity prices is another risk on
the horizon that could pose a significant threat to the rupee and the country’s fiscal and current
account deficits. All these factors could well combine to increase the risk of an economic
slowdown and exert pressure on the entire banking system.

A major highlight of the financial stability report is the central bank’s finding that public sector
banks (PSBs) are far more prone to fraud than their private sector counterparts. This is significant
in light of the huge scam unearthed at a Punjab National Bank branch earlier this year. The RBI
notes that more than 85% of frauds could be linked to PSBs, even though their share of overall
credit is only about 65%. This should come as no surprise given the serious corporate governance
issues faced by public sector banks, which to a large extent also contributed to the lax lending
practices that are at the core of the NPA crisis. In his foreword to the report, RBI Deputy Governor
Viral Acharya has noted that governance reforms at PSBs, if implemented, can help improve their
financial performance and also reduce their operational risks. For now, the RBI expects the
government’s recapitalisation plan for banks and the implementation of the Insolvency and
Bankruptcy Code to improve the capital position of banks. These reforms can definitely help. But
unless the government can gather the courage to make drastic changes to aspects of operational
autonomy and the ownership of PSBs, future crises will be hard to prevent.

Sign up to receive our newsletter in your inbox every day!

Please enter a valid email address.

Iván Duque’s election as Colombia’s President puts a question mark on the peace accord
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Cabinet okays Rs. 2,000-cr. capital infusion for export guarantor across FY2017-20

The Cabinet Committee on Economic Affairs on Wednesday approved a capital infusion of Rs.
2,000 crore into the Export Credit Guarantee Corporation (ECGC) to be infused over the three
financial years 2017-20.

The break-up of the infusion would be Rs. 50 crore in 2017-18, Rs. 1,450 crore in 2018-19, and
Rs. 500 crore in 2019-20.

MSME exports

“The infusion would enhance insurance coverage to MSME exports and strengthen India’s exports
to emerging and challenging markets like Africa, CIS and Latin American countries,” the
government said in a release. “With enhanced capital, ECGC’s underwriting capacity and risk to
capital ratio will improve considerably. With a stronger underwriting capacity, ECGC will be in a
better position to support Indian exporters to tap new and unexplored markets.”

The increased capital infusion would also help ECGC to diversify its product portfolio and provide
cost-effective credit insurance to exporters, the government said.

“Covers from ECGC will help in improving competitive position of India exporters in international
markets,” the government said. “More than 85% of customers benefited by ECGC’s covers are
MSMEs. ECGC covers exports to around 200 countries in the world.”

Separately, the Cabinet Committee on Economic Affairs also approved the contribution of grant-in-
aid of Rs. 1,040 crore to the National Export Insurance Account Trust (NEIA). “The corpus is to be
utilised during three years from 2017-18 to 2019-20,” the government said.

“An amount of Rs. 440 crore has already been received for the year 2017-18. Rs. 300 crore each
will be given to NEIA for the years 2018-19 and 2019-20. The corpus would strengthen NEIA to
support project exports from the country that are of strategic and national importance,” the Centre
added.
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Indians’ Swiss bank stash tops Rs. 7,000 cr.

Money parked by Indians in Swiss banks rose more than 50% to 1.01 billion Swiss francs (Rs.
7,000 crore) in 2017, reversing a three-year downward trend amid India’s clampdown on
suspected black money stashed there.

In comparison, the total funds held by all foreign clients of Swiss banks rose about 3% to 1.46
trillion francs or about Rs. 100 lakh crore in 2017, according to the official annual data released on
Thursday by the Swiss National Bank (SNB), the central banking authority of the Alpine nation.

Surge, a surprise

The surge in Indian money held with Swiss banks comes as a surprise given India’s continuing
clampdown on suspected black money stashed abroad, including in the banks of Switzerland that
used to be known for their secrecy for years.

The Indian money in Swiss banks had fallen by 45% in 2016, marking their biggest-ever yearly
plunge, to 676 million francs (about Rs. 4,500 crore) — the lowest ever since the European nation
began making the data public in 1987. According to the SNB data, the total funds held by Indians
directly with Swiss banks rose to 999 million francs (Rs. 6,891 crore) in 2017, while the same held
through fiduciaries or wealth managers increased to 16.2 million francs (Rs. 112 crore). These
figures stood at 664.8 million francs and 11 million francs, respectively, at the end of 2016.

As per the latest data, the Indian money in Swiss banks included 464 million francs (Rs. 3,200
crore) in the form of customer deposits, 152 million francs (Rs. 1,050 crore) through other banks
and 383 million francs (Rs. 2,640 crore) as ‘other liabilities’ such as securities at the end of 2017.

The funds under all three heads have risen sharply, as against a huge plunge across all
categories in the previous year, the SNB data showed.

The funds held through fiduciaries alone used to be in billions till 2007 but began falling after that
amid fears of regulatory crackdown.

The total funds held by Indians with Swiss banks stood at a record high of 6.5 billion francs (Rs.
23,000 crore) at 2006-end, but came down to nearly one-tenth of that level in about a decade.
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Target incomes, not prices

Our farm policy is so bad, the proverb ‘you reap what you sow’ isn’t true any longer. A bumper
crop is no different from a drought, for it too depresses farm incomes.

Good rains, excessive sowing and the bumper harvest last year produced gluts in the market that
sent the prices of many crops, and therefore farm incomes, crashing. None of the economic tools
available for protecting farm incomes — the price support scheme, the price stabilisation fund and
the market intervention scheme — was employed to the best advantage. Quick and precise
adjustments to the export and import rules could have arrested the price fall by diverting the
excess supplies to overseas markets. But the changes required were not carried out in time.
Instead, inflows of imports were allowed to go on, which worsened the price situation.

This year’s Budget promised that the Minimum Support Prices (MSPs) would be at least 150% of
production costs, a longstanding demand of farmers and recommendation of experts. Even if the
market prices fall below the MSP, as they did for major kharif crops in 2017, the government will
procure the produce on MSP. And if it does not procure, it will provide a mechanism to ensure
payments, equal to the gap between the MSP and the market price, would reach farmers.

The intention of assuring 50% profit margin over the cost of production is to make farming
remunerative. On the formula for calculating production costs for plugging into the MSP formula,
farmer groups and the government are not as yet on the same page. But howsoever production
costs are calculated, simply announcing higher MSPs will not raise farmer incomes. The system is
not geared for scaling up procurement.

For several crops last year, the quantities procured were small portions of the total produce.
Although MSPs are announced for more than 20 crops, noteworthy procurement is conducted for
three: paddy, wheat and sugarcane (procurement by sugar mills, not the government, given cane
must be crushed within a few hours of being cut, or it dries, impacting sugar recovery drastically).

Further, procurement frequently takes places at prices below the MSP, as is happening this year,
according to reports. Finally, small and vulnerable farmers usually do not get paid MSPs at all, as
they sell their produce to aggregators, not directly in mandis.

In these circumstances, and given an imminent general election, the government is likely to take
recourse to payments compensating for the difference between market prices and the MSP to
appear farmer-friendly. In principle, it is only right and fair that the government pay reparations to
farmers. The gluts, depressed market prices and mounting farmer losses are a direct
consequence of the malfunction in agri-pricing policies.

But price differential payments, no matter what mechanism is used for calculating and distributing
them, would be yet another example of economic policies that get drafted purely on political
appeal, without full grasp of the underlying economic principle, and backfire badly.

A set of estimates of the price differential payments likely this year, premised on realistic
assumptions, from agriculture economists led by Ashok Gulati projects that the MSP of paddy for
the 2018-19 kharif season will have to be raised 11-14%, cotton 19-28%, and jowar 42-44%, if the
MSP pricing formula of 1.5 times the cost is employed.

A rational response of farmers looking at this menu of MSPs would be to sow more jowar in the
next season. The promise of profits is greatest for jowar. The policy will unwittingly lead to
increased jowar production. There’s no reason the demand for jowar would also rise. A demand-
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supply mismatch would be inevitable which would send the market prices for jowar way below the
announced MSP, calling for significantly expanded jowar procurement at MSP.

The trouble is, pricing policies distort market prices and send the wrong signal to farmers on what
to produce and how much. Our inept policy system fails to correct such situations, which then
spiral out of control. But if the problem is volatile incomes, the solution must target incomes, not
prices. Income support payments, paid on a per hectare basis through direct transfers, offer an
administratively neater, economically far less distortionary and politically more attractive solution.

Telangana has announced such payments for farmers at the rate of 10,000/ha (4,000/acre) per
season. The cost projections for scaling up this model to the national level, excluding the
procurement of sugarcane, wheat and paddy, and non-MSP crops, are roughly as much as the
estimated bill for the price differential payments. For total gross cropped area of 1,978 lakh ha,
income support payments would add up to 1.97 lakh crore, which is equal to about a fifth of the
total gross non-performing assets of the banking system in March this year. At 5,000/ha, the tab
for income support would be about 98,500 crore.

The impression was that the farmers’ long march to Mumbai a few months back forced urban India
to reassess its position on the severity of the agrarian distress. But advantaged Indians have
begun questioning the logic of fiscal support for farmers on the grounds that it is unfair to make the
majority pay to keep afloat a high-cost, low productivity, income-tax exempt sector that contributes
just 17-18% of the country’s GDP. They forget that the agriculture sector engages more than 50%
of the total workforce, and that agri-prices, and therefore farm incomes, are not free-market driven.
They are kept artificially low, through use of pricing policy instruments, so that inflation does not
erode the rest of the population’s purchasing power.

The current farm crisis is purely because of policy failure. Fiscal space must be found for providing
income support this year to the most vulnerable farmers at least. Over the longer term, there is no
alternative to deep reforms.

Puja Mehra is a Delhi-based journalist
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